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INDEPENDENT AUDITORS’ REPORT TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF ING BANK (EURASIA) ZAO
We have audited the accompanying balance sheets of ING Bank (Eurasia) ZAO (“the Bank”) as of 31 December 1999 and 1998 and the related profit and loss and cash flow statements for the years then ended. The financial statements, as set out on pages 4 to 31 are the responsibility of the Bank’s management. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with International Standards on Auditing as issued by the International Federation of Accountants. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion the aforementioned financial statements present fairly, in all material respects, the financial position of the Bank as of 31 December 1999 and 1998 and of the results of its operations and cash flow for the years then ended in accordance with International Accounting Standards as issued by the International Accounting Standards Committee.

KPMG Limited, Moscow 
20 December 2000

ING Bank (Eurasia) ZAO

Profit and loss statement 

For the years ended 31 December 1999 and 1998


Notes
1999

1998



RUR ‘000

RUR ‘000







Interest income
4
716,313

1,157,343

Interest expense
4
(617,181)

(917,660)

Net interest income 

99,132

239,683







Fee and commission income
5
234,102

152,891

Fee and commission expense
6
(73,196)

(130,864)

Net income/(expense) from debt securities
7
589,733

(1,226,313)

Net income/(expense) from foreign exchange
8
215,777

(136,659)

Other income
9
62,971

76,841

Non-interest income/(expense)

1,029,387

(1,264,104)







Operating expenses
10
(637,578)

(704,306)







Profit/(loss) before provisions, gain

 on monetary position and profit tax

490,941

(1,728,727)

Provision for losses
11
285,258

(793,645)







Profit/(loss) before gain on monetary position and profit tax



776,199

(2,522,372)

Gain on monetary position

167,291

13,014

Profit/(loss) before profit tax

943,490

(2,509,358)







Profit tax
12
-

-







Profit/(loss) for the year

943,490

(2,509,358)







The financial statements as set out on pages 4 to 31 were approved by the Board of Management of the Bank on 20 December 2000.
General Director






Chief Financial Officer

Hendrik ten Bosch





Katerina Sapozhnikova

The profit and loss statement is to be read in conjunction with the notes to, and forming part of, the financial statements.

ING Bank (Eurasia) ZAO 

Balance Sheet 

As of 31 December 1999 and 1998



1999

1998

ASSETS
Notes
RUR ‘000

RUR ‘000

Banking assets





Cash

55,578

66,838

Due from the Central Bank of the Russian

  Federation
13
709,878

417,777

Placements with banks and other financial

  institutions
14
701,411

878,099

Loans to customers
15
5,607,682

10,846,332

Amounts receivable under reverse repurchase

  agreements
16
62,615

141,991

Debt securities
17
891,794

314,260

Equity securities
18
1,348

1,348

Total Banking Assets

8,030,306

12,666,645







Fixed assets
19
50,092

51,220

Other assets
20
507,994

515,065

Total Assets

8,588,392

13,232,930













LIABILITIES AND SHAREHOLDERS’

  FUNDS/(NET DEFICIENCY)





Banking Liabilities





Deposits and balances from banks and other

  financial institutions
21
4,300,901

12,684,186

Current accounts and deposits from customers
22
2,683,485

1,836,339

Promissory notes

785,818

128,828

Total Banking Liabilities

7,770,204

14,649,353







Other liabilities
23
210,692

257,071

Total Liabilities

7,980,896

14,906,424







Shareholders’ Funds/(Net Deficiency)





Share capital
24
34,905

19,905

Share premium

1,547,116

224,616

Share capital and share premium hyperinflation

  adjustment

706,068

706,068

Accumulated losses

(1,680,593)

(2,624,083)

Total Shareholders’ Funds/(Net Deficiency)

607,496

(1,673,494)







Commitments and Contingencies
25, 27, 28, 29










Total Liabilities and Shareholders’ Funds/

  (Net Deficiency)

8,588,392

13,232,930

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

ING Bank (Eurasia) ZAO

Statement of Cash Flows 

For the years ended 31 December 1999 and 1998



1999

1998


Notes
RUR ‘000

RUR ‘000

Cash flows from operating activities





Interest and fee and commission receipts

806,555

1,098,622

Interest and fee and commission payments

(587,308)

(968,274)

Net receipts/(payments) from foreign exchange

203,370

(242,674)

Net receipts/(payments) from debt securities

463,649

(742,747)

Other receipts

32,407

20,505

Cash payments to employees and suppliers

(475,065)

(533,835)

Turnover taxes paid

(87,799)

(764)

Net receipts from recoveries of amounts receivable

  under reverse repurchase agreements

13,102

-

Operating cash flow/(outflow) before changes

  in operating assets and liabilities

368,911

(1,369,167)







(Increase)/decrease in operating assets





Obligatory reserve deposit with the Central Bank

  of the Russian Federation

(293,351)

19,450

Placements with banks and other financial

  institutions

375,113

(809,928)

Loans to customers

5,345,562

(5,727,744)

Amounts receivable under reverse repurchase

  agreements

119,371

2,406,283

Debt securities

(340,289)

1,799,731

Other operating assets

244,008

13,180







Increase/(decrease) in operating liabilities





Deposits and balances from banks and other financial

  institutions

(8,383,282)

3,717,214

Current accounts and deposits from customers

847,146

394,567

Promissory notes

656,990

(154,302)

Other operating liabilities

(207,082)

(150,718)

Net cash provided by/(used in) operating activities

  before taxes

(1,266,903)

138,566







Profit tax paid

(35,342)

-

Net cash provided by/(used in) operations

(1,302,245)

138,566







Cash flows from investing activities





Net purchases of equity securities

(10,702)

(1,348)

Net purchases of property and equipment

(5,140)

(27,771)

Net purchases of intangible assets

(10,813)

(1,101)

Net cash used in investing activities

(26,655)

(30,220)







Cash flows from financing activities





Proceeds from issuance of share capital

1,337,500

-

Net cash provided by financing activities

1,337,500

-







Gain on monetary position

167,291

13,014







Net decrease in cash and cash equivalents

175,891

121,360

Cash and cash equivalents at beginning of year
31
515,610

394,250







Cash and cash equivalents at end of year
31
691,501

515,610

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

ING Bank (Eurasia) ZAO

Statement of Changes in Shareholders’ Funds 

For the years ended 31 December 1999 and 1998


Share capital

RUR ‘000

Share

premium

reserve

RUR ‘000

Share capital 

& premium reserve hyper-inflation

adjustment

RUR ‘000

Accumu-

lated 

losses

RUR ‘000

Total

RUR ‘000

Balance at 

  1 January 1998 
19,905

224,616

706,068

(114,725)

835,864

Net loss for the year
-

-

-

(2,509,358)

(2,509,358)












Balance at 

  31 December 1998
19,905

224,616

706,068

(2,624,083)

(1,673,494)












Issuance of share
  capital
15,000

1,322,500

-

-

1,337,500

Net profit for the

 Year
-

-

-

943,490

943,490












Balance at 

  31 December 1999
34,905

1,547,116

706,068

(1,680,593)

607,496

The statement of changes in shareholders’ funds is to be read in conjunction with the notes to, and forming part of, the financial statements.

1.
BACKGROUND

(a) Background

ING Bank (Eurasia) ZAO (the “Bank”), was established in the Russian Federation as a closed joint-stock company with limited liability in September 1993, and was granted its general banking license in March 1995. The principal activities of the Bank are commercial lending, operations with securities and foreign exchange, custodian and cash management services and deposit taking. The activities of the Bank are regulated by the Central Bank of Russia (“the CBR”). The average number of persons employed by the Bank during the year was 152 (1998: 165).

The Bank is part of ING Group, an international financial group headquartered in Amsterdam and operating in over 60 counties.

(b) Russian business environment

The Russian Federation has been experiencing political and economic instability which has affected and may continue to affect the activities of enterprises operating in this environment. Consequently, operations in the Russian Federation involve risks which do not typically exist in other markets.

The accompanying financial statements reflect management's assessment of the impact of the Russian business environment on the operations and the financial position of the Bank.

The future business environment may differ from management's assessment. The impact of such differences on the operations and financial position of the Bank may be significant.

2.

BASIS OF PREPARATION

(a) Statement of compliance

The financial statements have been prepared in accordance with the accounting standards issued by the International Accounting Standards Committee (“IASC”) and interpretations issued by the Standing Interpretations Committee of the IASC.

(b) Accounting records

The Bank maintains its accounting records in accordance with the legislative requirements of the Netherlands and the Russian Federation. The accompanying financial statements have been prepared from those accounting records and adjusted as necessary to comply, in all material respects, with the requirements of International Accounting Standards.

(c) Historical cost basis

The financial statements are prepared on the historical cost basis except that debt and equity securities are stated at their fair values and non-monetary assets and liabilities have been restated to account for the effects of inflation as described in the accounting policy set out in note 3(b).

(d) Reporting currency

The national currency of the Russian Federation is the Russian Rouble. The Russian Rouble is the reporting currency used in the preparation of these financial statements. All amounts in the financial statements have been rounded to the nearest thousand.

(e) Going concern

The accompanying financial statements of the Bank have been prepared on a going concern basis, which contemplates the realisation of assets and the settlement of liabilities in the normal course of business. The recoverability of the Bank’s assets, as well as the future operations of the Bank, may be significantly affected by the current and future economic environment (refer to note 1 (b)). The accompanying financial statements do not include any adjustments should the Bank be unable to continue as a going concern.

3.

SIGNIFICANT ACCOUNTING POLICIES

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

(a) Foreign Currency Transactions

Transactions in foreign currencies are recorded in Roubles at the foreign exchange rate ruling at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are translated to Roubles at the foreign exchange rate ruling at that date. Foreign exchange differences arising on translation are recognised in the profit and loss statement. Non-monetary assets and liabilities denominated in foreign currencies are translated to Roubles at the foreign exchange rate ruling at the date of transaction and adjusted for the subsequent effects of hyperinflation (refer (b) below). 

(b) Inflation accounting

The economy of the Russian Federation is considered to be a hyperinflationary economy under IAS No. 29 Financial Reporting in Hyperinflationary Economies. In order to comply with the requirements of IAS No. 29, financial statements need to be expressed in terms of the measuring unit current as of the balance sheet date. Accordingly, the accompanying financial statements, including comparatives, have been restated to account for changes in the general purchasing power of the Rouble. The restatement is based on relevant price indices at the balance sheet date.  The indices are derived from the inflation rates which are issued by the State Statistical Committee of the Russian Federation (“Goskomstat”). The indices used were as follows:

Indices

31 December 1991
100

31 December 1992
2,642

31 December 1993
25,023

31 December 1994
78,470

31 December 1995
182,046

31 December 1996
221,597

31 December 1997
245,949

31 December 1998
501,689

31 December 1999
685,864

The indices have been applied to the historical costs of transactions and balances as follows:
· All comparative figures as of and for the year ended 31 December 1998 were restated by applying the change in the index from 1 January 1999 to 31 December 1999.

· Profit and loss statement transactions during 1999 were restated by applying the change in the index from the month of the transactions to 31 December 1999.

· Gains and losses during 1999 arising from the monetary asset or liability positions are included in the profit and loss statement.

· Non-monetary assets and liabilities were restated by applying the change in the index from the date of the transaction, or if applicable from the date of their most recent revaluation, to 31 December 1999.

· Share capital’s contributions during 1999 were restated by applying the change in the index from the date of the transaction to 31 December 1999.

3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

(c) Interest Income and Interest Expense

Interest income and expense are recognised when earned or incurred, on an accruals basis, except in the case of non-performing loans. Non-performing loans are those loans for which management believes that the contractual interest or principal due will not be collected. Interest due on loans of this nature is recognised only when received.

(d) Provisions for loan losses
A specific credit risk provision for loan losses is established to provide for management’s estimate of credit losses as soon as recovery of an exposure is identified as doubtful.
A general provision for loan losses is established to cover losses that are judged to be present in the lending portfolio as of the balance sheet date, but which have not been specifically identified. This provision is based on an analysis of internal credit gradings allocated to borrowers taking into consideration the economic climate in the Russian Federation.

When a loan is deemed uncollectable, it is written off against the related provision for losses. Subsequent recoveries are credited to the profit and loss statement if previously written off.

(e) Interest-bearing liabilities

Interest-bearing liabilities are recognised initially at cost, net of any transaction costs incurred. Subsequent to initial recognition, interest-bearing liabilities are stated at amortised cost with any difference between cost and redemption value being recognised in the profit and loss statement over the term of the liability.
When liabilities are repurchased or settled before maturity, any difference between the amount repaid and the carrying amount is recognised immediately in the profit and loss statement.

(f) Repurchase and Reverse Repurchase Agreements

Securities sold under agreements to repurchase are retained within the debt or equity securities portfolios and accounted for accordingly. Liability accounts are used to record the obligation to repurchase. The difference between the sale and repurchase price represents interest expense and is recognised in the profit and loss statement over the term of the repurchase agreement. 

Securities held under reverse repurchase agreements are recorded as receivables. The difference between the purchase and sale price represents interest income and is recognised in the profit and loss statement over the term of the reverse repurchase agreement. The receivables due under reverse repurchase agreements have been shown net of provisions for losses.

To the extent that counterparties of the Bank have defaulted on their obligation to repay the Bank for contractual amounts due under reverse repurchase agreements and the Bank has sold securities pledged by the counterparties under the agreements, the proceeds from the sales have been first applied to accrued interest receivable and then applied to the principal balance of the loans.

(g) Debt securities
Traded debt securities are stated at market value. Non traded debt securities are stated at cost less provision for other than temporary declines in value. All income from debt securities is included in net income/(expense) from debt securities. Such income includes coupon income, accretion of discounts, and gains and losses arising from changes in the market value of the securities as well as brokerage fees and commissions. Such gains and losses arise from both the recognition of yield over the life of the security and from changes in market conditions. As such, amounts shown in this caption contain elements of both interest income and gains and losses arising from movements in market conditions. Also included within operating expenses are revenue based taxes which are directly attributable to operations with debt securities.

3.
SIGNIFICANT ACCOUNTING POLICIES (continued)

(h) Equity securities
Non traded equity securities are stated at cost less provision for permanent diminution in value. Realised gains and losses on disposal and unrealised market value adjustments are recognised in the profit and loss statement. Dividends are included in the profit and loss statement when declared.

(i) Derivative financial instruments

Derivatives include forwards and other contingent or exchange traded instruments. Derivatives are valued at fair value and the resultant gains and losses are recognised immediately in the profit and loss statement. Unrealised gains and losses have been reported on a gross basis as other assets or other liabilities as appropriate. Provisions for credit losses related to derivative financial instruments have been recorded in the profit and loss statement.

(j) Offsetting

Financial assets and liabilities are offset and the net amount reported in the balance sheet when there is a legally enforceable right to set off the recognised amounts and there is an intention to settle on a net basis, or realise the asset and settle the liability simultaneously.

(k) Fixed assets

(i) Valuation

Fixed assets are stated at hyperinflated historical cost less depreciation.

(ii) Depreciation

Depreciation is charged to the profit and loss statement on a straight line basis over the estimated useful lives as follows:

Leasehold improvements
5-6 years

Data processing equipment
3 years

Office machines & equipment
5 years

Motor vehicles
5 years

Computer software
3 years

Depreciation commences from the year of acquisition, for the entire year, with no depreciation charge being recognised in the year of disposal. 

(l) Employee benefits

The Bank is committed to reimburse employees for all expenses incurred in case of injuries at work. These amounts are expensed when they are incurred.

(m) Provisions

A provision is recognised in the balance sheet when the Bank has a legal or constructive obligation as a result of a past event, and it is probable that an outflow of economic benefits will be required to settle the obligation. 

(n) Profit tax

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or substantially enacted at the balance sheet date, and any adjustment to tax payable in respect of previous years.

Deferred tax is provided using the balance sheet liability method, providing for temporary differences between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation purposes. The following temporary differences are not provided for: goodwill not deductible for tax purposes and the initial recognition of assets or liabilities that affect neither accounting nor taxable profit. The amount of deferred tax provided is based on the expected manner of realisation or settlement of the carrying amount of assets and liabilities, using tax rates enacted or substantially enacted at the balance sheet date.

3.
SIGNIFICANT ACCOUNTING POLICIES (continued)

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be available against which the unused tax losses and credits can be utilised. Deferred tax assets are reduced to the extent that it is no longer probable that the related tax benefit will be realised.

(o) Related parties

For purpose of the financial statements the following are considered to be related parties of the Bank:

· The Bank’s Shareholders and their immediate families;

· Directors and officers of the Bank and their immediate families; and 

· Enterprises in which the Bank or its shareholders, officers or directors or their immediate families, have control or significant influence.

In considering each possible related party relationship, attention is directed to the substance of the relationship, not merely the legal form.

(p) Statement of Cash Flows

The Bank considers cash and nostro accounts to be cash and cash equivalents. The minimum reserve deposit with the CBR is not considered to be a cash equivalent due to restrictions on its withdrawability.

4.
INTEREST INCOME AND INTEREST EXPENSE



1999

1998

Interest Income

RUR ‘000

RUR ‘000

Loans to customers

657,718

754,181

Placements with banks and other financial

  institutions

57,932

146,979

Amounts receivable under reverse repurchase

  agreements

663

256,183



716,313

1,157,343



1999

1998

Interest Expense

RUR ‘000

RUR ‘000

Deposits and balances from banks and other

  financial institutions

543,289

797,470

Current accounts and deposits from customers,

  certificates of deposit and promissory notes

73,872

56,795

Amounts payable under repurchase agreements

20

63,395



617,181

917,660

5.
FEE AND COMMISSION INCOME



1999

1998



RUR ‘000

RUR ‘000

Custody fees

86,404

92,730

Foreign exchange commissions

70,663

27,589

Trade finance/documentary business fees

20,867

10,728

Currency control fees

14,712

8,018

Customer fund transfer/payment fees 

13,530

10,199

Cash management fees 

10,889

3,414

Other fee and commission income

17,037

213



234,102

152,891

6.
FEE AND COMMISSION EXPENSE



1999

1998



RUR ‘000

RUR ‘000

Guarantee fees

38,266

9,244

Custody fees

15,919

32,761

Insurance fees

13,084

79,399

Funds transfer/payment fees 

2,735

1,438

Other fee and commission expense

3,192

8,022



73,196

130,864

7.
NET INCOME / (EXPENSE) FROM DEBT SECURITIES



1999

1998



RUR ‘000

RUR ‘000

Income/(expense) from trading in debt securities

589,733

(1,226,313)

8.
NET INCOME / (EXPENSE) FROM FOREIGN EXCHANGE



1999

1998



RUR ‘000

RUR ‘000

Expense from losses on foreign exchange
 derivatives

(10,619)

(34,331)

Income/(expense) from other foreign exchange

  Transactions

226,396

(102,328)



215,777

(136,659)

9.
OTHER INCOME



1999

1998



RUR ‘000

RUR ‘000

Fees for research and brokerage services to the ING

  Group

53,350

76,841

Other

9,621

-



62,971

76,841

10.
OPERATING EXPENSES



1999

1998



RUR ‘000

RUR ‘000







Employee compensation

200,631

225,735

Turnover based taxes

115,427

113,232

Intercompany charges

69,337

79,904

Payroll related taxes

57,101

54,166

Communications, automation and information
 services

47,517

33,740

Occupancy

44,267

42,371

Other personnel expenses

38,717

43,952

Professional services

22,240

9,273

Depreciation and amortisation

17,077

25,663

Travel expenses

12,976

17,732

Security

11,265

13,405

Other

1,023

45,133



637,578

704,306

11.
PROVISION FOR LOSSES



1999

1998



RUR ‘000

RUR ‘000

Provision for amounts receivable under reverse

  repurchase agreements

(174,280)

329,319

Provision for loans to customers

(106,911)

221,354

Provision for other assets

(14,769)

101,818

Provision for placements with banks and other

  financial institutions

-

141,154

Provision for permanent diminution in value
  of equity securities

10,702

-



(285,258)

793,645

Amounts shown in the above table represent net movements in provisions for the year. Movements shown as positive amounts represent net increases in provisions. Movements shown as negative amounts represent net decreases in provisions.
12.
PROFIT TAX 

Following is an analysis of the current and deferred profit tax expense amounts for the years ended 31 December 1998 and 1999:



1999

RUR ‘000

1998

RUR ‘000

Deferred profit tax expense

-

-

Current profit tax expense

-

-

Total

-

-

Accumulated timing differences between profit determined under Russian tax regulations and profit before taxes computed under IAS give rise to a deferred tax asset of 172,907 RUR’000 as at 31 December 1999 (1998: 373,518 RUR’000). The future tax benefits will only be realised if the Bank is profitable and there are no changes to the law and regulations that adversely affect the Bank’s ability to claim the deductions in future periods. These future tax benefits have not been recognised due to uncertainties concerning their realisation. These unrecorded deductible temporary differences, which have no expiry dates, are listed below at their tax effected accumulated values:



1999



Assets

RUR ‘000
Liabilities

RUR ‘000
Net

RUR ‘000 

Placements with banks and other financial

    institutions
17,551
-
17,551

Loans to customers

(36,921)
(36,921)

Amounts receivable under reverse repurchase

    agreements
-
(5,542)
(5,542)

Debt securities
255,854
-
255,854

Equity securities
-
(360)
(360)

Fixed assets
3,260
-
3,260

Other assets 
-
(141,959)
(141,959)

Other liabilities
81,024
-
81,024

Total deferred tax asset/(liability)
357,689
(184,782)
172,907








1998



Assets

RUR ‘000
Liabilities

RUR ‘000
Net

RUR ‘000 

Placements with banks and other financial

    institutions
25,088
-
25,088

Loans to customers
68,004
-
68,004

Amounts receivable under reverse repurchase

    agreements
90,166
-
90,166

Debt securities
269,242
-
269,242

Equity securities
-
(78)
(78)

Fixed assets
1,973
-
1,973

Other assets 
-
(113,781)
(113,781)

Other liabilities
32,904
-
32,904

Total deferred tax asset/(liability)
487,377
(113,859)
373,518

13.
DUE FROM THE CENTRAL BANK OF THE RUSSIAN FEDERATION



1999

1998



RUR ‘000

RUR ‘000

Obligatory reserve deposits

382,659

89,307

Nostro accounts

327,219

328,470



709,878

417,777

The obligatory reserve deposits are mandatory non-interest bearing deposits calculated in accordance with regulations issued by the CBR and whose withdrawability is restricted. The nostro balances represent balances with the CBR related to settlement activity and were available for withdrawal at year end.
14.
PLACEMENTS WITH BANKS AND OTHER FINANCIAL INSTITUTIONS



1999

1998



RUR ‘000

RUR ‘000

Nostro accounts

308,704

120,302

Term deposits

398,184

952,590



706,888

1,072,892

Less provision for losses

(5,477)

(194,793)



701,411

878,099

Analysis of movements in the provision for losses



1999

1998



RUR ‘000

RUR ‘000

Balance at the beginning of the year

194,793

31,578

Amounts written off during the year

(194,793)

-

Net charge to the profit and loss statement  

-

141,154

Net income/(expense) from foreign exchange

(1,222)

38,157

Loss on monetary position

-

(16,096)

Transferred from provision for losses on amounts
 receivable under reverse repurchase agreements

6,699

-

Balance at the end of the year

5,477

194,793

Amounts shown in the above table represent net movements in provisions for the year. Movements shown as positive amounts represent net increases in provisions. Movements shown as negative amounts represent net decreases in provisions.

15.
LOANS TO CUSTOMERS



1999

1998



RUR ‘000

RUR ‘000

Gross loans to customers

5,722,125

11,067,686

Less provision for losses

(114,443)

(221,354)



5,607,682

10,846,332

15.
LOANS TO CUSTOMERS (continued)

Industry analysis

Loans and advances to customers (net of provision for loan losses) are issued primarily to customers located within Russia and who operate in the following economic sectors:



1999

1998



RUR ‘000

RUR ‘000

Individuals

38,711

56,810







Legal Entities





Trading

1,355,717

1,862,655

Foods & tobacco production

740,228

2,255,793

Telecommunications

545,097

459,764

Food service

502,740

414,993

Real estate

440,559

511,825

Manufacturing

431,298

525,658

Other services

375,157

1,839,387

Oil/petroleum production

360,150

879,438

Mining/metallurgy

220,500

577,129

Agriculture, forestry and timber

161,463

160,051

Gas pipeline construction

151,200

237,139

Municipal

-

345,828

Other

284,862

719,862



5,607,682

10,846,332

Provision for losses

Management has performed an assessment of the required general and specific provisions for loans outstanding as at 31 December 1999 and 1998. The above provisions have been assessed on the basis described in Note 3. 

Analysis of movements in the provision for losses



1999

1998



RUR ‘000

RUR ‘000

Balance at the beginning of the year

221,354

-

Net (recovery)/charge to the profit and loss
  statement

(106,911)

221,354

Balance at the end of the year

114,443

221,354

Amounts shown in the above table represent net movements in provisions for the year. Movements shown as positive amounts represent net increases in provisions. Movements shown as negative amounts represent net decreases in provisions.

Large exposures

As at 31 December 1999, the Bank has one group of borrowers with total loans exceeding 10% of the Bank’s loans to customers. The aggregate exposure of this group at 31 December 1999 was 1,539,972 RUR’000 (1998: 1,781,704 RUR’000).

15.
LOANS TO CUSTOMERS (continued)

Non performing loans



1999

1998



RUR ‘000

RUR ‘000

Gross loans

367,500

384,253

Interest not brought to account

44,657

-

Loan maturities

The maturity of the Bank’s loan portfolio is presented in Note 33 which shows the remaining period from the balance sheet date to the contractual maturity date. However, in the current market, many short-term credits are granted with the expectation of renewing loans at maturity. Accordingly, the effective maturity of a loan portfolio may be longer than indicated by a classification based on contractual terms.

16.
AMOUNTS RECEIVABLE UNDER REVERSE REPURCHASE AGREEMENTS



1999

1998



RUR ‘000

RUR ‘000

Amounts receivable under reverse repurchase

  agreements 

62,615

471,310

Less provisions for losses

-

(329,319)



62,615

141,991

Analysis of movements in the provision for losses



1999

1998



RUR ‘000

RUR ‘000

Balance at the beginning of the year

329,319

-

Amounts written off during the year

(148,340)

-

Net (recovery)/charge to the profit and loss 

  statement

(174,280)

329,319

Transferred to provision for losses under 

  placements with banks and other financial 

  institutions

(6,699)

-

Balance at the end of the year

-

329,319

Amounts shown in the above table represent net movements in provisions for the year. Movements shown as positive amounts represent net increases in provisions. Movements shown as negative amounts represent net decreases in provisions.

Collateral 

As of 31 December 1999, amounts receivable under reverse repurchase agreements were collateralised by the following securities:



Market 
value

Market

value



1999

1998



RUR ‘000

RUR ‘000

Russian Government Ministry of Finance Bonds

62,615

141,991

17.
DEBT SECURITIES



1999

1998



RUR ‘000

RUR ‘000

Russian Government GKO/OFZ 

549,198

198,559

Russian Government Ministry of Finance Bonds

302,211

104,737

Corporate Bonds

40,385

-

Municipal Bonds

-

10,964



891,794

314,260

Securities valuation

Debt securities are shown at management’s estimate of their current value. 

GKOs/OFZs

GKOs/OFZs are Rouble denominated debt securities issued by the Russian Government. On 17 August 1998, the Russian Government made a unilateral announcement that the terms of issue for all GKOs and certain tranches of OFZs were to be renegotiated. A market for these securities did not exist at 31 December 1998. Management estimated the current value of these securities as at 31 December 1998 at 10% of face value based on the most recent available at that time information regarding the proposed terms of the restructured bonds.

In the beginning of 1999, the Bank accepted the terms of a restructuring plan proposed by the Russian Government and received newly issued OFZ securities in exchange for the pre-crisis issues of GKO/OFZ. As a market exists for the trading of these securities, management based its valuation of these securities at 31 December 1999 on published market prices. Constraints imposed by the CBR on the RUR denominated government securities market influence market liquidity. For this reason the Bank management created a liquidity provision on RUR denominated government securities. Positive trading results of 1999 and 2000 proved that year end valuation was prudent and can be relied upon by the users of financial statements.

Russian Government Ministry of Finance Bonds

Russian government Ministry of Finance bonds are USD denominated, coupon bearing debt securities issued by the Russian Government. As of 31 December 1999 and 1998, a market existed for the trading of these bonds. Management’s estimate of the current value of the Bank’s Russian Government Ministry of Finance Bonds was based on published market prices as at the reporting date. 

Corporate bonds

As of 31 December 1999 the Bank only had a position in corporate bonds (Tumen and Gazprom) acquired at the primary market. No secondary market existed for the bonds in the position. Given the general illiquidity of the market, it was decided by the Bank management to create a liquidity provision based on the cost of securities.   

17.
DEBT SECURITIES (continued)

Municipal Bonds

At the end of 1998 it was decided by the Bank management to mark down all positions in municipal bonds except one (bonds issued by St. Petersburg administration) to zero. St. Petersburg bonds were valued based on the information available on the market and taking into account the information available on the GKO restructuring. At the end of 1999 the Bank had only bonds issued by Nizhny Novgorod administration (carried forward from 1998) which were valued at zero. 

18.
EQUTY SECURITIES



1999

1998



RUR ‘000

RUR ‘000

Non-traded equities at cost

12,050

1,348

Provision for permanent diminution in value

(10,702)

-



1,348

1,348

Analysis of movements in the provision for permanent diminution in value



1999

1998



RUR ‘000

RUR ‘000

Balance at the beginning of the year

-

-

Net charge to the profit and loss
 statement

10,702

-

Balance at the end of the year

10,702

-

19.
FIXED ASSETS


Office Machines & 

Equipment

RUR 

‘000
Leasehold 

Improve-ments

RUR

‘000
Data processing equipment

RUR 

‘000
Motor vehicles

RUR ‘000
Computer

Software

RUR

‘000
Total

RUR 

‘000

Hyperinflated cost as at 

  1 January 1998
24,142
18,966
16,275
3,882
1,500
64,765

Additions
11,779
4,645
20,047
2,490
1,113
40,074

Disposals
(2,219)
(1,456)
(6,807)
(708)
(10)
(11,200)

Hyperinflated cost as at 

  31 December 1998
33,702
22,155
29,515
5,664
2,603
93,639









Hyperinflated cost as at

  1 January 1999
33,702
22,155
29,515
5,664
2,603
93,639

Additions
1,054
713
4,254
1,801
10,812
18,634

Disposals
(506)
-
(8)
(2,171)
-
(2,685)

Hyperinflated cost  as at
   31 December 1999
34,250
22,868
33,761
5,294
13,415
109,588

19.
FIXED ASSETS (continued)


Office Machines & 

Equipment

RUR 

‘000
Leasehold 

Improve-ments

RUR 

‘000
Data processing equipment

RUR 

‘000
Motor vehicles

RUR ‘000
Computer

Software

RUR

‘000
Total

RUR 

‘000

Accumulated depreciation as at 1 January 1998
5,445
3,345
6,580
845
541
16,756

Depreciation expense
6,963
3,233
13,354
1,161
952
25,663

Accumulated depreciation as at  31 December 1998
12,408
6,578
19,934
2,006
1,493
42,419









Accumulated depreciation as at  1 January 1999
12,408
6,578
19,934
2,006
1,493
42,419

Depreciation expense
3,426
1,591
7,053
900
4,107
17,077

Accumulated depreciation as  at 31 December 1999
15,834
8,169
26,987
2,906
5,600
59,496

Net book value comprised:


Office Machines & 

Equipment

RUR 

‘000
Leasehold 

Improve-ments

RUR 

‘000
Data processing equipment

RUR 

‘000
Motor vehicles

RUR ‘000
Computer Software

RUR

‘000
Total

RUR 

‘000

Carrying value as at

  31 December 1998
21,294
15,577
9,581
3,658
1,110
51,220

Carrying value as at

  31 December 1999
18,416
14,699
6,774
2,388
7,815
50,092

20.
OTHER ASSETS



1999

1998



RUR ‘000

RUR ‘000

Receivable from ING Group companies 

235,484

278,449

Accrued interest receivable

118,475

193,405

Rental prepayments

64,940

-

Profit tax prepayments

35,342

-

Receivables for custody operations

25,386

18,207

Revenue based tax prepayments

5,971

764

Receivables under non-deliverable

 foreign exchange forward contracts

-

103,080

Other

22,396

22,978



507,994

616,883

Provisions for losses

-

(101,818)



507,994

515,065

20.
OTHER ASSETS (continued)

Analysis of movements in provisions for losses



1999

1998



RUR ‘000

RUR ‘000

Balance at the beginning of the year

101,818

-

Net (recovery)/charge to profit and loss statement

(14,769)

101,818

Amounts written off during the year

(87,049)

-

Balance at the end of the year

-

101,818

Amounts shown in the above table represent net movements in provisions for the year. Movements shown as positive amounts represent net increases in provisions. Movements shown as negative amounts represent net decreases in provisions.

21.
DEPOSITS AND BALANCES FROM BANKS AND OTHER FINANCIAL INSTITUTIONS



1999

1998



RUR ‘000

RUR ‘000

Term deposits

4,178,982

11,888,560

Vostro accounts

121,919

11,437

Subordinated loan 

-

784,189



4,300,901

12,684,186

Concentrations of Deposits and Balances from banks and other financial institutions 
As at 31 December 1999 and 1998, the Bank had deposits received from ING Group companies whose aggregate balances exceeded 10% of deposits and balances received from banks and other financial institutions. The aggregate exposure to these depositors at 31 December 1999 and 1998 was 3,670,273 RUR’000 and 12,512,639 RUR’000, respectively.

22.
CURRENT ACCOUNTS AND DEPOSITS FROM CUSTOMERS



1999

1998



RUR ‘000

RUR ‘000

Demand deposits

2,133,485

1,813,701

Term deposits

550,000

22,638



2,683,485

1,836,339

Blocked accounts

As of 31 December 1999, the Bank maintained customer deposit balances of 323,811 RUR’000 (1998: 37,104 RUR’000) which were blocked by the Bank as collateral for off-balance sheet credit instruments granted by the Bank.
Concentrations of Current Accounts and Deposits from Customers 
As at 31 December 1999, the Bank had two depositors whose aggregate balances exceeded 10% of current accounts and deposits from customers. The aggregate exposure to each depositor at 31 December 1999 was 570,206 RUR’000 and 550,000 RUR’000 respectively.

23.
OTHER LIABILITIES



1999

1998



RUR ‘000

RUR ‘000

Accrued interest payable

87,319

78,508

Employees compensation payable

38,387

28,231

Payables for securities sold

33,210

-

Guarantee fees payable

15,750

1,742

Other taxes payable

13,477

14,597

Revenue based taxes payable

5,768

15,816

Insurance premiums payable

-

79,399

Other

16,781

38,778



210,692

257,071

24.
SHARE CAPITAL

The authorised, issued and fully paid share capital as at 31 December 1999 consists of 46,540 ordinary shares (1998: 26,540) with a par value 750 Roubles each. 

Shareholders are entitled to receive dividends as declared from time to time and are entitled to one vote per share at annual and general meetings of the Bank.

For the purposes of the financial statements, the value of share capital and premium has been restated to Rouble values current as of 31 December 1999 (refer to the inflation accounting policy described in note 3(b)). The portion of the recalculated share capital and premium relating to the restatement to current Rouble values is included in a share capital and premium inflation adjustment in the balance sheet. The balance of share capital shown in the balance sheet represents the Bank’s contributed capital in accordance with Russian rules and regulations.

25.
DERIVATIVE FINANCIAL INSTRUMENTS

As of 31 December 1998, the Bank’s portfolio of derivative financial instruments consisted of a number of forward foreign exchange contracts, with nominal value 276,866 RUR’000, to buy US dollars and sell roubles to domestic counterparties. These contracts matured in September-November 1998 with a gain but at 31 December 1998 had not been settled. The Bank provided for this amount due to uncertainty regarding its collectability.
In 1999, the Bank negotiated settlements in respect of most of its forwards. Where no settlement was reached by the end of 1999, the Bank management wrote off the exposures. Total amounts written off were 87,049 RUR’000.

In July 1998 the Bank accepted a US 13,106 USD’000 deposit from ING Amsterdam with a maturity date of September 2001 and invested this deposit in Rouble denominated OFZ securities with a maturity date of September 2001. In order to hedge the US Dollar deposit taken  from ING Amsterdam the Bank in July 1998 entered into a foreign exchange contract with ING London. Under the terms of this contract the Bank will exchange 13,611 USD’000 for 200,000 RUR’000 in September 2001. 

26.
RISK MANAGEMENT

Management of risk is fundamental to the business of banking and is an essential element of the Bank’s operations. The major risks faced by the Bank are those related to credit exposures, liquidity and movements in interest rates and foreign exchange rates. These risks are managed in the following manner:

26.
RISK MANAGEMENT (continued)

(i) Credit risk

Credit risk is the risk of financial loss occurring as a result of default by a borrower or counterparty on their obligation to the Bank.

The Bank has developed policies and procedures for the management of credit exposures, including guidelines to limit portfolio concentration and the establishment of a Credit Committee which actively monitors the Bank’s credit risk.

The Bank’s credit policy is reviewed and approved by the Board of Directors.
(ii) Liquidity risk

Liquidity risk is the risk that funds will not be available at all times to honour all cash flow obligations as they become due. Liquidity risk is managed by structuring the maturity of the Bank’s assets and liabilities within limits established by management. 

The Bank’s liquidity policy is reviewed and approved by the Board of Directors.

See note 33 “Maturity analysis”.

(iii) Interest rate risk

Interest rate risk is measured by the extent to which changes in market interest rates impact on margins and net interest income. To the extent the term structure of interest bearing assets differs from that of liabilities, net interest income will increase or decrease as a result of movements in interest rates. 

Interest rate risk is managed by increasing or decreasing positions within limits specified by the Bank’s management. These limits restrict the potential effect of movements in interest rates on current earnings and on the value of interest sensitive assets and liabilities. The Bank has access to markets which allow it to reposition itself quickly as market conditions dictate.

The Bank’s interest rate policy is reviewed and approved by the Board of Directors.

See note 32 “Average effective interest rates”.
(iv) Foreign exchange rate risk

The Bank has assets and liabilities denominated in several foreign currencies. Foreign currencies risk arises when the actual or forecasted assets in a foreign currency are either greater or less than the liabilities in that currency. 

The Bank’s foreign currency policy is reviewed and approved by the Board of Directors.

See note 34 “Currency analysis”.
27.
COMMITTMENTS

Undrawn Loan Commitments

At 31 December 1999 the Bank had the following undrawn loan commitments maturing in:



1999

RUR ‘000

1998

RUR ‘000







1999

-

279,705

2000

68,165

1,809,716

2001

438,012

-



506,177

2,089,421

The above undrawn loan commitments include only those loan commitments that are not fully cancellable at the Bank’s discretion. The total outstanding contractual amount of commitments to extend credit do not necessarily represent future cash requirements, as these commitments may expire or terminate without being funded.

Guarantees and letters of credit

The Bank issues guarantees and letters of credit on behalf of its customers. These instruments bear a credit risk similar to that of loans granted. The amounts outstanding based on the contractual maturity of the instrument are as follows:



1999

1998



RUR ‘000

RUR ‘000

Guarantees issued maturing in:











Less than 1 year

744

150,107



744

150,107



1999

RUR ‘000

1998

RUR ‘000

Import letters of credit maturing in :











Less than 1 year

345,112

-



345,112

-

The total outstanding contractual amount of guarantees and letters of credit do not necessarily represent future cash requirements, as these commitments may expire or terminate without being funded.

The contractual maturity of the above instruments is the latest date that the Bank may be called to honour its obligation under the instrument.

Based on management’s estimate, no provisions are required against guarantees and letters of credit issued by the Bank.

Pension and retirement plans

Employees receive pension benefits from the Government of Russian Federation in accordance with the laws and regulations of the country. As of 31 December 1999 and 1998, the Bank was not liable for any supplementary pension, post-retirement health care, or insurance benefits to its current or former employees.
28.
RENT

Future rent payments payable, by year, under contracts in effect at 31 December are as follows:



1999

RUR ‘000

1998

RUR ‘000

1999

-

43,977

2000

-

43,977

2001

3,618

14,659

2002

32,908

-

2003

32,908

-

2004

27,423

-



96,857

102,613

29.
CONTINGENCIES

Taxation

The taxation system in the Russian Federation is relatively new and is characterised by numerous taxes and frequently changing legislation, which may be applied retroactively and is often unclear, contradictory, and subject to interpretation. Often, differing interpretations exist among numerous taxation authorities and jurisdictions. Taxes are subject to review and investigation by a number of authorities, who are enabled by law to impose severe fines, penalties and interest charges.

These facts may create risks in the Russian Federation substantially more significant than in other countries. Management believes that it has adequately provided for tax liabilities based on its interpretation of tax legislation. However, the relevant authorities may have differing interpretations and the effects could be significant.  

Insurance

The Russian insurance industry is in a developing state and many forms of insurance protection common in other parts of the world are not yet generally available in Russia. The Bank does not have full coverage for its fixed assets, business interruption, or third party liability in respect of property or environmental damage arising from accidents on Bank property or relating to Bank operations. Until the Bank obtains adequate insurance coverage, there is a risk that the loss or destruction of certain assets could have a material adverse effect on the Bank’s operations and financial position.
Litigation

Management is currently not engaged in any litigation and knows of no potential litigation against the Bank.

30.
RELATED PARTY TRANSACTIONS

For purpose of the financial statements the following are considered to be related parties of the Bank:

· The Bank’s Shareholders and their immediate families;

· Directors and officers of the Bank and their immediate families; and 

· Enterprises in which the Bank or its shareholders, officers or directors or their immediate families, have control or significant influence.

30.
RELATED PARTY TRANSACTIONS (continued)

The outstanding balances and the average interest rates as of 31 December 1999 and 1998 with related parties are as follows:


1999

RUR ‘000
Average

Weighted Interest Rate

1998

RUR ‘000
Average Weighted Interest Rate

Assets






Loans to shareholders
427,054
4.02%

55,245
5.16%

Receivable from ING Group companies
235,484
8.59%

278,449
7.67%

Loans to directors and senior management 
800
9.62%

1,487
9.62%















Liabilities

Deposits from shareholders
3,670,273
5.99%

12,512,639
5.69%

Guarantee fees payable
15,750
-

1,742
-

Amounts included in the profit and loss statement in relation to related party transactions are as follows









1999

RUR ‘000


1998

RUR ‘000


Fees from research and brokerage services
 to ING Group companies
53,350


76,841


Interest income on loans to shareholders
26,752


18,793


Interest income on loans to directors and
 senior management
91


105


Interest expense on deposits from
 shareholders
(430,087)


(479,337)


Intercompany charges 
(69,337)


(79,904)


Guarantee fees 
(38,266)


(9,244)
















31.
CASH AND CASH EQUIVALENTS

Cash and cash equivalents at the end of the financial year as shown in the statement of cash flow is composed of the following items:



1999

1998



RUR ‘000

RUR ‘000

Due from Central Bank - nostro accounts 

327,219

328,470

Nostro accounts with banks and other financial
 institutions

308,704

120,302

Cash

55,578

66,838



691,501

515,610

32.
AVERAGE EFFECTIVE INTEREST RATES

The table below displays the Bank’s interest bearing assets and liabilities as at 31 December 1999 and 1998 and their corresponding average effective interest rates as at that date. These interest rates are an approximation of the yields to maturity of these assets and liabilities.



1999

Balance

RUR ‘000

1999

Average

Effective

Interest

Rate

1998

Balance

RUR ‘000

1998

Average

Effective

Interest

Rate

Interest Bearing Assets











Due from Central Bank

709,878

0%

417,777

0%











Placements with banks and other
  financial institutions 









- Roubles

262,386

0%

32

0%

- USD

208,202

4.30%

758,141

8.34%

- other currencies

230,823

3.04%

119,926

0%











Loans to customers









- Roubles

40,376

47.76%

9,593

155.00%

- USD

5,454,503

8.25%

10,390,378

8.72%

- other currencies

112,803

6.55%

446,361

8.46%











Amounts receivable under reverse
 repurchase agreement









- USD

62,615

1.52%

141,991

N/A











Debt securities









- Roubles

589,583

69.94%

209,523

N/A

- USD

302,211

29.01%

104,737

2170.00%





















Interest Bearing Liabilities











Deposits and balances from
  banks and other financial
   institutions









- Roubles

653,758

33.45%

161,852

202.13%

- USD

3,538,821

6.18%

12,084,744

5.71%

- other currencies

108,322

5.36%

437,590

4.28%











Current accounts and deposits from customers









- Roubles

1,397,355

11.56%

783,481

2.98%

- USD

1,068,216

0.12%

941,498

0.80%

- other currencies

217,914

0%

111,360

0%











Promissory notes









- Roubles 

-

-

72,457

80.00%

- USD

785,818

3.98%

56,371

3.77%

33.
MATURITY ANALYSIS

The following table shows banking assets and liabilities by remaining contractual maturity dates as at 31 December 1999. 


Less than

1 month
1 to 3

months
3 to 6

months
6 months

to 1 year
More than

1 year
No

maturity
Total


RUR ‘000
RUR ‘000
RUR ‘000
RUR ‘000
RUR ‘000
RUR ‘000
RUR ‘000

Banking Assets








Cash
55,578
-
-
-
-
-
55,578

Due from the Central

Bank of Russian Federation
327,219
-
-
-
-
382,659
709,878

Placements with banks and other financial  institutions
701,411
-
-
-
-
-
701,411

Loans to customers
3,637,450
1,588,034
190,803
169
191,226
-
5,607,682

Amounts receivable under reverse repurchase

agreements
62,615
-
-
-
-
-
62,615

Debt securities
91,829
164,471
173,636
-
461,858
-
891,794

Equity securities
-
-
-
-
-
1,348
1,348

Total banking assets
4,876,102
1,752,505
364,439
169
653,084
384,007
8,030,306










Banking liabilities








Deposits and balances from banks and other  financial institutions
3,017,702
771,279
158,220
-
353,700
-
4,300,901

Current accounts and deposits from customers
2,683,485
-
-
-
-
-
2,683,485

Promissory notes
785,818
-
-
-
-
-
785,818

Total banking liabilities
6,487,005
771,279
158,220
-
353,700
-
7,770,204










Net position as at 
  31 December 1999
(1,610,903)
981,226
206,219
169
299,384
384,007
260,102

Overdue amounts include instruments with a stated term that the counterparty of the Bank has not paid in accordance with the terms of the agreement. These amounts are included into the “Less than 1 month” category. 

34.
CURRENCY ANALYSIS

The following table shows the currency structure of banking assets and liabilities at 31 December 1999:


Roubles
USD
Other currencies 
Total


RUR ‘000
RUR ‘000
RUR ‘000
RUR ‘000

Banking Assets





Cash
33,447
20,388
1,743
55,578

Placements with the Central Bank

  of the Russian Federation

  institutions
709,878
-
-
709,878

Placements with banks and other financial

  institutions
262,386
208,202
230,823
701,411

Loans to customers
40,376
5,454,503
112,803
5,607,682

Amounts receivable under reverse

  repurchase agreements
-
62,615
-
62,615

Debt securities
589,583
302,211
-
891,794

Equity securities
1,348
-
-
1,348

Total Banking Assets
1,637,018
6,047,919
345,369
8,030,306







Banking Liabilities





Deposits and balances from banks and other

  financial institutions
653,758
3,538,821
108,322
4,300,901

Current accounts and deposits from customers
1,397,355
1,068,216
217,914
2,683,485

Promissory notes
-
785,818
-
785,818

Total Banking Liabilities
2,051,113
5,392,855
326,236
7,770,204







Net Position at 31 December 1999
(414,095)
655,064
19,133
260,102

35.
CONCENTRATION OF ASSETS AND LIABILITIES

The following table shows the geographical concentration of banking assets and liabilities as at 31 December 1999:


OECD

RUR ‘000
Government of the Russian Federation RUR ‘000
Other Russian Entities (1)

RUR ‘000
Other Non-OECD 

RUR ‘000
Total

RUR ‘000

Banking assets






Cash 
22,131
33,447
-
-
55,578

Due from the Central Bank

  of the Russian Federation
-
709,878
-
-
709,878

Placements with banks and other

  financial institutions
423,520
-
277,891
-
701,411

Loans to customers
4,112
-
5,603,570
-
5,607,682

Amounts receivable under reverse

  repurchase agreements
31,698
-
30,917
-
62,615

Debt securities
-
851,409
40,385
-
891,794

Equity securities
-
-
1,348
-
1,348

Total banking assets
481,461
1,594,734
5,954,111
-
8,030,306








Banking liabilities






Deposits and balances from banks

  and other financial institutions
3,684,992
-
614,073
1,836
4,300,901

Current accounts and deposits

  from customers
176,021
550,000
1,833,021
124,443
2,683,485

Promissory notes
-
675,000
110,818
-
785,818

Total banking liabilities
3,861,013
1,225,000
2,557,912
126,279
7,770,204








Net position as of 31 December 1999
(3,379,552)
369,734
3,396,199
(126,279)
260,102

(1) Includes all entities domiciled in Russia, including the Russian subsidiaries of foreign entities.

36.
FAIR VALUE OF FINANCIAL INSTRUMENTS

The Bank has estimated the fair value of financial instruments in accordance with IAS 32 Financial Instruments at 31 December 1999.

Management has estimated that the fair value of on balance sheet instruments with short term maturities or which are held at market value are not materially different than their recorded values. These balance sheet instruments include cash, due from the Central Bank of the Russian Federation, placements with banks and other financial institutions, debt securities, amounts receivable under reverse repurchase agreements, equity securities, loans to customers, deposits from banks and other financial institutions, current accounts and deposits from customers, promissory notes issued and other assets and liabilities which are of a contractual nature.

The fair values of shareholders’ funds, fixed assets and other assets and liabilities which are not of a contractual nature were not calculated as they are not considered financial instruments under IAS 32.

The estimated fair values are intended to approximate the amounts at which these instruments could be exchanged in a current transaction between willing parties. Successful trading result of 2000 has proven the fairness of the valuation adopted by the Bank management at the end of the year. 

The Bank management attempted to estimate the fair value of financial instruments in accordance with IAS 32 Financial Instruments as 31 December 1998. However, due to the economic situation in the Russian Federation at that time, management did not have access to accurate and reliable data in relation to many of the financial instruments in which the Bank transacts. The markets in which many of these financial instruments were previously actively traded were illiquid at 31 December 1998. Accordingly, it was not possible for management to ascertain the fair value for a number of financial instruments in which the Bank had open positions. However, the trading result of 1999 has proven the prudency and fairness of the Bank management’s valuation of trading positions. 
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