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Six years ago we discovered a new star within the universe of the Russian economy — Factoring. But later it was established
that the star was in fact a huge planet, attracting good luck and prosperity. Last year we launched a number of satellites
around the planet, which made life on the planet more secure, comfortable and efficient: National Factoring Company
was granted an international credit rating, became the first Russian company to offer an electronic factoring service and
introduced a brand new product line. In Russia factoring has quickly become a key ingredient in the every day activities
of a vast number of growing businesses. We are very pleased that partly thanks to NFC’s efforts, factoring is becoming
a strong and independent industry for the home economy, and is turning into a new business ‘galaxy’. Stronger clients,
highly competent staff and the respect of our competitors, prove that the work we love and devote ourselves to, is the right
way to success. As such, we can anticipate the discovery of even more new stars.

Mikhail Treyvish
Chairman of the Board
NFCLLC
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B 3IKOHOMWMKE
CTPAHDbI

POXKAEHVE CBEPXHOBOW
ANS KOCMOCA

BCNblWKA CBEPXHOBOWM — SHAUNTEABbHOE AAXE i« KOC HeCKMMM MEPKAM
COBbITHUE. 3TO O4HEHb PEAKOE IABAEHUE, SA NOCNAEAHEE ICHAHENETUE B HAWEM
FANAKTUKE NOSBUAUCH AVWb TPUW CBEPXHOBDLIE, B 1054, 1572 U 1604 FrOAAX.
CBEPXHOBAA B MOMEHT BCNblWKKM CBETUT AP4YEe COTEH ThICAHY 3BE3A

N 3SATMEBAET UEAYIO TANAKTUMKY. BEPOATHO, HAWA COAHEYHHASA CHNCTEMA
NOSBUAACBH BAAMOAAPS BCNblWKE CBEPXHOBOM ']
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FACTORING
IN THE RUSSIAN
ECONONMY

ACCORDING TO TH&E PRELIMINARY ESTIMATES BY THE FEDERAL
STATE STATISTICS SERVICE, THE 2005 GDOP WAS eXPECTED TO BE&E
US$774 BILLION, WHICH CORRESPONDS TO ITS GROWTH BY B6.4%.
THIS INDICATOR IS HIGHER THAN THE INITIAL OFFICIAL FORECASTS
(59%), BUT LOWER THAN THE 2004 RESULTS (7.2%).

The higher economy growth rate in
comparison with the forecasts con-
tributed to an additional increase not
only in the value of exports, but also in
household incomes, trade and capital
investments.

The factoring market growth rate,
although a little slower against the
background of the general economic
slowdown, still remained quite high. In
2005, the factoring market volume was
estimated at US$5.5-5.7 billion, which
corresponds to 80-90 % annual growth.
The share of factoring services in GDP
increased by 0.4 % in comparison with
the previous year and reached 0.9 %?2.

The increase in the share of factoring
services in GDP in 2005 is explained,
first of all, by the faster growth in the
consumer sector: 12% growth in com-
parison with the previous year.
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In spite of a slight industrial produc-
tion slowdown in the past year, sustain-
able growth in the industries tradition-
ally prone to use factoring services
(chemicals, food, electrical equipment,
and construction materials industries)
still continued.

The chemical production index in
2005 amounted to 102.6 %. The posi-
tive trend was due to an increase in
domestic consumption and growth
in exports. Suppliers of household
chemicals, perfumes and cosmetics
accounted for a significant part of the
NFC client portfolio (26 %). The 2005
turnover related to this industry’s
companies, as well as to other suppli-
ers of nonfood goods, almost reached
US$404 million.

The food production index, includ-
ing production of drinks and tobacco,

grew by 4.4% compared with 2004,
which can be explained by higher de-
mand for foods under conditions of
growing household incomes, by im-
proved customs regulation and fish
industry management, as well as by
secure supply of raw materials to the
industry. During the reporting period,
NFC provided services to about 200
suppliers of foods and alcoholic bev-
erages, with the related total turnover
exceeding US$432 million.

1 Hereinafter, data from the MEDT report «On
the Results of the Social and Economic Development
of the Russian Federation for 2005 and Economic
Policy Objectives of the Government of the Russian
Federation for 2006» are used when reference is
made to macroeconomic indicators of the Russian
economy.

2 Expert RA «Russian Factoring Market in 2005”

NFC CLIENTS BY INDUSTRY, 2% OF TURNOVER.

Sales of motor vehicles and motorcycles,
their maintenance and repair

~

-
O

Electrical equipment, computers,
household appliances, mobile telephones,
accessories and components for them

(0,2) Agriculture and forestry

Construction

Foods

Other

Alcoholic beverages

Nonfood FMCG goods
(cosmetics, perfumes, household chemicals, stationery)
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NFC CLIENTS BY GROUP OF GOODS AND SERVICES
(NUMBER OF COMPANIES)

Sales of motor vehicles and
s, their maintenance
and repair

(9) Provision of services

Other
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(7) Agriculture and forestry

Construction

Foods

Alcoholic beverages

Nonfood FMCG (cosmetics, perfumes,
household chemicals, stationery)

The production of electrical, electronic,
and optical equipment grew by 20.7 %
compared with 2004. TV-set produc-
tion grew by 45.1 % due, among other
things, to the development of joint ven-
tures and consumer lending systems.
The preceding period witnessed sig-
nificant growth in factoring turnover
related to electrical equipment suppli-
ers that had become NFC clients a year
earlier. Last year this industry’s compa-
nies accounted for US$285 million of
NFC’s turnover.

Growth in the construction industry
continued to have a positive impact
upon the economy growth trend in
2005. In general, according to the 2005
results, an increase in the production
of gross added value in construction
is estimated at 9.7 %, which could not
but result in higher demand for factor-
ing services on the part of companies
producing construction materials. The
volume of services for these companies
in the total turnover of NFC amounted
to US$167 million.

As at the end of November 2005,
trade receivables increased by US$44.5
billion (23.7%) on a year-on-year
basis to reach US$232.4 billion on 1
December.

Growth in receivables is an indica-
tion of wider interest to trade credits,
showed by Russian business entities.

NOWADAYS, THE OPPORTUNITY FOR A COMPANY TO SelLL 0GOODOS

WITH DeEFERRED PAYMENTS

IS A PRECONDITION OF ITS COM-

PETITIVENESS AND PROSPECTIVE GROWTH.
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PROSPECTS

FOR DEVELOPMENT
OF FACTORING

IN RUSSIA.

THE VOLUME OF THE TOTAL RUSSIAN FACTORING MARKET IS
ESTIMATED AT 09% OF RUSSIA'S GOP. SINCE 1999, THE AVERAGE
ANNUAL GROWTH RATE OF THE DOMESTIC MARKET'S FACTOR-
ING TURNOVER eXCeeDeD 100%. COMMERCIAL BANKS, WHICH
DID NOT TAKE SERIOUSLY THE IDEA OF DEVELORPING FACTORING
SERVICES AT FIRST, HAVE BEEN RECENTLY VERY ACTIVE IN THE
IMPLEMENTATION OF THEIR OWN FACTORING PROGRAMS. FOR
INSTANCE, IN 2005 FINANCIAL FACTORING SERVICES WERE OF-

FERED BY MORE THAN II0 BANKS=.

Three main groups of factoring service
providers were active in the Russian
market in 2005: commercial banks,
factoring companies with banking
licenses, factoring companies with-
out banking licenses. Besides, a new
category of factors appeared: factor-
ing partnerships, i. e. partnerships
between universal banks providing
finances and factoring companies
providing technologies and additional
services.

Last year, a considerable number
of factoring service providers took an
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interest in geographic business diver-
sification. In 2005, the regional factor-
ing market was still lagging behind the
Moscow market; NFC, possessing the
widest and most developed sales net-
work of 18 branch offices was the only
exception.

According to various expert esti-
mates, by 2008 the volume of the
Russian factoring service market may
exceed US$20 billion or 3% of GDP,
which is comparable to the markets of
certain European countries. Growth in
the Russian factoring industry is facili-

tated by fast growth in the consumer
sector of the Russian economy, by a
high potential of Russian regions, by
liberal laws governing the factoring
sector, as well as by presence of such
a strong and innovative leader as Na-
tional Factoring Company.

3 Expert RA «Russian Factoring Market in 2005»

Lo

Universal commercial: banks

Factoring companies:with

banking license

%

Factoring companies without

banking license

Factoring partnerships

(banks & factors)

la

+

Out of more than a hundred banks
stating that they provide factoring
services, but there are no more then
15:banks; which are actually provid-
ing'real factoring service

In 2005 NEGC:was: the ionly Russian
company qualified for this category

#

Exposed to high legal risks: that:in
part impact their clients

New: category of factors
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TURNOVER OF THE RUSSIAN FACTORING MARKET
(BILLIONS US9H)
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In 2005, financing directly provided
by factors to their clients amounted
to US$4.6-4.8 billion, which is a 110-
120% increase compared with the
previous year. Alongside with that, the
growth rate of the volume of assigned
receivables slowed down to a certain
extent. Simultaneously with a cer-
tain «cooldown» in the market toward
factoring as a way to finance current
assets only, 2005 witnessed a higher
demand for outside resources for the
development of companies’ sales, i. e.
outsourcing. This tendency is present
not only in Russia. Outsourcing is one
of the most widely used solutions for a
multitude of problems. According to a
research of the Outsourcing Institute,
USA, the outsourcing of business pro-
cesses is a briskly developing method
for the optimization of company ac-

tivities. Many Russian companies out-
source some functions in the ordinary
course of business too. Outsourcing is
used for accounting, recruiting, legal
support for transactions, document
management, etc. High demand for
outsourced services fostering efficient
business development contributes to
the creation of new proposals in this
sphere of professional services.

Therefore, upgrading of the current-
ly available set of factoring activities
with due account for rapidly growing
demand for outsourcing ensures fu-
ture growth in the industry. Provision
of services different from the financ-
ing, including services related to risk
coverage, professional management of
accounts receivable, as well as collec-
tor services, can provide a basis for a
new proposal to the market.

In 2005, National Factoring Com-
pany, which had historically been the
main driving force of Russian factoring,
developed a new offer to the market
designed to meet the basic require-
ments of companies actively increas-
ing the sales of their products. NFC
initiated the conversion of factoring
from purely financial services into an
industry designed for providing the
end user with the needed tools for en-
suring sales growth and business de-
velopment: Commercial Factoring.

The geographical spread of the Com-
pany’s business allows it to mobilize re-
sources for the implementation of such
an ambitious task in all key regions of
Russia, thus ensuring equal opportuni-
ties for development of clients’ trade
and production companies, irrespec-
tive of their proximity to Moscow.

DUE TO SUCCESSFUL REORIENTATION OF CONSUMERS FROM THE
PURCHASE OF «PLEDGE-FREE FINANCING» TO THE WIDE USE OF
RISK MANAGEMENT OUTSOURCING COMBINED WITH THE SAME
FINANCING, COMMERCIAL FACTORING CAN BeECOME AN IRRE-
PLACEABLE TOOL FOR ENSURING THE EFFICIENT FUNCTIONING
BOTH OF INDIVIDUAL COMPANIES AND OF THE ENTIRE RUSSIAN
ECONOMY IN THE NEAR FUTURE.
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COMMERCIAL
FACTORING AS

A NEW INDUSTRY
OF THEe RUSSIAN
ECONOMNY.

.33

UNLIKE TRADITIONAL FINANCIAL BUSINESSES, FACTORING IS
A PRINCIPALLY NEW AND INNOVATIVE INDUSTRY MEETING THE
2IST CENTURY SUPPLIERS' REQUIREMENTS WITH THE UTMOST
ACCURACLCY: BUILDING OF A PROFITABLE BUSINESS IN A BUYER-
DOMINATED HIGHLY COMPETITIVE ENVIRONMENT.
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The purpose of the «Commercial Fac-
toring» package of services offered to
the Russian market by National Factor-
ing Company in 2005 is to speed up
sales growth and reduce exposure to
losses due to a lack of resources need-
ed to maintain a fast rate of business
development. Commercial Factoring
solves the main problem of a business:
sales growth by penetrating into new
markets due to providing the widest
possible range of buyers with the best
terms and conditions for purchasing
goods.

The package of activities proposed
by NFC is designed to solve a set of
support problems facing any growing
business, for example: better payment
conditions offered to buyers, including
the opportunity to have deferred pay-
ments starting with the first deliver-
ies; aggregation of time, material and
professional resources needed for sales
growth; improved security of business.
Solving the above problems with the
help of factoring, trade and production
companies get an opportunity to con-
centrate all resources on the key tasks
of business development: formation of
the product mix, quality control, and
search for buyers. In most cases, com-
mercial factoring services are provided
under terms of assignment of the cli-
ent’s accounts receivable and are paid
for only out of sales proceeds.

When developing this package of
services, NFC strived to create a «turn-
key» professional system of sales sup-
port that could be used by Russian
companies at any time where neces-
sary. This system is based on the meth-
ods and practice of the management
of accounts receivable and risk assess-
ment developed and successfully tested
by the Company during eight years of
its operations. NFC is simultaneously
the developer and user of the offered
services.

The Commercial Factoring product
mix offered by NFC in 2005 consisted

of services related to credit risk cover-
age (“Factoring-Guarant”), services
related to the expert review and man-
agement of accounts receivable (Fac-
toring-Signal), and services related to
financing of deliveries with deferred
payments (Factoring-Finance).

Factoring-Signal
This is a package of activities related
to the expert review and management
of accounts receivable. The client is
offered a whole set of tools, including
investigations of the business reputa-
tion of a company and its owners, title
documents, contract base, field audits,
etc. On the basis of expert review, Na-
tional Factoring Company recommends
to the client the permissible limits of
delivery to a specific debtor.
Professional expert review signifi-
cantly reduces risks associated with the
beginning of work with a new buyer.
The management of accounts receiv-
able involves systematic actions of NFC
aiming to ensure timely payments.
The proposed system of activities is
a new approach to company risk man-
agement: outsourcing of risk manage-
ment. Factoring-Signal provides an
opportunity to make use of services of
an experienced company instead of a
hired risk management personnel. The
outsourcing allows a client to regularly
check their debtors all over the country
without leaving their office, to replace
fixed costs with a variable factor fee
and solve the problem of shortage of
professional risk managers.

Factoring-Guarant

National Factoring Company under-
takes a guarantee commitment with re-
spect to the client’s debtors in case of a
delivery with deferred payments. These
services are protection against losses in
case debtors fail to pay for deliveries: if
a debtor has not paid within a specified
period after the payment deadline, NFC
repays the debt to the client.

Factoring-Guarant is a powerful
tool for enhancing a company’s com-
petitiveness, offering an opportunity
to work under deferred payment terms
with any number of new and old cus-
tomers. Covering its credit risks at the
account of factoring, a company can
afford an aggressive sale policy when
entering into new markets and deliver-
ies to new customers in the amounts
adequate to their demand.

Factoring-Finance

These services are designed for fi-
nancing clients under assignment of
accounts receivable. This is a flexible
and convenient tool which allows solv-
ing the problem of insufficient current
assets: the sum of factoring financing
increases with growth of the client’s
sales volume, each new delivery is
financed by the factor automatically
within the limits previously established
on the basis of the clients’ requests.
Factoring-Finance provides companies
with a high mobility in approach for
management of cash and goods flows,
since absence of the period of waiting
for the needed financial resources al-
lows them to promptly replenish their
inventories and finance the develop-
ment programs.

Combining Factoring-Finance with
other elements of the product mix, a
NFC client ensures for itself a sustain-
able inflow of various resources on the
basis of which the client may discover
limitless horizons for expansion of its
business in the near future.
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2005 became the next stage in the im-
plementation of NFC’s strategic plan:
to build up the most innovative and
most dynamically developing factor-
ing company in the world.

Extensive growth in NFC’s business
required its name to be harmonized
with the role of a generally recognized
«locomotive» of the Russian factoring
industry that the Company had played
over several years.

In 2005, NFC URALSIB-NIKoil was re-
named as National Factoring Company.

The separation of factoring busi-
ness from the structure of URALSIB
Financial Corporation was followed
by rebranding as the next step toward
the implementation of the corporate
long-term strategy. In the process of
creating a new brand, NFC pursues the
long-term policy based on the follow-
ing principles:

Desire to follow successful world
practices — the world’s most success-
ful companies have developed inde-
pendent of banks

Ensuring a high speed of decision
making — the Company is a dynamic
mechanism focusing on achievement
of the specific final result: provision

NFC-

DeVELOPMENT
STRATELY

of high-class professional factoring
services to customers. The Company’s
management is free of daily solving nu-
merous administrative issues related to
conflict of interest among different di-
visions of multi-profile banks

Improvement of the Company’s re-
liability for clients — the narrow spe-
cialization guarantees that priority is
given to the long-term development of
purely commercial factoring, but not of
any other product offered by universal
commercial banks

Concentration of highly profession-
al specialists in the same company —
NFC’s team is composed of special-
ists with many years of experience in
factoring. The Company has created a
training infrastructure enabling its
specialists to regularly improve their
factoring skills

Continuous expansion and renova-
tion of the product mix — achievement
of maximum synergy between finan-
cial and non-financial services within
one company

Partnerships with various financial
groups and banks of Russia — NFC
strives to expand cooperation with
commercial banks, providing addition-

al income to banks and professional
factoring services to their customers

While implementing this strategic
plan, NFC achieved results deter-
mining its leadership not only in the
domestic market, but also in Eastern
European countries. With turnover of
US$1.6 billion in 2005, NFC became a
leader among non-network factoring
companies in Eastern Europe.

In the reporting period, the income
of factoring business, under the man-
agement of NFC team, more then
doubled and amounted to US$30.2
million. The base of actively working
clients grew with a factor of one and a
half — up to 659 companies.

In late 2005, NFC received from
Standard & Poor’s a credit rating: long-
term «B-» and short-term «C» (the out-
look is stable) and «ruBBB» (Russian
scale).

4 Excl. VAT

° (Diagram 5 «Income») Except where otherwise spe-
cifically indicated, financial indicators for NFC’s fac-
toring business for 2000-2004 include indicators for

clients of NIKoil IBG Bank (URALSIB since 2005)

THE 2005 RESULTS CONFIRM THE CORRECTNESS OF THE SEe-
LECTED BUSINESS DEVELOPMENT STRATELY. THE POLICY OF
CONCENTRATION OF EFFORTS AND RESOURCES IN THE MOST
PROMISING BUSINESS AREAS FORMS A BASIS FOR SUCCESS IN
THE CASE OF MOST OUTSTANDING COMPANIES IN THE WORLD.
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INCOME (THOUSANDS US9$)

800 000

73 US7 84 677
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NFC-—
LEADERSHIP

IN 2005 NATIONAL FACTORING COMPANY REMAINED THE LEAD-
ER IN THE RUSSIAN FACTORING MARKET, ITS SHARE IN THE VVOL-
UME OF ASSIGNED ReECEIVABLES AMOUNTED TO 30%.

The year results demonstrated an
increase in the number of active cli-
ents by more than 50 %, making the
whole number over 650 companies.
The number of debtors increased by
66 % to 27.4 thousand companies. An-
nual turnover per client grew by more
than 78 %.

In spite of a certain slowdown in the
Russian factoring industry, the Compa-
ny managed to retain this indicator at
100 % a year. Currently, NFC remains
one of the most dynamic companies
in Russia. Last year’s business growth

230x300.in20-21 20-21

was due to the following competitive
advantages:

Specialization — NFC team is devot-
ed to the idea of building an outstand-
ing factoring company of international
class

Permanently updated list of serv-
ices — NFC uses creative approach
for business development and is in
constant search for new ideas contrib-
uting to improvement of the factoring
services

Experience — NFC managers are the
pioneers of the factoring business in

Russia as, more than 10 years ago, they
initiated the creation of the industry

High level of technologies — NFC
is a developer of the software for au-
tomation of all of the main business
processes, which is unique for Russia.
The permanently upgraded informa-
tion system corresponds to the world’s
highest standards

Geographically diversified busi-
ness — NFC’s factoring services are
offered in 19 key regions of Russia
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FUNCTIONAL STRUCTURE

—
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SALES

SALES THROUGH BRANCH OFFICES LOCATED IN I8 KeY REGIONS

OF RUSSIA, AS WELL AS THROUGH THE HEAD OFFICE

COoOW, ARE THE MAIN DRIVING FORCE OF THE NFC BUSINESS.

Strengthening of NFC positions in the
regional markets continued in 2005.
The number of new working clients at-
tracted in the regions, in Moscow and
the Moscow region amounted to 363
companies. Their share in NFC’s total
turnover amounted to 17 % reaching
almost US$262 million. Revenues from
this group of clients exceeded US$4
million or 16 % of the Company’s gross
income.

Last year was characterized by im-
proved professional competence of re-
gional managers and, consequently, by
the strengthening of self-sustaining ca-
pability of some branch offices. Branch
offices in Yekaterinburg and Kazan, as
well as the Moscow sales department,
became the most dynamic sales divi-
sions of the Company in 2005.

Siberia Region

Three branch offices of NFC in Novosi-
birsk, Omsk and Krasnoyarsk operated
in the Siberian Federal District in 2005.
In the reporting period, the Novosi-
birsk branch office concluded the first

=}
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direct export factoring contract in the
history of factoring behind the Urals.
One of the largest domestic perfume
networks — Parfum with sales branch-
es all over Russia — also become a cli-
ent of NFC.

Urals Region

In the Urals Federal District, the Com-
pany operates through its branch offic-
es in Yekaterinburg, Ufa, Perm, Tyumen
and Chelyabinsk. Last year, the five
Urals branch offices provided services
to 185 clients, and their share in the
total income of NFC reached 17 %. The
branch office in Yekaterinburg is the
leading local sales division. The first
client to receive services under the Fac-
toring-Guarant scheme in the reporting
year was from Yekaterinburg.

Volgo-Vyatka Region

In the Volgo-Vyatka Region, NFC oper-
ates through branch offices in Kazan,
Samara and Nizhni Novgorod. Active
work aimed at business expansion
through attraction of clients from the

so called satellite towns of federal
centers is carried out in this region. In
2005, the Kazan branch office of NFC
arranged several promotional actions
in Naberezhnye Chelny, including
publications in the mass media and
education workshops. As a result, the
geography of the Company’s business
expanded to include one more city.

North-West Region

Operations in this region started in
August 2000 with the opening of a
sales point in St. Petersburg; in 2004
the Company opened a branch office
in Murmansk and in 2005 Archangelsk
branch office. In the reporting period,
the NFC branch offices successfully re-
oriented the sales process to the sale of
new services. For instance, at the end
of the year, NFC signed several agree-
ments for Factoring-Guarant services.

IN MOS-

DISTRIBUTION OF FACTORING TRANSACTIONS
BY REGION (VOLUMES OF TRANSACTIONS).

(2) Transactions with foreign
companies

Central / Siberian
Federal District L / Federal District

Urals
Federal District

Privolzhsky
Federal Distri

(Volgo-Vyatka area)

North-West
South Federal District Federal District

=27

18.08.2006 19:34:48



North-West Region

Operations in this region started in
August 2000 with the opening of a
sales point in St. Petersburg; in 2004
the Company opened a branch office

in Murmansk and in 2005 Archangelsk
branch office. In the reporting period,
the NFC branch offices successfully re-
oriented the sales process to the sale of
new services. For instance, at the end

of the year, NFC signed several agree-
ments for Factoring-Guarant services.

South Region
The year 2005 was characterized by
growing competition in this region. In

spite of increased activity of competi-
tors, NFC branch offices in Saratov,
Rostov and Voronezh managed not
only to retain their current clients, but
also to contribute to expansion of the
Company’s client base due to begin-
ning to provide services to enterprises
from the industries which are new for
factoring: suppliers of oil products and
agricultural goods.

Moscow and Moscow Region

In the reporting year, Moscow was
the leader in sales of the Company’s
new products: Factoring-Guarant and
Factoring-Signal. Suppliers of foods,

household appliances and electronics
were traditional factoring consumers
in Moscow and the Region. In 2005,
more clients were attracted from the
furniture industry, which had not
been a very active factoring consumer.
Moscow sales managers also came to a
new regional industry segment, having
started working with a large shoe com-
pany supplying shoes under the Ralf
Ringer trademark. The Company also
started dealing with an international
giant of the cosmetics industry — Bei-
ersdorf, which is the exclusive distribu-
tor of such brands as Nivea, Florena, la
prairie, Hansaplast.

CURRENTLY, THE NFC ReECGIONAL NETWORK IS THE LARGEST AND
THE MOST TECHNOLOGICALLY ADVANCED FACTORING NETWORK
IN RUSSIA. BY 2008, THE COMPANY PLANS TO INCREASE THE
NUMBER OF ITS BRANCH OFFICES TO 25-30.

Agency Sales

The creation of a full-scale agent net-
work is a key element in the NFC’s
national strategy of sales. The Com-
pany is in constant search for its po-
tential agents capable of attracting
clients from among banks, insurance
companies, accounting and auditing
firms, etc. During 2005, the number of
agents operating under contracts with
NFC grew by 65 % and amounted to 68,
including 14 banks.

Cooperation with Commercial Banks
In 2005 NFC actively developed rela-
tions with partner banks. The coopera-
tion focused on two areas: loan rais-
ing and Syndicate Factoring financing
(provided by the Company’s partners,
while factoring services are provided
by NFC).

In the context of creating a system
for independent financing of busi-
ness, NFC cooperates with several

=8
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Russian and foreign banks. Among
NFC’s foreign partner banks in 2005
were Standard Bank Plc and Raiffeisen
Bank. NFC, together with leaders in
the Russian banking market, started
to prepare new ambitious projects in
the reporting year.

Syndicate Factoring (provision of
factoring services with participation
of partner banks) is the second im-
portant area for developing interbank
relations. This project is unique in the
Russian market and is an efficient way
for expansion of NFC’s business on ac-
count of clients of its partner banks;
this also allows the partner banks to
use factoring to diversify their product
mix, better meet the constantly grow-
ing requirements of their corporate
clients and earn income through joint
operations with NFC Additional ad-
vantages for partner banks under this
joint project are an opportunity of not
only offering NFC’s factoring services

to their clients, but also participating
in their financing and document man-
agement within the frameworks of
factoring. Thus, NFC partners increase
profitability of operations with clients
with a more efficient risk management
system. Since NFC, due to its niche
specialization, is not a competitor for
traditional banks, the Company sees
great prospects for the development
of partner relations with banks under
Syndicate Factoring schemes.

NFC, together with URALSIB Finan-
cial Corporation, is implementing a
partner program aimed at provision
of factoring services to small business
enterprises. In the context of this coop-
eration, National Factoring Company
provides a technological and meth-
odological base for the development
of factoring services within a product
mix of a financial corporation.

PROGRAMS OF NFC'S PARTNERSHIP WITH OTHER COMMERCIAL
BANKS ARE DeVELOPED ON A MUTUALLY BeENEFICIAL BASIS.
DUE TO COOPERATION WITH NFC, COMMERCIAL BANKS HAVE
THE FOLLOWING ADVANTAGES:

e ADDITIONAL SOURCE OF INCOME IN THE FORM OF AGENCY FEE,
e SIGNIFICANT GROWTH IN TURNOVER IN THEIR CLIENTS' ACCOUNTS,
e OPPORTUNITY FOR REFINANCING FACTORING COMPANY:
ADDITIONAL AND ReGULAR INTEREST INCOME,

e MPROVEMENT OF FINANCIAL STATUS AND CREDITWORTHINESS
OF THEIR OWN CLIENTS,

e WIDENING OF OPPORTUNITIES FOR LENDING,

e EXPANSION OF THE PRODUCT MIX WITHOUT ANY eXPENSES AND
RISKS INHERENT TO INDEPENDENT CREATION OF THE BUSINESS
WHICH IS A NON-CORE& BUSINESS FOR COMMERCIAL BANKS.

=9
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Cl

IENT

RELATIONS

IN 2005 THE AVERAGE VOLUME OF PROVIDED FINANCING PER
ONE CLIENT GReEW BY ALMOST 80%. THIS INDICATOR SHOWS NOT

ONLY AN INCREASE

IN NFC CLIENTS!

SALES, BUT ALSO THEIR

REeCOGNITION OF FACTORING BENEFITS FOR A DYNAMIC DevVel-
OPMENT OF BUSINESS.

An NFC client relations manager is
responsible for coordination of work
with each client, including document
management, compliance with regula-
tory requirements, issue of guarantees
under the Factoring-Guarant scheme
and payment of the financing in case
of Factoring-Finance.

On average, a client relations man-
ager performs up to 12 thousand op-
erations a month. More than 370 thou-
sand invoices were financed in 2005,
which is a two-fold increase compared
with the previous period.

In its work with clients, NFC follows
the personal approach principle. Last
year, a system of assistants for client
relations managers was introduced by
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the Company. Due to introduction of
this system, a part of the technical load
related to document registration was
removed from the client relations man-
agers. This allowed more time for direct
communication with clients, develop-
ment of relations and monitoring of
the implementation of their proposals
related to service quality improvement.

In 2005 NFC put into operation an
Electronic Data Interchange (EDI)
system — Electronic Factoring (EF) —
which is unique for Russia. Due to im-
plementation of this system, the Com-
pany’s clients can significantly cut the
costs related to document delivery to
the factor office, reduce the time in
waiting for signatures of remote debt-

ors, and, if needed, shorten the proce-
dure of obtaining the financing. The
system processes all the documents
needed for the work: shipping docu-
ments, notifications of a new debtor,
credit notes, direct payments. EF has a
multi-level system of protection against
unauthorized access, thus guarantee-
ing data security for each operation.

Preservation of the client base, in-
troduction of a new product mix for
current clients for the purpose of in-
creasing profitability, as well as further
improvement of the factoring service
quality, were the main objectives for
the Company’s client relations depart-
ment in the reporting period.

INVOICES FACTORED

AVERALGE ANNUAL VOLUME OF FINANCING

PROVIDED TO CLIENTS AGAINST ASSIGNMENT

OF RECEIVABLE (THOUSANDS US9D)
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INTERNATIONAL
ACTIVITY

NATIONAL FACTORING COMPANY IS A FULL-FLEDGED MEMBER
OF TWO LEADING GLOBAL FACTORING ASSOCIATIONS: INTER-
NATIONAL FACTORS GROUP SINCE 1999 AND FACTORS CHAIN
INTERNATIONAL SINCE 2004. IN THE CONTEXT OF PARTICIPA-
TION IN THESE ASSOCIATIONS, NFC IMPLEMENTS CLIENT SERVICE
SCHEMES BASED ON TWO-FACTOR IMPORT AND eXPORT FAC-
TORING. THE TOTAL TURNOVER OF THE INTERNATIONAL FACTOR-
ING TRANSACTIONS eXCeeDeD US$20 MILLION.
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Import Factoring

During 2005, turnover of the two-fac-
tor import factoring grew by 58 % com-
pared with 2004 and exceeded US$10
million. The income growth rate al-
most reached 32 %.

When NFC became a member of the
second international association, the
number of requests for export factor-
ing services in the Russian Federation
increased greatly. The number of re-
quests for establishment of limits was
more than two-fold higher on a year-
on-year basis and exceeded 250. The
total sum of the limits established un-
der two-factor import transactions was
about US$24 million.

Traditionally NFC has partners in
the USA, Western and Eastern Eu-
rope, Baltic and CIS countries. Be-
sides, the Company has recently
obtained new correspondents in
Asia and South America, includ-
ing such countries as Brazil, Mexico,
Japan, and India. By the end of 2005,
NFC esteblishe relations with around
20 correspondents.

Export Factoring

The volume of NFC export opera-
tions in 2005 grew by 62 %, exceeding
US$14 million in absolute terms. An
ever increasing share in the total vol-
ume of export transactions belongs to
operations with participation of part-
ners in IFG and FCI. The share of two-
factor export transactions grew from
25% in 2004 to 77 % in 2005.

In 2005, NFC continued active de-
velopment of export factoring (financ-
ing of export deliveries and coverage
of related risks.) Specifically, NFC’s
factoring services covered deliveries
to such countries as Germany, Austria,
France, UK, Japan, Poland, Hungary,
Latvia, Lithuania, Estonia, Ukraine,
Kazakhstan, and Belarus.

Income from various products of ex-
port factoring, including direct export
factoring and two-factor export trans-
actions grew by 60 %.

Development of International Relations
Last year, the Company continued to
participate in international factoring
associations. For instance, in April
2005, NFC and Factors Chain Interna-
tional held the conference «Efficient
Mechanisms for Export Sales Growth»
in Moscow. The conference included
speeches delivered by heads of the
world’s leading factoring companies
concerning the use of factoring for ex-
port transactions. The conference was
attended by about a hundred exporters
from various regions of Russia.

A month later, East European Chap-
ter of IF-Group, whose president is
Chairman of the Management Board of
NFC Mikhail Treyvish, held the work-
shop «First Steps in Factoring Business».
The idea of organizing the workshop
was supported by local leaders in fac-
toring. Representatives of Russian and
foreign factoring companies, including
companies from Kazakhstan, Ukraine,
Moldova and Slovenia, participated in
the workshop.

In October, 2005 the International
Factors Group presented the Chair-
man of the Management Board of NFC
Mikhail Treyvish with the «Feather in
the cap» award for contribution to the
development of the factoring industry.
The award with such a symbolic name
is granted to the most outstanding
representatives of the global factoring
industry.

Representatives of NFC also took
part in the work of the Legal and Mar-
keting Committees of IFG.

In November, a regular annual con-
ference of the East European Factor-
ing Association (EEFA), which was, as
usual, organized with a strong support
of NFC and its partner — the leading
factoring company at the Balkan pe-
ninsula — PRVI Factor, was held in
Ljubljana, the capital of Slovenia. The
President of EEFA Mikhail Treyvish
emphasized the fact, that the annual
growth of the number of delegates,
participating in the conference, dem-

onstrates the recognition of the As-
sociation’s contribution into develop-
ment of factoring on the territories of
the CIS countries. In 2005, more than
80 delegates from 24 countries partici-
pated in the conference.

¢ International Factors Group (IFG) is the first in-
ternational factoring association existing since
1960. The association’s work focuses on organiza-
tion of international factoring operations for various
companies all over the world. The association has
78 members in 59 countries. Currently, IFG is start-
ing the process of transformation into a global trade
association, including development of the Eastern
European and Asian directions of its activity, attract-
ing partners and sponsors in the process of this work.
(www. ifgroup. com)

Factors Chain International (FCI) is a global network
comprising 212 factoring companies from 61 coun-
tries, designed to contribute to growth in internation-
al trade through development of factoring and other
financial instruments used in international trade. FCI
helps its members achieve competitive advantage
in international trade finance services. It is an open
chain, encouraging quality factoring companies to
join its ranks. As an open chain, FCI will view com-
petition as a stimulus for superior service to exporters.

(www.factors-chain.com).

7The East European Factoring Association was estab-
lished in 2001 for the purpose of promoting regional
factoring development of protecting the interests of

Eastern European factoring companies
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RISK

MANAGEMENT

IN ACCORDANCE WITH THE COMMON WORLD PRACTICE OF RISK
MANAGEMENT, NFC SINGLES OUT TWO TYPES OF RISKS IN THE
WORK WITH COUNTERPARTIES: CLIENT RISK — UNFAIR PRACTICES
AND FRAUDULENCE, AND RISK OF DEBTOR — CREeDIT RISK.

In 2005 the Company started upgrad-
ing the existing risk management
system with a view to creating a multi-
level system of protection against the
above risks. The system under imple-
mentation will allow us to diagnose
above mentioned risks at the stage of
their inception, as well as to improve
efficiency of credit risk’s assessment for
every new client as well as a debtor..

A dedicated Risk Monitoring Serv-
ice (RMS) was organized by NFC in
2005 with the aim of managing cli-
ent risks and running verification and
monitoring.

Verification is a package of measures
to identify invalid accounts receivable
and other aspects preventing the bona
fide fulfillment by the parties of their
contractual obligations.

Monitoring means a number of ac-
tivities designed to identify counter-
party risks at the initial stages. Within
its framework, the Risk Monitoring
Service should look for confirmation
of the validity of account receivables.
Monitoring is carried out on a regular
basis and on a random basis.

Management of debtor credit risk,
when carrying out the financing of
the client and providing a number of
additional services for the client, is
performed with the help of informa-
tion collection systems, followed by
establishment of credit limits by pro-
fessional underwriters. The system
for collection of information, related
to the client and its debtors, calls for
checking of the business reputation of
companies, for checking of affiliation

between the client and the debtor, as
well as for analysis of the financial sta-
tus of the client’s business. Underwrit-
ing allows NFC to assess the debtors
and establish credit limits within the
personal limits of individual under-
writers. The underwriting system is
built on the basis of the principles of
clear-cut professional specialization
and independence of its participants.

In 2005, within the package of ac-
tivities related to Factoring-Signal,
National Factoring Company offered
to consumers a number of the above
algorithms and techniques developed
and used by the Company to minimize
internal risks.

TIME PERIODS FOR ESTABLISHMENT OF CREDIT LIMITS FOR DEBTORS

CREDIT LIMIT WORKING DAYS
Below US$10 thousand 3
From US$10 thousand to US$50 thousand 4
From US$50 thousand to US$150 thousand 5
From US$150 thousand to US$500 thousand 10
From US$500 thousand 15

sS4
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INFORMATION

TEC

NOLOGY

FACTORING SERVICES ARE A HIGH-TECH BUSINESS. TO ENSURE
THE FAILURE-FREE AND HIGH-QUALITY PROVISION OF SERVICES,
A FACTOR SHOULD HAVE A PACKAGE OF INFORMATION SYSTEMS,
ENSURING AUTOMATION OF ALL MAIN BUSINESS PROCESSES.

Otherwise, it is impossible to render
high-quality services to a large number
of clients. NFC started development of
the System for Automation of Factoring
Operations (SAFO NIK Factor) as early
as 1999, being at that time a division
of NIKoil Financial Corporation. SAFO
NIK Factor is a powerful, flexible and
scaleable information system automat-
ing all main business processes.

The IT Department is currently re-
sponsible for the support and upgrad-
ing of the system. All systems created
and used by NFC are protected by cop-
yright.

In 2005, the IT Dept started the
pilot operation of the Electronic Fac-
toring System using electronic digital
signatures (EDS) of the client and the
debtor.

The product provides the client with
an opportunity to use electronic copies
of original documents containing the

needed EDS while receiving any factor-
ing services.

Besides, the Company developed
and implemented a Management Ac-
counting Module and a Risk Manage-
ment Module.

So, by the end of 2005, SAFO NIK
Factor comprised several functional
modules:

* Operations Module — the main
part of the system, responsible for
processing of the original documents
and execution of all of the main opera-
tions

* Accounting Module — integration
with the Automotive Banking System
(ABS), formation of entries

* Management Accounting Mod-
ule — automation of the Management
Accounting of the Company

* Risk Management Module — daily
monitoring of a great number of indi-
cators for all the clients

* CRM-Module — client relations
management from the first contact

e Analytical Module — provides
great analytical capabilities

* Support of Branch Offices

One of the main tasks solved by the
Department in 2005 the was develop-
ing software for the upgraded product
mix.

The statistics show that SAFO NIK
Factor daily processes more than
10,000 operations. The system serves
as the platform for special software
modules providing NFC clients with
all the necessary real-time informa-
tion: “e-Factoring”.

SAFO NIK FACTOR IS

ARE IMPLEMENTED,

CONSTANTLY UPGRADED. NEW MODULES
FUNCTIONAL CAPABILITIES OF EXISTING
MODULES ARE IMPROVED. IN 2005, THE SYSTeEM WAS UPGRAD-
eD AND UPDATED MORE THAN 320 TIMES.
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For People

Working in such a highly intellectual
and technologically sophisticated busi-
ness as factoring, NFC pays attention
first of all to the professional level of
its employees. The number of Rus-
sian professionals in factoring is not
sufficient, and NFC is following the
policy of training the specialists within
the Company and at its own account.
Every year, three advanced train-
ing workshops are organized for the
personnel of the Moscow office and
regional branch offices — Meeting of
Client Relations Managers, Meeting of
Credit Controllers, Meeting of Branch

For the Business Community

In the late 1990s, the very notion «fac-
toring» was viewed by the Russian mar-
ket as something exotic. The services
for financing of current assets were
seen by the potential consumers just
as an opportunity to get «easy» mon-
ey without a collateral. Commercial
banks, possessing the needed resourc-
es, were not striving to offer factoring
both because of the labor- and capital
intensive nature of its implementation,
and because of their conservatism.

Office Directors — as well as regular
trainings for sales managers. The agen-
da of these events includes trainings,
analysis of the results of work of cor-
responding divisions and discussion of
plans of their development in future.
NFC personnel regularly participates
in workshops organized by interna-
tional factoring associations and also
works as trainees at the world’s lead-
ing factoring companies. The Company
also subsidizes learning of English by
its personnel. As of the end of 2005,
more then three hundred employees
were engaged in the factoring busi-

From the approval of decision to es-
tablish the Factoring Services Depart-
ment within NIKoil IBG Bank (URAL-
SIB since the summer of 2005) until
now, NFC managers have always found
it very important to form market-based
knowledge about factoring as a mecha-
nism capable of bringing Russian en-
terprises to a qualitatively higher level
of development. During years of their
work in factoring, specialists of NFC
have participated in over a thousand

ness of NFC. The number of employ-
ees working for regional branch offices
amounted to 91. NFC payments for so-
cial security of the personnel include
subsidies of the programs of voluntary
medical insurance, subsidy at the birth
of a child, additional payments to the
child home care allowance, additional
payments to the temporary disability
allowance, etc. In 2005 the sum of
social payments and expenses for the
professional training of the Company’s
personnel amounted to almost US$260
thousand.

educational events, written dozens of
articles and publications aimed at the
expansion of knowledge of Russian en-
trepreneurs about the most advanced
and efficient mechanisms of sales.

As a result of these efforts by NFC,
factoring not only was accepted by the
market, but also became an irreplace-
able element of the day-to-day busi-
ness of some domestic enterprises.

DURING YEARS OF JOINT WORK - FIRST, WITH NIKOIL AND, THEN,
WITH NATIONAL FACTORING COMPANY — DOZENS OF CLIENT EN-
TERPRISES HAVE MANAGED TO TURN FROM LOCAL COMPANIES
INTO REGIONAL COMPANIES AND, AS REGIONAL COMPANIES, TO
ENTER NEW MARKETS. MANY COMPANIES THAT APPROACHED
US JUST SEVERAL YEARS AGO AT THEIR START-UP STAGE HAVE
TODAY BECOME WELL-KNOWN SECTOR LEADERS. PROVIDING
RESOURCES FOR RAISING THE PROFITABILITY AND COMPETITIVE-
NESS OF THE BUSINESSES OF INDIVIDUAL PARTICIPANTS OF THE
RUSSIAN MARKET, NFC CONTRIBUTES TO DeVELOPMENT OF THE
RUSSIAN ECONOMY AS A WHOLE
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For the Country

At the threshold of a new millennium,
factoring became an independent and
fast growing sector of the world econo-
my. According to FCI data, turnover of
the world factoring market grew from
296 billion euros in 1998 to 1,199 bil-
lion euros in 2005.

Extensive development of interna-
tional trade needs a convenient and
effective system of settlements among
various entities of the world economy.
Trade on the basis of open account
terms, with the minimum degree of
credit risk, has become a widely ac-
cepted business practice for global
trading and manufacturing companies.
In this connection, factoring providing

domestic companies with the needed
resources allows Russian business to
enter quite smoothly into the interna-
tional market of goods and services.
Factoring significantly increases the
competitiveness of Russian export-
ers, and for many companies it often
plays the part of a guide in their first
export deals. NFC provides Russian en-
terprises with the opportunity to offer
their products on competitive terms
and conditions, contributing to inte-
gration of Russian business into the
world trade environment.

All over the world factoring is consid-
ered to be a high-tech and intellectual
business, volumes of annual invest-

ments into development and upgrading
of factoring software for execution of
factoring operations exceed hundreds
of thousands of dollars. The very fact
that a company, not inferior by its tech-
nological equipment and the range of
services to the leading world factors, is
operating in Russia, is improving the
image of our country in world business
community. From its very first steps
in factoring, NFC’s team has strived
to adapt to the Russian realities the
world’s most advanced experience and
use the world’s most efficient factoring
practices, thus avoiding mistakes made
earlier by more mature markets.

MORE THAN 7 YEARS OF THeE COMPANY'S CONSISTENT WORK
AIMED AT CREATING A NEW ADVANCED INDUSTRY OF THE RUS-
SIAN ECONOMY HAVE BROUGHT ABOUT THE RESULTS: RUSSIAN
FACTORING ENJOYS A HIGH REPUTATION IN THE INTERNATIONAL
FACTORING COMMUNITY. THE RUSSIAN FACTORING COMPANY -—
NFC - IS A LEADER IN THE CENTRAL AND EASTERN EUROPEAN
MARKET. THE COMPANY IS NOT ONLY eQUAL TO THE MARKET
PLAYERS IN TERMS OF ITS QUALITY OF SERVICES AND ITS IN-
NOVATIVE APPROACH TO BUSINESS, BUT ALSO LEAVES BEHIND

MANY OF THeM.
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TOGETHER WITH INDEPENDENT
AUDITORS' REPORT
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ReEPORT OF
INDEPENDENT
AUDITORS

TO THE PARTICIPANTS AND BOARD OF DIRECTORS OF BANK «NA-
TIONAL FACTORING COMPANY» (LIMITED LIABILITY COMPANY) — WE
HAVE AUDITED THE ACCOMPANYING BALANCE SHeEET OF BANK
‘NATIONAL FACTORING COMPANY» (LIMITED LIABILITY COMPANY)
(THE «BANK») AS OF DeECeMBER 3Il, 2005, AND THE RELATED
STATEMENTS OF INCOME, CHANGES IN NET ASSETS ATTRIBUT-
ABLE TO PARTICIPANTS, AND CASH FLOWS FOR THE YEAR THEN
ENDED. THESE FINANCIAL STATEMENTS ARE THE RESPONSIBILITY
OF THeE BANK'S MANAGEMENT. OUR RESPONSIBILITY IS TO &X-
PRESS AN OPRPINION ON THESE FINANCIAL STATEMENTS BASED
ON OUR AUDIT. THE FINANCIAL STATEMENTS FOR THE YEAR END-
eD DeCeMmMBEeR 31, 2004, WERE AUDITED BY OTHER AUDITORS
WHOSE REPORT DATED JUNE 30, 2005, INCLUDED AN EXPLANA-
TORY PARAULRAPH WITH RESPECT TO SIGNIFICANT TRANSACTIONS
WITH RELATED PARTIES.

We conducted our audit in accord-

ance with International Standards
on Auditing. Those standards require
that we plan and perform the audit
to obtain reasonable assurance about
whether the financial statements are
free of material misstatement. An au-
dit includes examining, on a test basis,
evidence supporting the amounts and
disclosures in the financial statements.
An audit also includes assessing the ac-

counting principles used and signifi-
cant estimates made by management,
as well as evaluating the overall finan-
cial statement presentation. We believe
that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial state-
ments referred to above present fairly,
in all material respects, the financial
position of the Bank as of December 31,
2005, and the results of its operations

and its cash flows for the year then

ended in accordance with Internation-

al Financial Reporting Standards.
Without qualifying our opinion, we

draw attention to Note 19, which dis-
closes significant transactions with re-

lated parties, in particular with respect
to financing operations.

15 denpana 2006 roga
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(Thousands of Russian Rubles)

STATEMENTS OF INCOME

NOTES

{ INTEREST INCOME

: Factoring

The accompanying notes on pages 46 to 65 are an integral part of these financial statements.
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2004

129564

150270

6559

2107

9

8675 :

141595 |

81741 :

59854

46)

o)

D

(Thousands of Russian Rubles)

BALANCE SHEETS

{ ASSETS

844652

i Cash and cash equivalents

i Trading securities

: Amounts due from credit institutions

2806576

12564

4861 :

3723904 :

i Factoring advances
i Tax assets

i Other assets

{ TOTAL ASSETS

* LIABILITIES

1487167

43510 :

705 553

11230 :

18130

2265590 :

i Amounts due to credit institutions

i Settlements with clients on factoring

i Time deposits of clients

Tax liabilities

{ Other liabilities

TOTAL LIABILITIES EXCLUDING NET ASSETS ATTRIBUTABLE TO PARTICIPANTS

NET ASSETS ATTRIBUTABLE TO PARTICIPANTS

1456000 :

2314 :

1458314 :

i Statutory fund
i Retained earnings

TOTAL NET ASSETS ATTRIBUTABLE TO PARTICIPANTS

3723904 :

TOTAL LIABILITIES

Chairman of

The accompanying notes on pages 46 to 65 are an integral part of these financial statements.
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Management Board :
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(Thousands of Russian Rubles)

STATEMENTS OF CASH FLOW

(Thousands of Russian Rubles)

STATEMENTS OF CHANGES IN NET ASSETS
ATTRIBUTABLE TO PARTICIPANTS

NOTES 2004 |

CASH FLOWS FROM OPERATING ACTIVITIES

115811

Interest, fees and commissions received

(30 224) |

(16914)

CASH FLOWS FROM OPERATING ACTIVITIES BEFORE CHANGES
IN OPERATING ASSETS AND LIABILITIES

(55251)

(2854 015)

(3020)

43510 :

703 699 :

8050 :

(2093 258) :

(2 456) :

(2095 714) :

CASH FLOWS FROM INVESTING ACTIVITIES

(2055)

NET CASH FLOWS USED IN INVESTING ACTIVITIES (2 055)

CASH FLOWS FROM FINANCING ACTIVITIES

Purchases of property and equipment

i Amounts due to credit institutions 1485276

1011 ¢

1000 000 :

2486 287

388518 :

456134 |

844652 :

The accompanying notes on pages 46 to 65 are an integral part of these financial statements.
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b ] E NET ASSETS :
b ] RETAINED : E

NOTES : ] E ATTRIBUTABLE TO
] ] EARNINGS : ]

t PARTICIPANTS :

{ DECEMBER 31, 2003 99 : 456 099 :

: Net income

DECEMBER 31, 2004 2314 1458 314
i Net income 365 894 365 894
{ DECEMBER 31, 2005 15 368208 : 1824208
The accompanying notes on pages 46 to 65 are an integral part of these financial statements.
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(Thousands of Russian Rubles)

NOTE | — PRINCIPAL

ACTIVITIES

(Thousands of Russian Rubles)

NOTE 2 — BASIS OF PREPARATION (CONTINUED)

Bank «National Factoring Company»
(Limited Liability Company) (the
«Bank») was established in 2003 as a
limited liability company under the
laws of the Russian Federation. The
Bank possesses a banking license from
the Central Bank of Russia (the «CBR»)
granted in March 2004. This license
gives the Bank a right to perform op-
erations with legal entities (including
credit institutions). The Bank’s core
operations are factoring services, in-
cluding financing transactions against
cash cession and other transactions
with trade receivables of business en-

NOTE 2 — BASIS OF

tities in the Russian Federation and
abroad. The Bank acts as a factor for
Russian and foreign legal entities and
as an import factor for foreign factor-
ing companies. The Bank is a member
of Factors Chain International (FCI),
International Factors Group (IFG) —
special professional associations of
the global factoring market. The Bank
is the leader in the Russian factoring
market.

The Bank is a member of a holding
headed by Limited Liability Partnership
«Limited Liability Company «Financial
Corporation NIKoil» and Company»

PREPARATION

(the «Group»), involved in delivering
financial and banking services in Rus-
sia and other CIS countries.

The bank’s main office is located in
Moscow and it has 18 operating outlets
in the Russian Federation. The Bank’s
registered legal address is 56 Profsoy-
uznaya Street, Moscow 117420. The
Bank had an average of 175 employ-
ees during 2005 (2004-45) and 210
employees as of December 31, 2005
(2004-85).

General

These financial statements have been
prepared in accordance with Interna-
tional Financial Reporting Standards
(«IFRS»).

The Bank is required to maintain
its records and prepare its financial
statements for regulatory purposes
in Russian Rubles in accordance with
Russian accounting and banking legis-
lation and related instructions («RAL»).
These financial statements are based
on the Bank’s RAL books and records,
as adjusted and reclassified in order to
comply with IFRS The reconciliation
between RAL and IFRS is presented
later in this note.

The financial statements have been
prepared under the historical cost con-
vention except as disclosed in the ac-
counting policies below.

U6
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These financial statements are pre-
sented in thousands of Russian Rubles
(«RUB»), unless otherwise indicated.

Changes in Accounting Policies

The accounting policies adopted are
consistent with those of the previous
financial year except that the Bank has
adopted those new/revised standards
mandatory for financial years begin-
ning on or after January 1, 2005.

The changes in accounting policies
result from adoption of the follow-
ing new or revised standards: IAS 10
(revised) «Events after the Balance
Sheet Date»; IAS 16 (revised) «Prop-
erty, Plant and Equipment»; IAS 17
(revised) «Leases»; IAS 24 (revised)
«Related Party Disclosures»; and IAS
39 (revised) «Financial Instruments:
Recognition and Measurement».

The principal effects of these changes
in policies are discussed below. IAS 39
«Financial Instruments: Recognition
and Measurement» (amended 2004)

Financial Assets and Liabilities at
Fair Value through Profit or Loss

A new category of financial instru-
ments has been introduced, «Finan-
cial assets and liabilities at fair value
through profit or loss». This category
includes trading financial assets and
liabilities as well as any financial as-
sets and liabilities designated into this
category at initial recognition. These
assets and liabilities are measured at
fair value with recognition of gains or
losses on re-measurement to fair value
in net income or loss.

Reconciliation of RAL and IFRS Net Assets Attributable to Participants and Net Income
Net assets attributable to participants and net income are reconciled between RAL and IFRS as follows:

Effect of accrued interest

i Accrual of additional compensation benefits

IFRSs and IFRIC interpretations not
yet effective

The Bank has not applied the following
IFRSs and Interpretations of the Inter-
national Financial Reporting Interpre-
tations Committee (IFRIC) that have
been issued but are not yet effective:

IAS 19 (amended 2004) «Employee
Benefits»; IAS 21 (amended 2005)
«The Effects of Changes in Foreign
Exchange Rates»; IAS 39 (amended
2005) «Financial Instruments: Rec-
ognition and Measurement»; IFRS 7
«Financial Instruments: Disclosures»;

Net assets
attributable to :
participants :

Net

IFRIC 4 «Determining whether an Ar-
rangement contains a Lease».

The Bank expects that the adoption
of the pronouncements listed above
will have no significant impact on the
Bank’s financial statements in the pe-
riod of initial application.
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(Thousands of Russian Rubles)

NOTE 3 — SUMMARY OF ACCOUNTING POLICIES

(Thousands of Russian Rubles)

NOTE 3 — SUMMARY OF ACCOUNTING POLICIES (CONTINUED)

Financial Assets

Financial assets in the scope of IAS 39
are classified as either financial as-
sets at fair value through profit or loss,
loans and receivables, held-to-matu-
rity investments, or available-for-sale
financial assets, as appropriate. When
financial assets are recognised initially,
they are measured at fair value, plus,
in the case of investments not at fair
value through profit or loss, directly at-
tributable transaction costs. The Bank
determines the classification of its fi-
nancial assets after initial recognition
and, where allowed and appropriate,
re-evaluates this designation at each
financial year-end.

All regular way purchases and sales
of financial assets are recognised on the
trade date i. e. the date that the Bank
commits to purchase the asset. Regular
way purchases or sales are purchases
or sales of financial assets that require
delivery of assets within the period
generally established by regulation or
convention in the marketplace.
Financial Assets at Fair Value
through Profit or Loss
Financial assets classified as held for
trading are included in the category
‘financial assets at fair value through
profit or loss’. Financial assets are clas-
sified as held for trading if they are
acquired for the purpose of selling in
the near term. Derivatives are also clas-
sified as held for trading unless they
are designated and effective hedging
instruments. Gains or losses on invest-
ments held for trading are recognised
in income.

Loans, Factoring Advances

and Receivables

Loans, factoring advances and receiva-
bles are non-derivative financial assets
with fixed or determinable payments

s
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that are not quoted in an active market.
Such assets are carried at amortised
cost using the effective interest meth-
od. Gains and losses are recognised
in income when the loans, factoring
advances and receivables are derecog-
nised or impaired, as well as through
the amortisation process.

Offsetting

Financial assets and liabilities are off-
set and the net amount is reported in
the balance sheet when there is a le-
gally 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 consist of
cash on hand, amounts due from the
CBR, excluding obligatory reserves,
and due from credit institutions that
mature within three months of the
date of origination and are free from
contractual encumbrances.

Borrowings

All borrowings are initially recognised
at the fair value of the consideration re-
ceived less directly attributable transac-
tion costs. After initial recognition, bor-
rowings are subsequently measured at
amortised cost using the effective inter-
est method. Gains and losses are recog-
nised in net income or loss when the
liabilities are derecognised as well as
through the amortisation process.

Leases

Operating — Bank as Lessee

The Bank presents assets subject to
operating leases in the balance sheets
according to the nature of the asset.

Lease income from operating leases
is recognized in statement of income
on a straight-line basis over the lease
term as other income. The aggregate
cost of incentives provided to lessees is
recognized as a reduction of rental in-
come over the lease term on a straight-
line basis. Initial direct costs incurred
specifically to earn revenues from an
operating lease are added to the carry-
ing amount of the leased asset.

Allowances for Impairment

of Financial Assets

The Bank assesses at each balance sheet
date whether a financial asset or group
of financial assets is impaired.

Assets Carried at Amortised Cost

If there is objective evidence that an im-
pairment loss on financial assets carried
at amortised cost has been incurred,
the amount of the loss is measured as
the difference between the asset’s car-
rying amount and the present value of
estimated future cash flows (excluding
future credit losses that have not been
incurred) discounted at the financial
asset’s original effective interest rate (i.
e. the effective interest rate computed
at initial recognition). The carrying
amount of the asset shall be reduced
through use of an allowance account.
The amount of the loss shall be recog-
nised in the statement of income.

The calculation of the present value
of the estimated future cash flows of
a collateralised financial asset reflects
the cash flows that may result from
foreclosure less costs for obtaining
and selling the collateral, whether or
not the foreclosure is probable.

The Bank first assesses whether
objective evidence of impairment ex-
ists individually for financial assets
that are individually significant, and

individually or collectively for financial
assets that are not individually signifi-
cant. If it is determined that no objec-
tive evidence of impairment exists for
an individually assessed financial asset,
whether significant or not, the asset is
included in a group of financial assets
with similar credit risk characteristics
and that group of financial assets is col-
lectively assessed for impairment. As-
sets that are individually assessed for
impairment and for which an impair-
ment loss is or continues to be recog-
nised are not included in a collective
assessment of impairment.

If, in a subsequent period, the
amount of the impairment loss de-
creases and the decrease can be related
objectively to an event occurring after
the impairment was recognised, the
previously recognised impairment loss
is reversed. Any subsequent reversal of
an impairment loss is recognised in the
statement of income, to the extent that
the carrying value of the asset does
not exceed its amortised cost at the
reversal date.

When a loan is uncollectible, is it
written off against the related allow-
ance for loan impairment. Such loans
are written off after all necessary pro-
cedures have been completed and the
amount of the loss has been determined.
Subsequent recoveries of amounts pre-
viously written off decrease the amount
of allowance for loan impairment in the
statement of income.

Derecognition of Financial Assets

and Liabilities

Financial Assets

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

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

the Bank has transferred its rights to
receive cash flows from the asset, or re-
tained 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

the Bank either (a) has transferred
substantially all the risks and rewards
of the asset, or (b) has neither trans-
ferred nor retained substantially all the
risks and rewards of the asset, but has
transferred control of the asset.

Where the Bank 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 recog-
nised to the extent of the Bank’s contin-
uing involvement in the asset. Continu-
ing involvement that takes the form of
a guarantee over the transferred asset
is measured at the lower of the origi-
nal carrying amount of the asset and
the maximum amount of considera-
tion that the Bank 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 Bank’s continu-
ing involvement is the amount of the
transferred asset that the Bank 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 ex-
tent of the Bank’s continuing involve-
ment is limited to the lower of the fair
value of the transferred asset and the
option exercise price.

Financial Liabilities
A financial liability is derecognised
when the obligation under the liability
is discharged or cancelled or expires.
Where an existing financial liability
is replaced by another from the same
lender on substantially different terms,
or the terms of an existing liability are
substantially modified, such an ex-
change 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 recognised in the
statement of income.

Taxation

The current income tax expense is cal-
culated in accordance with the regula-
tions of the Russian Federation.

g
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(Thousands of Russian Rubles)

NOTE 3 — SUMMARY OF ACCOUNTING POLICIES (CONTINUED)

Deferred tax assets and liabilities are
calculated in respect of temporary dif-
ferences using the liability method. De-
ferred income taxes are provided for all
temporary differences arising between
the tax bases of assets and liabilities
and their carrying values for financial
reporting purposes, except where the
deferred income tax arises from the
initial recognition of goodwill or of an
asset or liability in a transaction that is
not a business combination and, at the
time of the transaction, affects neither
the accounting profit nor taxable profit
or loss.

A deferred tax asset is recorded only
to the extent that it is probable that
taxable profit will be available against

which the deductible temporary dif-
ferences can be utilised. Deferred tax
assets and liabilities are measured at
tax rates that are expected to apply to
the period when the asset is realised
or the liability is settled, based on tax
rates that have been enacted or sub-
stantively enacted at the balance sheet
date.

Deferred income tax is provided on
temporary differences arising on in-
vestments in subsidiaries, associates
and joint ventures, except where the
timing of the reversal of the tempo-
rary difference can be controlled and
it is probable that the temporary differ-
ence will not reverse in the foreseeable
future.

Russia also has various operating taxes,
that are assessed on the Bank’s activi-
ties. These taxes are included as a com-
ponent of other operating expenses.

Property and Equipment

Property and equipment are carried at

cost less accumulated depreciation and

any accumulated impairment for dimi-
nution in value. Depreciation of assets

under construction and those not

placed in service commences from the

date the assets are placed into service.
Depreciation is calculated on a straight-
line basis over the following estimated

useful lives:

¢ Computers and office equipment

i Motor vehicles

Leasehold improvements are amor-
tized over the life of the related leased
asset. The carrying amounts of proper-
ty and equipment are reviewed at each
balance sheet date to assess whether
they are recorded in excess of their
recoverable amounts, and where car-
rying values exceed this estimated re-
coverable amount, assets are written
down. Impairment is recognized in the
respective period and is included in ad-
ministrative and operating expenses.
Costs related to repairs and renewals
are charged when incurred and in-
cluded in administrative and operat-
ing expenses, unless they qualify for
capitalization.

50
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Provisions

Provisions are recognized when the
Bank has a present legal or construc-
tive obligation as a result of past events,
and it is probable that an outflow of re-
sources embodying economic benefits
will be required to settle the obligation
and a reliable estimate of the obligation
can be made.

Retirement and Other

Benefit Obligations

The Bank does not have any pension
arrangements separate from the State
pension system of the Russian Federa-
tion, which requires current contribu-
tions by the employer calculated as a

percentage of current gross salary pay-
ments; such expense is charged in the
period the related salaries are earned.
In addition, the Bank has no post-retire-
ment benefits or significant other com-
pensated benefits requiring accrual.

Statutory Fund

Statutory fund is recognized at cost.
Distributions are recognized in net as-
sets attributable to participants as a
reduction in the period in which they
are declared. Distributions that are de-
clared after the balance sheet date are
treated as a subsequent event under
IAS 10 «Events After the Balance Sheet
Date» and disclosed accordingly.

(Thousands of Russian Rubles)

NOTE 3 — SUMMARY OF ACCOUNTING POLICIES (CONTINUED)

Contingencies

Contingent liabilities are not recog-
nised in the balance sheet but are
disclosed unless the possibility of
any outflow in settlement is remote.
A contingent asset is not recognised
in the balance sheet but disclosed
when an inflow of economic benefits
is probable.

Income and Expense Recognition
Interest income and expense are
recognized on an accrual basis cal-
culated using the effective interest
method.

Loan origination and other fees for
loans issued or received and factor-
ing advances are deferred or accrued
(together with related direct costs)
and recognized as an adjustment to
the effective yield of the instruments.

Fees, commissions and other income
and expense items are generally re-
corded on an accrual basis when the
service has been provided.

Foreign Currency Translation

The financial statements are pre-
sented in Russian Rubles, which is
the Bank’s functional and presenta-
tion currency. Transactions in foreign
currencies are initially recorded in
the functional currency rate ruling at
the date of the transaction. Monetary
assets and liabilities denominated in
foreign currencies are retranslated
at the functional currency rate of
exchange ruling at the balance sheet
date. Gains and losses resulting from
the translation of foreign currency
transactions are recognized in the
statement of income as gains less loss-

es from foreign currencies — transla-
tion differences. Non-monetary items
that are measured in terms of his-
torical cost in a foreign currency are
translated using the exchange rates
as at the dates of the initial transac-
tions. Non-monetary items measured
at fair value in a foreign currency are
translated using the exchange rates
at the date when the fair value was
determined.

Differences between the contractual
exchange rate of a certain transaction
and the Central Bank exchange rate
on the date of the transaction are in-
cluded in foreign exchange gains less
losses. The official CBR exchange
rates at December 31, 2005 and 2004,
were 28.78 Rubles and 27.75 Rubles
to 1 USD, respectively.
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(Thousands of Russian Rubles)

NOTE 4H — SIGNIFICANT ACCOUNTING JUDGMENTS

AND ESTIMATES

Estimation Uncertainty

The key assumptions concerning the
future and other key sources of estima-
tion uncertainty at the balance sheet
date, that have a significant risk of
causing a material adjustment to the
carrying amounts of assets and liabili-
ties within the next financial year are
discussed below:

Allowance for Impairment of Loans, Fac-
toring Advances and Receivables

The Bank regularly reviews its advances,
loans and receivables to assess impair-
ment. The Bank uses its experienced
judgement to estimate the amount of
any impairment loss in cases where a
borrower is in financial difficulties and
there are few available historical data
relating to similar borrowers. Similarly,
the Bank estimates changes in future
cash flows based on the observable
data indicating that there has been an
adverse change in the payment status
of borrowers in a group, or national
or local economic conditions that cor-

NOTE S — INTEREST

relate with defaults on assets in the
group. Management uses estimates
based on historical loss experience
for assets with credit risk characteris-
tics and objective evidence of impair-
ment similar to those in the group of
advances, loans and receivables. The
Bank uses its experienced judgement
to adjust observable data for a group
of loans, advances or receivables to
reflect current circumstances.
Taxation

Russian tax, currency and customs
legislation is subject to varying inter-
pretations, and changes, which can
occur frequently. Management’s inter-
pretation of such legislation as applied
to the transactions and activity of the
Bank may be challenged by the rele-
vant regional and federal authorities.
Recent events within the Russian Fed-
eration suggest that the tax authorities
are taking a more assertive position in
its interpretation of the legislation and
assessments and, as a result, it is possi-

ble that transactions and activities that
have not been challenged in the past
may be challenged. As such, significant
additional taxes, penalties and interest
may be assessed. Fiscal periods remain
open to review by the authorities in re-
spect of taxes for three calendar years
preceding the year of review. Under
certain circumstances reviews may
cover longer periods.

As at 31 December 2005 manage-
ment believes that its interpretation of
the relevant legislation is appropriate
and that the Bank’s tax, currency and
customs positions will be sustained.

INCOME FROM FACTORING OPERATIONS

Interest income from factoring operations comprise the following types:

: Financing

78 670 |

i Service premium

50894 :

i Risk premium

INTEREST INCOME FROM FACTORING OPERATIONS
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129564

(Thousands of Russian Rubles)

NOTE & — ALLOWANCES FOR IMPAIRMENT

The movements in the allowances for impairment of interest earning assets were as follows:

DECEMBER 31, 2004

i Charge

{ DECEMBER 31, 2005

Allowances for impairment of assets are deducted from the related assets. In accordance with Russian legislation, advances
and loans may only be written off with the approval of the Board of Directors and, in certain cases, with the respective
decision of the Court.

NOTE 7 — SALARIES AND ADMINISTRATIVE

AND OPERATING eXPENSES

Salaries and benefits, administrative and operating expenses comprise:

2004 |

i Salaries and additional compensation payments

i Social security costs

SALARIES AND EMPLOYMENT BENEFITS

Marketing and advertising

i Communications

Professional services

i Operating taxes

Other

ADMINISTRATIVE AND OPERATING EXPENSES
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(Thousands of Russian Rubles)

NOTE 8 — TAXATION

(Thousands of Russian Rubles)

NOTE 8 — TAXATION (CONTINUED)

The corporate income tax expense comprises:

Russian legal entities must file individual tax declarations. The tax rate on income other than on state securities was 24%
for 2005 and 2004. The tax rate for interest income on state securities was 15% for Federal taxes.

Tax assets and liabilities consist of the following:

i Current tax assets

i Deferred tax assets

i Current tax liabilities

i Deferred tax liabilities

The effective income tax rate differs from the statutory income tax rates. A reconciliation of the income tax expense based
on statutory rates with actual is as follows:

{ INCOME BEFORE TAXATION 3337
oo —— —— ——
S S Se—
P s =
e o
e —— cpmns
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Deferred tax assets and liabilities comprise:

2004

TAX EFFECT OF DEDUCTIBLE TEMPORARY DIFFERENCES

i Factoring advances

Other

| DEFERRED TAX ASSETS

TAX EFFECT OF TAXABLE TEMPORARY DIFFERENCES

i Factoring advances

NOTE S — CASH AND CASH EQUIVALENTS

Cash and cash equivalents comprise:

2004 T.
Current account with the Central Bank 12 435 :
i Current accounts with other credit institutions 832217
i Time deposits with credit institutions up to 90 days —
CASH AND CASH EQUIVALENTS 844 652

As of December 31, 2005, the Bank placed RUB 30,000 (2004 nil) as a deposit in RUB with a Russian bank and received
RUB 30,000 (2004- nil) as a RUB deposit from the same bank (see Note 14).
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(Thousands of Russian Rubles)

NOTE 10 — TRADING SECURITIES

Trading securities owned comprise Russian State bonds (OFZ) with coupon rate of 6.3% and maturity in 2008.

NOTE Il — AMOUNTS DUE FROM CREDIT INSTITUTIONS

Amounts due from credit institutions comprise:

Credit institutions are required to maintain a non-interest earning cash deposit (obligatory reserve) with the CBR, the
amount of which depends on the level of funds attracted by the credit institution. The Bank’s ability to withdraw such
deposit is significantly restricted by the statutory legislation.

NOTE I2 — FACTORING ADVANCES

Factoring advances comprise:

i Factoring advances with recourse 2841182

56 861

2898043 :

(9726)

(81741) i

FACTORING ADVANCES 2806576

i Factoring advances without recourse

Less — Clients counter-claims

i Less — Allowance for impairment

As of December 31, 2005, the Bank’s advances to its 10 largest third party borrowers comprised RUB 1,302,417, or 29 %
of gross factoring portfolio (2004 — RUB 862,991, or 30%). As of December 31, 2005, an allowance of RUB 3,904
(2004 - RUB 22,739) was made against these advances.
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(Thousands of Russian Rubles)

NOTE I2 — FACTORING ADVANCES (CONTINUED)

The majority of advances have been extended to private companies. Advances are made principally within Russia
in the following industry sectors:

i Production and wholesale of food and beverages 869451 :

i Production and wholesale of computers and consumer electronics 670881 :

i Other trading enterprises 761 804 :

279021}

225757

i Other 91129 i

2898043

i Construction and finishing materials

Metallurgy and manufacturing

NOTE I3 — OTHER ASSETS AND LIABILITIES

Other assets comprise:

2004 :
i Prepayments 2652
Property and equipment, net 1835:
i Prepaid operating taxes 368 :
i Intangible assets, net 6
{ OTHER ASSETS 4861
Other liabilities comprise:
2004 :
i Operating taxes payable 8 061
i Accrued additional compensation and other employee benefits : : 8095 :
i Debt securities issued 1000 :
Other 974 :
| OTHER LIABILITIES 18130 !
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(Thousands of Russian Rubles)

NOTE IH — AMOUNTS DUE TO CREDIT INSTITUTIONS

(Thousands of Russian Rubles)

NOTE I6&6 — FINANCIAL COMMITMENTS AND CONTINGENCIES

Amounts due to credit institutions comprise:

i Current accounts

1487167

1487167 |

As discussed in Note 19, the Bank had a significant concentration of time deposits and loans due to a related party bank.

NOTE IS — NET ASSETS ATTRIBUTABLE TO PARTICIPANTS

As of December 31, 2005, the authorized nominal statutory fund equals 1,456,000 RUB and is contributed by:

Operating Environment

The Russian economy while deemed
to be of market status continues to
display certain characteristics consist-
ent with that of a market in transition.
These characteristics include, but are
not limited to, relatively high inflation
and the existence of currency controls
which cause the national currency
to be illiquid outside of Russia. The

stability of the Russian economy will
be significantly impacted by the gov-
ernment’s policies and actions with
regards to supervisory, legal, and eco-
nomic reforms.

Legal

In the ordinary course of business, the
Bank may be subject to legal actions
and complaints. Management believes

that the ultimate liability, if any, arising
from such actions or complaints will
not have a material adverse effect on
the financial condition or the results of
the Bank’s future operations.

As of December 31, 2005 and December 31, 2004 the Bank’s financial commitments and contingencies comprised
the following:

i NON-CANCELLABLE OPERATING LEASE COMMITMENTS

i Not later than 1 year

i Later than 1 year

FINANCIAL COMMITMENTS AND CONTINGENCIES

728,000 RUB

LLC “SALERNA”

: 728,000 RUB

LLC “CENTERRYBOPRODUCT”

As of December 31, 2005, the statutory
fund was registered and fully paid. The
statutory fund of the Bank was contrib-
uted by the participants in Russian Ru-
bles. Participants are entitled to vote
at general meetings of participants in
proportion to their share in the statu-
tory fund.

In accordance with the Russian leg-
islation, participants in limited liability
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companies may unilaterally withdraw
from the company. In such cases the
company will be obliged to pay the
withdrawing participant’s share of net
assets of the company, determined
on the basis of statutory accounting
reports for the year of withdrawal, in
cash or, subject to consent of the par-
ticipant, by an in kind transfer of as-
sets. The payment should be made no

later than six months after the end of
the year of the withdrawal. According
to article 11 of the Federal law «On
banks and banking activity», partici-
pants can not withdraw from banks
formed as a limited liability company
for three years from the bank registra-
tion date. The Bank was registered on
June 17, 2003.
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(Thousands of Russian Rubles)

NOTE 17 — FINANCIAL RISK MANAGEMENT POLICIES

(Thousands of Russian Rubles)

NOTE I7 — FINANCIAL RISK MANAGEMENT POLICIES

(CONTINUED)

Management of risk is fundamental
to the banking business and is an es-
sential element of the Bank’s opera-
tions. The main risks inherent in the
Bank’s operations are those related to
credit exposures, liquidity, and market
movements in interest rates and for-
eign exchange rates. A description of
the Bank’s risk management policies in
relation to those risks follows.

Credit Risk

The Bank is exposed to credit risk
which is the risk that a counterparty
will be unable to pay amounts in full
when due. The Bank structures the
levels of credit risk it undertakes by

Concentration

placing limits on the amount of risk
accepted in relation to one borrower,
or groups of borrowers, and to indus-
try and geographical segments. Such
risks are monitored on a continuing
basis and are subject to an annual or
more frequent review.

The exposure to any one borrower
including banks and brokers is further
restricted by sub-limits covering on and
off-balance sheet exposures which are
set by the Risk Management Commit-
tee and Management Board that meet
at least once a week. Actual exposures
against limits are monitored daily.

Exposure to credit risk is managed
through regular analysis of the ability

The geographical concentration of banking assets and liabilities follows.

of borrowers and potential borrowers
to meet interest and principal repay-
ment obligations and by changing
these lending limits when appropriate.
Exposure to credit risk is additionally
mitigated in part by obtaining collat-
eral and corporate and personal guar-
antees.

Credit-related commitments ensure
that funds are available to a customer
as required. Guarantees, which repre-
sent irrevocable assurances that the
Bank will make payments in the event
that a customer cannot meet its obliga-
tions to third parties, carry the credit
risk as well.

CIS and : Total :
other : :

foreign :

: countries

i ASSETS

Cash and cash equivalents

i Trading securities

Amounts due from credit institution

2784247

i Factoring advances

All other assets

3701575 :

844652 :

844652 :

55251 :

2806576

17425

i 3723904 :

55251 :

17425 :

{ LIABILITIES

i Due to credit institutions

¢ Settlements with clients on factoring

{ 10 GaKTOPUHTOBBIM OIIE€PAIUAM

i Time deposits of clients

All other liabilities

{ 2265590 :

i 1435985 :

NET BALANCE SHEET POSITION

1487167

1487167

705 553

29360 :

{ 2265590 :

i 1458314 :

705553 :
29 360
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Currency Risk

Currency risk is a risk that a financial
instrument will change its value due
to changes in currency exchange rates.
Bank’s financial position and cash

flows are affected by fluctuations of
foreign currency exchange rates. The
Risk Management Committee executes
general control over the currency risks
and sets limits on currency transactions

The Bank’s exposure to foreign currency exchange rate risk follows.

¢ All other assets

: LIABILITIES:

: Amounts due to credit institutions

© 1461885

performed by departments of the Bank.
The Treasury and Electronic Settlement
Department projects and analyzes open
balance sheet and off-balance currency
positions of the Bank.

841638 :

55251 |

: 2783552

17369 :

§ 3697810 :

43510 :

705 553

29 360

2240308 21312

1457502 1776

Liquidity Risk

Liquidity risk is a risk of encountering
difficulties regarding receipt of funds
required to return deposits and settle
liabilities related to financial instru-
ments when they mature.

The Bank’s Risk Management Com-
mittee executes general control over

the liquidity risks. The Treasury and
Electronic Settlement Department is
responsible for the day-to-day control.
The respective liquidity risk manage-
ment actions of the Bank include the
following activities:

daily liquidity projections;

placement of funds in relation to

terms of raised funds balances;
on an ongoing basis, analysis of cli-
ents’ cash flows in order to identify
seasonal and other trends;
stress-testing to analyze potential im-
plications in case of adverse events.
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(Thousands of Russian Rubles)

NOTE 17 — FINANCIAL RISK MANAGEMENT POLICIES

(CONTINUED)

(Thousands of Russian Rubles)

NOTE 17 — FINANCIAL RISK MANAGEMENT POLICIES
(CONTINUED)

Liquidity Risk.
The contractual maturities of monetary assets and liabilities:

i Cash and cash equivalents

i Trading securities

Amount due from credit institutions

i Factoring advances

i All other assets

i Settlements with clients on factoring

i Time deposits of clients

All other liabilities

{ NET POSITION

: ACCUMULATED GAP

2004
On Less than 1 1to3 : 3 months l1to5Syears :  Overdue : No defined Total :
demand : month : months :  to1year : :  maturity : :

{ ASSETS

Cash and cash equivalents

¢ Trading securities 273

Amount due from credit institutions 15035 185662 85227

164687

Factoring advances 2406348 : 231183 :

i All other assets 3020 : —

844652 | 222685 i 2406348 | 231456 :

! LIABILITIES

614336 : 772733 : 100098 :

Amounts due to credit institutions

ettlements with clie

701 848

i Time deposits of clients

1000

CAll other liabilities

1360694 | 772733 i 103803 :

- NET POSITION 844652 ; (1138009) | 1633615 i 127653 i 12695 : 4227

ACCUMULATED GAP 844 652 (293 357) 1340 258 1467911 1480 606 1484833
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Liquidity Risk (Continued).

Long-term credits and overdraft facilities are generally not available in Russia except for programs set up by international
financial institutions. However, in the Russian marketplace, many short-term credits are granted with the expectation of
renewing the loans at maturity. As such, the ultimate maturity of assets may be different from the analysis presented above.
The maturity of obligatory reserve with the CBR was presented based on contractual maturity of related liabilities.

Interest Rate Risk Risk Management Committee and liabilities are relatively short-term. The
The interest rate risk is related to Credit Committee within their authori- Bank’s management monitors interest
changes in value of financial instru- ties control interest rate risk by setting  margin of the Bank and believes that
ments driven by changes of interest allowed ranges of interest rates and the Bank is not exposed to significant
rates. Asset and liability maturities, as  tariffs in respect to raised and placed interest rate risks.

well as the potential for replacement  funds.

of interest liabilities at acceptable cost Most of Bank’s interest-bearing fi-

at maturity are important factors for nancial assets and liabilities have fixed

assessment of the Bank’s liquidity and  interest rates. Furthermore, as speci-

level of dependence on changes in in- fied above in the maturity analysis

terest rates. section, most of the Bank’s assets and

The Bank’s average effective interest rates for monetary financial instruments follow.

: : Other :
Rubles : UsD : foreign :
: currencies !

Cash and cash equivalents, time deposits

: Trading securities

mounts due from credit institutions, time deposits

i Factoring advances

¢ Due to credit institutions, time deposits

: Time deposits of clients
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(Thousands of Russian Rubles)

NOTE I8 — FAIR VALUE OF FINANCIAL INSTRUMENTS

The following disclosure of the es-
timated fair value of financial instru-
ments is made in accordance with the
requirements of IAS 32 «Financial
Instruments: Disclosure and Presen-
tation». Fair value is defined as the
amount at which the instrument could
be exchanged in a current transaction
between knowledgeable willing par-
ties on arm’s length conditions, other
than in forced sale or liquidation. As
no readily available market exists for
a large part of the Bank’s financial in-
struments, judgment is necessary in ar-
riving at fair value, based on current
economic conditions and the specific
risks attributable to the instrument.
The estimates presented herein are not
necessarily indicative of the amounts
the Bank could realize in a market ex-
change from the sale of its full holdings
of a particular instrument.

NOTE I9 — RELATED

The following methods and assump-
tions are used by the Bank to estimate
the fair value of these financial instru-
ments:

Amounts Due from Credit Institutions
and Factoring Advances

For assets maturing within three
months, the carrying amount approxi-
mates fair value due to the relatively
short- term maturity of these financial
instruments. For longer-term assets,
the interest rates applicable reflect
market rates and, consequently, the
fair value approximates the carrying
amounts.

Amounts Due to Customers

and Credit Institutions

For balances maturing within three
months the carrying amount approxi-
mates fair value due to the relatively

PARTIES

short term maturity of these financial
instruments. For longer term fixed
interest bearing deposits and other
borrowings the estimated fair value is
based on discounted cash flows using
interest rates for new debts with simi-
lar remaining maturity.

The Bank’s assets and operations
are concentrated primarily in the Rus-
sian Federation. Management believes
that, based upon its best estimates, as
of December 31, 2005, and December
31, 2004, the fair value of substantially
all Bank’s assets and liabilities approxi-
mates their carrying values.

In accordance with IAS 24 «Related
Party Disclosures», parties are con-
sidered to be related if one party has
the ability to control the other party
or exercise significant influence over
the other party in making financial or
operational decisions. In considering
each possible related party relation-
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ship, attention is directed to the sub-
stance of the relationship, not merely
the legal form.

Related parties may enter into trans-
actions which unrelated parties might
not, and transactions between related
parties may not be effected on the
same terms, conditions and amounts as

transactions between unrelated parties.
The Bank is a member of a holding
headed by Limited Liability Partnership
«Limited Liability Company «Financial
Corporation NIKoil» and Company».
The Bank is ultimately controlled by
Mr. Nickolai A Tsvetkov.

(Thousands of Russian Rubles)

NOTE I9 — RELATED PARTIES (CONTINUED)

The volumes of related party transactions, outstanding balances at the year end, and related expense and income
for the year are as follows:

Entities of holding headed : Key management :

by Limited Liability Partner- : personnel :

¢ ship “Limited Liability Com- :
i pany “Financial Corporation :

”»

NIKoil” and Company

CASH AND CASH EQUIVALENTS 831363 :

¢ Factoring advances outstanding — —
: at January 1 : : : : :
Factoring advances issued during the year : — —

¢ Factoring advances repayments during — —
i the year : : : : :
{ FACTORING ADVANCES OUTSTANDING — —
: AT DECEMBER 31, GROSS E : ] : ]
¢ Less: allowance for impairment — —
i at December 31 : : : : :
{ FACTORING ADVANCES OUTSTANDING —: —:
¢ AT DECEMBER 31, NET ] : ] : 1

AMOUNTS DUE TO CREDIT
¢ INSTITUTIONS AT DECEMBER 31

TIME DEPOSITS OF CLIENTS 705 553
¢ AT DECEMBER 31 ] : ] :

{ INTEREST EXPENSE 8611 : —

SALARIES AND EMPLOYMENT BENEFIT

Terms and Conditions of Transactions with Related Parties

Transactions with related parties are provided on market conditions in accordance with the set tariff schedule. Outstanding
balances at year-end are unsecured and settlement occurs in cash. There have been no guarantees provided or received
for any related party receivables.
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NATIONAL FACTORING
COMPANY

National Factoring Company (Limited Liability Company)
NFCLLC

License of the Central Bank of the Russian Federation
No. 3437 issued September 3, 2003

Russia, Moscow,

ul. Kozhevnicheskaya, 14

Telephone: +74957875337

Fax: + 74957875337

e-mail: factoring@factoring.ru

http://www.factoring.ru
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