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«Kalmyk knot»

® A firm knot, which does not ravel out,
isn’t tightened much at heavy load
and does not need a control knot.

® For easy undoing a variant with a loop
is used.

® The Kalmyk knot can be used for
lowering the last climber.
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Opening statement

There may be a lot of reasons for
conquering new heights: sport
interest, fervour and a desire to prove
to yourself that “you can”. One of the
greatest pleasures is to overcome
obstacles and weaknesses. Rock-
climbing and mountaineering are
passionatesports,whichoftenbecome
an integral part of the life of a person,
who has experienced the fascinating
feeling of victory at least once. This is
also true for business. But only self-
confidence, courage, perseverance
and consistency conquer the summits
of mountains and of business.

In spite of almost twenty years of
development of Russian business, the
issues of continuous financing and
safe growth connected with overdue
payments of counterparties and
complications driven by the conquest
of new markets remain among the
mostimportanttoday. The experience
accumulated in Russia and abroad
enabled National Factoring Company
to become a reliable partner for its
clients striving to conquere new
heights.

While analyzing the company’s
performance in 2007, we may say

that the product range of Commercial
Factoring for the reporting period
made a significant contribution to the
development of its clients, ensuring
their safety with the help of state-of-
the-art risk management which is a
must for the factoring business.

Apart from risk management,
the human factor is of the same
importance for wus, i.e. people’s
actions connected with the ascension
to the top - Russian businessmen
and people ensuring their security
during the period of ascension — the
employees of the National Factoring
Company. A businessman and his
partner (a factoring company), which
“stands by” it, solve a common task.
In the course of ascension they often
swaprolesandthe acts of each of them
determine the safety of the business,
irrespective of their role either as a
conqgueror of a summit or the one who
ensures his safety.

Personal harmony and feeling of
freedom overwhelm a person and
make him conquer the summits
again and again. All the problems
become less important than the main
objective — to win.

National Factoring Company
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«Nine»

® This is the strongest knot (70-74%) in
comparison with all the other knots of
the “conductor” series — it reduces the
strength of a rope even less than the
“Eight” knot.
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Russion Factoring market in 2007

In 2007, the market was not growing
at the high rate observed during the
last 4 years — the growth was not by
2 times as expected. However, the
reason was not a declining demand
for the services; on the contrary,
clients developed a knowledgeable
need in factoring both as a financing
instrument and as an instrument used
to cover risks. The growth changed in
its nature from extensive to intensive —
companies invested in technological

development. Therefore, the revenues
will not grow at the same high rate
during the next years.

A major problem which is still
important — provision by some factors
of only certain factoring components
as if it were factoring, mainly, financing
secured by assignment of receivables,
without its other relevant components
(receivables ledgering, credit risk
protection, etc.). It is worth mentioning

Volume of accounts receivable assigned to Factors under non-recourse factoring
agreements in 2007, billion roubles (Source: The Expert RA rating agency)

I NFC (JSC)

I FK Eurocommerz ZAO

Il AKB TsentroKredit ZAO

2.253
j 19.783
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that the UNIDROIT Convention on
International Factoring specifies
the generally accepted definition of
factoring, expressing its true essence:

"Factoring contract” means a contract
concluded between one party (the
supplier) and another party (the
factor) pursuant to which:

(a) the supplier may or will assign
to the factor receivables arising from
contracts of sale of goods made
between the supplier and its customers
(debtors) other than those for the sale
of goods bought primarily for their
personal, family or household use;

(b) the factor is to perform at least
two of the following functions:

® finance for the supplier, including
loans and advance payments;

® maintenance of accounts (ledger-
ing) relating to the receivables;

® collection of receivables;

Should a potential client have a
clear understanding of what is true
commercial factoring, the demand
would be much higher. Clients could
have better knowledge of various
products and could choose products
that better meet their development
objectives. The results of 2007 proved
that the emphasised positioning of
the product "Factoring-Garant™ (non-
recause factoring) gave a ten-fold rise
in its sales of NFC, compared to the
same period of 2006.

Main trends on the factoring market
in 2007:

® factors introduced a new concept
for the financial services market,
"outsourcing of client's risk
management to a factoring
company";

® players now pay more attention
to the risk management system;

® factoring companies diversified the
product line by offering special

® protection against default in factoring solutions for small
payment by debtors”. businesses;
® companies continued their

The insufficient  awareness  of
factoring service opportunities is
the major development-constraining
factor. Today only about 10 % of the
Russian entrepreneurs use factoring.

geographical expansion;
® strengthening positions of Russian
factoring in the world arena.
Finally, the Association of Factoring
Companies was established, and



National Factoring Company was one
of the initiators of its establishment.
In the situation of the fast-developing,
professional and dynamic factoring
market, the unification of market
participants under the aegis of a
specialised organisation has become a
logical necessity. Such an organisation
will  dialogue with  government
authorities on behalf of the professional
community, act in the best interests of
Russian companies and banks offering
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factoring, protect their interests, assist
in creating comfortable conditions
for operations on the market. Mikhail
Treyvish said: "Establishment of the
Association is a large step to improving
the quality of factors’ operations.
Factoring as a branch is developing so
dynamically that close co-operation
of factoring companies can actually
contribute to the maintenance of high
quality of services for clients by all
market participants.”

National Factoring Company



Year in review

2007 has become the year of further

implementation of the chosen
strategy — building an innovative,
dynamically developing factoring

companywithadvancedtechnologies,
which is able to minimise all risks
(both the risk of fraud by clients by

way of adaptating global factoring
technologies to Russian realities, and
risksconnectedwithdebtorsbymeans
of improvement of the underwriting
and credit control institute) and satisfy
both standard and unique needs of its
clients.

Turnover for the product Factoring-Garant (amount

of guarantees given), thousand roubles

4 543 649

1319132

1st half of 2006 2nd half of 2006
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1st half of 2007

2nd half of 2007



Emphasis on the product
"Factoring-Garant”

Iltwas National Factoring Companythat
introduced the concept "outsourcing
of risk management to a factoring
company” which is new for the
Russian market of financial services.
Until recently, recourse factoring
("Factoring-Finance") prevailed on
the market, without the coverage of
the main possible risk, credit risk.
For several years already within the
framework of factoring services clients
are given an opportunity to eliminate
the creditrisk, i.e. the risk of default in
payment by a debtor. This implies that
the supplier can obtain a guarantee
for such payment from NFC or obtain
the payment without the right of the
factor to claim it back, if the debtor
made the payment past due date or
has not made the payment at all. The
commercial name of such product is
"Factoring-Garant”. The complicated
term "outsourcing of risk management
to a factoring company” means
that, having transferred receivables
ledgering and related risks to NFC,
companies bear no costs associated
with building such systems of their

own, but utilise proven and efficient
technologies. A distinctive feature of
NFC's Factoring-Garantonthe modern
Russian factoring market is the fact
that this product is provided by the
company to all the clients as a public
offer, while many market participants
either do not provide such service to
clients or offer recourse factoring with
a long grace period as non-recourse
factoring.

Other known credit risk protection
facilities offered to suppliers due to
the absence of own adequate risk
management technologies are built
by factors on the principles of risk
reinsurance in insurance companies.
Duetothefactthatinsurancecompanies
that readily provide such services to
factoring companies are very rare
on the Russian market, and sectorial
limits of such insurance companies are
limited or have been exhausted, and
taking into account that their services
imply additional costs for the client, the
factoring facilities built in such man-
ner cannot be considered full-fledged
non-recourse factoring, and the sales
of such services cannot be expected
to grow notably in the nearest future.

National Factoring Company



Increasing investment
attractiveness

Early in December, the international
rating agency Moody's Investors
Service assigned the followingissuer's
ratings on the global scale to National
Factoring Company: long-term rating
B2 and short-term rating Not-Prime in
respect of obligations in the national
and foreign currency, and the banking
financial stability rating (BFSR) E+.
Forecast for long-term ratings -
stable. At the same time, the rating
agency Moody's Interfax assigned
NFC A3.ru long term credit rating on
the national scale.

The banking financial stability rating
(BFSR) E+ reflects the satisfactory
market positions in the factoring
segment, held by the company through
its advanced operating methods, good
management, along with moderate
appetite to credit and market risks,
and adequate financial results.
A major advantage noted by Moody's
Investors Service is an adequate risk
management policy.

Geographical expansion

During the year, the company opened
a number of new offices in key regions
of the country. Now, NFCis represented
in Izhevsk, Kaliningrad, Volgograd
and Krasnodar. Thereby, by the end
of 2007 the regional network included
21 representative offices.

Risk management in a factoring
company is a core line of activity;
consequently, apart from such
traditional units such as sales and
operation, each representative office
of NFC has a credit control department
responsible for client's receivables
management. This fact proves that
National Factoring Company provides
the entire package of factoring
services.

Changes in the
organisation structure

In 2003, NFC was spun off from a
universal commercial bank, which
made it possible for the team to make



decisions expeditiously. The company
is a dynamic mechanism, the operation
of which is aimed at the final result, to
provide excellent factoring services.

In 2007, the organisation structure
was changed for the purpose of
its optimisation and creation of a
structure that will enable for NFC the
most efficient integration with the
external environment, allocation and
direction of efforts of its employees in
a productive and expedient way, and,
thereby, satisfaction of the clients'
needs and meeting the set objectives
with high efficiency.

In 2007, a separate unit, Key Clients
Sales Department, was created to

support operations with clients who
need individual approach. The main
objectives of the Department are sales,
development, ensuring the efficient
interaction and co-ordination of
services for large clients of NFC in the
course of providing factoring services
that require tailored approach.

In addition, a separate unit, Unification
and Optimisation of Business Processes
Service, was created to deal with busi-
ness processes. The main objectives
of the Service is development of NFC
business processes, their integration
and description in regulatory
documentation, and support of internal
transformations for the purpose of
increasing operating efficiency.

11
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Development of external
communications

In 2007, the company implemented the
policy of multilateral communications -
expert opinions of key persons in
the company were systematically
presented in mass media, speakers
participated in specialized conferences
(factoring, risk management, trade and
project financing, special events for
financial and commercial directors who
represent the target audience of NFC),
press releases of the company were
published in informational and analytic
bulletins. Apool of journalistsinterested
in development of the factoring market
was formed.

Certainly, factoring has become much
more recognisable. Five years ago
NFC had to explain what factoring is.
Today, it explains that market players in
Russia offer various services that they

call "factoring”, which are very different
in their essence.

In addition, on 28 November 2007,
National Factoring Company
became a nominee of the IX annual
contest "The Best Annual Reports”
organized by Rating Agency Expert
jointly with MICEX with the support
of PricewaterhouseCoopers. NFC
was awarded in the nomination
"The Best Corporate Internet Site".
The company's Internet site was
modernised early in 2007. The award
evaluated the oppottunity to obtain
information through the Internet.
Analysts paid attentionto convenience
of the navigation and search system,
and also to the Internet site features.
Mikhail Treyvish, Chairman of the
Management Board, said that NFC
had traditionally paid special attention
to increasing the level of informational
transparency and improving the
quality of disclosed information.

13
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«Binding»

@ |[tistightened quickly and strongly (“impossible
to untie” at heavy load) and does not ravel out.

® Foreasy undoing aloop is bound with a long
free end (d).
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Partner programmes

The partner model of factoring business
is widely used in Europe. It should be
pointed out that such model is also
being accepted in Russia. In 2006,
National Factoring Company signed
an agreement with a banking giant,
VTB, which chose the partner model
to combine its extensive sales network
with accumulated know-how of the
pioneer of the Russian factoring market.
Besides, in 2007, NFC jointly with OFC
URALSIB-Factoring offered a new
product, "EXPRESS-Factoring”, on the
market, designed to provide factoring
services for small businesses.

In building partnership relations on
a contractual basis, a professional
factoring company and a universal
commercial bank join their efforts to
obtain a lot of mutual advantages.
Owing to such co-operation, the
factoring company obtains a powerful
mechanism of informing the market
about factoring services, their content
and development, as well as a sales
arm in all regions where the partner has
a presence. It is difficult to overestimate
the benefit of the partnership for the
commercial bank, it extends its product
line with a new product that finds a
demand on the market and, relying on
the professionalism and experience
of the team of the factoring company,

starts selling the finished product,
receiving its part of the revenues from
each transaction within the framework of
the joint project. The creative work of the
factor and commercial bank, in view of
the absence of professional institutional
brokers on the modern market, who
resell factoring services, seems to be
an important element in the complex
process of professionally informing the
market, forming a correct public opinion
on its substance, popularising factoring
as a financial industry in the country,
and promoting its sales.

New factoring solutions
for small businesses

Well-developed risk management
technologies in National Factoring
Company and the 9-year experience
of the team on the market made it
possible to develop such a product for
smallbusinesses, eliminating tiresome
procedures required to obtain a bank
loan: no need to find a collateral or
guarantor, and the process of waiting
for the reply is not indefinitely long.

According to Anton Musatov, Deputy
Chairman of the Management Board of
National Factoring Company, there was
a number of reasons to develop such

15
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a product. Firstly, a "niche" product
for small businesses was created.
Secondly, the 9-year experience of
work of the NFC team demonstrated
that, using "Commercial factoring”,
many clients from local companies
gradually became medium-size and,
later, large players in the industry. And if
"Commercial factoring™ is an "average-
scale production”, a product with a
custom-tailored approach, "EXPRESS-
factoring” is a "bulk production” with
fully automated process, hence cost
savings, faster client start-up, and
simplified servicing.

Syndicated factoring

The joint project "Syndicated
factoring” was approved in December
2006 and launched in the middle of
2007. It has no equivalents on the
Russian market. The parties are
National Factoring Company and VTB.
According to the project methodology,
VTB acting as a partner of NFC shall
demonstrate factoring products to
its current and potential clients and
hold initial negotiations with prospect
clients. As an interest of a company
to factoring is identified, NFC shall be
invited to work, and the parties shall

dialogue together with the prospect,
whereby the existence of a partner
bank simplifies contacts with top
managers of the company. Such work
principle, apart from direct promotion
ofsales, hasanimportanthumanitarian
aspect. Informing of company top
management about factoring through
its servicing bank increases the loyalty
tothe services offered and contributes
to more serious and deep examination
of the issue by responsible managers.
Thereby, even if the company has
not become a client at the current
stage, there is high probability that it
will become NFC's client by means of
servicing bank. Within the framework
of the project, the parties shall sign a
tripartite factoring agreement, under
which factoring services are provided
for clients.

In 2007, NFC officers organized
training presentations for officers
and client managers of branches and
additional offices of VTB in key areas
of the Russian Federation, which are
of interest in terms of demand for
factoring. As a result, negotiations
were held during the year with more
than one hundred companies, some
of them have already been referred by
VTB to NFC for factoring. As factoring



is a high-technology, labour-intensive
business requiring notable expenditure
of time with the engagement of a large
number of specialists at initial work
stages, there was the need in creating
a module for automating procedures
between NFC and VTB. In 2007, a
solution for the arrangement of an

electronic flow of documents related
to the sale of factoring services and a
solution for the provision of services for
clients and handling flows of loans were
developed and introduced. In 2008,
the project "Syndicated factoring”
shall be switched from the test mode to
commercial operation.

17
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«Straight knot»

@ Itis used to tie up ropes with
equal diameters.

® Control knots are required.
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Commercial factoring

Requirements of each client have
an individual factoring solution that
may vary from financing ("Factoring-
Finance") to turn-key factoring ("Full
Commercial Factoring™), i.e. a full
service package including receivables
ledgering, debtor assessment, limits
approval, and risks protection by NFC,
related to invoices with open account
payment terms.

If a company pursues the objective
to extend the geographical coverage
of sales, number of buyers, and
to increase its sales volume, "Full
Commercial Factoring™ is the most
suitable solution. If a client needs to
liguidate cash gaps in course of work
on credit payment terms, the product
"Factoring-Finance" will be a better
choice, whereby National Factoring
Company will finance invoices
before maturity on any convenient
date against the presentation of the
invoice and other relevant shipping
documents. If a trading company
has a problem connected with a
deficiency of professional personnel
in the sphere of risk management,
it will acquire "Factoring-Signal”,
whereby NFC will provide all
necessary information and select
a set of arrangements to minimise
risks. If a supplier is not sure that its

debtor will pay in time, the product
"Factoring-Garant™ will be most
suitable, whereby NFC will cover a set
of risks of the client, primarily credit
risk. If a client is launching cross-
boarder sales without sufficient
financial and informational support,
then National Factoring Company
will provide the client with the full
package of international factoring
services, including assessment
of foreign Dbuyers, receivables
ledgering, financing export invoices
and/or covering credit risks.

Such diversified product line is
supported by a well-developed
infrastructure based on a team of pro-
fessionals and technologies related
to the assessment and monitoring
of the quality of the receivables,
underwriting, fieldaudit,and collection
procedures.

In 2007, the volume of sales of the
product "Factoring-Garant” in the
total volume has increased by nearly
3 times. Certainly, as the competition
grows on the market, the granting
of credit payment terms for buyers
becomes standard for Russian
enterprises. In Europe, commercial
credit is used by 70 to 80% of
suppliers. In Russia, this figure is still

19
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Portfolio structure in 2006

Il “Factoring-Finance”

I “Factoring-Garant”

much lower, but a trend of growing
demand for "Factoring-Garant” can
already be seen well, because this
product enables enterprises to switch
to a payment scheme that is more
loyal for their buyers — open account
payment terms, with the guaranteed
absence of bad debts.

Number of registered debtors”

Al
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4 395

88%

In 2007, 862 clients used factoring
solutions from the product line of Nati-
onal Factoring Company. NFC has an
institute of specialized client managers
for all categories of clients (in case of
medium-size and large businesses, a
"working group” is assigned to each
client, which supports and represents

36 394

28 383

2001 2002 2003 2004 2005 2006 2007

* until 2003 - development of factoring as a Business Unit of NIKoil IBG Bank; 2004 — jointly with NIKoil IBG Bank;
since the end of 2004 - in Commercial Bank Uralsib-NIKoil National Factoring Company; 2005 — after re-branding
in National Factoring Company (JSC)



Portfolio structure in 2007

I “Factoring-Finance”

H “Factoring-Garant”

the client's interests in NFC); thereby,
a custom-tailored approach is used to
the maximum extent. The objective of
NFC is to achieve growth in the clients’
business, and this objective cannot be
achieved without a custom-tailored
approach and understanding the
interests of each client.

Number of active clients®

257
263

™D
[e0)
—

32%

The number of buyers purchasing
goods and services from clients of
National Factoring Company on credit
terms has increased in the period under
review by 8,011, to the accrued total of
36,394 companies. After entering into a
factoring agreement, managers help the
clients on an ongoing basis to correctly

862

659
702

2001 2002 2003 2004 2005 2006 2007

* until 2003 - development of factoring as a Business Unit of NIKoil IBG Bank; 2004 - jointly with NIKoil IBG Bank;
since the end of 2004 - in Commercial Bank Uralsib-NIKoil National Factoring Company; 2005 - after re-branding

in National Factoring Company (JSC)
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Number of assigned invoices
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2001 2002 2003 2004 2005 2006 2007

* until 2003 - development of factoring as a Business Unit of NIKoil IBG Bank; 2004 — jointly with NIKoil IBG Bank;
since the end of 2004 — in Commercial Bank Uralsib-NIKoil National Factoring Company; 2005 — after re-branding

in National Factoring Company (JSC)

notifythe client's currentand prospective
buyers about possible factoring
operations. Firstly, it makes possible to
avoid a number of misunderstandings
connected with the debtor's refusal
to sign the notification. Secondly,
thereby the client identifies an evident
competitive advantage - possibility of
selling products on credit terms.

The number of assignedinvoicesin NFC
amounted to 708,187 in 2007. After
signing the factoring agreement, NFC

managers build a scheme of interaction
among the factoring company, client,
and debtors; in other words, they
"introduce” factoring. The process
implies a number of arrangements
aimedatoptimisingtheclient'sbusiness
processes for factoring operations with
NFC, required to understand possible
mistakes in the course of forming and
sending the factorinvoices and relevant
shipping documents, and of the level of
necessary participation of the factoring
company in receivables management.



Share of invoices assigned through the system "Electronic factoring”,
expressed as percentage of the total number of assigned invoices

Il 1st quarter
Il 2st quarter

Il 3st quarter

NFC makes life notably easier for
its clients by means of information
technology. Firstly, a system providing
all necessary information on factoring
operations  on-line.  "e-Factoring”
provides for an opportunity to monitor
payments and delays, as well as
analyticalreportsformakingmanagerial
decisions. Another system, "Electronic

66.86%

factoring”, is the first and still the only
electronic document interchange (EDI)
system making possible to convert
the flow of documents between the
client and the factor completely into an
electronic form. By the end of 2007, the
number of invoices assigned through
"Electronic factoring” reached 78% of
the total number of assigned invoices.

23
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«Garden house knot»

@ Strong knot, does not tighten at load,
control knots are not required.

Called so because its loop does not
@ tighten and you cansitinit like
in agarden house.
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Risk management

Risk management is the basis of
factoring business. High-quality, valid,
verified receivables is the only security
for financing in factoring. Factoring
and bank crediting are based on
different forms of security, so the risk
evaluation system in factoring must be
specialised. Risk management with an
emphasis on creditworthiness of the
client cannot be used in factoring.

NFC uses different methods of
evaluation and minimisation of risks
at different stages of co-operation
with a client, which makes it possible
to create an efficient though quite
flexible protection system meeting
the requirements of the constantly
changing market. NFC combines
operating methods used by insurance,
collection, banking, and commercial
experts.

Client risk evaluation

Client evaluation includes initial
examination of the client (collecting,
counterchecking, and analysing
information on the prospect client),
and approving individual terms and
conditions of factoring services.
Planned monitoring implies holding a
planned meeting of the collegial body

that sets initial terms and conditions
of factoring services and evaluates
client's risks, analyses all available
information concerning the client,
checks the verification results and
makes a decision to change or maintain
the previously established terms and
conditions. Unplanned monitoring of
a client is also conducted. It includes
verification, reconciliation and
collection of assigned receivables,
unplanned inspections and visits to
the client and debtors (warehouse,
office, and sales points), field audit of
the client. Besides, SAFO NIK Factor!
IT system, responds automatically
to various triggers in case of an
uncharacteristic behaviour of the client
or its debtors.

Debtor risk evaluation

After the client is analyzed and
approved, all its debtors under the
factoring facility are assessed. An
individual limit is approved for each
of them. The process of approving
limits on debtors is based on using
the institute of underwriters, based
on the principles of professional and
independent decision making. The lim-
its on debtors are set by underwriters,
based on a report on a debtor from the

25
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' SAFO NIK Factor is a powerful, flexible and scalable information system automating all main business processes of
the company. Since its introduction, the system has undergone a lot of modifications, has been constantly improved,
new modules have been introduced, and the functional capabilities of existing modules have been extended. Today,

SAFO NIK Factor comprises several functional modules:

operating module — the main part of the system, designed for processing primary documents and making all

major operations;

accounting module — integration with the Bank's accounting system, formation of entries;

managerial accounting module — automation of managerial accounting in the company;

risk management module — makes possible to monitor every day changes in 27 parameters for each client and
debtor, for which automatic re-calculation and control of each trigger are performed every day;

CRM module — management of relations with clients from the very first contact;

tax accounting module;

module for accounting of issued invoices;
credit module;

analytic module.

credit officerlocated in the debtor’s
region and on the analysis of the
debtor’s financial standing, performed
directly by the underwriter. The limits
approved on debtors have periods of
validity. When the credit limit expires
all available information on the debtors
is counterchecked and updated. The
adequacy of the previous limit from
the point of view of risk (debtor’s
payment performance) and the client's
requests is taken into account. Further,
the previously established limits on
debtors are revised, including their
possible cancellation. The debtor is
monitored on a day-to-day basis. The
debtor’s paymentdisciplineis analysed
and classified in a certain manner,
according to the payment discipline
standards. Accordingly, if a debtor
does not pay in due course or has a
trend to such negative facts, credit
limits are automatically suspended.
Further, the receivables are settled
and its possible default is timely
prevented with the participation of NFC
within the framework of receivables
management.

Audit by
PricewaterhouseCoopers

In 2007, National Factoring Company
became the first operator of the
factoring market to have its risk
management system audited in order
to check its compliance with the
international practice of factoring
operations. PricewaterhouseCoopers
became the auditor. In general, in the
opinion of PricewaterhouseCoopers,
the processes of management of
standard risks of factoring operations
in NFC are considered efficient. The
main processes and procedures
correspond to the generally accepted
practice of factoring business
(independence  of underwriting,
independent assessment of the
client and debtors, the monitoring
of risks of the client and debtors on
a real-time basis, independence
of procedures of evaluation of
risks of the client and debtors from
the client servicing procedures).
PricewaterhouseCoopers noted
that the objectives of the risk



management system in NFC are
adequate to the nature and extent of
operations conducted by NFC and
correspond to strategic goals of the
organisation and ensure a proper
level of financial stability of NFC.
PricewaterhouseCoopers concluded
that the level of maturity of the
methodological support in respect
of standard risks in factoring is high.
The developed internal method of
estimation of reserves of NFC has
substantial advantages, compared
to the ftraditional banking practice
of provisioning, because it takes
into account the specific nature
of factoring activities. In course of
the project, the practice currently
used by NFC was compared with
the information concerning the best
practice, contained in Global Best
Practices, the global knowledge
database of PwC. As a result, a
conclusion was made that the
processes in general corresponded
to the best international practice.

Award in the 2nd international
contest “The Best Risk
management — 2006"

National Factoring Company became
a winner of the 2nd international
contest "Best Risk Management -
2006" in the nomination "Complex Risk
Management Systems in Credit and
Financial Institutions™.

In 2007, Russian Risk Management
Company (RusRisk) with the support
of Russian Union of Industrialists and
Entrepreneurs (RSPP) conducted
the 2nd international contest "Best
Risk Management — 2006". The aim
was to identify and generalise the
best risk management practices
for the purpose of establishing and
developing risk management in Russia
and the CIS, as well as organisation of
exchange of experience in successful
risk management, including foreign
experience.
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«Eskimo loop»

® The Eskimo loop allows to adjust quickly

the size of aloop in the knot, it is handy
for tying up the snap ropes.

® |tis not tightened and does not ravel
out at load.
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International factoring

In 2007, the volume of international
factoring operations in the world
exceeded 145 billion euro, which is
approximately 11.2% of the total global
turnover in the factoring industry. The
globalmarket of international factoring
is developing at a rate exceeding the
rate of growth of domestic factoring
operations by nearly two times. While
the increase in domestic factoring
turnover globally was 11.8% in 2007,
for the international factoring market
it was 40.8%'. Thereby, the share
of international factoring is steadily
growing due to such factors as active
development of international trade,
expansion of international factoring
associations, developmentoffactoring
on new markets.

There are many preconditions
for development of international
factoring in Russia. A key factor of
development of this sphere is the high
growth rate in national external trade:
in 2007, cross-border trade increased
by 23.4%2 (GDP growth was 7.6%).
During the same period, the volume
of imports reached US $223.1 billion,
andalarge part of shipmentsto Russia
is related to factorable branches.
Though currently exports of fuel and
energy products usually not dealt
with by factors account for 67.5%

of the total exports ($355.2 billion),
it should be pointed out that the
percentage of non-factorable trade in
the total exports is decreasing every
year. At the same time, the amount of
international factoring operations is
less than 0.1% of the national foreign
trade turnover, which indicates the
existence of a large market not
explored by factors yet.

The tough currency laws are the main
holding brake of development of the
international factoring market, in
particular, restrictions on payments
between residents in foreign currency,
requirements concerning the opening
of operation IDs in respect of foreign
trade contracts, as well as penalties for
a delay in the repatriation of currency
proceedings, which restrict the
opportunities for Russian exporters to
make operations with foreign buyers
on open account payment terms.

Within the framework of international
factoring, NFC offers "Import
factoring” and "Export factoring”.
National Factoring Company provides
services in respect of imports to
Russia within the framework of "Two-
FactorIlmportFactoring”. "Two-Factor
Import Factoring” is a service related
to assessment of creditworthiness
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of Russian importers, receivables
ledgering, collection and credit
risk coverage, provided to foreign
factoring companies — NFC partners
in the international factoring
associations FClandIFG. This product
makes it possible for foreign factoring
companies to provide services in
respect of exports of their clients
to Russia without the risk of losses,
which, in turn, makes possible for
Russian importers to obtain from their
foreign suppliers credit terms without
the need to present bank guarantees
for them or open letters of credit.
NFC became the first company on
the Russian market to provide this
product for foreign factors as early as
in 20013,

Within the framework of providing
services in respect of exports
from Russia, NFC offers the entire
range of services to its exporting
clients within the framework of the
product line "Commercial Factoring”
including the products "Factoring-
Garant”, "Factoring-Finance”
and "Full Commercial Factoring”.
"Export Factoring” increases the
competitiveness of Russian exports
on foreign markets, representing
a source of working capital and an
instrument used to cover credit risks.

This product makes it possible for
Russian enterprises to penetrate into
new markets with the competitive
offering of sales on open account
terms. NFC performsthe assessment
of foreign buyers and coverage of
the credit risk in respect of export
operations of its clients in interaction
with partners from international
factoring associations, operating
on markets of foreign debtors. The
geographical coverage of export
factoring services for clients is
constantly extending together with
the expansion of the associations IFG
and FCI, of which NFC is a member.
Currently, NFC has partners making
possible to factor exports from
Russia to over 70 countries of the
world.

NFC on the
international arena

NFC is a member of a number of
international factoring associations:
International Factors Group (IFG)4,
Factors Chain International (FCI)3,
East European Factoring Association
(EEFA)®, which makes it possible for
NFC to provide services in respect of
exports and imports to Russia in co-
operation with foreign factors. The



' FCI data for 2007.

2 Ministry of Economic Development and Trade data on the current situation in the economy of the Russian Federation
in 2007.

3 until 2003 - development of factoring as a Business Unit of NIKoil IBG Bank; 2004 — jointly with NIKoil IBG Bank;
since the end of 2004 - in Commercial Bank Uralsib-NIKoil National Factoring Company; 2005 — after re-branding
in National Factoring Company (JSC)

4 IFG is the world’s oldest international factoring association, established in 1963 with headquarters located
in Brussels. The activities of the association are focused at developing international factoring operations for
companies around the globe. IFG has more than 100 members from 50 countries of the world. (www.ifgroup.com).

5 FCl is a global network comprising over 230 factoring companies from more than 60 countries of the world, aimed
at facilitation of growth in international trade through the development of factoring (www.factors-chain.com).
It is the world’s largest factoring association in terms of the number of members.

6 EEFA (East European Factoring Association) was created in 2001, with the aim to promote factoring throughout

the region, as well as to represent the interests of East European factoring companies. (www.eefa.ru)

total turnover of NFC in international
factoringoperationsamountedtomore
than $50 million in 2007, exceeding
the same figure of the previous year
by more than two times.

In December 2007, NFC filed arequest
to upgrade its status in Factors Chain
International to Full Membership,
which was approved in January 2008.
To obtain such a status, an applicant
should meetanumberofrequirements:
at least 3 years of membership in the
association, annual turnoverinrespect
of international factoring of at least
20 million euro, recommendations
from three other full members of the
association, etc.

In addition, at the annual meeting
of International Factors Group in
Istanbul on 21 June 2007 Mikhail
I. Treyvish, Chairman of the
Management Board of NFC, was
elected Vice Chairman of IFG. It was
the first time for the entire history
of the world factoring industry that
a representative of Eastern Europe
took such a prestigious position
in the oldest factoring association
in the world. This event indicates
the importance of the region for
development of factoring all over
the world.

Import

As a dual member of two largest
international factoring associations,
in the period under review NFC
actively co-operated with 33 foreign
factors representing 25 countries of
the world (more than 20 factors from
15 countries cooperated with NFC in
2006). Export factors from Western
Europe, Baltic countriesandthe CIS are
traditional partners of NFC. In the year
under review, the business with Asian
countries increased notably. Factors
from countries of South America,
including those from Argentine, Brazil
and Chile, are the most distant partners
for NFC. The wide geographical
coverage of international factoring in
many ways determines the diversified
range of goods, imports to Russia
of which are factored by NFC: food
products (including but not limited to
alcoholic products), textiles, machinery
and equipment, automotive parts, etc.

The increase in the volume of "Two-
Factor Import Factoring” operations
in the period under review was record
high both in absolute and comparative
terms. According to the results of
the year, import factoring turnover
reached US $32 million, exceeding
the same figure of the previous
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year by approximately 150%. Full
factoring operations (with credit risk
protection) in respect of Russian
importers in the interests of export
factors account for more than 90%
of the turnover, operations related
to receivables ledgering without
risk coverage account (collection
only) for the remaining 10%. Such

significant increase in two-factor
import factoring evidences a high
confidence of foreign partners in
the integrity of NFC, as concerns
the coverage of credit risks in
respect of sales to Russia, and to
the quality of NFC services related
to the assessment of debtors and to
receivables ledgering.



Export

In 2007, National Factoring Company
providedservicesinrespectofexports
to 16 countries of the world. The CIS
and European countries accounted
for the biggest part of clients’ cross-
border sales. The "Export Factoring”
product of NFC is used by companies
in many branches of economy:
from raw material industries that
are traditionally represented in
exports (sale of timber, metals and
their products, etc.) to export of
food products, spare parts, tools.

It should be pointed out that the NFC
portfolio also includes receivables
arising from provision of services
by Russian companies to foreign
customers. The aggregate turnover
in respect of export factoring in 2007
exceeded US $19 million, an increase
by 52%, as compared to the previous
year. A significant increase (142%)
in the turnover related to "Export
Factoring-Garant™ operations should
be pointed out, which evidences an
increased interest of exporters in
credit risk protection for the cross-
boarder sales.
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«Bowline»

@ Itis not tightened much at load, does
not ravel out at variable loads and
needs a control knot.

® The Bowline, especially the untight-
ened one, is sensitive, to which end
the main load is made.

® When pulling the one end of the knot,
the knot is tightened much
(sometimes, too much). When pulling
the other end of the knot, this load
leads to self-undoing of the knot.
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Fund raising

As an independent factoring company,
NFC arranges the funding of its
business. During the vyear, National
Factoring Company repeatedly and
successfully used external borrowings.
The structure of security for loans in
NFC seems interesting. Factoring, as
distinct from bank loans, in terms of
legal relations and the route of cash
flows with the client, represents a
configuration whereby the financing
is paid under a factoring agreement
to the client (supplier of goods and/or
services), and such financing is repaid
generally by payments of debtors
(buyersofsuchgoodsand/orservices),
arising in connection with the fulfilment
bythelatter oftheir paymentobligations
under the sales contract. Thereby, a
debtor or, more accurately, a number of
debtors of the client de facto represent
a source of cash flows used to repay
the financing advanced by NFC to the
client. And only if a debtor fails to fulfil
its obligations under the sales contract,
the client not using "Factoring-Garant”
shall perform the so-called recourse
paymentin favour of NFCin the relevant
amounts of the factoring advance and
NFC's fee. Thereby, in accordance
with Chapter 43 of the Civil Code

of the Russian Federation, NFC has
2 types of receivables — the first (main)
one, againsttheclientfortherepayment
of the finance, and the second
(auxiliary) one, against the debtor.
The uniqueness of National Factoring
Company for creditors is that NFC can
offer a two-layered coverage as a loan
guarantee.

National Factoring Company
was the first to use CLN

to refinance factoring
operations

In February 2007, rouble credit linked
notes (CLN) were issued to the amount
of 1.2 billion roubles. The issue was
arranged by MDM-Bank and ING Bank.
The coupon rate is 9.75% per annum.
The coupon period is 6 months, the
period to maturity is 18 months. CLN is
an instrument for public debt financing
inforeign currencywithoutthe pledge of
any assets and/or cash flows. In terms
of arrangement costs, a CLN issue is
a relatively inexpensive instrument as
compared to eurobonds.
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Syndicated loan arranged
by Standard Bank Plc
and ZAO Standard Bank

Inthe end of summer, National Factoring
Company obtained another syndicated
loan secured by factoring receivables.
The syndicate was organised by
Standard Bank Plc and ZAO Standard
Bank. Within the framework of the
transaction, the loan was disbursed
in two tranches. The amount applied

for was US $50 million, the amount
received, subject to re-subscription,
was US $53.5 million. This syndicated
loan became the second after the
previous syndicated loan that was
successfully repaid in July 2007 to the
amount of US $50 million. The period
of the new facility was extended to 18
months and the interest rate was LIBOR
+ 150 base points, 40 base points
lower compared to the previous similar
transaction. 8 financial institutions
participated in the transaction.



Loans from ZAO
“Raiffeisenbank Austria”

Early in 2007, National Factoring
Company signed an agreement for
granting a loan by Raiffeisenbank in
the amount of 200 million roubles.
The loan was granted for a period of
364 days. In the end of December,
National Factoring Company obtained
another loan from Raiffeisenbank,
which became the fourth within the

framework of co-operation of the two
institutions. The transaction amount
was 300 million roubles for a period of
365 days.

"Provision of loans to a leader in the
factoring services market only confirms
our confidence in the subsequent
growth of that segment. Attraction of
financial resources to that area is a
logical reaction to the steadily growing
number of factoring operations,”
said Johann Jonach, Chairman of the
Raiffeisenbank Managing Board.
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Human assets

Human asset is the main asset of NFC.
The people who were called "genius
of the national business” (magazine
"Expert”, 2007) founded factoring
on Russian market. They developed
and introduced advanced practices
of factoring business, proposed
a diversified product line to the market,
and, more importantly, during the
9 years they "reared” a company that
became a nation-wide phenomenon.
Multiple follower firms did not appear
until NFC demonstrated that factoring
services in this country could be
a profitable and dynamic business.

A priority for the company is the creation
of an environment for comfortable and
productive work of employees, because
people today are the basis of any
business, and the business is carried on
for them. For example, there is a per-
manent renewable employees’ photo
exhibition, events are held on occasion
of corporate and public holidays.
Employees can discuss work issues
and abstract topics on the internal
portal of NFC. A corporate newspaper —
(electronic periodical publication with
the most important corporate news),
is published half-monthly.

The staff of NFC is a concentration of
highly professional and experienced

employees within one company. As
there are not many trained "factoring
specialists” on the labour market, an
emphasis in personnel development is
made on training and growth, as well
as on the creation of a motivating envi-
ronment. A training programme was
developed in NFC, which comprises
four stages.

1st stage - adaptive training, the
objective of which is to engage a new
employee in the work process. A new
employee studies the main technolo-
gies and standards, corporate rules
and standards. This stage is particularly
important. The training is arranged
in the form of individual counselling
by the immediate executive or fellow
employees.

2nd stage - programmes aimed
at obtaining a deeper knowledge
in the professional sphere. That
means not only advanced vocational
training of employees dealing with
the evolving legislative base of
the Russian Federation — lawyers,
accountants.  Particular  attention
is paid to the training of specialists
of sales units, client relations units,
collection units, and credit control
units. Special events are held, where
employees of regional representative



offices exchange their professional
experience. Specialised training is also
arranged, for example, "Sales skills",
"Persuading presentation” — for sellers,
"Account handling skills” — for client
managers, "Communication skills for
debt recovery” - for credit officers,
collectors.

3rd stage — courses aimed atimproving
the skills of individual efficiency of
employees and management skills
of officers. The training is performed
by specialised corporate trainers or
external providers.

4th stage - foreign conferences,
secondment and training in
international factoring associations.
Thereby, employees known as
outstanding specialists have an
opportunityto "polish™ their knowledge,
learn international experience, and

NFC obtains a source of information
for development of products and
technology.

In 2007, a remote training system,
Factoring Faculty, was introduced
in NFC. The Factoring Faculty is
electronic courses on various topics,
as well as a library of books and
periodicals on management, finance,
marketing. The system also makes it
possible to conduct certification tests.
Resources placed at the Factoring
Faculty are available to any employee
of the company in all representative
offices of the company.

Employees of NFC obtain discounts for
studying at the Moscow International
High School of Business (MIRBIS),
which makes it possible for employees
to pass long-term advanced vocational
training of their choice.
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«Grapevine»

® Thisis a firm and beautiful knot.
Itis tightened much at load.

@ ltis used to tie up ropes with
equal and different diameters.
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Ell ERNST & YOUNG

INDEPENDENT AUDITORS' REPORT

To the Shareholders and Board of Directors of Bank National Factoring Company
(Closed Joint Stock Company) —

We have audited the accompanying financial statements of Bank National Factoring
Company (Closed Joint Stock Company), which comprise the balance sheet as
at 31 December 2007, the income statement, statement of changes in equity
and cash flow statement for the year then ended, and a summary of significant
accounting policies and other explanatory notes.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these
financial statements in accordance with International Financial Reporting
Standards. This responsibility includes: designing, implementing and maintaining
internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error;
selecting and applying appropriate accounting policies; and making accounting
estimates that are reasonable in the circumstances.

Auditors’ Responsibility

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

An audit involves performing procedures to obtain audit evidence about the
amounts and disclosures in the financial statements. The procedures selected
depend on the auditors’ judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant
to the entity's preparation and fair presentation of the financial statements in order
to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity's internal
control. Anauditalsoincludes evaluating the appropriateness ofaccountingpolicies



used and the reasonableness of accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

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

Opinion

In our opinion, the financial statements present fairly, in all material respects,
the financial position of Bank National Factoring Company (Closed Joint Stock
Company) as at 31 December 2007, and its financial performance and its cash
flows for the year then ended in accordance with International Financial Reporting
Standards.

15 April 2008
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BALANCE SHEET
As of 31 December 2007

(Thousands of Russian Rubles)

Notes 2007 2006
Assets
Cash and cash equivalents 5 2,159,755 654,909
Trading securities 6 20,638 20,711
Amounts due from credit institutions 7 886,031 230,650
Factoring advances and loans 9 7,051,356 5,987,526
Deferred income tax assets 10 994 6,659
Other assets 11 183,335 47,387
Total assets 10,302,109 6,947,842
Liabilities
Amounts due to credit institutions 12 6,152,923 3,644,468
Derivative financial liabilities 8 - 23,176
Debt securities issued 13 1,547,524 1,008,974
Settlements with clients on factoring 114,918 107,987
Current income tax liabilities 10 18,270 8,317
Other liabilities 11 41,265 28,859
Total liabilities 7,874,900 4,821,781
Equity 14
Share capital 1,456,000 1,456,000
Retained earnings 971,209 670,061
Total equity 2,427,209 2,126,061
Total equity and liabilities 10,302,109 6,947,842
Signed and authorised for release on behalf
of the Management Board of the Bank
Mikhail I. Treyvish (/&Q,,\ Chairman of Management Board
Dmitry V. Baryshnikov Chief Accountant

15 April 2008



INCOME STATEMENT

For the year ended 31 December 2007

(Thousands of Russian Rubles)

Notes 2007 2006
Interest income
Factoring 16 1,356,345 985,123
Due from credit institutions 62,896 27,341
Loans 22,027 13,643
Trading securities 1,282 1,283
1,442,550 1,027,390
Interest expense
Due to credit institutions 381,272 160,057
Debt securities issued 93,663 66,129
Deposits 35 534
474,970 226,720
Net interest income 967,580 800,670
Allowance (reversal of allowance) for loan
impairment 9 (74,801) (72,817)
Net interest income after allowance
for loan impairment 892,779 727,853
Net fee and commission income (expense) (3,641) (2,033)
Net gains/(losses) from trading securities (76) 19
Net gains/(losses) from foreign currencies:
—dealing (32,104) (25,121)
— translation differences 28,875 28,734
Other income 674 596
Non-interest income (expense) (6,272) 2,195
Personnel expenses 17 286,454 196,092
Administrative and operating expenses 17 179,272 128,726
Depreciation 3,373 2,647
Non-interest expense 469,099 327,465
Profit before income tax expense 417,408 402,583
Income tax expense 10 116,260 100,730
Profit for the year 301,148 301,853
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CASH FLOW STATEMENT
For the year ended 31 December 2007

(Thousands of Russian Rubles)

Notes 2007 2006
Cash flows from operating activities
Interest, fees and commissions received 1,422,146 993,080
Interest, fees and commissions paid (464,186) (236,924)
Realised gains less losses from dealing in foreign
currencies (57,010) (1,945)
Other income received 674 596
Personnel expenses (260,982) (200,183)
Other operating expenses paid (179,258) (128,726)
Cash flows from operating activities before
changes in operating assets and liabilities 461,384 425,898
Net (increase)/decrease in operating assets
Amounts due from credit institutions (689,959) 56,709
Factoring advances and loans (1,152,234)  (1,652,196)
Other assets (132,088) (8,685)
Net increase /(decrease) in operating liabilities
Amounts due to credit institutions 2,574,817 67,509
Settlements with clients on factoring 6,934 30,441
Time deposits of clients 500 (30,944)
Other liabilities 11,529 (1,981)
Net cash flows from operating activities
before income tax 1,080,883 (1,113,249)
Income tax paid (100,642) (98,687)
Net cash from/(used in) operating activities 980,241 (1,211,936)
Cash flows from investing activities
Purchase of property and equipment (6,420) (8,471)
Proceeds on disposals of property and equipment 3,602

Net cash from/(used in) investing activities (2,818) (8,471)




Notes 2007 2006
Cash flows from financing activities
Proceeds from bonds issued - 1,000,000
Redemption of bonds issued (266,738) -
Proceeds from credit linked notes issued 800,000 -
Net cash from/(used in) financing activities 533,262 1,000,000
Effect of exchange rates changes on cash and
cash equivalents (5,839) 73
Net increase/(decrease) in cash and cash
equivalents 1,504,846 (220,334)
Cash and cash equivalents, beginning 654,909 875,243
Cash and cash equivalents, ending 5 2,159,755 654,909
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STATEMENT OF CHANGES IN EQUITY
For the year ended 31 December 2007

December
31,2005

Issuance of shares
in connection with
legal reorganization

Netincome

December
31,2006

Netincome

December
31,2007

48

(Thousands of Russian Rubles)

Accumu-

lated

Share Retained Statutory partners’
Notes capital earnings fund funds Total
- - 1,456,000 368,208 1,824,208
14 1,456,000 368,208 (1,456,000) (368,208) -
- 301,853 - - 301,853
14 1,456,000 670,061 - - 2,126,061
- 301,148 — - 301,148

14

1,456,000 971,209 — - 2,427,209




Principal activities

Bank “National Factoring Company” (Closed Joint Stock Company) (the
“Bank”) was formed in 2003 as a limited liability company under the laws of
the Russian Federation. The Bank operates under a banking licence issued by
the Central Bank of Russia (“CBR”) in March 2004. In November 2005 the CBR
reissued the license. This license gives the Bank a right to perform operations with
legal entities (including credit institutions).

The Bank's core operations are factoring services, including financing transactions
against cash cession and other transactions with trade receivables of business
entities 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 factoring 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 one of the leaders in the Russian factoring market.

As of December 21, 2006, the Bank registered with the CBR the change in its legal
form from limited liability company to closed joint stock company (CJSC). That
change resulted in recognizing accumulated earnings and share capital as equity
in these financial statements instead of liability (partners’ funds) as in previous
years.

As of December 31 2007, the following shareholders owned the outstanding
shares:

Shareholder 2007 2006

% %
Salerna LLC 50,0 50,0
Centerryboproduct LLC 50,0 50,0
Total 100,0 100,0

The Bank is ultimately controlled by Mr. Nickolai Tsvetkov.

The Bank’s main office is located in Moscow and it has 21 operating outlets in the
Russian Federation. The Bank’s registered legal address is 14 Kozhevnicheskaya
Street, Moscow, Russia, 115114. The Bank had an average of 313 employees during
2007 (2006 — 246) and 371 employees as of December 31, 2007 (2006 - 286).
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Basis of preparation

General

These financial statements have been prepared in accordance with International
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 legislation 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 convention
except as disclosed in the accounting policies below. For example, trading and
available-for-sale securities, derivative financial instruments have been measured
at fair value.

These financial statements are presented in thousands of Russian Rubles (“RUB”),
except per share amounts and unless otherwise indicated.

Reconciliation of RAL and IFRS equity and profit for the year
Equity and profit for the year are reconciled between RAL and IFRS as follows:

2007 2006

Profit for Profit for

Equity the year Equity the year

Russian Accounting Legislation 2,162,011 272,174 2,042,537 304,917

Capitalisation of distribution from funds 152,700 - - -

Effect of accrued interest 97,674 5,979 91,695 42,482

Impairment of financial assets 50,713 29,108 21,605 (40,566)
Accrual of additional compensation

benefit (38,481) (25,472) (13,009) 4,091

Derivatives 1,730 24,906 (23,176) (23,176)

Deferred tax 994 (5,665) 6,659 14,112

Other (132) 118 (250) (7)

International Financial Reporting
Standards 2,427,209 301,148 2,126,061 301,853




Summary of accounting policies

Financial assets

Initial recognition

Financial assets in the scope of IAS 39 are classified as either financial assets at fair
value through profit or loss, loans and receivables, held-to-maturity investments,
or available-for-sale financial assets, as appropriate. 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 attributable transaction costs.
The Bank determines the classification of its financial assets upon initial recognition.

Date of recognition

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.

‘Day 1’ profit

Where the transaction price in a non-active market is different to the fair value from
other observable current market transactions in the same instrument or based on
a valuation technique whose variables include only data from observable markets,
the Bank immediately recognises the difference between the transaction price and
fair value (a ‘Day 1’ profit) in the income statement. In cases where use is made
of data which is not observable, the difference between the transaction price and
model value is only recognised in the income statement when the inputs become
observable, or when the instrument is derecognised.

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 classified as held for
trading if they are acquired for the purpose of selling in the near term. Derivatives
are also classified as held for trading unless they are designated and effective
hedging instruments. Gains or losses on financial assets held for trading are
recognised in the income statement.

Held-to-maturity investments

Non-derivative financial assets with fixed or determinable payments and fixed
maturity are classified as held-to-maturity when the Bank has the positive
intention and ability to hold them to maturity. Investments intended to be held
for an undefined period are not included in this classification. Held-to-maturity
investments are subsequently measured at amortised cost. Gains and losses are
recognised in the income statement when the investments are impaired, as well as
through the amortisation process.
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Factoring advances, loans and receivables

Factoring advances, loans and receivables are non-derivative financial assets
with fixed or determinable payments that are not quoted in an active market. Such
assets are carried at amortised cost using the effective interest method. Gains and
losses are recognised in the income statement when the loans, factoring advances
and receivables are derecognised or impaired, as well as through the amortisation
process.

Determination of fair value

The fair value for financial instruments traded in active market at the balance sheet
date is based on their quoted market price or dealer price quotations (bid price
for long positions and ask price for short positions), without any deduction for
transaction costs.

For all other financial instruments not listed in an active market, the fair value is
determined by using appropriate valuation techniques. Valuation techniques
include net present value techniques, comparison to similar instruments for which
market observable prices exist, options pricing models and other relevant valuation
models.

Offsetting

Financial assets and liabilities are offset and the net amount is reported in the
balance sheet when there is a legally enforceable right to set off the recognised
amounts and there is an intention to settle on a net basis, or to realise 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 amounts due from credit institutions that
mature within ninety days of the date of origination and are free from contractual
encumbrances.

Derivative financial instruments

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

Derivatives embedded in other financial instruments are treated as separate
derivatives and recorded at fair value if their economic characteristics and risks



are not closely related to those of the host contract, and the host contract is
not itself held for trading or designated at fair value through profit or loss. The
embedded derivatives separated from the host are carried at fair value on the
trading portfolio with changes in fair value recognised in the income statement.

Borrowings

Issued financial instruments or their components are classified as liabilities,
where the substance of the contractual arrangement results in the Bank having
an obligation either to deliver cash or another financial asset to the holder, or
to satisfy the obligation other than by the exchange of a fixed amount of cash
or another financial asset for a fixed number of own equity instruments. Such
instruments include amounts due to the Central bank and Government, amounts
due to credit institutions, amounts due to customers and debt securities issued.
After initial recognition, borrowings are subsequently measured at amortised
cost using the effective interest method. Gains and losses are recognised in the
income statement when the borrowings are derecognised as well as through
the amortisation process.

If the Bank purchases its own debit, it is removed from the balance sheet and the
difference between the carrying amount of the liability and the consideration paid
is recognised in the income statement.

Leases

Operating — Bank as lessee

Leases of assets under which the risks and rewards of ownership are effectively
retained by the lessor are classified as operating leases. Lease payments under an
operating lease are recognised as expenses on a straight-line basis over the lease
term and included into other operating expenses.

Impairment of financial assets

The Bank assesses at each balance sheet date whether there is any objective
evidence that a financial asset or a group of financial assets is impaired. A financial
asset or a group of financial assets is deemed to be impaired if, and only if, there
is objective evidence of impairment as a result of one or more events that has
occurred after the initial recognition of the asset (an incurred ‘loss event’) and
that loss event (or events) has an impact on the estimated future cash flows of
the financial asset or the group of financial assets that can be reliably estimated.
Evidence of impairment may include indications that the borrower or a group of
borrowers is experiencing significant financial difficulty, default or delinquency
in interest or principal payments, the probability that they will enter bankruptcy
or other financial reorganisation and where observable data indicate that there
is @ measurable decrease in the estimated future cash flows, such as changes
in arrears or economic conditions that correlate with defaults.

Amounts due from credit institutions, factoring advances and loans to customers
For amounts due from credit institutions, factoring advances and loans to
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customers carried at amortised cost, the Bank first assesses individually whether
objective evidence of impairment exists individually for financial assets that are
individually significant, or collectively for financial assets that are not individually
significant. If the Bank determines that no objective evidence of impairment exists
for an individually assessed financial asset, whether significant or not, it includes
the asset in a group of financial assets with similar credit risks characteristics and
collectively assesses them for impairment. Assets that are individually assessed
for impairment and for which an impairment loss is, or continues to be, recognised
are not included in a collective assessment of impairment.

If there is an objective evidence that an impairment loss has been incurred, the
amount of the loss is measured as the difference between the assets’ carrying
amount and the present value of estimated future cash flows (excluding future
expected credit losses that have not yet been incurred). The carrying amount of the
asset is reduced through the use of an allowance account and the amount of the
lossis recognised in the income statement. Interest income continues to be accrued
on the reduced carrying amount based on the original effective interest rate of the
asset. Loans together with the associated allowance are written off when there is
no realistic prospect of future recovery and all collateral has been realised or has
been transferred to the Bank. If, in a subsequent year, the amount of the estimated
impairment loss increases or decreases because of an event occurring after the
impairment was recognised, the previously recognised impairment loss is increased
or reduced by adjusting the allowance account. If a future write-off is later recovered,
the recovery is credited to the income statement.

The present value of the estimated future cash flows is discounted at the
financial asset’s original effective interest rate. If a loan has a variable interest
rate, the discount rate for measuring any impairment loss is the current effective
interest rate. 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 foreclosure is probable.

For the purpose of a collective evaluation of impairment, financial assets are
grouped on the basis of the Bank’s internal credit grading system that considers
credit risk characteristics such as asset type, industry, geographical location,
collateral type, past-due status and other relevant factors.

Future cash flows on a group of financial assets that are collectively evaluated for
impairmentare estimated on the basis of historical loss experience for assets with credit
risk characteristics similar to those in the group. Historical loss experience is adjusted
on the basis of current observable data to reflect the effects of current conditions that
did not affect the years on which the historical loss experience is based and to remove
the effects of conditions in the historical period that do not exist currently. Estimates of
changes in future cash flows reflect, and are directionally consistent with, changes in
related observable data from year to year (such as changes in unemployment rates,
property prices, commodity prices, payment status, or other factors that are indicative



ofincurred losses in the group or their magnitude). The methodology and assumptions
used for estimating future cash flows are reviewed regularly to reduce any differences
between loss estimates and actual loss experience.

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
retained the right to receive cash flows from the asset, but has assumed an
obligation to pay them in full without material delay to a third party under
a ‘pass-through’ arrangement; and

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

Where the 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 recognised to the extent of
the Bank continuing involvement in the asset. Continuing involvement that takes
the form of a guarantee over the transferred asset is measured at the lower of the
original carrying amount of the asset and the maximum amount of consideration
that the 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 continuing 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 extent of the Bank continuing involvement 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 exchange or modification is treated as a derecognition of the
original liability and the recognition of a new liability, and the difference in the
respective carrying amounts is recognised in the income statement.

Financial guarantees

In the ordinary course of business, the Bank gives financial guarantees. Financial
guarantees are initially recognised in the financial statements at fair value,
in ‘Other liabilities’, being the premium received. Subsequent to initial recognition,
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the Bank’sliability under each guarantee is measured at the higher of the amortised
premium and the best estimate of expenditure required to settle any financial
obligation arising as a result of the guarantee.

Taxation

The current income tax expense is calculated in accordance with the regulations
of the Russian Federation.

Deferred tax assets and liabilities are calculated in respect of temporary
differences using the liability method. Deferred 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.

Adeferred tax assetis recorded only to the extent that it is probable that taxable profit
will be available against which the deductible temporary differences 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 substantively enacted at the balance sheet date.
Deferredincome taxis provided on temporary differences arising on investmentsin
subsidiaries, associates and joint ventures, except where the timing of the reversal
of the temporary difference can be controlled and it is probable that the temporary
difference will not reverse in the foreseeable future.

Russia also has various operating taxes, that are assessed on the Bank activities.
These taxes are included as a component of other operating expenses.

Property and equipment

Property and equipment are carried at cost, excluding the costs of day-to-day
servicing, less accumulated depreciation and any accumulated impairment.
Such cost includes the cost of replacing part of equipment when that cost
is incurred if the recognition criteria are met.

The carrying values of property and equipment are reviewed for impairment when
events or changes in circumstances indicate that the carrying value may not be
recoverable.

Depreciation of an asset begins when it is available for use. Depreciation
is calculated on a straight-line basis over the following estimated useful lives:

Years
Furniture and fixtures 2-5
Computers and office equipment 5

Motor vehicles 4



The asset’s residual values, useful lives and methods are reviewed, and adjusted
as appropriate, at each financial year-end.

Costs related to repairs and renewals are charged when incurred and included
in other operating expenses, unless they qualify for capitalization.

Provisions

Provisions are recognised when the Bank has a present legal or constructive
obligation as a result of past events, and it is probable that an outflow of resources
embodying economic benefits will be required to settle the obligation and a reliable
estimate of the amount of obligation can be made.

Retirement and other employee benefit obligations

The Bank does not have any pension arrangements separate from the State
pension system of the Russian Federation, which requires current contributions
by the employer calculated as a percentage of current gross salary payments;
such expense is charged in the period the related salaries are earned. In addition,
the Bank has no significant post-retirement benefits.

The part of management stimulation program represents advances granted to top
management. The transaction effectively represents long-term employee benefits
with advance payments. The Bank amortizes these advances under the straight-
line method over the vesting period.

Share capital

Share capital

Ordinary shares and non-redeemable preference shares with discretionary dividends
are both classified as equity. External costs directly attributable to the issue of new
shares, other than on a business combination, are shown as a deduction from the
proceeds in equity. Any excess of the fair value of consideration received over the
par value of shares issued is recognised as additional paid-in capital.

Dividends

Dividends are recognised as a liability and deducted from equity at the balance
sheet date only if they are declared before or on the balance sheet date. Dividends
are disclosed when they are proposed before the balance sheet date or proposed
or declared after the balance sheet date but before the financial statements are
authorised for issue.

Contingencies

Contingent liabilities are not recognised 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.

57

National Factoring Company



58

Recognition of income and expenses

Revenue is recognised to the extent that it is probable that the economic
benefits will flow to the Bank and the revenue can be reliably measured. The
following specific recognition criteria must also be met before revenue is
recognised:

Interest and similar income and expense

For all financial instruments measured at amortised cost and interest bearing
securities classified as trading or available-for-sale, interest income or
expense is recorded at the effective interest rate, which is the rate that exactly
discounts estimated future cash payments or receipts through the expected
life of the financial instrument or a shorter period, where appropriate, to the net
carrying amount of the financial asset or financial liability. The calculation takes
into account all contractual terms of the financial instrument (for example,
prepayment options) and includes any fees or incremental costs that are directly
attributable to the instrument and are an integral part of the effective interest
rate, but not future credit losses. The carrying amount of the financial asset
or financial liability is adjusted if the Bank revises its estimates of payments
or receipts. The adjusted carrying amount is calculated based on the original
effective interest rate and the change in carrying amountis recorded as interest
income or expense.

Once the recorded value of a financial asset or a group of similar financial assets
has been reduced due to an impairment loss, interest income continues to be
recognised using the original effective interest rate applied to the new carrying
amount.

Dividend income
Revenue is recognised when the Bank’s right to receive the payment is
established.

Foreign currency translation

The financial statements are presented in Russian Rubles, which is the Bank’s
functional and presentation currency. Transactions in foreign currencies
are initially recorded in the functional currency, converted at the rate of
exchange 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 recognised in the
income statement as gains less losses from foreign currencies — translation
differences. Non-monetary items that are measured in terms of historical cost
in a foreign currency are translated using the exchange rates as at the dates of
the initial transactions. 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 transaction in a foreign
currency and the Central Bank exchange rate on the date of the transaction are
included in gains less losses from dealing in foreign currencies. The official CBR
exchange rates at 31 December 2007 and 31 December 2006, were 24.55 Rubles
and 26.33 Rubles to 1 USD, respectively.

Changes in accounting policies

During the year, the Bank has adopted the following new and amended IFRS during the
year. Adoption of these standards did not have any effect on the financial performance
or position of the Bank. The principal effects of these changes are as follows:

IFRS 7 “Financial Instruments: Disclosures”

This standard requires disclosures that enable users of the financial statements to
evaluate the significance of the Bank’s financial instruments and the nature and
extent of risks arising from those financial instruments. The new disclosures are
included throughout the financial statements.

Amendment to IAS 1 “Presentation of Financial Statements”

This amendment requires the Bank to make new disclosures to enable users of the
financial statements to evaluate the Bank’s objectives, policies and processes for
managing capital. These new disclosures are shown in Note 21.

Future changes in accounting policies

Standards and interpretations issued but not yet effective

IAS 23 “Borrowing Costs”

Arevised IAS 23 Borrowing costs was issued in March 2007, and becomes effective
for financial years beginning on or after 1 January 2009. The standard has been
revised to require capitalisation of borrowing costs when such costs relate to a
qualifying asset. A qualifying asset is an asset that necessarily takes a substantial
period of time to get ready for its intended use or sale. In accordance with the
transitional requirements in the Standard, the Bank will adopt this as a prospective
change. Accordingly, borrowing costs will be capitalised on qualifying assets
with a commencement date after 1 January 2009. No changes will be made for
borrowing costs incurred to this date that have been expensed.

IFRIC 12 “Service Concession Arrangements”

IFRIC Interpretation 12 was issued in November 2006 and becomes effective for
annual periods beginning on or after

1 January 2008. This Interpretation applies to service concession operators and
explains how to account for the obligations undertaken and rights received in
service concession arrangements. This Interpretation will have no impact on the
Bank.

IFRIC 13 “Customer Loyalty Programmes”
IFRIC Interpretation 13 was issued in June 2007 and becomes effective for annual
periods beginning on or after 1 July 2008. This Interpretation requires customer

59

National Factoring Company



60

loyalty award credits to be accounted for as a separate component of the sales
transaction in which they are granted and therefore part of the fair value of the
consideration received is allocated to the award credits and deferred over the period
that the award credits are fulfilled. The Bank expects that this interpretation will have
no impact on the Bank’s financial statements as no such schemes currently exist.

IFRIC 14 “IAS 19 - The Limit on a Defined Benefit Asset, Minimum Funding
Requirements and their Interaction”

IFRIC Interpretation 14 was issued in July 2007 and becomes effective for annual
periods beginning on or after 1 January 2008. This Interpretation provides
guidance on how to assess the limit on the amount of surplus in a defined benefit
scheme that can be recognized as an asset under IAS 19 Employee Benefits. The
Bank expects that this Interpretation will have no impact on the financial position
or performance of the Bank.

Significant accounting estimates

Estimation uncertainty

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

Allowance for impairment of factoring advances, loans and receivables

The Bank regularly reviews its factoring advances, loans and receivables to assess
impairment. 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 sources of 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 correlate with
defaults on assets in the group. Management uses estimates based on historical
loss experience for assets with credit risk characteristics and objective evidence
of impairment similar to those in the group of loans and receivables. The Bank
uses its experienced judgement to adjust observable data for a group of factoring
advances, loans or receivables to reflect current circumstances.

Salaries and employment benefits

Amount of annual bonus accrued represents estimated total bonus fund, and
the actual amount will be calculated individually for each employee based on his
performance, therefore in total it could differ from the cumulative estimate made
by the management in these financial statements.



Cash and cash equivalents

Cash and cash equivalents comprise:

2007 2006
Current accounts with the Central Bank 615,513 251,757
Current accounts with other credit institutions 181,172 202,938
Time deposits with credit institutions up to 90 days 1,363,070 200,214
Cash and cash equivalents 2,159,755 654,909

As of December 31, 2007, the Bank placed RUB 250,000 (2006 — RUB 200,000)
as a deposit in RUB with a Russian bank and received RUB 250,000 (2006 — RUB
200,000) as a RUB deposit from the same bank’s subsidiary (see Note 12).

Trading securities

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

Amounts due from credit institutions

Amounts due from credit institutions comprise:

2007 2006
Obligatory reserve with the Central Bank 336,966 230,650
Promissory notes 402,796 -
Time deposits for more than 90 days or overdue 146,269 -
Amounts due from credit institutions 886,031 230,650

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.

As of December 31, 2007, the Bank had unquoted promissory notes of Russian
bank, which is the subsidiary of a large CIS bank in total amount of 402,796 RUB.
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Derivative financial instruments

The Bank enters into derivative financial instruments for trading purposes. The
table below shows the fair values of derivative financial instruments, recorded as
assets or liabilities, together with their notional amounts. The notional amount,
recorded gross, is the amount of a derivative’s underlying asset, reference rate or
index and is the basis upon which changes in the value of derivatives are measured.
The notional amounts indicate the volume of transactions outstanding at the year
end and are indicative of neither the market risk nor the credit risk.

2007 2006
Notional Fair values Notional Fair values
principal principal
Asset Liability Asset Liability

Foreign
exchange
contracts
Forwards —
domestic 711,840 1,730 - 1,260,711 - 23,176

As of 31 December 2007, the Bank has positions in the following types of derivatives:
Forwards and futures
Forwards contracts are contractual agreements to buy or sell a specified financial

instrument at a specific price and date in the future. Forwards are customised contracts
transacted in the over-the-counter market.

Factoring advances and loans

Factoring advances and loans comprise:

2007 2006

Factoring advances with recourse 5,073,252 5,019,153

Factoring advances without recourse 2,306,380 1,160,383

Loans to customers 24,215 67,348

7,403,847 6,246,884

Less — Clients counter-claims 2007 . 2006 .

(38,204) (19,872)

Less — Allowance for impairment 7,365,643 6,227,012

Factoring advances and loans to customers (314,287) (239,486)
duHaHCcupoBaHue Ae6UTOPCKON 3a40/HKEHHOCTU

KOMMeEpP4YEeCKNUX CYyObEeKTOB U KpeaUTbl KJIMEHTaM 7,051,356 5,987,526

Allowance for impairment of loans to customers
A reconciliation of the allowance for impairment of loans to customers by class
is as follows:



At 1 January 2006
Charge for the year

At 31 December 2006

Individual impairment
Collective impairment

Gross amount of loans,
individually determined to be
impaired, before deducting
any individually assessed
impairment allowance

At 1 January 2006
Charge for the year

At 31 December 2006

Individual impairment
Collective impairment

Gross amount of loans,
individually determined to be
impaired, before deducting
any individually assessed
impairment allowance

Individually impaired loans

Factoring Factoring
advances advances
with without Loans to
recourse recourse customers Total
2007 2007 2007 2007
219,712 19,774 - 239,486
(1,253) 76,054 74,801
218,459 95,828 314,287
194,710 88,578 - 283,288
23,749 7,250 - 30,999
218,459 95,828 — 314,287
210,975 92,034 — 303,009
Factoring Factoring
advances advances
with without Loans to
recourse recourse customers Total
2006 2006 2006 2006
160,835 5,834 - 166,669
58,876 13,941 - 72,817
219,711 19,775 — 239,486
187,624 15,955 - 203,579
32,087 3,820 - 35,907
219,711 19,775 — 239,486
196,143 16,680 — 212,823

Interestincome accrued on loans, for which individualimpairment allowances have been
recognized, as at 31 December 2007, comprised RUB 4,786 (2006 — RUB 1,174).

Collateral and other credit enhancements
The amount of collateral required depends on an assessment of the credit risk
of the counterparty. Guidelines are implemented regarding the acceptability

of valuation parameters.
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The main types of collateral obtained are as follows:

® Guarantee agreements,
® The right of recourse, in case of event of default by the debtor.

Concentration of loans to customers

As of December 31, 2007, the Bank had a concentration of factoring advances and
loans represented by RUB 2,119,617 due from the ten largest third party entities
(29% of gross loan portfolio) (2006 — RUB 2,528,502, or 41%). An allowance of
RUB 8,501 (2006 — RUB 20,396) was recognised against these advances and

loans.

Factoring advances and loans are made principally within Russia in the following

industry sectors:

2007 2006
Production and wholesale of food and beverages 1,982,427 1,743,002
Other trading enterprises 1,766,292 1,336,792
Production and wholesale of computers and consumer 1,575,278 1,719,342
electronics
Construction and finishing materials 910,951 526,125
Metallurgy and manufacturing 271,535 128,950
Individuals 24,215 -
Investment and finance 22,993 103,498
Chemistry and oil 13,792 272,831
Other 798,160 396,472

7,365,643 6,227,012

Taxation
The corporate income tax expense comprises:

2007 2006
Current tax charge 110,595 114,842
Deferred tax charge/(credit) — origination and reversal
of temporary differences 5,665 (14,112)
Income tax expense 116,260 100,730

The Bank s liable to profits tax in Russia on its taxable profit and capital gains other
than profits on certain types of securities at a rate of 24%. Pursuant to Russian
profits tax law interest income on certain types of securities is subject to profits tax

at a rate of 15%, 9% or 0%.



The effectiveincometaxrate differsfromthe statutoryincometaxrates. Areconciliation
of the income tax expense based on statutory rates with actual is as follows:

2007 2006
Profit before tax 417,408 402,583
Statutory tax rate 24% 24%
Theoretical income tax expense at the statutory rate 100,178 96,620
Income on state securities taxed at different rates (15%) (116) (115)
Non-deductible expenditures 16,198 4,225
Income tax expense 116,260 100,730
Tax assets and liabilities consist of the following:

2007 2006
Deferred income tax assets 994 6,659
Current income tax liabilities 18,270 8,317
Deferred tax assets and liabilities years comprise:

2007 2006
Tax effect of deductible temporary differences
Factoring advances 6,139 5,654
Derivatives - 5,562
Deferred tax assets 6,139 11,216
Tax effect of taxable temporary differences
Derivatives 415 -
Borrowings 4,730 4,557
Deferred tax liabilities 5,145 4,557
Deferred tax liability (asset) (994) (6,659)
Other assets and liabilities
Other assets comprise:

2007 2006
Advances to employees 127,600 -
Prepayments 31,581 33,895
Property and equipment, net 11,880 10,590
Prepaid operating taxes 9,574 2,864
Derivative financial assets 8 1,730 -
Intangible assets, net 407 38
Other 563 —

Other assets 183,335 47,387
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In 2007 the Bank granted advances to top management in total amount of 152,700
RUB. The advances are a part of management stimulation program, according
to which advances are reimbursable if loyalty period of three and a half years
is violated.

Other liabilities comprise:

2006

Operating taxes payable 26,458 15,849
Accrued additional compensation and other 13,388 13,010
employee benefits
Time deposits of customers 504 -
Other 915 -
Other liabilities 41,265 28,859
Amounts due to credit institutions
Amounts due to credit institutions comprise:

2007 2006
Time deposits and loans 6,152,923 3,644,468
Amounts due to credit institutions 6,152,923 3,644,468

As disclosed in Note 5, the Bank attracted RUB 250,000 (2006 — RUB 200,000)
as a deposit in RUB from a Russian bank and placed RUB 250,000 (2006 — RUB
200,000) as a RUB deposit with the same bank’s subsidiary.

Debt securities issued

Debt securities issued consisted of the following:

2006
Bonds 740,396 1,008,974
Credit linked notes 807,128 -
Debt securities issued 1,547,524 1,008,974

The Bank issued bonds on 4 May 2006, with maturity of three years and coupon
interest rate of 9.8%. Nominal value of bonds is RUB 1,000,000.

In February 2007 the Bank attracted RUB 800,000 by issue of credit linked notes.
The issue was organized by ING Bank N.V. The credit linked notes have coupon
interest rate of 9.75% and mature in August 2008.



Equity

Movements in shares outstanding, issued and fully paid were as follows:

Number Nominal
of ordinary shares amount
31 December 2007 and 2006 1,456 1,456,000

The share capital of the Bank was contributed by the shareholders in Russian
Rubles and they are entitled to dividends and any capital distribution in Russian
Rubles.

In accordance with Russian legislation, dividends may only be declared to the
shareholders of the Bank from accumulated undistributed and unreserved earnings
as shown in the Bank's financial statements prepared in accordance with RAL. The
Bank had approximately RUB 386,453 of undistributed and unreserved earnings
as at 31 December 2007 (2006 — RUB 561,647). As of the date of issue of these
financial statement the shareholders of the Bank have not declared any dividend
payments.

Statutory general reserve

The statutory general reserve is created as required by the regulations of the
Russian Federation, in respect of general banking risks, including future losses
and other unforeseen risks or contingencies. The reserve has been created in
accordance with the Bank’s charter, which provides for the creation of a reserve
for these purposes of not less than 5% of the Bank’s share capital reported
in accordance with RAL.

Commitments and contingencies

Operating environment

Whilst there have been improvements in the Russian economic situation, such
as an increase in gross domestic product and a reduced rate of inflation, Russia
continues economic reforms and development of its legal, tax and regulatory
frameworks as required by a market economy. The future stability of the Russian
economy is largely dependent upon these reforms and developments and the
effectiveness of economic, financial and monetary measures undertaken by the
government.

Legal

In the ordinary course of business, the Bank is 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 future operations of the Bank.
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Taxation

Russian tax, currency and customs legislation is subject to varying interpretations,
and changes, which can occur frequently. Management's interpretation of such
legislation as applied to the transactions and activity of the Bank may be challenged
by the relevant regional and federal authorities. Recent events within the Russian
Federation 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 possible
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 respect
of taxes for three calendar years preceding the year of review. Under certain
circumstances reviews may cover longer periods.

Asat31 December 2007 management believes thatits interpretation of the relevant
legislation is appropriate and that the Bank’s tax, currency and customs positions
will be sustained.

Financial commitments and contingencies

As of December 31, 2007 the Bank’s financial commitments and contingencies
comprised the following:

2007 2006
Credit related commitments

Guarantees 436,072 148,342
436,072 148,342

Operating lease commitments
Not later than 1 year 59,563 56,040
Later than 1 year but not later than 5 years 28,643 59,478
88,206 115,518
Financial commitments and contingencies 524,278 263,860

Insurance

The Bank has not currently obtained insurance coverage related to liabilities arising
from errors or omissions. Liability insurance is generally not available in Russia
at present.

Interest income from factoring operations

Interest income from factoring operations comprise the following types:

2007 2006
Financing income 882,308 637,420
Service premium 363,443 317,444
Risk premium 110,594 30,259

Interest income from factoring operations 1,356,345 985,123




Personnel and other operating expenses

Personnel and other operating expenses comprise:

2007 2006
Salaries and bonuses 230,312 172,154
Social security costs 31,042 23,938
Deferred employee benefit expense 25,100 -
Personnel expenses 286,454 196,092
Occupancy and rent 75,316 67,497
Legal and consultancy 28,264 11,479
Business travel and related 19,592 14,840
Marketing and advertising 12,454 8,942
Communications 10,598 6,648
Information technology 4,290 1,698
Operating taxes 4,136 1,813
Repair and maintenance of property and equipment 2,700 2,044
Personnel training 2,274 1,072
Security 1,821 1,211
Office supplies 1,493 1,376
Other 16,334 10,106
Administrative and operating expenses 179,272 128,726

Risk management

Risk is inherent in Bank’s activities but it is managed through a process of ongoing
identification, measurementand monitoring, subjecttorisklimitsand other controls.
This process of risk management is critical to the Bank’s continuing profitability
and each individual within the Bank is accountable for the risk exposures relating
to his or her responsibilities. The Bank is exposed to credit risk, liquidity risk and
market risk, the latter being subdivided into trading and non-trading risks. Itis also
subject to operating risks.

The independent risk control process does not include business risks such as
changes in the environment, technology and industry. They are monitored through
the Bank’s strategic planning process.

Goals and objectives of risk management system:

® Protection of shareholders' interests by securing proper level of the Bank financial
strength, by arranging monitoring system, which is in line with nature and size of
the Bank's operations as well as optimization of risks in all areas of activities.

® Determination of priorities in the Bank's risk management. Defining maximum
allowable risk values (risk appetite) adopted by the Bank.
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® Maintaining the Bank's aggregate risk level within the limits of value of the risk
appetite determined in the Risk Management Policy.

® Establishing efficient risk management in the Bank, increasing the Bank's
investment attractiveness both for Russian and foreign investors.

® Securing uniform approaches to risk management within the entire Bank

Definition of key areas the risk management in the Bank:

® |dentification of the Bank's risks.

Determining risk management methods.

Direct risk management by means of risk management divisions.

Securing independence of risk management divisions from business divisions.
Information support for all risk management divisions and the Bank's Internal
Audit department.

Main principles of establishing the risk management system

Changeovertoanintegrated uniformapproachwithinthe entire Bankto establishing
risk management procedure, first of all with regard to identifying all substantial
risks, development of methods and procedures for their evaluation, monitoring
and reduction (prevention) with the purpose of ensuring the required growth rate
of the Bank's business value.

Risk management provides for implementation of the uniform methods for
evaluation of risks taken by the Bank's business units.

Risk management system has been developed with due account for legislative
acts and regulatory documents of the Central Bank of Russia, which are in force or
under consideration. Approaches to risk control and risk management within the
Bank are based on recommendations and usage of the world best practices.

Day-to-day risk management in the Bank is performed by the following divisions
within the scope of their authorities:

® the Bank's divisions generating risks, including business units (Sales divisions,
Client operations divisions), Treasury, Back office.

® Special-purpose risk management divisions, whose main tasks are risk
management, including Department of Combined Underwriting, All-Corporate
Risk Monitoring Department, Financial Risks Analysis Department.

® other divisions of the Bank, whose activities may limit and/or eliminate risks
taken by the Bank, including Credit Control Department, Legal Department,
Internal Audit etc.

Organization of Bank's risk management system

Bank'sday-to-dayriskmanagementsystemisacentralized hierarchic management
system, which provides for risk management with regard to separate types of risk
irrespective of types of activities (performed by business units), which generate
these risks, consisting of the following levels:

Risk management strategy is determined by the Board of directors by approving
Risk management strategy (including determination of risk appetite), and the
Chairman of the Management Board is responsible for implementation of the
approved strategy.



Tactic risk management is performed by Bank's collegiate bodies within the scope
of their authorities, including:

Risk Management Committee — takes decisions on methodological issues of
risk management as well as working conditions in specific industry sectors or
decisions on non-typical conditions of factoring services rendered to Clients.
Inter alia, Risk management committee is entitled to take decisions on issues
being within the competence of Risk Monitoring Committee and Underwriting
Committee, since Risk Management Committee is a collegiate body of a higher
level than Risk Monitoring Committee and Underwriting Committee. Decisions
taken by Risk Management Committee may not be cancelled/amended by
Risk Monitoring Committee and Underwriting Committee.

Risk Monitoring Committee takes decisions on selection of clients, conditions
of their servicing as well as termination, renewal or continuation of their
servicing on the former or amended terms based on the results of planned or
unplanned monitoring.

Underwriting Committee takes decisions on large amounts of limits set on
Debtors.

Credit Committee takes decisions on assuming and regulating credit risks,
which are not related to factoring operations.

Day-to-day risk managementis performed (within the scope of authorities) by Risk
management divisions and other divisions of the Bank under their competence.

Risk management procedure:

Identification — detection of risks;

Assessment — evaluation of risk in accordance with the methods accepted by
the Bank. Assessment is performed by the Bank's relevant collegiate bodies,
business units, risk management divisions and other divisions of the Bank
within the scope of their competence;

Restriction/management — is performed in accordance with the methods
accepted by the Bank. Risk restriction/management is performed by the
Bank's relevant collegiate bodies, business units, risk management divisions
and other divisions of the Bank within the scope of their competence;
Monitoring — control of the current risk level is performed by risk management
divisions, internal audit, collegiate bodies and business units within the scope
of their competence.

Methods applied in risk management

Regulation of operations — development of procedures;

Setting-up limits on operations, counterparties, issuers, losses etc.;
Diversification of operations;

Estimation of adequate loan loss allowance;

Control of established procedures and restrictions;

Development of scenarios regarding the Bank'srisk managementinemergency
situations.
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Specific methods for management of every single type of risk, which is crucial to
Bank, are determined in methods, principles and normative acts regulating the
relevant risk management.

Credit risk

Creditriskis the risk that the Bank will incur a loss because its customers, clients or
counterparties failed to discharge their contractual obligations. The Bank manages
and controls credit risk by setting limits on the amount of risk it is willing to accept
for individual counterparties and for geographical and industry concentrations,
and by monitoring exposures in relation to such limits.

The Bank has established a credit quality review process to provide early identification of
possible changes in the creditworthiness of counterparties, including regular collateral
revisions. Counterparty limits are established by the use of a credit risk classification
system, which assigns each counterparty a risk rating. Risk ratings are subject to regular
revision. The credit quality review process allows the Bank to assess the potential loss as
a result of the risks to which it is exposed and take corrective action.

Derivative financial instruments
Credit risk arising from derivative financial instruments is, at any time, limited
to those with positive fair values, as recorded in the balance sheet.

Credit-related commitments risks

The Bank makes available to its customers guarantees which may require that the
Bank make payments on their behalf. Such payments are collected from customers
based on the terms of the letter of credit. They expose the Bank to similar risks
to loans and these are mitigated by the same control processes and policies.

The table below shows the maximum exposure to credit risk for the components of
the balance sheet, including derivatives. The maximum exposure is shown gross,
before the effect of mitigation through the use of master netting and collateral
agreements.

Gross maximum Gross maximum

exposure exposure
Notes 2007 2006

Cash and cash equivalents 5 2,159,755 654,909
Trading securities 6 20,638 20,711
Amounts due from credit institutions 7 886,031 230,650
Factoring advances and loans 9 7,051,356 5,987,526
Derivative financial assets 8 1,730 -
Prepayments 11 31,581 33,895
10,151,091 6,927,691

Financial commitments and
contingencies 15 436,072 148,342

Total credit risk exposure 10,587,163 7,076,033




Where financial instruments are recorded at fair value, the amounts shown above
represent the current credit risk exposure but not the maximum risk exposure that

could arise in the future as a result of changes in values.

The effect of collateral and other risk mitigation techniques is shown below.

Credit quality per class of financial assets
The credit quality of financial assets is managed by the Bank internal credit ratings.
The table below shows the credit quality by class of asset for loan-related balance
sheet lines, based on the Bank’s credit rating system.

Amounts due from
credit institutions

Factoring advances
and loans

Factoring advances
with recourse

Factoring advances
without recourse

Loans to customers

Total

Amounts due from
credit institutions

Factoring advances
and loans

Factoring advances
with recourse

Factoring advances
without recourse

Loans to customers

Total

Neither past due nor impaired

Sub-  Pastdueor

standard individually
Notes High grade grade impaired Total
2007 2007 2007 2007
886,031 - - - 886,031
2,240,424 2,513,521 93,069 226,238 5,073,252
124,869 2,043,355 456 99,496 2,268,176
24,215 0 0 0 24,215
2,389,508 4,556,876 93,525 325,734 7,365,643
3,275,539 4,556,876 93,525 325,734 8,251,674

Neither past due nor impaired

Sub-  Pastdueor

standard individually
High grade grade impaired Total
Notes 2006 2006 2006 2006
230,650 - - - 230,650
1,323,017 3,452,963 38,388 204,785 5,019,153
135,797 987,769 265 16,680 1,140,511
67,348 67,348
1,526,162 4,440,732 38,653 221,465 6,227,012
1,756,812 4,440,732 38,653 221,465 6,457,662
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Past due factoring advances and loans to customers include those that are only past
due by a few days. An analysis of past due loans, by age, is provided below. The
majority of the past due loans are not considered to be impaired.

It is the Bank’s policy to maintain accurate and consistent risk ratings across
the credit portfolio. This facilitates focused management of the applicable risks
and the comparison of credit exposures across all lines of business, geographic
regions and products, The rating system is supported by a variety of financial
analytics, combined with processed market information to provide the main inputs
for the measurement of counterparty risk. All internal risk ratings are tailored to
the various categories and are derived in accordance with the Bank’s rating policy.
The attributable risk ratings are assessed and updated regularly.

Ageing analysis of past due but not impaired loans per class of financial assets

Less than 31to0 90 More than

30 days days 90 days Total
2007 2007 2007 2007

Factoring advances and loans
Factoring advances with recourse 6,796 7,840 4,493 19,129
Factoring advances without recourse 3,303 - 293 3,596
Total 10,099 7,840 4,786 22,725

Less than 31to0 90 More than

30 days days 90 days Total
2006 2006 2006 2006

Factoring advances and loans
Factoring advances with recourse 7,470 - 1,172 8,642
Factoring advances without recourse - - - -
Total 7,470 - 1,172 8,642

See Note 9 for more detailed information with respect to the allowance for
impairment of loans to customers.

Carrying amount per class of financial assets whose terms have been
renegotiated

Once the terms have been renegotiated, the loanis no longer considered past due.
Management continuously reviews renegotiated loans to ensure that all criteria are
met and that future payments are likely to occur. The loans continue to be subject
to an individual or collective impairment assessment, calculated using the loan’s
original effective interest rate.

The bank usually doesn’t change conditions of the contract with clients and doesn’t
conclude agreements on change of term of recourse. Factoring activity does not
provide such conditions.

As of December 31, 2007 the carrying amount of renegotiated financial assets
equals RUB 81,941.



Impairment assessment

The main considerations for the loan impairment assessment include whether any
payments of principal or interest are overdue by more than 30 days or there are any
known difficulties in the cash flows of counterparties, credit rating downgrades, or
infringement of the original terms of the contract. The Bank addresses impairment
assessment in two areas: individually assessed allowances and collectively
assessed allowances.

Individually assessed allowances

The Bank determines the allowances appropriate for each individually significant
loan on anindividual basis. Items considered when determining allowance amounts
include the sustainability of the counterparty’s business plan, its ability to

improve performance once a financial difficulty has arisen, projected receipts
and the expected dividend payout should bankruptcy ensue, the availability of
other financial support and the realisable value of collateral, and the timing of the
expected cash flows. The impairment losses are evaluated at each reporting date,
unless unforeseen circumstances require more careful attention.

Collectively assessed allowances

Allowances are assessed collectively for losses on factoring advances and loans
to customers that are not individually significant and for individually significant
factoring advances and loans where there is not yet objective evidence of individual
impairment. Allowances are evaluated on each reporting date with each portfolio
receiving a separate review.

The collective assessment takes account of impairment that is likely to be present
in the portfolio even though there is no yet objective evidence of the impairment
in an individual assessment. Impairment losses are estimated by taking into
consideration of the following information: historical losses on the portfolio, current
economic conditions, the appropriate delay between the time a loss is likely to have
been incurred and the time it will be identified as requiring an individually assessed
impairment allowance, and expected receipts and recoveries once impaired.
Local management is responsible for deciding the length of this period which can
extend for as long as one year. The impairment allowance is then reviewed by credit
management to ensure alignment with the Bank’s overall policy.

The geographical concentration of Bank’s monetary assets and liabilities is set out
below:
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2007 2006

CIS and CIS and
other foreign other foreign
Russia OECD banks Total Russia OECD banks Total

Assets:
Cash and cash equivalents 2,159,755 - - 2,159,755 654,909 - - 654,909
Trading securities 20,638 - - 20,638 20,711 - - 20,711
Amounts due from credit
institutions 886,031 - - 886,031 230,650 - - 230,650
Factoring advances and
loans 7,017,738 - 33,618 7,051,356 5,957,556 - 29,970 5,987,526
Other assets 184,329 - - 184,329 54,046 - - 54,046

10,268,491 - 33,618 10,302,109 6,917,872 - 29,970 6,947,842
Amounts due to credit
institutions 5,166,924 985,999 - 6,152,923 2,624,875 1,019,593 - 3,644,468
Derivative financial liabilities - - - 23,176 - - 23,176
Debt securities issued 740,395 807,129 - 1,547,524 1,008,974 - - 1,008,974
Settlements with clients on
factoring 114,918 - - 114,918 107,987 - - 107,987
Other liabilities 59,535 - - 59,535 37,176 - - 37,176

6,081,772 1,793,128 - 7,874,900 3,802,188 1,019,593 - 4,821,781

Net balance sheet
position 4,186,718 (1,793,128) 33,618 2,427,209 3,115,684 (1,019,593) 29,970 2,126,061
Net off-balance sheet
position 524,278 - - 524,278 263,860 - - 263,860

Liquidity risk and funding management

Liquidity risk is the risk that the Bank will be unable to meet its payment obligations
when they fall due under normal and stress circumstances. To limit this risk,
management has arranged diversified funding sources in addition to its core
funding base, manages assets with liquidity in mind, and monitors future cash flows
and liquidity on a daily basis. This incorporates an assessment of expected cash
flows and the availability of high grade collateral which could be used to secure
additional funding if required.

The Bank manages and controls liquidity risk by the following measures:

® Analysis of assets and liabilities by maturity;

® Control over the compliance with CBR obligatory ratios requirements on a daily
basis;

® Performance of interbank transactions for the purpose of reducing the liquidity
position or investment of available liquid resources;

The general purposes of the long term liquidity policy are the expansion of duration
and reduction of cost of funds attracted.

The Bank maintains a portfolio of highly marketable and diverse assets that
can be easily liquidated in the event of an unforeseen interruption of cash flow.
The Bank also has committed lines of credit that it can access to meet liquidity
needs. Factoring advances have average term of return near 50 days, it provides
a sufficient reserves of liquidity.



The contractual maturities of monetary assets and liabilities follow:

Assets:

Cash and cash equivalents
Trading securities

Amounts due from credit
institutions

Factoring advances and loans
Tax assets

Other assets

Liabilities:
Due to credit institutions
Debt securities issued

Settlements with clients
on factoring

Tax liabilities
Other liabilities

Net balance sheet position
Accumulated gap

Assets:

Cash and cash equivalents
Trading securities

Amounts due from credit
institutions

Factoring advances and loans
Tax assets

Other assets

Liabilities:
Due to credit institutions
Debt securities issued

Settlements with clients
on factoring

Tax liabilities
Other liabilities

Net balance sheet position
Accumulated gap

HakonnenHasi HeTTo-no3uums

2007
On Less than 1t03 3 months No defined
demand 1 month months to1year 1to5years Overdue  maturity Total
79,685 867,072 495,998 - - - - 2,159,755
20,638 - - - - - - 20,638
- 8,443 71,578 806,010 - - - 886,031
- 175,107 1,484,500 5,328,947 20,772 42,030 - 7,051,35%
- - - - 994 - - 9%
12,802 16,944 - 141,302 - 12,287 183,335
817,323 1,063,424 2,069,020 6,134,957 163,068 42,030 12,287 10,302,109
- 3004443 1535258 1,394,352 218,870 - - 6,152,923
- - - 807,128 740,3% - - 1,547,524
- 114918 - - - - - 114918
- - 18,270 - - - - 18,270
- 41,265 - - - - - 41,265
- 3,160,626 1,553,528 2,201,480 959,266 - - 7,874,900
817,323 (2,097,202) 515,492 3,933,477 (796,198) 42,030 12,287 2,427,209
817,323 (1,279,879) (764,387) 3,169,090 2,372,892 2,414,922 2,427,209
2006
On Less than 1t03 3 months No defined
demand 1 month months to1year 1to5years Overdue  maturity Total
454,69 200,214 - - - - - 654,909
20,711 - - - - - - 20,711
- 8,761 82,813 139,076 - - - 230,650
- 226,793 2,143,719 3,600,136 - 16,878 - 5987,52%6
- - - - 6,659 - - 6,659
- 3,79 19,327 - 13,704 - 10,627 47,387
475,406 439,497 2,245,859 3,739,212 20,363 16,878 10,627 6,947,842
- 1,094,239 1,091,313 1,458,916 - - - 3,644,468
- 4741 4430 14,005 - - - 23,176
- 107,987 - - - - - 107,987
- - - — 1,008,974 - - 1,008,974
- - 8,317 - - - - 8,317
- 28,859 - - - - - 28,859
- 1,235,826 1,104,060 1,472,921 1,008,974 - - 481,781
475,406 (796,329) 1,141,799 2,266,291 (988,611) 16,878 10,627 2,126,061
475,406 (320,923) 820,876 3,087,167 2,098,556 2,115,434 2,126,061
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Analysis of financial liabilities by remaining contractual maturities
The table below summarises the maturity profile of the Bank’s financial liabilities
at 31 December 2007 based on contractual undiscounted repayment obligations.

Financial liabilities

Amounts due to credit
institutions

Debt securities issued

Settlements with clients
on factoring

Time deposits of clients

Total undiscounted
financial liabilities

Financial liabilities

Amounts due to credit
institutions

Derivative financial
liabilities

Debt securities issued
Settlements with clients
on factoring

Total undiscounted
financial liabilities

2007
Less than 1to3 3to12 3to12
1 months months months months Total

3,018,972 1,601,646 1,471,359 220,147 6,312,124
- 37,773 893,017 769,487 1,700,277

114,918 - - 114,918
- 504 - - 504

3,133,890 1,639,923 2,364,376 989,634 8,127,823

2006
Less than 1to3 3to12 3to12
1 months months months months Total
1,119,830 1,120,428 1,515,762 - 3,756,020
4,741 4,430 14,005 - 23,176
- 24,701 74,104 1,148,208 1,247,013
107,987 - - - 107,987

1,232,558 1,149,559 1,603,871 1,148,208 5,134,196

The table below shows the contractual expiry by maturity of the Bank’s financial
commitments and contingencies.

Less than 1to3 3to12 1to5

1 months months months years Total
2007 437,340 15,130 43,165 28,643 524,278
2006 149,243 14,427 40,712 59,478 263,860

The Bank expects that not all of the contingent liabilities or commitments will be
drawn before expiry of the commitments.

Market risk

Market risk is the risk that the fair value or future cash flows of financial instruments
will fluctuate due to changes in market variables such as interest rates, foreign
exchanges, and equity prices.



Market risk — Non — trading

Interest rate risk

Interest rate risk arises from the possibility that changes in interest rates will affect
future cash flows or the fair values of financial instruments. The following table
demonstrates the sensitivity to a reasonably possible change in interest rates, with
all other variables held constant, of the Bank’s income statement.

The sensitivity of the income statement is the effect of the assumed changes in
interest rates on the net interest income for one year, based on the floating rate

non-trading financial assets and financial liabilities held at 31 December 2007.

Currency Increase in basis Sensitivity of net Sensitivity of
points interest income equity

2007 2007 2007

RUR +100 (3,182) (3,182)
uUSD +75 (9,849) (9,849)
Currency Decrease in basis Sensitivity of net Sensitivity of
points interestincome equity

2007 2007 2007

RUR -150 4,773 4,773
usbD -125 16,415 16,415
Currency Increase in basis Sensitivity of net Sensitivity of
points interest income equity

2006 2006 2006

RUR +100 (5,000) (5,000)
uUsD +50 (6,583) (6,583)
Currency Decrease in basis Sensitivity of net Sensitivity of
points interest income equity

2006 2006 2006

RUR -100 5,000 5,000
uUsD -100 13,166 13,166

The Bank has financial commitments with floating interest rate. These financial
commitments are not hedged by appropriate assets, because the main part of the
Bank’s assets has short maturity period, so Bank has a possibility to proactively
manage its interest rate risk. Factoring agreements concluded with clients contain
a provision about the unilaterally interest rate changes by the Bank.

The Bank’s average effective interest rates for monetary financial instruments
at December 31 follow.
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2007 2006
Other Other
foreign foreign
Rubles USD currencies Rubles usbD currencies

Cash and cash

equivalents 6.9% 6.4% 5.4% 6.5% - -
Trading securities 6.3% - - 6.3% - -
Amounts due from

credit institutions 11.0% 7.1% 6.0% - - -
Factoring advances

and loans 21.4% 20.9% 16.5% 22.0% 21.4% 15.9%
Amounts due to credit

institutions 8.2% 8.2% 4.8% 7.9% 7.3% 4.5%

Debt securitiesissued  10.4% - - - - -

Currency risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to
changes in foreign exchange rates. The Management Board has set limits on positions
by currency based on the CBR regulations. Positions are monitored on a daily basis.

The tables below indicate the currencies to which the Bank had significant
exposure at 31 December 2007 and 2006 on its non-trading monetary assets
and liabilities and its forecast cash flows. The analysis calculates the effect of a
reasonably possible movement of the currency rate against the Rouble, with all
other variables held constant on the income statement (due to the fair value of
currency sensitive non-trading monetary assets and liabilities). A negative amount
in the table reflects a potential net reduction in income statement or equity, while
a positive amount reflects a net potential increase.

Changein Changein

currencyrate Effect on profit currency rate Effect on profit

in% before tax in% before tax

Currency 2007 2007 2006 2006
USsD 6,2% (7,006) 5,6% (2,910)
USsD -4,0% 4,519 -3,6% 1,871
EUR 57% 413 6,5% 661
EUR -3, 7% (225) -3,8% (387)

Operational risk

Operational risk is the risk of loss arising from systems failure, human error, fraud
or external events. When controls fail to perform, operational risks can cause
damage to reputation, have legal or regulatory implications, or lead to financial
loss. The Bank cannot expect to eliminate all operational risks, but through a
control framework and by monitoring and responding to potential risks, the Bank is
able to manage the risks. Controls include effective segregation of duties, access,
authorisation and reconciliation procedures, staff education and assessment
processes, including the use of internal audit.



Fair values of financial instruments

Set out below is a comparison by class of the carrying amounts and fair values
of the Bank’s financial instruments that are carried in the financial statements.
The table does notinclude the fair values of non-financial assets and non-financial

liabilities.

Unrecogni- Unrecogni-
Carrying sed gain/  Carrying sed gain/

value Fair value (loss) value Fair value (loss)

2007 2007 2007 2006 2006 2006
Financial assets
Cash and Cash equivalents 2,159,755 2,159,755 - 654,909 654,909 -
Trading securities 20,638 20,638 - 20,711 20,711 -
Amounts due from credit institutions 886,031 886,482 451 230,650 230,650 -
Factoring advances and loans 7,051,356 7,063,561 12,205 5,987,526 5,941,745 45,781
Deferred income tax assets 994 994 6,659 6,659 -
Other assets 183,335 154,795 (28,540) 47,387 47,387 -

10,302,109 10,286,225 (15,884) 6,947,842 6,902,061 45,781

Financial liabilities
Amounts due to credit institutions 6,152,923 6,156,102 (3,179) 3,644,468 3,668,293 (23,825)
Debt securities issued 1,547,524 1,550,899 (3,375) 1,008,974 1,007,545 1,429
Settlements with clients on factoring 114,918 114,918 - 107,987 107,987 -
Other Liabilities 59,535 59,535 - 60,352 60,352 -

7,874,900 7,881,454 (6,554) 4,821,781 4,844,177  (22,396)

The following describes the methodologies and assumptions used to determine
fair values for those financial instruments which are not already recorded at fair
value in the financial statements.

Assets for which fair value approximates carrying value
Forfinancialassetsandfinanciallliabilitiesthatare liquid or havinga shortterm maturity
(less than thee months) itis assumed that the carrying amounts approximate to their
fair value. This assumption is also applied to demand deposits, savings accounts
without a specific maturity and variable rate financial instruments.

Fixed rate financial instruments

The fair value of fixed rate financial assets and liabilities carried at amortised cost are
estimated by comparing market interest rates when they were first recognised with
current market rates offered for similar financial instruments. The estimated fair
value of fixed interest bearing deposits is based on discounted cash flows using
prevailingmoney-marketinterest rates for debts with similar credit riskand maturity.
For quoted debt issued the fair values are calculated based on quoted market
prices. For those notes issued where quoted market prices are not available,
a discounted cash flow model is used based on a current interest rate yield curve
appropriate for the remaining term to maturity.
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Financial instruments recorded at fair value
The following table shows an analysis of financial instruments recorded at fair
value, between those whose fair value is based on quoted market prices.

Quoted Quoted
market market
price 2007 price 2006

Financial assets

Derivative financial instruments 1,730 -
Trading securities 20,638 20,711
22,368 20,711

Financial liabilities
Derivative financial instruments - 23,176
23,176

Related party disclosures

Inaccordance with IAS 24 “Related Party Disclosures”, parties are considered 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 relationship, attention is directed to the
substance of the relationship, not merely the legal form.

Related parties may enter into transactions 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 volumes of related party transactions, outstanding balances at the year end,
and related expense and income for the year are as follows:



2007 2006
Entities under Entities under
common control common control
(Financial (Financial
Corporation Key management  Corporation Key management
Uralsib) personnel Uralsib) personnel

Cash and cash equivalents 319,215 - 108,444 -
Factoring advances and loans at January 1 118,168 - 36,036 -
Loans issued during the year 2,470,500 712 534,330 -
Factoring advances and loans repaid during
the year 2,567,168 119 452,198 -
Factoring advances and loans at 21,500 593 118,168 -
December 31, gross

- - (1,099) -

Less: allowance for impairment at

December 31 21,500 - 117,069 -
Factoring advances and loans at

December 31, net

21,307 31 8,905 -

Interest income on factoring advances
and loans 1,099 - 638 -
Impairment of interest earning assets

2,822,072 - 1,220,994 -
Amounts due to credit institutions 504 - - -
Time deposits 130,763 - 33,055 -
Interest expense
127,599
Other assets - 66,649 - 29,556

Salaries and employment benefits

Capital

The Bank maintains an actively managed capital base to cover risks inherent in
the business. The adequacy of the Bank’s capital is monitored using, among other
measures, the ratios established by the Basel Capital Accord 1988 and the ratios
established by the CBR in supervising the Bank.

During the past year, the Bank had complied in full with all its externally imposed
capital requirements.

The primary objectives of the Bank’s capital management are to ensure that the
Bank complies with externally imposed capital requirements and that the Bank
maintains strong credit ratings and healthy capital ratios in order to support its
business and to maximise shareholders’ value.

The Bank manages its capital structure and makes adjustments to it in the light
of changes in economic conditions and the risk characteristics of its activities.
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In order to maintain or adjust the capital structure, the Bank may adjust the amount
of dividend payment to shareholders, return capital to shareholders or issue capital
securities. No changes were made in the objectives, policies and processes from
the previous years.

CBR capital adequacy ratio

The CBR requires banks to maintain a capital adequacy ratio of 10% of risk-
weighted assets, computed based on RAL. As of 31 December 2007 and 2006,
the Bank’s capital adequacy ratio on this basis was as follows:

2007 2006
Main capital 1,890,173 1,738,209
Additional capital 269,719 295,537
Less: deductions from capital 907 232
Total capital 2,158,985 2,033,514
Risk weighted assets 11,303,586 7,394,596
Capital adequacy ratio 19.1% 27.5%

Regulatory capital consists of Tier 1 capital, which comprises share capital, share
premium, retained earnings including current year profit and foreign currency
translation. Certain adjustments are made to IFRS-based results and reserves,
as prescribed by the Central Bank.

Capital adequacy ratio under Basel Capital Accord 1988
The Bank’s capital adequacy ratio, computed in accordance with the Basel Capital
Accord 1988, with subsequentamendmentsincluding the amendmenttoincorporate
market risks, as of 31 December 2007 and 2006, comprised:

2007 2006
Tier 1 capital 2,427,209 2,128,287
Tier 2 capital - -
Total capital 2,427,209 2,128,287
Risk weighted assets 8,344,982 6,490,512
Tier 1 capital ratio 29.09% 32.79%

Total capital ratio 29.09% 32.79%



Events after the balance sheet date

The Board of Directors approved a decision to register prospectus for issuance
of Russian rouble bonds with total nominal value of RUB 4,000,000 and maturity
3 year.

85

National Factoring Company



NATIONAL FACTORING
COMPANY

National Factoring Company
(Joint-Stock Company)
NFC JSC

Central Bank License #3437 dated 21.12.2006

14, Kozhevnicheskaya st., Moscow, 115114, Russia
tel. +7 495 7875337

fax +7 495 7875338

factoring@factoring.ru
www.factoring.ru

© «REK.A»



National Factoring Company (Joint-Stock Company) NFC JSC
Central Bank License #3437 dated 21.12.2006
8 800 200 1808 factoring@factoring.ru
www.factoring.ru




