


 

2

CONTENTS

Factoring market in 2008........................................................................................4 

 

Main events of 2008.................................................................................................7 

 

      Key Figures 2008.................................................................................................8 

      Strategic Partnership with Coface...................................................................12    

  Funding..............................................................................................................14

        New product.......................................................................................................14 

     International activities.....................................................................................15 

      Changes in organizational structure...............................................................17

        Staff Development.............................................................................................18 

Product range.........................................................................................................20

        Purchase Order Financing................................................................................20   

        Factoring -Garant..............................................................................................21

International Factoring...........................................................................................23 

        Import factoring................................................................................................25   

        Export factoring................................................................................................25

Risk-Management.................................................................................................27

       Underwriting of Debtors’ risks..........................................................................27

        Risk-monitoring.................................................................................................28

Consolidated financial statements........................................................................29



3

ALL INGENIOUS IS SIMPLE

Common theses of the present-day market: «the consumer is above 
all» and  «to compete successfully, it is necessary to offer something 
special». In each of these statements there is a true share, but they are 
exaggerations for such a young market as factoring market in Russia. 

Basically, the client is above all but how often he does not feel that 
way, when he actually becomes a client. Companies are not as focused 
on the client as they think they are. Day-to-day experience and clients’ 
surveys confirm the above statement. The core of the problem is the 
assumption that for years of competition their goods or services have 
become something especially valuable or useful. In reality clients are, 
above all, concerned about the fact that companies should secure basic 
advantages of the category. It is not necessary to offer something special 
to attract a potential client – people seldom purchase goods or service 
because of their uniqueness only. Usually they purchase goods from 
the company, which satisfies their requirements somewhat better or in 
a more suitable manner, than its competitors. It is reasonable to offer 
something impressive only if a company has been providing high-quality 
services already for a certain period of time. 

In 2008 National Factoring Company did not invent anything
fundamentally new, made nothing radical, was not obsessed by 
insignificant unique advantages, but simply concentrated its skills, 
abilities, experience and will to understand what is of the greatest 
significance for it’s clients, and provided it simply better.

Team of National Factoring Company
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Expert RA Rating Agency states in its annual 
factoring market research: «Share of factoring 
services in Russia’s GDP in 2008 amounted 
to 1.44%, showing a slight decrease as 
compared to 2007 (1.56%). Decrease of the 
share of factoring in GDP is caused by the 
fact that factoring is a more dynamic and 
flexible type of financial operations than bank 
loans. When macroeconomic situation in the 
country worsened, factoring «folded up» more 
rapidly than other financial institutions, i.e. 
reduced financing volumes. Annual volume 
of receivables, which were assigned to factors, 
amounted to 602 billion rubles. Positive growth 
rate was due to Factors’ relatively successful 
performance in the first half of 2008.

Seasonality is typical for factoring business: 
amounts of factoring financing advanced 
during the first half of the year is usually two 
times less than in the second.  Proportion of 
the assigned receivables between the first 
and the second halves of 2008 was 1:0,73.  
Financial crisis affected the factoring industry 
in the second half of 2008: due to squeezing 
of funding resources suffered by most of the 
market participants volumes of financing 
granted to clients curtailed. Besides, default 
of Factoring Company Eurokommerz, being 
the biggest Factor on the market (according 
to Expert RA research in the first half of 
2008) had a significant impact on the market 
volume (as of 01.07.08 the market share of 
Eurokommerz was 22.3% ).   
  

 FACTORING MARKET IN 2008

The factoring market growth in 2008, billion rubles

In 2008 both factoring market and the economy, as a whole, had to encounter difficulties – for 
the first time in five years the market growth slowed down sharply. In 2008 the market increased by 
16.7% only, while in 2007 it went up 1,7 times.
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But, on the whole, the difficulties the market 
participants faced cannot be unambiguously 
considered negative. According to the results 
of 2008 the factoring market cleansing can be 
noticed, and the crisis conduced it to happen in 
Autumn 2008, not later.  Recovery of factoring 
market will lead to rehabilitation of  the image 
of factoring. Over the past years factoring has 
become for an average client just an instrument 
of unsecured lending rather than a complex 
of services aimed at business growth and 
development. This notion would still exist if 
nowadays tailored factoring risk-management 
had not proved to be utterly important, for safe 
provision of full range of factoring services, 
including receivables management and their 
collection, debtors’ risks coverage as well as 
financing against assignment of  receivables 
and purchase orders. 

The market participants would have to face 
some difficulties in the near future connected 
with shattered reputation of the factoring 
industry in the eyes of lenders and foreign 
partners. However, the final consumer of 
services would rather benefit due to the past 
events. It is very likely to say that only those 
players of the factoring market will remain 
on the market, who pay more attention to risk 
management, which in the long run defines 
the quality of factoring products for clients.
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Expert RА rating agency  assigned to NFC a rating of credibility 
and quality of services at level A ++ (the highest level of credibility and 
quality of services). NFC managed to receive the highest rating due to 
a positive assessment of the company’s product range aimed to provide 
clients with the most convenient factoring services. Other positive factors 
supporting the company’s rating: reputation as a founder of the factoring 
market in Russia; a policy of active regional expansion together with the 
development of the electronic factoring system that allows NFC to provide 
services to remote clients across Russia; a high level  of international 
activities; efficiency in management and system of risk-management.

It  is  still  one  of  the  biggest  mysteries  in  history  who,  when  and 
why invented the wheel. The most ancient wheel was found on the territory of 
Mesopotamia, and it was made about 55 centuries ago. Before that different weights 
were transported with the help of  a device nowadays  known as a sledge. On a 
Sumerian Pictogram dated 35 B.C. an image of a cart - a sledge on wheels - was first 
portrayed. Wheels were carved out of wood in the form of solid disks. The First spoke 
wheels were invented on Asia Minor peninsula (the western peninsula of Asia, at 
present belongs to Turkey) in 20 B.C. and they “rolled over” to Europe, China and 
India the same century. Such Wheels were used in carts to transport people only, but 
in Egypt they were also used for cargo. In Ancient Greece, and then Rome wheels and 
all kinds of carts were used more widely. In America wheels and carts appeared after 
the arrival of the Europeans. 
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Year 2008 was not easy for the company as well as for most companies in Russia. The 
reason was the global financial crisis, that hit the country in the end of August - the beginning of 
September. However, National Factoring Company achieved significant success last year, despite of the 
difficulties. 

The main difficulties were limited 
possibilities to attract new resources along 
with their tangible cost growth as well as 
deterioration of clients’ and debtors’ financial 
standing due to reduction of credit facilities 
by banks. It can be said that the average 
period of turnover of receivables  assigned to 
NFC increased from 45 days in the beginning 
of 2008 to 62 at the end of the year, due to  
delinquency period increase and  growth of 
debtors’ defaults. 

       

MAIN EVENTS OF 2008

The main success of the company is 
that it withstood during the peak of the crisis, 
was able to keep impeccable reputation in the 
eyes of the lenders, whom it paid in full current 
debts on time, as well as its clients, whom NFC 
continued to provide factoring services. The 
company closed a year in the black which is no 
doubt a considerable achievement.
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Key Figures 2008

National Factoring Company 
provides factoring services within the product 
line “Commercial Factoring”. Each product 
is aimed at solving particular problems of a 
client’s business growth and development. 
However, “Commercial Factoring” solutions 
are not standardized – accumulated experience 
in dozens of industries allows to ensure a 
tailored approach, thus the specific of each 
business is taken into account.          

The amount of assigned receivables 
in 2008 was 67,29 bln. rubles which is 8% 
higher compared to 2007. Thus, NFC’s 
business showed progress, regardless the 
economic recession. The crisis in the economy 
and sudden liquidity constraints resulted in 
deficiency of the usual growth. In September 
2008 NFC carried out an audit and portfolio 
selection in order to avoid possible losses soon 
after it tightened the requirements for clients 
and  debtors. 

Receivables assigned to NFC
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930 clients used factoring products 
of National Factoring Company in 2008, of 
which 560 companies used domestic recourse 
factoring and 317 companies used domestic 
non-recourse factoring. 53 companies applied 
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to international factoring services, of which 30 
companies were foreign factoring companies 
that collaborated with NFC under the two-
factor import factoring scheme.  

NFC has at its disposal information 
on the financial standing and payment 
discipline of about 43 831 companies - the 
number of buyers, who purchase goods and 

services from National Factoring Company’s 
clients on open account terms, and number of 
these companies increased by 7437 during the 
reporting period. 
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833 010 invoices were assigned 
to NFC in 2008, thus the monthly average 
amounted to approximately  70 000 invoices.
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* before  2003 – development of factoring operations as a 
Department of NIKoil IBG Bank; 

2004 – jointly with NIKoil IBG Bank; 

since the end of 2004 – in Commercial Bank National Factoring 
Company Uralsib-NIKoil; 

2005 – after re-branding in National Factoring Company 
(JSC)
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Partnership with Coface is a confirmation of NFC’s status as an 
innovative dynamically developing company, a pioneer and one of the 
leaders of the Russian factoring market. The deal proved that a correct 
choice of business principles was made by the company i.e. first of all, 
a high-grade service orientation, secondly, a perfection of information 
technologies and special IT-solutions, thirdly, an offer and development 
of the product line, which is able to satisfy clients’ demands in different 
solutions, from standard to unique.   

Locks and Keys are mentioned in the ancient literature and oral legends of 
many civilizations. In the Bible, in the Book of prophet Isaji (Is. 22:22) it is written: 
“And a key of the house of David I will assign on his ramena [i.e. shoulders]” (8 century 
BC). It is narrated in the Book of Israel’s Judges  (Court. 3:23-25) about lock-out and 
unlocking of doors by a key, written 600 years earlier. The very first locks and keys 
have reached us from Ancient Egypt. The lock made of firm wood, was fixed on a door 
from the inside. The key, which  was also made of wood , was  over 30 cm long, and 
was supplied with probes on each side with a secret settlement. Vertical movable pins 
located in the same way  kept a bolt in its clinches. The lock did not have a keyhole 
in our understanding. One had to push a hand with a key in a hole in the door and to 
insert a key into a bolt. 
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Coface Finanz, the German factoring 
subdivision of Coface, and National Factoring 
Company signed an agreement of strategic 
partnership in July 2008. This partnership 
presumes full access of NFC to the global 
information system and experience of Coface, 
as well as its support in export factoring. NFC 
obtained additional financing of its factoring 
operations. Coface ensures protection of NFC 
from bad debt which is also an important part 
of the cooperation. NFC provides services 
to Coface corporate clients, thus allowing 
Coface to complete the product line for its  
international clients who have business in 
Russia. Coface also got access to experience 
and technologies of NFC in factoring services.

   

As early as in November one of the 
articles of the agreement was implemented: 
Coface Finanz and National Factoring 
Company launched a factoring facility for 
their first client, a world leader in producing 
consumer electronics.  The initiation of 
the  facility  became  possible  after  special 
IT-solutions were developed by National 
Factoring Company.

Strategic Partnership with Coface
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In south of China there once lived one tea-lover named Fan Jang Sheng. He 
invited  people to enjoy drinking tea, to admire the pieces of art and write poems. 
For such tea parties an exquisite tea pot was needed and not a common and rough 
one. Then the artists and the pot makers united their efforts: one part was writing 
hieroglyphs and the pictures of a traditional bamboo and May Hua plum, the other 
embodied the images in clay. That’s  the story of the tea pot, made by master Gung 
Chun in 1514 and it was kept in Hong Kong museum of teapots. At the beginning of the 
16th century tea was first brought to Europe with its true friend – a teapot. A small pot 
meant for one portion of tea only was called Vassago (meaning big mouth, or demon’s 
name in Portuguese.). Some people consider vassago to be a prototype for the modern 
teapot. 

On April 29th, 2008 National Factoring Company placed a Ruble 
bond issue. 37 bids from investors were filed for the tender with the total 
amount of 2 123 400 000 rubles. The coupon rate in these bids varied at 
the level of 10-13.15%. The rate of the first coupon was approved at the 
level of 13% per annum. Full amount of the bond issue was placed within 
one day when the tender took place. In terms of the growing uncertainty 
on the financial market and a high cost of attracting financial resources, 
the company aimed at distributing the bonds at the most profitable rate 
and preserved the parity of the clients’ and investors’ interests.
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Historically NFC adheres to a strategy 
aimed at diversification of financial resources 
by  using bond issues,  loans granted from 
banking institutions, funds from strategic 
partners. Thus, the company reaches the 
optimal balance that brings to a satisfactory 
optimum price from the commercial viability 
point of view that fits its clients. 

New product

In May, 2008 National Factoring 
Company released a new product to the 
market– Purchase Order Financing. Within 
the framework of Purchase Order Financing 
NFC advances finance against assignment 
of future receivables arising from purchase 
orders. As opposed to classical financing 
(Factoring-Finance product), where  actual 
supply of goods are factored, Purchase Order  
Financing implies handling future shipments. 

The first client to use the new 
product was «Trade House «Polotnyany Zavod» 
company – one of the oldest enterprises in 
Russia that had its 290th anniversary in 
2008. As Mr. Dulkin , CEO of OOO “Trade 
House «Polotnyany Zavod» mentioned: «For 
more than 50 years the company has been a 
manufacturer of copy-books. July and August 
are a period of a peak of season demand on 
this type of product. Therefore, the payment 
terms can reach 120 days. At the same time 
the company purchases raw materials for 
manufacturing copybooks at minimum 
payment terms or on a prepayment basis. A 
continuous financing is needed to provide the 
enterprise with the material, paper or carton, 
that is why Purchase Order Financing is the 
solution that allows us to solve the current 
problem. 

Funding

Stability of the liabilities base 
became one of the guarantees for the company 
to overcome the autumn liquidity crisis in the 
banking system of Russia.
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International activities

In 2008 NFC was the only Russian 
company that at the same time was a member of 
two largest international factoring associations: 
NFC has been a member of International 
Factors Group (IFG) since 1999 as well as a 
member of  Factors Chain International  (FCI) 
since 2004. The main task of the international 
associations is development of international 
factoring operations and factoring itself, 
which implies a solution of a wide range of 
tasks from training and sharing experience 
between the members as well as  protection 
of their interests in legislative authorities to 
designing and rendering a universal tool of 
carrying out the operations of international 
factoring. 

Election of Mikhail Treyvish as 
Chairman of IFG in 2008 and a growing 
number of the Russian factoring companies 
among the members of the association can 
be seen as an eloquent evidence of Russia’s 
significant role in factoring.  

In January 2008 the status of 
National Factoring Company in FCI, the world’s 
largest factoring association, was upgraded 
to full membership. To obtain such a status 
a factoring company should fulfill a whole 
range of requirements such as to be a member 
of the association for at least 3 years, reach the 
international factoring annual turnover of as 
much as 20 million Euros as well as get at least 
3 full members’ recommendations etc. 

     	 Owing to the membership 
in international factoring associations, NFC 
once again succeeded in a significant growth 
of international factoring operations in 
2008; in the reporting period  the turnover 
of international factoring increased by 30% 
compared to 2007 which included operations 
with 25 countries.
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It was in the XIII century when people started to bind sheets of paper: in the 
left top corner of each page a cut was made and a ribbon passed through. Later it was 
rubbed with wax thus, firstly, it became stronger, secondly, easier to put in or take 
out the required sheets of paper. In 1835 Doctor John Airland Howey from New York 
invented a machine for pin production. The pins were naturally invented for tailors to 
bind pieces of cloth, but they were also used for binding sheets. The first to use a wire 
for the binding was a Norwegian inventor Johan Vaaler in 1899, but it did not look 
like the paper clip of nowadays.  It was English company «Gem Manufactoring Ltd» 
that invented the present-looking paper clip, but for some reasons no one has ever 
patented the invention. 

On December 16, 2008, the business magazine «Company» 
awarded the best managers of the year in Moscow. The award under 
the category «The Best Manager in the Factoring Industry» went to 
Roman Ogonkov, Operations Director of National Factoring Company, 
which has kept its leading positions for several  years demonstrating 
stable and balanced  growth.  Promoters  of  the  ceremony  marked 
NFC’s achievements very high  and emphasized its stable position in the 
market.
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Business efficiency increase is 
inseparably connected with the changes in 
the organizational structure of the company. 
In 2008 changes were made in order to 
enhance  activities in some of the company’s 
subdivisions and to create a basis for new 
competitive advantages.

Product Development Department 
was  established  in  2008.  The  aim  of 
the  «Product  Factory» is to provide sales 
subdivisions of the factoring company with 
such instruments that can  fully satisfy the 
market demand, both identified one – by 
means of improving and tailoring the  products 

accepted by the market towards new  market 
environment, and latent demand – by means of 
offering  new solutions and new opportunities 
to the market. A timely renewal of the product 
range is an essential condition for maintaining 
competitiveness of a factoring company. For 
this purpose in May 2008 NFC introduced a 
new product «Purchase Order Financing» to 
the market.

As a next step the Receivables 
Management Department was reorganized 
to improve the quality of receivables 
management.

Changes in organizational structure
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Staff Development 

The company showed a dynamic  
growth in 2008 and in order to secure 
resources required to increase volumes of 
operations a number of new positions were 
opened in most departments of the company. 
One of the complicated and ambitious tasks 
in human resources management that was 
accomplished by the company last year was to 
find enough specialists with appropriate skills 
and knowledge and get them involved into the 
work process. The company managed to solve 
this task  due to several factors. Firstly, the 
company uses a multi-level selection system, 
which includes  several stages of interviews 
and a professional test. Secondly, the company 
set initially high requirements that candidates 
should meet regarding their core professional 
skills and expertise, as well as managerial 
capacities. Special training programs and 
educational guidance were implemented 
within the company’s departments so that 
new employees get quickly and duly involved 
into the business processes. 

One of the accomplished priority 
tasks was professional development of the 
company’s staff. Although, such activities as 
sales operations, customer service operations 
and collection of receivables are not unique 
for the factoring industry, they still require 
special skills and experience that an employee 
can get only when he is immersed into 
factoring. Since there are no training programs 
available for these activities in the corporate 
training market, development of employees’ 
skills and knowledge in the company was 
performed mainly by the internal coach or 
key managers.  Sales managers took classes 
in factoring products, sales skills and such 
topics as «Cold Calls», «Basic Sales Skills», 
«Sales  method  SPIN».   Main  emphasis  in 
training the managers engaged in Customer 
Service Operations was made on mastering 
custom service methods as well as custom-
oriented communication skills. Employees 
engaged in receivables management studied 
communication abilities aimed at debt 
collection besides profound studying of NFC’s 
products and judicial aspect of factoring 
activities. Special training programs,  
including such topics as «Target management», 
«Motivation skills», «Staff development skills», 
«Interviewing skills», «Finance» were also 
organized for management staff.
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Development and introduction of Purchase Order Financing in the 
market became possible owing to a foremost system of risk-management, 
flexible IT platform and existence of a banking license, since assignment 
of future receivables by entities without a license is not clearly regulated 
by  the  legislation,  and  there  is  no  corresponding  law  enforcement 
practice available. 

The most ancient hairbrushes that people used were fish skeletons. It is 
unknown where and when the first hairbrush was made, but one of the most ancient 
combs was found at the excavation site in the territory of Ancient Rome. It was made 
of a wide bone of an animal with a handle and eight teeth carved manually and were 
placed 0,2 cm from each other. Further on, hairbrushes were made of wood, corals, 
ivory, turtle shells and horns of different animals. Such materials were used till the 
middle of 19th century. 

In 1869 two brothers, Isaja and John Hyatt, invented celluloid that changed 
hairbrush production completely. Elephants and turtles were saved from total 
extinction and people got cheaper combs from the material, which is very similar to 
corals and turtle shells. 
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Purchase Order Financing  

Development and introduction of 
Purchase Order Financing product was an 
important step taken in the expansion of 
the product line of «Commercial Factoring» 
that was aimed at satisfying a wide range of 
NFC clients’ demand in services  ensuring 
sales increase. Purchase Order Financing is a 
principally new product as it implies  financing 
against future assets.

Purchase Order Financing is quite 
simple: a supplier receives orders from its 
customers to supply goods in the future, hands 
them over to NFC and receives financing from 
NFC necessary to purchase materials, cover 
production and transportation cost. Thus,  
for example, the goods will be shipped to a 
customer within a week or a month, whereas 
NFC already today provides financing against 
client’s future receivables.  One of the main 
advantages of the product is that a client has 
an opportunity to get more financing than 
the volume of  receivables currently held by 
the client. Financing is limited by future sales 
plans, rather than present-day sales volume, 
which is of significant importance for the 
companies showing  dynamic sales growth or 
seasonal business. 

Since introduction of the product 
National Factoring Company has concluded  
agreements with 14 companies with a total 
turnover  of  168  mln  rubles.  If  it  were 
not for the nature of the product, this figure 
could have been much higher. Purchase 
Order Factoring is aimed at supporting sales 
growth, and due to change of the environment 
associated  with  liquidity  constraints,  which 
led to deterioration of the payment discipline, 
the client’s first priority was retention of 
business, rather than its expantion.

PRODUCT RANGE
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In order to reduce risks caused by 
the crisis in the economy, the recommended 
portrait of a client was developed for Factoring-
Garant. The following types of companies were 
classed as target clients – a manufacturer, 
exclusive distributor or a significant player in 
the goods market in the region and/or sector. 
Average monthly sales volume of not less then 
15 million rubles was taken as a prerequisite 
for selection of clients under Factoring Garant 
in  terms  of  size of  business. In  addition,  a 
number of key industries was determined with 
short supply chains till the final consumer as 
well as focus mainly on final retail demand 
(consumer  goods  and  non-food  consumer 
goods). But the main change implemented 
in  Factoring Garant product in order to 
reduce the level of risk, has become the whole 
turnover policy i.e. a requirement to assign all 
receivables to NFC. 

Despite the current uncertainty 
with the financial discipline issue in Russia 
NFC intends to provide its clients with the 
product, and its introduction in the product 
line is an undoubted competitive advantage 
of the company. Nowadays more and more 
companies would like  to have a guarantee 
that invoices on open account terms will be 
settled. 

Factoring -Garant

 National Factoring Company team 
has been engaged in factoring for 10 years 
in Russia, and one of basic principles of its 
activities is to provide the package of services 
to the fullest extent and of high quality. It 
is hard to imagine that this principle can be 

Receivables assigned to NFC

followed without having Factoring-Garant 
(this type of product is commonly referred to 
as Maturity Factoring) among the products, 
which represents NFC guarantee for its clients’ 
debtors. 
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There is a great deal of ways of making fire people used before matches were 
invented. They rubbed two wooden surfaces, stroke a bliz with silicium, tried to catch 
a sunbeam with a piece of glass. And when they managed to do that, they carefully 
kept the live coal in earthenware pots. It was a relieve when a French chemist Claude 
Berthollet experimentally got a substance in the end of 17th century which was called 
Berthollet’s salt later. Thus, in 1805 dunk-matches appeared –these were thin chips 
with a head greased with Berthollet’s salt that lit up after they were put into sulphuric 
acid. It was an English chemist John Walker who invented first dry matches. In 1827 
he discovered that if you put on the end of a wooden stick a mixture of antimonous 
sulphide, Berthollet’s salt and gum-arabic (a thick liquid evolved by acacia), then dry 
it up in an open air, a fire starts when such a match is rubbed against a list of abrasive 
paper. Therefore, there was no need to take a bottle of sulphuric acid with you. Walker 
set a small production of his matches that were wrapped in tin cases 100 pieces in 
each, but eventually he was not able to make a fortune out of his invention. 

Mikhail Treyvish was elected Chairman of International Factors 
Group at the annual meeting of this international factoring association, 
which took place on 15-19 June in Bangkok. It was for the first time 
ever that a representative of  Eastern Europe headed the world oldest 
association of factoring companies. The election of a National Factoring 
Company representative has proved that the members gave proper respect 
to high professionalism and efforts to live up to the best world standards 
in the industry – the qualities that characterize the pioneer of the Russian 
factoring market. 
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Russia’s share in the global factoring 
turnover did not exceed 1.2% and reached  
16,2 billion euros in absolute figures. Among 
the leaders of the global factoring market are 
traditionally such countries as: the United 
Kingdom, France, Italy, Japan, Germany, 
Spain, USA, China and Taiwan. 

Taiwan had been a leader in export 
factoring operations for the last 6 years until 
in 2008 it was overpassed  by China, Turkey 
and Hong Kong. Russia holds the 43rd place in 
terms of export factoring operations volume. 
According to FCI, volume of  export factoring 
operations increased by 28.9% in 2008  as 
compared to 15.38% in 2007.

In 2008 the USA was traditionally a 
leader in import factoring operations. Volume 
of import factoring operations in Russia is 
constantly increasing and in 2008 Russia held 
the 21st place in comparison with the 22nd 
place in 2007 and 26th place in 2006. Import 
factoring operations grew by 28.4% in 2008 as 
compared to 16.54% in 2007. 

According to «Expert RA» Rating 
Agency  in  2008  share  of  international 
factoring operations in the Russian factoring 
market amounted to 2.69%, which is 
substantially higher  as compared to the last 
year  figures (1.65% of the total market volume 
in 2007). 
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Despite the slowdown of the global economy growth and market disruption in the second half 
of 2008, volume of the global factoring market continued to grow in 2008 and reached 1 326 billion 
euros according to Factors Chain International. The growth rate reduced significantly in comparison 
with the previous year and was about 2% against 15% in 2007. 

INTERNATIONAL FACTORING

(mln Euro)
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Ancient peopled used to bind to pieces of their clothes with barbs, bones of 
animals and sticks. In ancient Egypt a buckle was used or one of clothes’ edges was 
put through the hole made in the other, or they were tied together. It is not known who 
invented a button. Some scientists  are of the opinion  that it were the Greeks or Romans, 
the others think that a button was invented in Asia. At that time they were made mainly 
of ivory. Buttons became widely spread only in the XIII century. Until XVIII century 
buttons were a sign of wealth and of distinguish birth: only kings and nobilities could 
afford gold and silver buttons. In the beginning of the 17th century buttons were made 
of metal and copper, but as long as the end of 19th century buttons were so expensive 
that they were sewn from one garment to another.  

NFC  managed  to  gain  a  significant  growth  in  international 
factoring due to its membership in international factoring associations. 
According  to  the  results  of  2008  the  total  turnover  of  international 
factoring increased almost by 30% compared to 2007. 
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Import factoring   

In the reporting period NFC 
provided import factoring services to 30 
partners representing  22 countries within 
the framework of  international factoring 
associations IFG and FCI. NFC traditionally 
effected cooperation with export factors from 
Western and Eastern Europe, Baltic countries, 
CIS countries, Asia. The reporting year was 
marked with a significant growth of business 
activities with Central America. Besides US 
factors, the most distant partners to NFC 
are factors from Argentina, Brazil and Chile. 
Import factoring transactions covered the 
following sectors: food products, including 
alcohol (bottled and wine materials), raw 
materials for the food manufacturing industry, 
equipment, component parts, car spare parts, 
textiles, construction materials etc. 

Following  the  results  of  2008 
turnover of two-factor import factoring 
increased by 31% compared to 2007 and 
reached  42,9 mln. USD. As in 2007, more 
than 90% of the total business volume 
were operations with credit risk coverage 
for Russian debtors’ obligations in favor of 
foreign factoring companies (full factoring) 
and only 10% were operations on receivables 
management without risk coverage (collection 
only), which proves that Russia’s position 
in the global factoring market is getting 
stronger and NFC has gained a  reputation 
as a reliable partner in terms of risk coverage 
of business with Russia, which provides high 
quality services to its partners in assessment 
of Russian debtors’ financial standing and 
receivables management. 

Export factoring  

In the reporting period NFC 
supported export shipments to 11 countries, 
among which business with  CIS countries 
as well  as   Western  and  Eastern  Europe 
prevailed.  In 2008 Export Factoring services 
were used by companies carrying out their 
activities in such sectors as food products, 
alcohol trade, car manufacture, rolled metal 
manufacture, production of construction and 
furnishing materials, agricultural products 
etc.  In the mentioned period assigned export 
turnover exceeded 25 mln. USD, which was 
30% higher than in 2007, and it proves a 
stable growth of  Russian exporters’ interest 
towards factoring as a financial instrument 
for supporting exports.      

Development of export factoring is 
still impeded mainly by such obstacles as an 
unfavourable  currency exchange regulation 
that imposes restrictions on foreign currency 
transactions between residents, existing 
requirements for handling export operations 
(i.e. using a transaction passport), obligatory 
repatriation of foreign currency proceeds. 
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The history of sewing is over 20 thousand years. A primitive man pinned skins 
of animals with something like a prehistoric  awl that was made of thorns or hewn stones, 
then put animal tendons through the holes and in such a way they  made ‘clothing’ for 
themselves. The oldest eye-pointed needle made of stones, animal bones or horns 17 
thousand years ago was found in the territory of modern Western Europe and Middle 
Asia. In Africa needles were made of thick palm-leaf ribs with attached threads, which 
were made of plants as well. China is considered to be the first place where the first 
steel needle was produced. A thimble was also invented in China in the III century B.C. 
The tribes which inhabited Mauritania (a north-west area of Africa, the western part of 
today Algeria and the eastern part of Morocco), brought the invention through time to 
the West. Mass production of needles began in the XIV century in Nurnberg and later 
in England. In 1785 the first needle was made with the use of mechanical aids.  The 
first ancestor of scissors was found in the ruins of Ancient Egypt. They were made of a 
whole piece of metal instead of crossed blades and are dated by the XVI century B.C. The 
scissors as we know them were invented by Leonardo Da Vinci.   

19 attempts of large scale frauds were prevented in 2008 with 
precluded losses for the amount of  24 mln USD. 
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In 2008 risk increased due to the crisis and, therefore, amount of possible losses grew. However, 
factoring companies found themselves in a more advantageous position than banks, as factoring 
companies operate with receivables. In the current uncertain situation on the market receivables 
are one of the safest types of collateral, as it is the second most liquid asset after cash. However, the 
statement of a more advantageous position is true only when a factoring company has an appropriate 
risk management infrastructure in place.  

Underwriting of Debtors’ risks  

In the end of 2008 within the 
framework of the comprehensive program 
aimed at rapid adjustment to worsening 
macroeconomic environment a decision 
was made to reduce the average period of 
planned monitoring of large debtors by the 
Underwriting Department from the average 
period of 6-12 months, which had been set 
earlier, down to 4-6 months. In addition, in 

RISK-MANAGEMENT

order to prevent possible losses procedures 
for obligatory initial and planned field visits 
to debtors before approving or reviewing the 
debtors’ limits were tightened.  As a result of 
a substantial worsening of debtors’ payment 
discipline and creditworthiness, the company 
was forced to refrain from providing factoring 
services to businesses from sectors of economy  
mostly affected by the economic crisis.
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Risk-monitoring 

19 attempts of large scale frauds 
were prevented in 2008 with precluded losses 
for the amount of 24 mln USD. 

Most part of fraud cases relate to 
direct payments (48%), significant part of 
frauds cases refer to affiliation of a client with 
a debtor (26%), fraud cases related to fictitious 
receivables (14%) and, finally, frauds related 
to unreasonable disputes as well as counter 
claims (8%). Unclassified frauds, which 
amount to less than 4%, refer to «Other types 
of fraud». 

In order to minimize possible losses 
a decision was taken to carry out a quarterly 
planned comprehensive analysis of NFC’s 
factoring assets with connection to clients’ risks 
by the company’s main units responsible for  
providing  factoring  services to clients: sales 
department, client operations department, 
credit control department, underwriting 
department, risk monitoring department, 
financial analysis department. Additionally,  
the Risk Management Committee started 
conducting  planned monitoring of clients 
every 3-4 months instead of  6 months 
monitoring, which had been applied earlier.  

602,8

516,4

296,8

155,7

Fraud prevention Statistics in 2006-2008
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To the Shareholders and Board of Directors 
of Banking Group “National Factoring 
Company” –

We have audited the accompanying 
consolidated financial statements of Banking 
Group “National Factoring Company”, which 
comprise the consolidated balance sheet as 
at 31 December 2008, and the consolidated 
income statement, consolidated statement 
of changes in equity and consolidated 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 consolidated 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 
consolidated 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 consolidated 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 
consolidated 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. An audit also includes evaluating 
the appropriateness of accounting policies 
used and the reasonableness of accounting 
estimates made by management, as well as 
evaluating the overall presentation of the 
financial statements.

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

INDEPENDENT AUDITOR’S REPORT
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Opinion

In our opinion, the consolidated 
financial statements present fairly, in all 
material respects, the financial position of 
Banking Group “National Factoring Company” 
as at 31 December 2008, and its financial 
performance and its cash flows for the year 
then ended in accordance with International 
Financial Reporting Standards.

June 4, 2009
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CONSOLIDATED BALANCE SHEET
As of 31 December 2008 (Thousands of Russian Rubles)

Assets

Cash and cash equivalents

Trading securities

Amounts due from credit institutions

Factoring advances and loans

Current income tax asset

Deferred income tax asset

Other assets

Total assets

Liabilities 

Amounts due to Central Bank 

Amounts due to credit institutions 

Debt securities issued

Settlements with clients on factoring

Current income tax liability

Other liabilities

Total liabilities

Equity

Share capital

Retained earnings

Total equity

Total equity and liabilities

Notes

5

6

7

8

9

9

10

11

12

13

10

14

2008

1,792,532

156,405

525,974

6,307,462

21,598

21,155

147,923

8,973,049

1,526,799

2,423,384

2,323,031

103,569

1,222

95,999

6,474,004

1,456,000

1,043,045

2,499,045

8,973,049

2007

2,160,255

20,638

886,031

7,051,356

–

994

182,835

10,302,109

–

6,152,923

1,547,524

114,918

18,270

41,265

7,874,900

1,456,000

971,209

2,427,209

10,302,109

Signed and authorised for release on behalf of the Management Board of the Bank

Roman V. Ogonkov...................................................................................Chairman of Management Board

Dmitry V. Baryshnikov.......................................................................................................Chief Accountant
June 4, 2009



33

CONSOLIDATED INCOME 
STATEMENT

For the year ended 31 December 2008 (Thousands of Russian Rubles) 

Interest income

Factoring advances
Due from credit institutions
Loans
Trading securities

Interest expense
Amounts due to credit institutions 
Debt securities issued
Deposits
Other

Net interest income

Allowance for loan impairment

Net interest income after allowance 
for loan impairment 

Net fee and commission expense
Net losses from trading securities
Net gains/(losses) from foreign currencies:
- dealing
- translation differences
Other income

Non-interest income (expense)

Personnel expenses
Administrative and operating expenses
Depreciation
Non-interest expense

Profit before income tax expense

Income tax expense
Profit for the year

Notes

16

8

17

17

18
18

9

2008

1,612,310
122,552

29,885
3,333

1,768,080

(432,438)
(271,902)

(1,801)
(14,877)

(721,018)

1,047,062

(302,939)

744,123

(13,716)
(17,697)

(22,184)
4,330

12,288

(36,979)

(373,622)
(200,089)

(4,807)
(578,518)

128,626

(56,790)
71,836

2007

1,356,345
62,896
22,027

1,282
1,442,550

(381,272)
(93,663)

(35)
–

(474,970)

967,580

(74,801)

892,779

(3,641)
(76)

(32,104)
28,875

674

(6,272)

(286,454)
(179,272)

(3,373)
(469,099)

417,408

(116,260)
301,148
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CONSOLIDATED STATEMENT OF 
CHANGES IN EQUITY 

For the year ended 31 December 2008 (Thousands of Russian Rubles) 

31 December 2006 
Net income

31 December 2007
Net income

31 December 2008

Share 
capital

1,456,000
–

1,456,000
–

1,456,000

Retained
earnings

670,061
301,148

971,209
71,836

1,043,045

Total

2,126,061
301,148

2,427,209
71,836

2,499,045
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CONSOLIDATED CASH FLOW 
STATEMENT 

For the year ended 31 December 2008 (Thousands of Russian Rubles)

Cash flows from operating activities
Interest, fees and commissions received
Interest, fees and commissions paid
Realised losses less gain from dealing 
in foreign currencies
Gains less losses from trading securities
Other income received
Personnel expenses paid
Other operating expenses paid
Cash flows from operating activities 
before changes in operating assets and liabilities

Net (increase)/decrease in operating assets 

Amounts due from credit institutions
Factoring advances and loans
Trading securities
Other assets

Net increase /(decrease) in operating liabilities
Amounts due to Central Bank
Amounts due to credit institutions
Settlements with clients on factoring
Time deposits of clients
Other liabilities
Net cash flows (used in)/from operating 
activities before income tax

Income tax paid
Net cash (used in)/from operating activities

Cash flows from investing activities
Purchase of property and equipment
Proceeds from sale of property and equipment

Net cash used in investing activities

Notes 2008

1,745,941
(702,059)

(20,454)
375

12,288
(322,775)
(200,161)

513,155

558,262
476,374

(151,898)
(8,629)

1,520,000
(3,955,131)

(23,759)
(500)

38,627

(1,033,499)

(115,597)
(1,149,096)

(6,376)
383

(5,993)

2007

1,422,146
(464,186)

(57,010)
–

674
(260,982)
(179,258)

461,384

(689,959)
(1,152,234)

–
(131,588)

–
2,574,817

6,934
500

11,529

1,081,383

(100,642)
980,741

(6,420)
3 602

(2,818)
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Cash flows from financing activities
Proceeds from bonds issued
Proceeds from credit linked notes issued
Redemption of bonds issued
Redemption of credit linked notes

Net cash from financing activities

Effect of exchange rates changes on cash 
and cash equivalents

Net increase/(decrease) 
in cash and cash equivalents

Cash and cash equivalents, beginning

Cash and cash equivalents, ending 

2,311,000
–

(741,148)
(800,000)

769,852

17,514

(367,723)

2,160,255

1,792,532

–
800,000

(266,738)
–

533,262

(5,839)

1,505,346

654,909

2,160,255

Notes                   2008                2007

5
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Bank «National Factoring Company» (Closed 
Joint Stock Company) (the «Bank») is the 
parent company in the Group. It was formed 
in 2003 as a limited liability company under 
the laws of the Russian Federation. The Bank 
operates under a banking license issued by the 
Central Bank of Russia («CBR») in December 
2006. On 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).

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, 
as well as EEFA (East European Factoring 
Association) and Association of Factoring 
Companies. The Bank is one of the leaders in 
the Russian factoring market.

As of December 31, 2008 the following 
shareholders owned the outstanding shares:

Shareholder

Salerna LLC 
Centerryboproduct LLC

Total

2008 (%)

50

50

100,0

2007 (%)

50

50

100,0

The Group is ultimately controlled 
by Mr Nickolai Tsvetkov.

The Bank’s main office is located 
in Moscow and it has 23 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 388 employees during 2008 (2007 
– 313) and 429 employees as of December 31, 
2008 (2007 – 371).

100% owned by the Bank subsidiary 
company «NFC-Premium» was formed as 
a limited liability company under the laws 
of the Russian Federation on December 20, 
2007.  The company’s principal activity is 
factoring. The company is a subsidiary of the 
Bank and was consolidated in these financial 
statements.

1. PRINCIPAL  ACTIVITIES
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General

These consolidated financial 
statements have been prepared in accordance 
with International Financial Reporting 
Standards («IFRS»). 

The Group 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 consolidated financial 
statements are based on the Group’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 consolidated 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 consolidated financial 
statements are presented in thousands of 
Russian Rubles («RUB») unless otherwise 
indicated.

Reconciliation of RAL and IFRS equity and 
profit for the year

Russian Accounting Legislation (combined) 
Effect of consolidation of subsidiaries
Capitalisation of distribution from funds
Effect of accrued interest
Impairment of financial assets
Accrual of additional compensation benefit
Fair value re-measurement of securities
Fair value re-measurement of derivatives
Deferred tax
Other

International Financial Reporting Standards

Equity

2,342,936
1,022

152,700
(18,661)

89,232
(71,205)
(18,072)

–
21,155

(62)

2,499,045

Profit for 
the year

180,926
1,022

–
(116,337)

38,518
(32,724)
(18,072)

–
20,161

(1,658)

71,836

Equity

2,162,011
–

152,700
97,674
50,713

(38,481)
–

1,730
994

(132)

2,427,209

Profit for 
the year

272,174
–
–

5,979
29,108

(25,472)
–

24,906
(5,665)

118

301,148

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

2008 2007

2. BASIS OF PREPARATION
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Changes in accounting policies

The Group has adopted the following 
amended IFRS and new IFRIC Interpretations 
during the year. The principal effects of these 
changes are as follows: 

Reclassification of Financial Assets – 
Amendments to IAS 39 «Financial instruments: 
Recognition and measurement» and IFRS 7 
«Financial instruments: Disclosures»

Amendments to IAS 39 and IFRS 7 
were issued on 13 October 2008 and allow 
reclassification of non-derivative financial 
assets out of the held for trading category in 
particular circumstances. The amendments 
also allow transfer of certain financial assets 
from the available for sale category to loans 
and receivables category. The effective date 
of those amendments is 1 July 2008. Any 
reclassification made in periods beginning 
on or after 1 November 2008 shall take effect 
only from the date when the reclassification 
is made. The Group did not reclassify any 
financial assets from held for trading or 
available for sale categories and hence these 
amendments did not have any impact on 
the financial position or performance of the 
Group.

Subsidiaries

Subsidiaries, which are those 
entities in which the Group has an interest 
of more than one half of the voting rights, 
or otherwise has power to exercise control 
over their operations, are consolidated. 
Subsidiaries are consolidated from the date on 
which control is transferred to the Group and 
are no longer consolidated from the date that 
control ceases. All intra-group transactions, 
balances and unrealised gains on transactions 
between group companies are eliminated 
in full; unrealised losses are also eliminated 
unless the transaction provides evidence of an 
impairment of the asset transferred. Where 
necessary, accounting policies for subsidiaries 
have been changed to ensure consistency with 
the policies adopted by the Group. 

Acquisition of subsidiaries
The purchase method of accounting 

is used to account for the acquisition of 
subsidiaries by the Group. Identifiable assets 
acquired and liabilities and contingent 
liabilities assumed in a business combination 
are measured initially at their fair values at 
the acquisition date, irrespective of the extent 
of any minority interest.

The excess of purchase consideration 
over the Group’s share in the net fair value of the 
identifiable assets, liabilities and contingent 
liabilities is recorded as goodwill. If the cost 
of the acquisition is less than the Group’s 
share in the net fair value of the identifiable 
assets, liabilities and contingent liabilities 
of the subsidiary acquired the difference is 
recognised directly in the consolidated income 
statement.

3. SUMMARY OF ACCOUNTING 
POLICIES
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Minority interest is the interest in 
subsidiaries not held by the Group. Minority 
interest at the balance sheet date represents 
the minority shareholders’ share in the net fair 
value of the identifiable assets, liabilities and 
contingent liabilities of the subsidiary at the 
acquisition date and the minorities’ share in 
movements in equity since the acquisition date. 
Minority interest is presented within equity.

Losses allocated to minority interest 
do not exceed the minority interest in the 
equity of the subsidiary unless there is a binding 
obligation of the minority to fund the losses. 
All such losses are allocated to the Group.

Increases in ownership interests in 
subsidiaries

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

Acquisition of subsidiaries from 
parties under common control

Acquisitions of subsidiaries from 
parties under common control are accounted 
for using the uniting of interests method. 

The assets and liabilities of the 
subsidiary transferred under common control 
are recorded in these consolidated financial 
statements at the carrying amounts of the 
transferring entity (the Predecessor) at the 
date of the transfer. Related goodwill inherent 
in the Predecessor’s original acquisition is 
also recorded in these consolidated financial 
statements. Any difference between the 
total book value of net assets, including the 
Predecessor’s goodwill, and the consideration 
paid is accounted for in these consolidated 
financial statements as an adjustment to the 
shareholders’ equity.

These consolidated financial 
statements, including corresponding figures, 
are presented as if the subsidiary had been 
acquired by the Group on the date it was 
originally acquired by the Predecessor.



41

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 
Group determines the classification of its 
financial assets upon initial recognition, and 
subsequently can reclassify financial assets in 
certain cases as described below.

Date of recognition
All regular way purchases and sales 

of financial assets are recognised on the trade 
date i.e. the date that the Group 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 Group immediately recognises the 
difference between the transaction price and 
fair value (a ‘Day 1’ profit) in the consolidated 
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 consolidated 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 consolidated 
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 Group 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 consolidated income 
statement when the investments are impaired, 
as well as through the amortisation process.

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. They 
are not entered into with the intention of 
immediate or short-term resale and are not 
classified as trading securities or designated 
as investment securities available-for-sale. 
Such assets are carried at amortised cost using 
the effective interest method. Gains and losses 
are recognised in the consolidated income 
statement when the loans and receivables are 
derecognised or impaired, as well as through 
the amortisation process.
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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 
consolidated 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. This 
is not generally the case with master netting 
agreements, and the related assets and 
liabilities are presented gross in the balance 
sheet.

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 and are free from contractual 
encumbrances.

Promissory notes

Promissory notes purchased are 
included in trading securities, or in amounts 
due from credit institutions or in loans to 
customers, depending on their substance 
and are accounted for in accordance with the 
accounting policies for these categories of 
assets.

Borrowings 

Issued financial instruments or their 
components are classified as liabilities, where 
the substance of the contractual arrangement 
results  in  the  Group  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, 
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 consolidated 
income statement when the borrowings 
are derecognised as well as through the 
amortisation process.

If the Group purchases its own debt, 
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 consolidated income 
statement.
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Leases

Operating - Group 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 Group 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 a 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 and loans to customers carried 
at amortised cost, the Group 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 Group 
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 loss is recognised in the consolidated 
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 Group. 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 consolidated income 
statement.

For the purpose of a collective 
evaluation of impairment, financial assets are 
grouped on the basis of the Group’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.
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Future cash flows on a group of 
financial assets that are collectively evaluated 
for impairment are 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 of incurred 
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 Group has transferred its rights 
to receive cash flows from the asset, or retained 
the right to receive cash flows from the asset, 
but has assumed an obligation to pay them in 
full without material delay to a third party 
under a ‘pass-through’ arrangement; and

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

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

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

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 consolidated 
income statement.
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Financial guarantees

In the ordinary course of business, 
the Group gives financial guarantees, which 
are connected to factoring operations of the 
Group. The premium received  is recognised in 
the  income statement on a straight-line basis 
over the life 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.

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

Deferred income tax is provided on 
temporary differences arising on investments 
in 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 Group’s 
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:

Buildings
Furniture and fixtures 
Computers and office equipment
Motor vehicles

Years
25–30
2–5
5
4



46

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 Group 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 Group 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 Group 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 Group 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 proposed 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 consolidated balance sheet 
but are disclosed unless the possibility of any 
outflow in settlement is remote. A contingent 
asset is not recognised in the consolidated 
balance sheet but disclosed when an inflow of 
economic benefits is probable.
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Recognition of income and expenses

Revenue is recognised to the extent 
that it is probable that the economic benefits 
will flow to the Group 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 Group 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 amount is 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
Dividends are recognised when 

the Group’s right to receive the payment is 
established.

Foreign currency translation

The  consolidated financial statements 
are presented in Russian Rubles, which is the 
Group’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 consolidated 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 2008 and 31 December 2007, 
were 29.3804 Rubles and 24.5462 Rubles to 1 
USD, respectively.
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Future changes in accounting policies

Standards  and  interpretations 
issued but not yet effective

Improvements to IFRS 
In May 2008, the IASB issued 

amendments to IFRS, which resulted from 
the IASB’s annual improvements project. 
They  comprise  amendments  that  result 
in accounting changes for presentation, 
recognition  or  measurement  purposes  
as  well  as  terminology  or  editorial  
amendments related to a variety of individual 
IFRS standards. Most of the amendments are 
effective for annual periods beginning on or 
after January 1, 2009, with earlier application 
permitted. The Group is currently evaluating 
the potential impact that the adoption of the 
amendments will have on its consolidated 
financial statements.

IAS 1 Presentation of Financial 
Statements (Revised) 

A revised IAS 1 was issued in 
September 2007, and becomes effective 
for annual periods beginning on or after 1 
January 2009. This revised Standard separates 
owner and non-owner changes in equity. The 
statement of changes in equity will include 
only details of transactions with owners, 
with non-owner changes in equity presented 
as a single line. In addition, the Standard 
introduces the statement of comprehensive 
income: it presents all items of recognised 
income and expense, either in one single 
statement, or in two linked statements. The 
Group is still evaluating whether it will have 
one or two statements.

IAS 23 «Borrowing Costs»(Revised)
A revised 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 Group 
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.

Amendments to IAS 32 «Financial 
Instruments: Presentation» and IAS 1 
«Presentation of Financial Statements» 
– Puttable Financial Instruments and 
Obligations Arising on Liquidation

These amendments were issued 
in February 2008, and become effective 
for annual periods beginning on or after 
1 January 2009. The amendments require 
puttable instruments that represent a residual 
interest in an entity to be classified as equity, 
provided they satisfy certain conditions. 
These amendments will have no impact on the 
Group. 

Amendments to IFRS 1 «First-time 
Adoption of IFRSs» and IAS 27 «Consolidated 
and Separate Financial Statements» – Cost 
of an Investment in a Subsidiary, Jointly 
Controlled Entity or Associate

These amendments were issued in 
May 2008, and become effective for annual 
periods beginning on or after 1 January 
2009. The revision to IAS 27 will have to be 
applied prospectively.  The amendments 
to IFRS 1 allow an entity to determine the 
cost of investments in a subsidiary, jointly 
controlled entity or associate  in  its  opening  
IFRS  financial  statements  in  accordance 
with IAS 27 or using a deemed cost. The 
amendment to IAS 27  requires all dividends 
from  a  subsidiary,  jointly controlled 
entity or  associate to be recognized in the 
income statement   in  the separate financial 
statements. The new requirements  affect  only  
the parent’s separate financial statements and 
do not have an impact on the consolidated 
financial statements.
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IFRS 3 «Business Combinations» 
(revised in January 2008) and IAS 27 
«Consolidated and Separate Financial 
Statements» (revised in January 2008). 

The revised standards were issued 
in January 2008 and become effective for 
financial years beginning on or after 1 July 
2009. Revised IFRS 3 introduces a number 
of changes in the accounting for business 
combinations that will impact the amount 
of goodwill recognised, the reported results 
in the period that an acquisition occurs, 
and future reported results. Revised IAS 
27 requires that a change in the ownership 
interest of a subsidiary is accounted for as an 
equity transaction. Therefore, such a change 
will have no impact on goodwill, nor will it 
give raise to a gain or loss. Furthermore, the 
revised standard changes the accounting for 
losses incurred by the subsidiary as well as 
the loss of control of a subsidiary. The changes 
introduced by the revised Standards must 
be applied prospectively and will affect only 
future acquisitions and transactions with 
minority interests.

 
IFRS 8 «Operating Segments»
IFRS 8 becomes effective for annual 

periods beginning on or after 1 January 
2009. This Standard requires disclosure of 
information about the Group’s operating 
segments and replaces the requirement to 
determine primary (business) and secondary 
(geographical) reporting segments of the 
Group. Adoption of this Standard will not 
have any impact on the financial position or 
performance of the Group. 

IFRIC 17 «Distribution of Non-Cash 
Assets to Owners»

IFRIC Interpretation 17 was issued 
on 27 November 2008 and is effective for 
annual  periods  beginning  on or after 1 
July 2009.  IFRIC  17 applies to pro rata 
distributions of non-cash assets except for 
common control transactions and requires 
that a dividend payable should be recognised 
when the dividend is appropriately authorised 
and is no longer at the discretion of the 
entity; an entity should measure the dividend 
payable at the fair value of the net assets to 
be distributed; an entity should recognise 
the  difference  between the dividend paid 
and the carrying amount of the net assets 
distributed in profit or loss. The Interpretation 
also requires an entity to provide additional 
disclosures if the net assets being held for 
distribution to owners meet the definition of 
a discontinued operation. The Group expects 
that his interpretation will have no impact on 
the Group’s financial statements.
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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:

Fair value of financial instruments
Where the fair values of financial 

assets and financial liabilities recorded on the 
balance sheet can not be derived from active 
markets, they are determined using a variety 
of valuation techniques that include the use 
of mathematical models. The input to these 
models is taken from observable markets 
where possible, but where this is not feasible, a 
degree of judgement is required in establishing 
fair values.

Allowance for loan impairment 
The Group regularly reviews its 

loans and receivables to assess impairment. 
The Group 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 Group 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 Group uses its 
experienced judgement to adjust observable 
data for a group of loans or receivables to 
reflect current circumstances. 

4. SIGNIFICANT ACCOUNTING 
JUDGEMENTS AND ESTIMATES
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5. CASH AND CASH EQUIVALENTS

Cash and cash equivalents comprise:

Current accounts with the Central Bank

Current accounts with other credit institutions

Time deposits with credit institutions up to 90 days
Cash and cash equivalents

2008
593,375

299,184

899,973
1 792,532

2007
615,513

181,672

1,363,070
2,160,255

As of 31 December 2008, inter-bank 
time deposits with credit institutions up to 
90 days are placed with seven Russian banks 
(31 December 2007: seven). The Group also 
has current accounts in about twenty major 
Russian banks.
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6. TRADING SECURITIES

Trading securities owned comprise:

Russian State bonds (OFZ)
Corporate bonds
Trading securities

2008 
–
156,405
156,405

2007
20,638
–
20,638

The corporate bonds are issued by a 
related party with maturity July 21, 2011 and 
interest rate 12.99%.
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7. AMOUNTS DUE FROM CREDIT 
INSTITUTIONS

Amounts due from credit institutions 
comprise:

Obligatory reserve with the Central Bank 
Promissory notes
Time deposits for more than 90 days or overdue

Amounts due from credit institutions

2008
39,469

486,505
–

525,974

2007
336,966
402,796
146,269

886,031

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 Group’s 
ability to withdraw such deposit is significantly 
restricted by the statutory legislation. 

As of 31 December 2008, the Group 
had unquoted promissory notes of a Russian 
bank, which is the subsidiary of a large CIS 
bank in total amount of 486,505  RUB (2007 
- 402,796 RUB) and interest rate 11%.
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8. FACTORING ADVANCES AND 
LOANS TO CUSTOMERS

Factoring advances and loans 
comprise:

Factoring advances with recourse 
Factoring advances without recourse
Loans to customers

Less – Clients counter-claims

Less – Allowance for impairment

Factoring advances and loans to customers

2008
3,832,646
2,133,155

990,308
6,956,109

(31,421)
6,924,688

(617,226)

6,307,462

2007
5,051,752

2,306,380
45,715

7,403,847

(38,204)
7,365,643

(314,287)

7,051,356

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 2008
Charge for the year
At 31 December 2008

Individual impairment
Collective impairment

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

Factoring 
advances with 

recourse
218,459
169,662
388,121

371,744
16,377

388,121

910,570

Factoring 
advances 

without 
recourse 

95,828
133,277
229,105

223,437
5,668

229,105

242,097

Total

314,287
302,939
617,226

595,181
22,045

617,226

1,152,667
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At 1 January 2007
Charge for the year
At 31 December 2007

Individual impairment
Collective impairment

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

Factoring 
advances 

with 
recourse
 219,712

(1,253)
218,459

194,710
23,749

218,459

210,975

Factoring 
advances 

without 
recourse

19,774
76,054
95,828

88,578
7,250

95,828

92,034

Total

239,486
74,801

314,287

283,288
30,999

314,287

303,009

Individually impaired loans

Interest income accrued on loans, 
for which individual impairment allowances 
have been recognized, for the year ended 31 
December 2008 comprised RUB 30,632 (2007 
– RUB 4,786).

In accordance with the CBR 
requirements, loans may only be written off 
with the approval of the Management Board 
of the Group and, in certain cases, with the 
respective decision of the Court. During the 
year ended 31 December 2008 no loans were 
written off.

Collateral and other credit 
enhancements 

The amount and type of collateral 
required depends on an assessment of the 
credit risk of the counterparty. Guidelines are 
implemented regarding the acceptability of 
types of collateral and valuation parameters.

The main types of collateral obtained 
are as follows:
–	 Guarantee agreements,
–	 Accounts receivable.
–	 Debt securities issued by the Group.
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Concentration of loans to customers and 
factoring advances

As of 31 December 2008, the Group 
had a concentration of loans and factoring 
advances represented by RUB 2,931,285 due 
from the ten largest third party entities (42% 
of gross loan portfolio) (2007 – RUB 2,119,617 
or 29%). Clients of the Group consist of 
commercial enterprises and individuals only. 
An allowance of RUB 92,707 (2007 – RUB 
8,501) was recognised against these loans and 
factoring advances.

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

Production and wholesale of food and beverages
Trading enterprises
Construction and finishing materials
Investment and finance
Production and wholesale of computers 
and consumer electronics
Metallurgy and manufacturing
Individuals
Chemistry and oil
Other

2008

1,808,999
1,793,573
1,048,347

961,786

619,621
256,374
30,308
13,840

391,840
6,924,688

2007

1,982,427
1,766,292

910,951
22,993

1,575,278
271,535

24,215
13,792

798,160
7,365,643



57

9. TAXATION

The corporate income tax expense 
comprises:

Current tax charge
Prior period tax
Deferred tax charge/(credit) – origination 
and reversal of temporary differences

Income tax expense

2008
75,608

1,343

(20,161)

56,790

2007
110,595

–

5,665

116,260

Russian legal entities must file 
individual tax declarations. The tax rate for 
banks for profits other than on state securities 
was 24% for 2008 and 2007. The tax rate for 
companies other than banks was also 24% 
for 2008 and 2007. The tax rate for interest 
income on state securities was 15% for Federal 
taxes. 

Starting from January 1, 2009, profit 
tax rate in the Russian Federation is reduced 
to 20%. Therefore, as of December 31, 2008, 
the deferred income tax was calculated based 
on the newly applied tax rate.

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

Profit before tax
Statutory tax rate
Theoretical income tax expense 
at the statutory rate
Income on state securities taxed 
at different rates (15%)
Non-deductible expenditures
Effect of change in statutory tax rate
Prior period tax
Income tax expense

2008
128,626

24%

30,870

(38)
20,384

4,231
1,343

56,790

2007
417,408

24%

100,178

(116)
16,198

–
–

116,260
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Deferred tax assets and liabilities as 
of 31 December and their movements for the 
respective years comprise:

Tax effect of deductible 
temporary differences:
Trading securities
Factoring advances and loans
Derivatives
Other assets
Other liabilities
Deferred tax asset

Tax effect of taxable 
temporary differences:
Derivatives
Amounts due to credit institutions
Debt securities issued
Deferred tax liability

Net deferred tax liability (asset)

2006

–
5,654
5,562

–
11,216

–

–
3,039
1,518
4,557

(6 659)

Origination 
and reversal 

of temporary 
differences 

In the income 
statement

–
485

(5,562)

–
(5,077)

–

415
254
(81)
588

5,665

2007 

–
6,139

–

–
6,139

–

415
3,293
1,437
5,145

(994)

Origination 
and reversal 

of temporary 
differences 

In the income 
statement

3,614
13,067

–
657
471

17,809

–

(415)
(3,120)

1,183
(2,352)

(20 161)

2008

3,614
19,206

–
657
471

23,948

–

–
173

2,620
2,793

(21 155)
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10. OTHER ASSETS AND LIABILITIES

Other assets comprise:

	
Advances to employees
Prepayments
Prepaid operating taxes
Property and equipment , net
Intangible assets, net
Derivatives financial assets
Other
Other assets

2008
83,851
33,216
16,747
13,409

700
–
–

147,923

2007
127,600

31,581
9,574

11,880
407

1,730
63

182,835

Other liabilities comprise:

	

Operating taxes payable
Accrued additional compensation 
and employee benefits
Accounts payable
Other
Time deposits of customers
Other liabilities

2008 

65,107

20,479
9,524

889
–

95,999

2007

26,458

13,388
–

915
504

41,265
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Amounts due to Central Bank consist 
of short-term unsecured loans received from 
the CBR on total amount RUB 1,526,799 (2007 
– RUB 0). The main purpose of these loans was 
encourage the liquidity position of the banking 
system in Russia.

11. AMOUNTS DUE TO 
CENTRAL BANK 
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12. AMOUNTS DUE TO CREDIT 
INSTITUTIONS

Amounts due to credit institutions 
comprise time deposits and loans, maturing 
within the period from less than 1 month to 
2 years and with interest rates in RUR 12.5% 
- 19%, in EUR 5.5%, in USD 2.9% - 3.4%.
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13. DEBT SECURITIES ISSUED

Debt securities issued consisted of 
the following:

	
Bonds
Credit linked notes
Debt securities issued
 

2008
2,323,031

–
2,323,031

2007
740,396
807,128

1,547,524

The Group 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. As at 31 December 2008 
year 422,259 bonds were bought back by the 
Group.

The Group issued bonds on 29 
April 2008, with maturity of three years and 
coupon interest rate of 13%. Nominal value of 
bonds is RUB 2,000,000. Bonds with carrying 
value of RUR 6,801 were eliminated during 
consolidation. 
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Shares outstanding, issued and fully 
paid were presented by 1,456,000 ordinary 
shares as at 31 December 2008 and 2007.

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 Group from 
accumulated undistributed and unreserved 
earnings as shown in the Group’s financial 
statements prepared in accordance with RAL. 
The Group had approximately RUB 186,652 
of undistributed and unreserved earnings as 
at 31 December 2008 (2007 – RUB 386,453). 
As of the date of issue of these financial 
statement the shareholders of the Group 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.

14. EQUITY
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Operating environment

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

The Russian economy is vulnerable to 
market downturns and economic slowdowns 
elsewhere in the world. The ongoing global 
financial crisis has resulted in capital markets 
instability, significant deterioration of liquidity 
in the banking sector, and tighter credit 
conditions within Russia. 

Also, the clients of the Group  may 
have been affected by the deterioration in 
liquidity, which could in turn impact their 
ability to repay the amounts due to the Group. 
To the extent that information is available, 
the Group has reflected revised estimates of 
expected future cash flows in its impairment 
assessment.  

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

15. COMMITMENTS AND 
CONTINGENCIES

Legal

In the ordinary course of business, 
the Group 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 Group.

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 Group 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.

As at 31 December  2008 management 
believes that its interpretation of the relevant 
legislation is appropriate and that the Group’s 
tax, currency and customs positions will be 
sustained.
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Commitments and contingencies

As of 31 December the Group’s 
commitments and contingencies comprised 
the following:

Insurance

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

Credit related commitments
Guarantees

Operating lease commitments
Not later than 1 year
Later than 1 year but not later than 5 years

Financial commitments and contingencies

2008

487,529
487,529

84,143
138,455
222,598

710,127

2007

436,072
436,072

59,563
28,643
88,206

524,278
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16. INTEREST INCOME FROM 
FACTORING OPERATIONS

Interest income from factoring 
operations comprise the following types: 

Financing income
Service premium
Risk premium 

Interest income from factoring advances

2008

1,051,401
414,280
146,629

1,612,310

2007 

882,308
363,443
110,594

1,356,345
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17. FEE, COMMISSION 
AND OTHER INCOME

Net commission expense comprises 
the following:

Commission paid to CBR
Other
Total commission expense

2008
(8,685)
(5,031)

(13,716)

2007
(1,605)
(2,036)
(3,641)

Gains from operations 
with bonds issued
Other
Total other income

2008

10,759
1,529

12,288

2007

–
674
674

Other income comprises the following:
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Personnel and other operating 
expenses comprise: 

18. PERSONNEL AND OTHER 
OPERATING EXPENSES

Salaries and bonuses
Social security costs
Deferred employee benefit expense
Personnel expenses

Occupancy and rent
Marketing and advertising
Business travel and related
Legal and consultancy
Communications
Repair and maintenance of property 
and equipment
Operating taxes
Office supplies
Information technology
Security
Personnel training
Other
Other operating expenses

Notes 2008
(288,098)

(41,775)
(43,749)

(373,622)

(85,028)
(29,432)
(22,191)
(18,639)
(13,539)

(7,051)
(5,066)
(3,544)
(2,943)
(2,059)
(1,042)
(9,555)

(200,089)

2007
(230,312)

(31,042)
(25,100)

(286,454)

(75,316)
(12,454)
(19,592)
(28,264)
(10,598)

(2,700)
(4,136)
(1,493)
(4,290)
(1,821)
(2,274)

(16,334)
(179,272)

10
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19. RISK MANAGMENT

Introduction

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

Goals and objectives of risk 
management system: 
• Protection of shareholders’ interests by 

securing proper level of the Group financial 
strength,  by arranging monitoring system, 
which is in line with nature and size of the 
Group’s operations as well as optimization 
of risks in all areas of activities. 

•	 Determination of priorities in the Group’s 
risk management. Defining maximum 
allowable risk values (risk appetite) adopted 
by the Group. 

•	 Maintaining the Group’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 Group, increasing the Group’s 
investment attractiveness both for Russian 
and foreign investors.

•	 Securing uniform approaches to risk 
management within the entire Group.

Definition of key areas the risk management 
in the Group:

•	 Identification of the Group’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 Group’s 
Internal Audit department. 

Main principles of establishing the risk 
management system

Changeover to an integrated 
uniform approach within the entire Group to 
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 Group’s business 
value. 

Risk management provides for 
implementation of the uniform methods 
for evaluation of risks taken by the Group’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 Group are based 
on recommendations and usage of the world 
best practices. 
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Day-to-day risk management in the 
Group 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 Group, including Credit 
Control Department, Legal Department, 
Internal Audit etc. 

Organization of Group’s risk management 
system
 

Group’s day-to-day risk management 
system is a centralized 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 management is 
performed (within the scope of authorities) 
by Risk  management  divisions  and  
other  divisions  of  the  Group  under  their 
competence. 
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Risk management procedure:

•	 Identification — detection of risks;
•	 Assessment — evaluation of risk in 

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

•	 Restriction/management — is performed 
in accordance with the methods accepted by 
the Group. Risk restriction/management is 
performed by the Bank’s relevant collegiate 
bodies,  business units, risk management 
divisions and other divisions of the Group 
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 

Group’s risk management in emergency 
situations.

Specific methods for management of 
every single type of risk, which is crucial to the 
Group, are determined in methods, principles 
and normative acts regulating the relevant 
risk management. 

Credit risk 

Credit risk is a risk of incurring losses 
by the Group resulted from non-fulfillment 
by Group’s clients and counterparties of their 
contractual obligations. The Group manages 
credit risk by setting maximum level of risk, 
which the Group is willing to accept with 
regard to certain counterparties, concentration 
of risk by regions or industry sectors as well as 
by means of monitoring observation of the risk 
limits set and collateral quality. 

The Group developed a procedure 
for monitoring of credit quality to ensure early 
detection of possible changes in counterparties’ 
credit standing and value of collateral. Limits 
on counterparties are determined based on 
credit risk rating system, which assigns a credit 
rating to each counterparty. Ratings are revised 
on a regular basis. The amount of collateral 
is estimated on a continuing basis within the 
framework of special developed procedures 
(verification, collation and administration of 
the assigned collateral) taking into account 
specific character of factoring operations and 
established international factoring practices. 
Procedure of credit quality monitoring allows 
the Group to estimate the amount of potential 
losses pertaining to risks, which it may suffer, 
and take the appropriate measures. 

 
Specific features of credit risk 

management in factoring operations 
In performing factoring operations 

the Group pays substantial attention not only 
to evaluation of credit risk on clients, but also 
performs certain procedures on evaluation 
of credit risk pertaining to each debtor 
submitted to factoring operations. The Group 
considers these procedures as an important 
source of additional security and protection 
of credit quality. Activities on evaluation and 
management of clients’ and debtors’ risks in 
the Group are strictly separated within certain 
divisions of risk management system. 
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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 Group makes available to its 

customers guarantees which may require that 
the Group make payments on their behalf. 
Such payments are collected from customers 
based on the terms of the letter of credit. They 
expose the Group 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.

Cash and cash equivalents 
Trading securities
Amounts due from credit institutions
Derivative financial assets
Factoring advances and loans
Prepayments

Financial commitments and contingencies
Total credit risk exposure

Notes
5
6
7

8
10

15

2008
1,792,532

156,405
525,974

–
6,307,462

33,216
8,815,589

487,529
9,303,118

2007
2,160,255

20,638
886,031

1,730
7,051,356

31,581
10,151,591

436,072
10,587,663

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.

Maximum exposureMaximum exposure
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Credit quality per class of financial 
assets

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

High 
grade
2008

525,974

1,072,038

402,940
21,653

1,496,631
2,022,605

Standard
grade
2008

–

1,687,091

1,429,210
568,655

3,684,956
3,684,956

Sub-
standard

grade
2008

–

119,110

20,495
400,000
539,605
539,605

Past due or 
individually 

impaired 
2008

–

954,407

249,089
–

1,203,496
1,203,496

   

Total
2008

525,974

3,832,646

2,101,734
990,308

6,924,688
7,450,662

Neither past due nor impaired

Notes

7

8

Amounts due from 
credit institutions

Factoring advances 
and loans
Factoring advances 
with recourse
Factoring advances 
without recourse
Loans to customers

Total

2007

886,031

2,240,424

124,869
24,215

2,389,508
3,275,539

2007

–

2,492,021

2,043,355
21,500

4,556,876
4,556,876

2007

–

93,069

456
–

93,525
93,525

2007

–

226,238

99,496
–

325,734
325,734

   

2007 

886,031

5,051,752

2,268,176
45,715

7,365,643
8,251,674

7

8
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Past due 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 Group’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 Group’s rating policy. The attributable risk 
ratings are assessed and updated regularly. 

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

Factoring advances and loans
Factoring advances with recourse
Factoring advances 
without recourse
Total

Less than
30 days

2008

42,373

6,055
48,428

31 to 90
days

2008

47

341
388

More than
90 days

2008

1,417

596
2,013

Total
2008

43,837

6,992
50,829

Factoring advances and loans
Factoring advances with recourse
Factoring advances 
without recourse
Total

2007

6,796

3,303
10,099

2007

7,840

–
7,840

2007

4,493

293
4,786

2007

19,129

3,596
22,725

See Note 8 for more detailed 
information with respect to the allowance for 
impairment of loans to customers.
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Carrying amount per class of 
financial assets whose terms have been 
renegotiated

Once the terms have been 
renegotiated, the loan is 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 Group 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.

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 Group 
addresses impairment assessment in two 
areas: individually assessed allowances and 
collectively assessed allowances.

 

Individually assessed allowances
The  Group  determines  the 

allowances appropriate for each individually 
significant loan on an individual 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 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 the 
following information: historical losses on the 
portfolio, current economic conditions, the 
appropriate delay between the time a loss is 
likely to have been uncured 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 Group’s overall policy.
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The geographical concentration of 
Group’s assets and liabilities is set out below:

Assets:

Cash and cash 

equivalents

Trading securities

Amounts due from 

credit institutions

Factoring advances and 

loans

Other assets

Liabilities:

Amounts due to 

Central Bank

Amounts due to credit 

institutions

Debt securities issued

Settlements with clients 

on factoring

Other liabilities

Net balance sheet 

position

Net off-balance sheet 

position

Russia

1,792,532

156,405

525,974

6,269,342

190,676

8,934,929

1,526,799

2,225,931

2,323,031

103,569

97,221

6,276,551

2,658,378

710,127

  OECD  

–

–

–

–

–

–

197,453

–

–

–

197,453

(197,453)

–

CISand 

other 

foreign  

countries

–

–

–

38,120

–

38,120

–

–

–

–

–

–

38,120

–

Total

1,792,532

156,405

525,974

6,307,462

190,676

8,973,049

1,526,799

2,423,384

2,323,031

103,569

97,221

6,474,004

2,499,045

710,127

Russia

2,160,255

20,638

886,031

7,017,738

183,829

10,268,491

–

5,166,924

740,395

114,918

59,535

6,081,772

4,186,719

524,278

OECD

–

–

–

–

–

–

985,999

807,129

–

–

1,793,128

(1,793,128)

 

–

CISand 

other 

foreign

–

–

–

33,618

–

33,618

–

–

–

–

–

–

33,618

–

Total

2,160,255

20,638

886,031

7,051,356

183,829

10,302,109

–

6,152,923

1,547,524

114,918

59,535

7,874,900

2,427,209

524,278

2008 2007
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Liquidity risk and funding management

Liquidity risk is the risk that the 
Group 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 Group 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 Group 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 
Group 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.

Assets:

Cash and cash 

equivalents

Trading securities

Amounts due from credit   

institutions

Factoring advances 

and loans

Current tax assets

On demand  

892,559

-

-

-

-

Less than  

1 month

618,155

156,405

2,208

1,106,398

-

1 to 3 

months

281,818

-

6,960

1,084,367

21,598

3 months 

to 1 year

-

-

516,036

3,970,261

-

1 to 5 

years

-

-

-

17,342

More 

than 5 

years

-

-

-

7,516

Overdue 

-

-

770

121,578

-

No defined 

maturity  

-

-

-

-

-

Total  

1,792,532

156,405

525,974

6,307,462

21,598

2008

The table below summarizes the 
contractual maturity of assets and liabilities:
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Deffered tax assets
Other assets

 

Due to Central Bank

Due to credit 
institutions

Debt securities issued

Settlements with clients 
on factoring

Current tax liability
Other liabilities

Net balance sheet 
position

Accumulated gap

On 

demand 

-
-

892,559

-

-

-

-

-
-

892,559

892,559

Less than  

1 month

-
8,206

1,891,372

1,256,076

1,345,018

-

103,569

52,472
2,757,135

(865,763)

26,796

1 to 3 

months

-
41,751

1,436,494

270,723

985,082

442

-

1,222
43,527

1,300,996

135,498

162,294

3 months 

to 1 year

-
6

4,486,303

-

93,284

2,322,589

-

-
2,415,873

2,070,430

2,232,724

1 to 5 

years

21,155
83,851

122,348

-

-

-

-

-
-

122,348

2,355,072
         

More 

than 5 

years

-
-

7,516

-

-

-

-

-
-

7,516

2,362,588

Overdue

-
-

122,348

-

-

-

-

-
-

122,348

2,484,936

No defined 

maturity  

-
14,109
14,109

-

-

-

-

-
-

14,109

2,499,045

21,155
147,923

8,973,049

1,526,799

2,423,384

2,323,031

103,569

1,222
95,999

6,474,004

2,499,045

Total

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

797,185

20,638

–

–
–

817,823

–
–

–
–
–
–

817,823
817,823

867,072

–

8,443

175,107
–

12,302
1,062,924

3,004,443
–

114,918
–

41,265
3,160,626

(2,097,702)
(1,279,879)

495,998

–

71,578

1,484,500
–

16,944
2,069,020

1,535,258
–

–
18,270

–
1,553,528

515,492
(764,387)

–

–

806,010

5,328,947
–
–

6,134,957

1,394,352
1,547,524

–
–
–

2,941,876

3,193,081
2,428,694

–

–

–

20,772
994

141,302
163,068

218,870
-

–
–
–

218,870

(55,802)
2,372,892

-

-

-

-

-
-
-
-
-

-
-
-
-

-
-

–

–

–

42,030
–
–

42,030

–
–

–
–
–
–

42,030
2,414,922

–

–

–

–
–

12,287
12,287

–
–

–
–
–
–

12,287
2,427,209

2,160,255

20,638

886,031

7,051,356
994

182,835
10,302,109

6,152,923
1,547,524

114,918
18,270
41,265

7,874,900

2,427,209

2008

2007
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Analysis of financial liabilities by 
remaining contractual maturities

The table below summarises the 
maturity profile of the Group’s financial 
liabilities at 31 December 2008 based 
on contractual undiscounted repayment 
obligations. Repayments which are subject to 
notice are treated as if notice were to be given 
immediately. 

Financial liabilities
As at 31 December 2008

Amounts due to Central Bank 
Amounts due 
to credit institutions

Debt securities issued
Settlements with clients 
on factoring
Total undiscounted 
financial liabilities

Less than 
1 months

1,264,667

1,351,961

-

103,569

2,720,197

1 to 3 
months

279,424

1,003,255

7,682

-

1,290,361

3 to 12
months

-

94,819

2,445,663

-

2,540,482

1 to 5
years

-

-

-

-

-

Total

1,544,091

2,450,035

2,453,345

103,569

6,551,040

Financial liabilities
As at 31 December 2007

Amounts due to credit institutions

Debt securities issued
Settlements with clients 
on factoring
Time deposits on clients
Total undiscounted 
financial liabilities

Less than 
1 months

3,018,972

–

114,918
–

3,133,890

1 to 3 
months

1,601,646

37,773

–
504

1,639,923

3 to 12
months

1,471,359

1,590,054

–
–

3,061,413

1 to 5
years

220,147

-

-
-

220,147

Total

6,312,124

1,627,827

114,918
504

8 055,373
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The table below shows the 
contractual expiry by maturity of the Group’s 
financial commitments and contingencies.

Less than 
1 month

489,759
437,340

1 to 3 
months

20,807
15,130

3 to 12
months

61,106
43,165

1 to 5
years

138,455
28,643

Total

710,127
524,278

2008 
2007 

The Group 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. 

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 reasonable 
possible change in interest rates, with all 
other variables held constant, of the Group’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 2008. The 
sensitivity of equity is calculated by revaluing 
fixed rate available-for-sale financial assets 
at 31 December 2008 for the effects of the 
assumed changes in interest rates based on 
the assumption that there are parallel shifts in 
the yield curve.

Currency
RUR
USD

Increase in basis points
2008
+685

+55

Sensitivity of net 
interest income 2008

5,785
(2,766)
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Currency
RUR
USD

Decrease in basis points
2008
-685

-55

Sensitivity of net 
interest income 2008

(5,785)
2,766

Currency
RUR
USD

Decrease in basis points
2007
-150
-125

Sensitivity of net 
interest income 2007

4,773
16,415

Currency
RUR
USD

Increase in basis points
2007
+100

+75

Sensitivity of net 
interest income 2007

(3,182)
(9,849)

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

The Group’s average effective interest 
rates for monetary financial instruments at 
December 31 follow.

Cash and cash equivalents
Trading securities
Amounts due from 
credit institutions
Factoring advances 
Loans to customers
Amounts due to Central Bank
Amounts due to 
credit institutions
Debt securities issued

Rubles

14.6%
41.0%

11.3%
25.9%
13.6%
13.0%

17.9%
13.3%

USD

7.8%
-

-
21.9%
9.3%
-

6.6%
-

Other
foreign 
currencies
8.0%
-

-
13.3%

-

5.5%
-

Rubles

6.9%
6.3%

11.0%
21.4%

-

8.2%
10.4%

USD

6.4%
-

7.1%
20.9%
9.3%
-

8.2%
-

Other
foreign 
currencies
5.4%
-

6.0%
16.5%

-

4.8%
-

2008 2007
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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 Group had significant 
exposure at 31 December 2008 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 

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 Group cannot expect to eliminate 
all operational risks, but a control framework 
and monitoring and responding to potential 
risks could be effective tools to manage 
the risks. Controls should include effective 
segregation of duties, access, authorisation 
and reconciliation procedures, staff education 
and assessment processes, including the use of 
internal audit.

sensitive non-trading monetary assets and 
liabilities). The effect on equity does not differ 
from the effect on the income statement. 
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.

Currency
USD
USD
EUR
EUR

Change in 
currency rate 

in %
2008

-13.8%
-31.8%

-1.1%
-18.3%

Effect on 
profit before 

tax
2008

(24,140)
(55,628)

786
13,081

Change in 
currency 
rate in %

2007
6.2%

-4.0%
5.7%

-3.7%

Effect on 
profit before 

tax
2007

(7,006)
4,519

413
(225)



83

20.  FAIR VALUES OF FINANCIAL 
INSTRUMENTS

Set out below is a comparison by class 
of the carrying amounts and fair values of the 
Group’s financial instruments that are carried 
in the financial statements. The table does not 
include the fair values of non-financial assets 
and non-financial liabilities.

Financial assets

Cash and Cash equivalents

Trading securities

Amounts due from 

credit institutions

Factoring advances 

and loans

Current income tax assets

Deferred income tax assets

Other assets

Financial liabilities

Amounts due to 

Central Bank

Amounts due 

to credit institutions

Debt securities issued

Settlements with clients 

on factoring

Other Liabilities

Total unrecognised charge 

in unrecognised gain value

Carrying

value

2008

1,792,532

156,405

525,974

6,307,462

21,598

21,155

147,923

8,973,049

1,526,799

2,423,384

2,323,031

103,569

97,221

6,474,004

Fair value

2008

1,792,532

156,405

523,952

6,300,180

21,598

21,155

128,973

8,944,795

1,527,655

2,423,384

2,338,921

103,569

97,221

6,490,750

Unrecognised

gain/(loss)

2008

-

-

(2,022)

(7,282)

-

-

(18,950)

(28,254)

(856)

-

(15,890)

-

-

(16,746)

(45,000)

Carrying

value

2007

2,160,255

20,638

886,031

7,051,356

-

994

182,835

10,302,109

-

6,152,923

1,547,524

114,918

59,535

7,874 900

Fair value

2007

2,160,255

20,638

886,482

7,063,561

-

994

154,295

10,286,225

-

6,156,102

1,550,899

114,918

59,535

7,881,454

Unrecognised

gain/(loss)

2007

-

-

451

12,205

-

(28,540)

(15,884)

-

(3,179)

(3,375)

-

-

(6,554)

(22,438)

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.
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Assets for which fair value approximates 
carrying value

For financial assets and financial 
liabilities that are liquid or having a short term 
maturity (less than three months) it is 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 prevailing money-
market interest rates for debts with similar 
credit risk and 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.

Financial instruments recorded at fair 
value

Fair value of financial instruments 
recorded at fair value is based on quoted 
market prices.
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In accordance 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.

21. RELATED PARTY DISCLOSURES

The Group enters into transactions 
with related parties under the following 
conditions: loans are granted on market 
conditions, the amounts due to related parties 
are attracted at market conditions, settlements 
occur in cash. 

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

Cash and cash equivalents

Trading securities
Amounts due from 
credit institutions 
at January 1
Amounts due 
from credit institutions 
issued during the year
Amounts due 
from credit institutions 
repaid during the year
Amounts due 
from credit institutions

Entities under 
common control 

(Financial 
Corporation 

Uralsib)

161,340

156,405

-

1,194,043

1,194,043

-

Key 
management 

personnel

-

-

-

-

-

-

Entities under 
common control 

(Financial 
Corporation 

Uralsib)

319,215

-

-

603,501

603,501

-

Key 
management 

personnel

-

-

-

-

-

-

2008 2007
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Interest income on amounts 
due to credit institutions

Factoring advances and loans at 
1 January
Loans  issued during the year
Factoring advances and loans 
repaid during the year
Factoring advances and loans 
at 31 December, gross
Less: allowance for impairment 
at 31 December
Factoring advances and loans 
at 31 December, net

Interest income on factoring 
advances and loans
Impairment  of interest 
earning assets

Other assets

Amounts due to credit 
institutions at January 1
Amounts due to credit 
institutions received during 
the year
Amounts due to credit 
institutions repaid during 
the year
Amounts due to credit 
institutions 

Interest expense on amounts 
due to credit institutions

Time deposits at January 1
Time deposits received during 
the year

Entities under 
common control 

(Financial 
Corporation 

Uralsib)

12,213

21,500
2,742,200

1,803,700

960,000

-

960,000

23,694

-

-

2,822,072

28,081,999

29,142,848

1,761,223

240,407

504

6

Key 
management 

personnel

-

593
2,844

1,652

1,785

-

1,785

53

-

83,851

-

-

-

-

-

-

Entities under 
common control 

(Financial 
Corporation 

Uralsib)

2,553

118,168
2,470,500

2,567,168

21,500

-

21,500

21,307

1,099

-

1,220,994

28,748,724

27,147,646

2,822,072

130,728

-

2,635

Key 
management 

personnel

-

-
712

119

593

-

593

31

-

127,599

-

-

-

-

-

-

-

2008 2007
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Time deposits repaid during 
the year

Time deposits 
Interest expense 
on time deposits

Net gains/losses from foreign 
currencies dealing

Salaries and 
employment benefits

Administrative and 
operating expenses 

Entities under 
common control 

(Financial 
Corporation 

Uralsib)

510

-

10

(117)

-

14,188

Key 
management 

personnel

–

–

–

–

66,914

–

Entities under 
common control 

(Financial 
Corporation 

Uralsib)

2,131

504

35

-

-

9,929

Key 
management 

personnel

-

-

-

-

66,649

-

2008 2007

Subsidiaries

The consolidated financial statements 
include the following major subsidiaries: 

2008

Subsidiary

“NFC-Premium”

Ownership/ 
Voting, %

100%

Country

Russia

Date of 
incorporation

20 December 
2007

Industry

Investment 
and finance

Date of 
acquisition

20 December 
2007
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The Group maintains an actively 
managed capital base to cover risks inherent 
in the business. The adequacy of the Group’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 Group. 

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

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

22. CAPITAL ADEQUACY

The Group manages its capital 
structure and makes adjustments to it in the 
light of changes in economic conditions and 
the risk characteristics of its activities. In order 
to maintain or adjust the capital structure, 
the Group 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 2008 and 2007, the Bank’s capital 
adequacy ratio on this basis was as follows: 

Main capital
Additional capital
Less: deductions from capital
Total capital

Risk weighted assets
Capital adequacy ratio

2008 
2,231,242

72,821
1,200

2,302,863

9,452,713
24.4%

2007 
1,890,173

269,719
907

2,158,985

11,303,586
19.1%
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Capital adequacy ratio under Basel Capital 
Accord 1988

The Group’s capital adequacy ratio, 
computed in accordance with the Basel Capital 
Accord 1988, with subsequent amendments 
including the amendment to incorporate 
market risks, as of 31 December 2008 and 
2007, comprised:

Tier 1 capital
Tier 2 capital
Total capital

Risk weighted assets
Tier 1 capital ratio
Total capital ratio

2008
2,499,045

-
2,499,045

7,672,057
32.6%
32.6%

2007
2,427,209

-
2,427,209

8,344,982
29.1%
29.1%
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23. EVENTS AFTER THE BALANCE 
SHEET DATE

On May 6, 2009 the Group settled 
an investor put option relating to its series 03 
bond issue. The Group bought back 1,960,250 
bonds at par for the total amount of RUB 
1,967,993 including accrued coupon interest. 

On May 12, 2009 the Group repaid 
02 series bonds at maturity. The Group repaid 
311,003 bonds for the total amount of RUB 
311,787, including accrued coupon interest. 

In the beginning of 2009 the Russian 
Ruble was devalued to major currencies. At the 
date these consolidated financial statements 
have been authorized for issue, the official 
exchange rate of the Russian Ruble to US 
Dollar as set by the Central Bank of Russia 
comprised 30.5131 Rubles, which constitutes a 
4% reduction in the value of the Russian Ruble 
to the US Dollar since 31 December 2008.
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