
AUDIT REPORT OF THE INDEPENDENT AUDITOR

To the shareholders of the Joint-stock commercial bank «Forshtadt» (Joint-stock company) and other persons
Opinion
We have audited the annual financial statements of Joint-stock Commercial Bank «Forstadt» (Joint-stock Company) (hereinafter referred to as the «Bank») consisting of the statement of financial position as of December 31, 2017, the statement of comprehensive income, the statement of changes in equity and the report on cash flows for the year ended December 31, 2017, as well as notes to the annual financial statements, including a summary of significant accounting policies.
In our opinion, the attached annual financial statements present fairly, in all material respects, the financial position of Joint-stock Commercial Bank «Forstadt» (Joint-stock Company) as of December 31, 2017, as well as its financial performance and cash flows for 2017 in accordance with International Financial Reporting Standards (IFRS).

Basis for expressing opinions

We conducted our audit in accordance with International Standards on Auditing (ISA). 
Our responsibility in accordance with these standards is described in the section «Auditor's responsibility for the audit of annual financial statements» of this Opinion. We are independent in relation to the Bank in accordance with the Rules for the Independence of Auditors and Audit Organizations and the Code of Professional Ethics of Auditors in accordance with the Code of Ethics for Professional Accountants developed by the Council on International Ethical Standards for Professional Accountants and we have fulfilled other other duties in accordance with these professional requirements ethics. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.
Responsibility of the Management and members of the Board of Directors of the audited entity for the annual financial statements
Management is responsible for the preparation and fair presentation of these annual financial statements in accordance with IFRS and for the internal control system that Management considers necessary for the preparation of annual financial statements that are free from material misstatement, whether due to fraud or error.
In preparing the annual financial statements, management is responsible for assessing the ability of the Bank to continue to operate continuously, for disclosure, as appropriate, of information relating to business continuity and for reporting on the basis of the assumption of continuing operations, unless the management intends to liquidate the Bank, terminate its activities or when it lacks any other real alternative, except for the liquidation or termination of activities.

Members of the Board of Directors are responsible for overseeing the preparation of the Bank's annual financial statements.

Auditor's responsibility for the audit of annual financial statements

Our goal is to obtain reasonable assurance that the annual financial statements do not contain material misstatement due to fraud or error, and in drawing up an audit opinion that contains our opinion. Reasonable confidence is a high degree of certainty, but it is not a guarantee that an audit conducted in accordance with ISA always reveals significant distortions if they exist. Distortions can be the result of unfair actions or mistakes and are considered significant if it can reasonably be assumed that, individually or in combination, they can affect the economic decisions of users made on the basis of this annual financial reporting.
As part of the audit conducted in accordance with ISA, we apply professional judgment and maintain professional skepticism throughout the audit. In addition, we perform the following:

a) identify and assess the risks of material misstatement of the annual financial statements due to fraud or error; We develop and conduct audit procedures in response to these risks; we obtain audit evidence that is sufficient and appropriate to serve as a basis for expressing our opinion. The risk of not detecting a material misstatement as a result of unfair acts is higher than the risk of not detecting a significant distortion as a result of an error, as unfair acts may include collusion, fraud, intentional omission, misrepresentation of information or actions bypassing the internal control system;
b) we obtain an understanding of the internal control system that is relevant to the audit in order to develop audit procedures that are appropriate to the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Bank's internal control system;
c) evaluate the proper nature of the accounting policies applied, the reasonableness of accounting estimates and the corresponding disclosure of information prepared by the management of the Bank;
d) we conclude that the management of the Bank assumes the assumption of continuity of business and, on the basis of the audit evidence obtained, whether there is any significant uncertainty in connection with events or conditions that may give rise to significant doubt as to the ability of the Bank to continue its uninterrupted business. If we conclude that there is significant uncertainty, we must draw attention to our disclosure in the annual financial statements in our audit opinion, or, if such disclosure is inappropriate, modify our opinion. Our conclusions are based on the audit evidence received before the date of our audit report. However, future events or conditions may lead to the Bank losing the ability to continue its uninterrupted business;
e) we evaluate the presentation of the annual financial statements in general, its structure and content, including disclosure of information, as well as whether the annual financial statements present the underlying operations and events in a manner that ensures their reliable representation.
We carry out informational interaction with the members of the Board of Directors of the Bank, bringing to their attention, among other things, information about the planned scope and timing of the audit, as well as significant comments on the audit results, including significant deficiencies in the internal control system that we identify in the process audit.
The report on the audit results in accordance with the requirements of Federal Law as of December 02, 1990, №395-1 «On Banks and Banking Activity»

The Management of the Bank is responsible for the fulfillment by the Bank of mandatory ratios established by the Bank of Russia, as well as for compliance of internal control and organization of risk management systems of the Bank with the requirements set by the Bank of Russia for such systems.
In accordance with Article 42 of the Federal Law of December 2, 1990,  № 395-1 «On Banks and Banking Activity» during the audit of the attached annual financial statements of the Bank for 2017, we conducted the audit:
of the Bank's compliance with the mandatory ratios established by the Bank of Russia as of   January 1, 2018;
of compliance of internal control and organization of risk management systems of the Bank with the requirements set by the Bank of Russia for such systems.
This verification was limited to the procedures selected on the basis of our judgment, such as requests, analysis, examination of documents, comparison of requirements, procedures and procedures approved by the Bank with the requirements set by the Bank of Russia, and the recalculation and comparison of numerical indicators and other information.
As a result of our audit, the following is established:
1) regarding the fulfillment by the Bank of the mandatory ratios established by the Bank of Russia:
as of January 1, 2018, the values of the mandatory ratios of the Bank were within the limits set by the Bank of Russia.
We did not conduct any procedures with respect to the Bank's accounting data, except for the procedures that we deemed necessary for the purpose of expressing an opinion on whether the annual financial statements of the Bank reflect in all material respects its financial position as of January 1, 2018, financial results of its operations and cash flows for the year 2017 in accordance with International Financial Reporting Standards (IFRS);
2) in terms of compliance of internal control and organization of risk management systems of the Bank with the requirements set by the Bank of Russia for such systems:
a) in accordance with the requirements and recommendations of the Bank of Russia as of December 31, 2017, the Bank's internal audit service is subordinated and accountable to the Board of Directors of the Bank, and the risk management units of the Bank were not subordinated and were not accountable to the subdivisions accepting the respective risks;
b) as of December 31, 2017, the authorized management bodies of the Bank, in accordance with the requirements and recommendations of the Bank of Russia, approved the Bank's internal documents establishing methods for identifying and managing the Bank's significant credit, operational, market, interest, legal risks, liquidity risk and risks of loss of business reputation, methods of implementation of stress testing;

c) As of December 31, 2017, the Bank had a system of reporting on significant credit, operational, market, interest, legal, liquidity and business loss risks for the Bank, as well as own funds (capital) of the Bank;
d) the periodicity and consistency of the reports prepared by the Bank's risk management units and the Bank's internal audit service in the course of 2017 on management of credit, operational, market, interest, legal risks, liquidity risk risks and risks of loss of goodwill of the Bank, corresponded to the Bank's internal documents; these reports included the results of monitoring by the Bank's risk management units and the Bank's internal audit service in assessing the effectiveness of the Bank's relevant methodologies, as well as recommendations for their improvement;
e) as of December 31, 2017, the powers of the Board of Directors of the Bank and its executive management bodies include control over compliance by the Bank with the Bank's internal documents of the limits of risks and sufficiency of equity (capital). In order to monitor the effectiveness of the Bank's risk management procedures and the consistency of their application during 2017, the Bank's Board of Directors and its executive management bodies discussed on a periodic basis reports prepared by the Bank's risk management units and the internal audit service, and considered proposed remedial measures.
Procedures for internal control and organization of risk management systems of the Bank were conducted by us solely for the purpose of checking compliance of internal control and organization of risk management systems of the Bank with the requirements set by the Bank of Russia for such systems.
The head of the task, based on the results of which the auditor's report of the independent auditor was issued, the head of the Bank Audit Department of JSC «Ekaterinburgsky Audit-Center»

-signature-  








A.Z. Sabiryanov
Seal: «
Joint-stock company «Ekaterinburgsky Audit-Center» Audit-Center»

April 24, 2018

Information about the audited entity:

Full name: Joint-stock commercial bank «Forshtadt» (Joint-stock company)
State registration number: 1025600000854
Location: 460001, Orenburg city, Chkalova Street, 35/1

Information about auditor:
Name: Joint-stock company «Ekaterinburgsky Audit-Center»
State registration number: 1036604386367
Location: 620062, Russian Federation, Sverdlovsk region, Ekaterinburg city, Prospect Lenina, 60-a.
The member of the self-regulating organization of auditors «Russian Union of Auditors» (Association), main registration number of the entry in the state register of auditors and audit organizations – 11603093084 from December 23, 2016.
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Statement of financial position as of December 31, 2017
(in thousand rubles)
	
	Note
	2017
	2016

	Assets
	
	
	

	Cash and cash equivalents
	5
	681 968
	939 115

	Obligatory reserve deposits placed on the accounts in the Bank of Russia (central banks)
	
	72 260
	72 926

	Financial assets at fair value through profit or loss
	6
	1 492
	171 825

	Loans and receivables
	8
	8 402 267
	8 576 884

	Financial assets available-for-sale
	9
	4 287 398
	2 562 030

	Financial assets held to maturity
	10
	10 773
	11 685

	Investment property
	11
	4 190
	4 252

	Long-term assets, classified as «available-for-sale»
	
	80 934
	60 355

	Fixed assets
	12
	85 708
	112 439

	Intangible assets
	12
	17 182
	24 848

	Current income tax requirements
	
	21 634
	2 668

	Deferred tax asset
	25
	0
	46 817

	Other assets
	13
	32 611
	32 136

	Total assets
	
	13 698 417
	12 617 980

	Liabilities
	
	
	

	Funds of other banks
	14
	0
	72 527

	Clients’ funds
	15
	9 699 776
	8 704 339

	Debt securities in issue
	16
	1 187
	147 954

	Other liabilities
	17
	56 048
	32 406

	Current income tax liabilities
	
	7 959
	2 323

	Deferred tax liability
	25
	3 416
	0

	Total liabilities
	
	9 768 386
	8 959 549

	Equity (Equity deficit)
	
	
	

	Authorized capital
	18
	1 688 277
	1 688 277

	Share premium
	18
	48 400
	48 400

	Revaluation fund for the securities available-for-sale
	
	26 890
	( 18 047)

	Undistributed profit (accumulated deficit)
	
	2 166 464
	1 939 801

	Total equity (equity’s deficit)
	
	3 930 031
	3 658 431

	Total liabilities and equity (equity’s deficit)
	
	13 698 417
	12 617 980


	Signed and authorized on behalf of the Board of Directors
​​​​​​​​​​​​ 



-signature-

G.G. Sukhonosenko

Chairman of the Board
-signature-

I.M. Chikrizova

Chief Accountant

	Seal: «Orenburg city Joint-stock commercial bank «Forshtadt» (Joint-stock company) 

TIN 5610032972 Bank «Forshtadt»

	
	

	April 23, 2018
23  апреля  2018  года


Statement of comprehensive income for the year ended on December 31, 2017
(in thousand rubles)
	
	Note
	2017
	2016



	Interest income
	20
	1 611 563
	1 774 082

	Interest expense
	20
	( 617 873)
	( 756 950)

	Net interest income (Net interest expense)
	
	993 690
	1 017 132

	Change of provision for the impairment (change of impairment sums) of loans and receivables, funds in other banks
	7,8
	( 104 181)
	( 378 454)

	Net interest income (Net interest expense) after provision charge for the impairment of loans and receivables, funds in other banks
	
	889 509
	638 678

	Gains less losses (losses net of gains) on operations with financial assets at fair value through profit or loss
	23
	( 967)
	13 597

	Gains less losses (losses net of gains) on operations with financial assets available-for-sale
	
	8 283
	0

	Gains less losses (losses net of gains) on operations with financial assets held to maturity
	
	0
	( 10 297)

	Gains less losses (losses net of gains) on operations with foreign currency
	
	( 38 802)
	( 37 328)

	Gains less losses (losses net of gains) from foreign currency revaluation
	
	52 396
	39 109

	Gains less losses (losses net of gains) on operations with precious metals
	
	4
	4

	Fee and commission income
	21
	161 755
	154 632

	Fee and commission expense
	21
	( 16 059)
	( 13 553)

	Change of impairment sums for financial assets available-for-sale
	9
	3
	1 814

	Change of provision
	13
	15 199
	( 460)

	Change of provision for credit – related commitments
	31
	
	110 000

	Other operating income
	22
	51 232
	23 697

	Net income (expense)
	
	1 122 551
	919 893

	Administrative and other operating costs
	24
	( 619 080)
	( 526 122)

	Operational income (loss)
	
	503 471
	393 771

	Income (loss) before taxation
	
	503 471
	393 771

	Loss (profit) on income tax
	25
	(90 370)
	( 93 270)

	Income (loss) for the period
	
	413 101
	300 501

	Other comprehensive income
	
	
	

	Other comprehensive income that can be reclassified into income or loss in future
	
	
	

	Change of revaluation reserve for financial assets available for sale
	19
	56 170
	66 927

	Income tax related to the items that can be reclassified into income or loss
	19
	( 11 233)
	( 13 385)

	Other comprehensive income that can be reclassified into income or loss, excluding income tax
	
	44 937
	53 542

	Comprehensive income (loss) for the period
	
	458 038
	354 043


	Signed and authorized on behalf of the Board of Directors

​​​​​​​​​​​​ 



-signature-

G.G. Sukhonosenko

Chairman of the Board
-signature-

I.M. Chikrizova

Chief Accountant

	
	

	
	

	
	

	Seal: «Orenburg city Joint-stock commercial bank «Forshtadt» (Joint-stock company) 

TIN 5610032972 Bank «Forshtadt»

	
	

	April 23, 2018
23  апреля  2018  года


Statement of changes in the equity 
for the year ended on December 31, 2017 (in thousand rubles)
	
	Note
	Authorized capital
	Share premium
	Revaluation reserve for financial assets available-for-sale
	Undistributed profit
	Total equity

	Balance as of December 31, 2015
	
	
	
	
	
	

	Influence of changes in accounting policy and correction of errors admitted in accordance with IAS 8 «Accounting policy, changes in accounting valuations and errors»; effect of conversion to new or revised IAS
	
	
	
	
	
	

	Balance as of December 31, 2015 (after recounting)
	
	1 688 277
	48 400
	( 71 589)
	1 825 737
	3 490 825

	Comprehensive income (loss):
	
	
	
	
	
	

	Income (loss)
	
	
	
	
	300 501
	300 501

	Other comprehensive income
	19
	
	
	53 542
	
	53 542

	Dividends declared
	
	
	
	
	( 186 438)
	( 186 438)

	Balance as of December 31, 2016
	
	1 688 277
	48 400
	( 18 047)
	1 939 800
	3 658 430

	Comprehensive income (loss):
	
	
	
	
	
	

	Income (loss)
	
	
	
	
	413 101
	413 101

	Other comprehensive income
	19
	
	
	44 937
	
	44 937

	Dividends declared
	27
	
	
	
	( 186 437)
	( 186 437)

	Balance as of December 31, 2017
	
	1 688 277
	48 400
	26 890
	2 166 464
	3 930 031


	Signed and authorized on behalf of the Board of Directors



	
	

	
	
	

	-signature-
G.G. Sukhonosenko
Chairman of the Board

-signature-
I.M. Chikrizova
Chief Accountant

Seal: «Orenburg city Joint-stock commercial bank «Forshtadt» (Joint-stock company) 

TIN 5610032972 Bank «Forshtadt»

April 23, 2018

	
	


Statement of cash flows

for the year ended on December 31, 2017 (in thousand rubles)
	
	2017
	2016

	Cash from operating activity
	
	

	Interest received
	1 528 698
	1 707 112

	Interest paid
	(627 453)
	(773 242)

	Gains less losses (losses net of gains) on operations with financial assets at fair value through profit or loss
	(7 300)
	(94)

	Gains less losses (losses net of gains) on operations with foreign currency
	(38 802)
	(37 328)

	Gains less losses (losses net of gains) on operations with precious metals
	4
	4

	Fee and commission received
	159 955
	156 377

	Fee and commission paid
	(16 059)
	(13 553)

	Other operating income
	52 588
	30 196

	Administrative and other operating costs paid
	(551 927)
	(473 787)

	Income tax paid
	(35 283)
	(112 131)

	Cash received from (used in) operating activity before changes in operating assets and liabilities
	464 421
	483 554

	Changes in operating assets and liabilities
	
	

	Net decrease (increase) in obligatory reserve deposits placed on the accounts in the Bank of Russia (central banks)
	666
	(7 181)

	Net decrease (increase) in financial assets at fair value through profit or loss
	133
	(1 792)

	Net decrease (increase) in funds in other banks
	169 592
	(48 525)

	Net decrease (increase) in loans and receivables
	164 117
	116 371

	Net decrease (increase) in other assets
	215 730
	(123)

	Net increase (decrease) in the funds of other banks
	(72 527)
	(88 687)

	Net increase (decrease) in clients’ funds
	1 011 746
	(1 399 982)

	Net increase (decrease) in financial liabilities at fair value through profit or loss
	(141 403)
	(76 314)

	Net increase (decrease) in other liabilities
	19 169
	(33 304)

	Net cash received from (used in) operating activities
	1 367 223
	(1 472 929)

	Cash flows from investing activities
	
	

	Acquisition of financial assets of the «available-for-sale» category
	(5 388 267)
	(3 395 591)

	Revenues from sale (and maturity) of financial assets of the «available-for-sale» category
	3 695 486
	3 305 881

	Acquisition of financial assets of the «held to maturity» category
	59 694
	(10 367)

	Acquisition of fixed assets and intangible assets
	(29 161)
	(58 739)

	Revenues from sale of fixed assets and intangible assets
	12 925
	6 191

	Net cash received from (used in) investment activity
	(1 649 323)
	(152 625)

	Dividends paid
	(186 438)
	(186 438)

	Net cash received from (used in) financial activity
	(186 438)
	(186 438)

	Influence of changes in the official exchange rate of the Bank of Russia on cash and cash equivalents
	(3 536)
	(53 742)

	Net increase (decrease) in cash and cash equivalents
	(7 653)
	(1 382 180)

	Cash and cash equivalents at the beginning of the year
	689 621
	2 071 801

	Cash and cash equivalents at the end of the year
	681 968
	689 621


	Signed and authorized on behalf of the Board of Directors

​​​​​​​​​​​​ 

	
	
	

	-signature-

G.G. Sukhonosenko

Chairman of the Board

-signature-

I.M. Chikrizova

Chief Accountant

Seal: «Orenburg city Joint-stock commercial bank «Forshtadt» (Joint-stock company) 
TIN 5610032972 Bank «Forshtadt»

April 23, 2018
  April 23, 2018

	
	

	
	
	

	
	
	


1. Main types of activity

         The joint-stock commercial bank «Forshtadt» (Joint-stock company) (hereinafter – «the Bank») was registered by the Central Bank of the Russian Federation (hereinafter – «CB RF») in December 1992 under No. 2208 with the name commercial bank «Korobank» (Closed joined-stock company). By the resolution of the general meeting of shareholders (Minutes of the meeting № 64 dated 02.09.2014) it was decided to change the Bank’s official name. This decision was made in order to adjust the organization legal form in accordance with the legislation of the Russian Federation.

       On October 23, 2014, the Department of the Federal Tax Service in Orenburg region made entry No. 2145600000621 about state registration of the amendments to the Articles of Association with the Bank’s new official name to the Unified State Register of legal entities.
Commercial activity of Bank in 2017 was carried out on the basis of general license № 2208, issued by the Bank of Russia 10.11.2014. The Bank has next licenses:
· License for banking operations with the right to attract deposits and placement of precious metals N 2208 10.11.2014;

· The license of a professional participant of the securities market for the implementation of dealer activity No. 156-07500-010000 of 10.03.2004; 

· License for the development, production, distribution of encryption (cryptographic) means of series ЛСЗ № 0004950 (registration №157Н) from 09.09.2015.

The Bank performs its activities in all the sectors of Russian financial markets, including interbank and retail deposits, foreign exchange transactions and stock market trading with debt instruments and bonds, private and corporate banking, as well as investment banking. The Bank provides its clients with the full range of banking services in Russian rubles and foreign currency.
The major shareholders of the Bank at the date of December 31, 2017, were the Limited Liability Company «ENERGOINVEST» (LLC «ENERGOINVEST») and A.A. Ekavyan, who owned 50.00% and 43,087276% of the ordinary registered uncertified shares in the Bank’s authorized capital respectively.
The Bank’s staff listing as of December 31, 2017, amounted to 459 persons (2016: 475).

The Bank’s location: Russian Federation, 460001 Orenburg city, 35/1 Chkalova Street.
At the date of December 31, 2017,  the Bank has at the territory of the Russian Federation: 1 operating office in Ufa city1 operating office in Samara city, 10 additional offices in Orenburg city and Orenburg region, 12 credit-cash offices (CCO) - two in Voronezh city, two in Chelyabinsk city, two in St. Petersburg, 3 in Ufa city and one in Moscow. There are not any standalone and internal structural subdivisions in foreign countries.
2. Economic environment where the Bank performs its activity

The Bank operates in the Russian Federation.
Summarizing the results of the outgoing year, RIA-Rating experts noted the key trends of the banking system.

1. The main trend in the Russian financial market continued to be the «sweep». In 2017, the number of reviews of banks' licenses the number of banks with revoked licenses (more than 60 since the beginning of the year) and other financial companies remained high, but no longer a record (in 2016 more than 100 banks lost their licenses voluntarily and compulsorily). Reducing the number of revoked licenses should not be misleading about the speedy completion of this process. First, the relative pace of the outcome of players from the market remain high, and secondly, last year, large banks have already left the market. In addition, just three of the largest private banking groups went to sanitation. Outgoing 2017 began with the revocation of the license from Tatfondbank in March 2017, which was part of the TOP-50 in terms of assets, and with the crisis in a large number of large banks in Tatarstan. In April, two banks from TOP-100 lost their licenses: Rosenergobank and Bank «Education», and the rehabilitation of Peresvet Bank was announced, in May - BFA Bank, and in July - a large Mezhtopenergobank, and Bank Yugra from TOP-30. Since August, there have been no major reviews of licenses, but a series of sanations has begun. The group of FC Otkrytie was the first to be reorganized (Bank Otkritie Financial Corporation was the largest private bank in the country at the beginning of the year and was ranked 6th in terms of assets), including the bank with the same name, sanated Bank Trust and the recently acquired Rosgosstrakh. Almost immediately, the banks of the BIN Group went to the sanation, and already in December the CB RF took on the sanation - Promsvyazbank (10th place in terms of assets as of November 1, 2017).
2. Quite unexpectedly, retail lending acted as the flagship of the banking sector. This segment of the market in 2016 showed signs of stabilization, but in 2017 all the boldest forecasts were exceeded. The volume of retail loan portfolio increased, according to RIA Rating, by almost 1.5 trillion rubles for 2017 or 14% to 12.3 trillion rubles as of January 1, 2018, which will be the best result since 2013. Among the loans to the population, the best dynamics was demonstrated by mortgage lending, which provided more than half of the total growth. The CB RF has already talked about overheating, and increased the risk ratios for loans with a small share of the initial contribution in the middle of the year. At the same time, AHML (the Agency for Housing Mortgage Lending) and government representatives, on the contrary, hope for a multiple growth of the mortgage market in the medium term. Probably, the rate on high rates of growth of hypothecary crediting will win. At the same time, discussion of the mechanisms for preventing the accreditation of the population can sharply intensify in 2018, in particular, there may be a strict regulation of the ratio of official incomes to the volume of payments on loans, which has been talked about for a long time. According to analysts of RIA Rating, in 2018, mortgage loans will be issued for 2.2-2.4 trillion rubles, and the total retail portfolio is likely to grow by 15-17%.
3. In 2017, the CB RF reduced the key rate six times, but this process is far from over, and with a favorable situation with inflation in 2018, we can expect a similar reduction in scale. In general, the policy of the monetary authorities turned out to be somewhat milder than expected in late 2016 and early 2017. However, the record for the minimum inflation rate (2.5% by the end of 2017) allowed to lower rates at a faster pace. It should be noted that the most significant reduction in rates was felt by retail customers, as mentioned earlier, however, the corporate sector also began to feel an improvement in terms of bank lending at the end of the year. In 2018, the CB RF, according to analysts RIA Rating, will reduce the key rate within 1.5-2 percentage points, and the rate may drop even below 6% under favorable conditions.
4. After a long discussion and test implementation in the third quarter of 2017, the mechanism of black lists of bank customers was activated. According to open sources, over half a million individuals and legal entities appear on the lists. Naturally, not without problems. According to various estimates, up to a third of representatives of these lists are quite respectable, and they are wrongly included there. But it is necessary to admit that the collapse did not happen, and the banks and the regulator try to solve the problems and misunderstandings quickly. In general, this has a promising effect on the economy, in particular, according to rumors, as proof of a decrease in the number of «laundries», the cost of cashing has increased significantly, although here it may be more important to revoke licenses from nudity banks.
5. Another trend that began in 2016 or even earlier was the exposure of banks to cyberattacks. The level of cyber attacks on the banking sector last year was still really menacing. In 2017, several cyber attacks were carried out, which violated the work of many enterprises, including banks. First, the WannaCry virus-encryptor inflicted significant damage, and then for a few days the work of a number of banks was stopped by the encryptor Petya. This happened, despite the growth of costs for cyber defense in Russia, and throughout the world, as well as close attention to this issue on the part of the regulator. Given that the recent large-scale attacks were hit at once by many countries, it is possible to compare how much Russian banks were ready for the corresponding problems in comparison with foreign competitors. In this regard, the comparison is entirely in favor of Russian financial institutions. Most of the banks managed to avoid damage, and the affected banks were able to quickly restore their efficiency. On the other hand, it will be impossible to completely avoid damage, and therefore banks should not only invest in IT security, but also create reserves in the event of losses from cyber attacks, since at any level of security the probability of such losses is far from zero.
In 2017, unfavorable credit ratings of Russia, established by international agencies Standard & Poor's and Moody's from the Big Three in 2016, have been changed in the direction of improvement. The rating of the international agency Moody's was changed from negative to stable; ratings of Standard & Poor's and Fitch from stable to positive. S&P expects that the Russian economy will recover until 2020. Real GDP is likely to increase by an average of 1.7% in 2017-2020, the agency suggests. This will be affected by the recovery of oil prices and the moderate expansion of domestic demand after the easing of the monetary and credit policy of the state. However, low commodity prices will continue to restrain forecasts on economic growth in the long term, as well as the dominant role of the state in the economy, low labor productivity and a complex investment climate.
In 2017, the Bank of Russia significantly reduced the number of accredited rating agencies that have the right to assign ratings to credit institutions. In 2017 it is: ACRA (JSC) and JSC «Expert RA». At the end of 2017 an agreement was signed between JSC Expert RA and JSCB «FORSHTADT» (JSC) on assigning a credit rating.
In practice, no expert makes too positive predictions for the Russian economy, since the recollections of how fast the situation can change for the worse are still very fresh. Many independent analysts and representatives of a number of world economic companies say that the situation in the Russian economy can improve, but this process will be very slow, accompanied by jumps in inflation and instability in all areas.
The media also expresses concern that excessive optimism of state power will lead to the erroneous conclusion that everything is good in the Russian economy, and it does not need any reforms.
In reality, the structure of the economy and its scientific and technological level have practically not changed and do not meet modern requirements.

3. Basic principles of reporting
General provisions
The Bank’s financial statements were prepared in accordance with the International Financial Reporting Standards (IFRS), including all the standards and interpretations accepted earlier by the International Accounting Standards Committee. The Bank keeps accounting records in accordance with the banking legislation of the Russian Federation. These financial statements were prepared on the grounds of the accounting records with the corrections necessary to adjust it in accordance with all essential aspects of IFRS. 
Conversion to new and revised standards and interpretations

The Management prepared these financial statements basing on the principle of the constantly operating organization. Using this judgment, the Management took into account current intensions, operations profitability and financial resources available.

Some new IFRS became obligatory for the Bank during the period from January 01, 2016, till              December 31, 2017.
The accounting policy applied generally corresponds to that one used in the previous financial year except for the application by the Bank of new, revised standards obligatory in respect of annual periods beginning on January 01, 2017. 

New and revised standards and interpretations that are currently applicable to the Bank’s activity, as well as the description of their influence on the Bank’s accounting policy. All the changes in accounting policy were made retrospectively taking into account the adjustments to undistributed profit at the date of January 01, 2017, unless otherwise noted are provided below.

New standards that came into effect

The Bank has adopted the following amendments to standards with the date of initial application of 1 January 2017. 
Draft revision of disclosure requirements (amendments to IAS 7). IAS 7 «Statement of Cash Flows» was amended as part of a larger IASB project to revise the disclosure requirement. Amendments required to provide disclosures that enable users of financial statements to evaluate changes in liabilities arising from financing activities, including both changes due to cash flow, and not caused by them. One way to meet the disclosure requirement is to present a reconciliation between the balances of liabilities that arise as part of the financial activity at the beginning and end of the period. However, the purpose of the amendments can also be achieved with a different disclosure format.
Recognition of deferred tax assets for unrealized losses (amendments to IAS 12). Amendments to IAS 12 «Income Taxes» clarify that the existence of a deductible temporary difference depends solely on the comparison of the carrying amount of the asset and its tax base as of the end of the reporting period and is not affected by possible changes in the carrying amount or the expected way of recovering the asset in future. Therefore, assuming that the tax base is the original value of the debt instrument, there is a temporary difference. The amendments demonstrate that the Bank can recognize a deferred tax asset if it expects to receive a tax loss when certain conditions are met.
Annual improvements in IFRS, period 2014-2016 - different standards (Amendments to IFRS 12). The amendments to IFRS 12 «Disclosure of Participation in Other Organizations» clarify that disclosure requirements for participation in other organizations also apply to participations that are classified as held for distribution.
New standards and explanations not yet in force

A number of new standards, amendments to standards and explanations have not yet entered into force as of December 31, 2017 and have not been applied in the preparation of these financial statements. Among these innovations, the following standards, amendments and clarifications have the potential to affect the Bank's operations. The Bank plans to begin applying these standards, amendments and clarifications from the moment they come into effect.
(IFRS) 9 «Financial instruments» 

In July 2014, the IASB issued the final version of IFRS 9 «Financial Instruments». IFRS 9 becomes effective for annual periods beginning on or after 1 January 2018, with the possibility of early application. It replaces IAS 39 «Financial Instruments: Recognition and Measurement».
In October 2017, the IASB issued amendments to IFRS 9 "Condition for early repayment with negative compensation". These amendments shall enter into force for annual periods beginning on or after 1 January 2019, with the possibility of their early application.
The Bank will apply IFRS 9, issued in July 2014, effective January 1, 2018, and will early adopt the amendments to IFRS 9 from the same date. Based on the results of the evaluation completed by the current moment, the cumulative effect (net of tax) of applying the standard, which will be reflected in the opening balance of the Bank's equity as of January 1, 2018, will not have a significant impact on the capital.
The above assessment is preliminary, since the transition to the new standard is not yet complete. The actual impact of the application of IFRS 9 as of January 1, 2018 may change because:
· FRS 9 requires the Bank to review accounting and internal control processes, and these changes have not yet been completed;

· The Bank has not completed testing and evaluation of the controls of its new systems, as well as changes in the management structure;

· The Bank is improving and finalizing its models to calculate the expected credit losses; 

· new accounting policies, assumptions, judgments and valuation techniques may change until the Bank completes the process of preparing its first financial statements, including the date of initial application.
Business Model Assessment

The Bank will evaluate the purpose of the business model in which the asset is held, at the level of the portfolio of financial instruments, since this best reflects the way the business is managed and the information is communicated to management. The following information will be considered:
· Policies and objectives established for this portfolio of financial assets, as well as the effect of these policies in practice. In particular, is the management strategy aimed at obtaining interest income stipulated in the contract, maintaining a certain interest rate structure, ensuring that the maturities of financial assets match the maturity of financial liabilities used to finance these assets, or selling cash flows through the sale of assets.

· Risks that affect the performance of the business model (and the financial assets held within the framework of this business model) and how these risks are managed.
· How are the managers managing the business rewarded (for example, does this depend on the fair value of the assets they manage or on the cash flows they receive from the assets stipulated in the contract)?

· The frequency, volume and timing of sales in the past, the reasons for such sales, as well as expectations about the future level of sales. However, information on sales levels is not considered in isolation, but within a single, holistic analysis of how the Bank's goal of managing financial assets is achieved, and how cash flows are realized.
Financial assets that are held for trading and managed and the performance of which is measured at fair value will be measured at fair value through profit or loss, as they are not withheld for the purpose of obtaining contractual cash flows, nor for the purpose of obtaining the contract of cash flows, and the sale of financial assets.

An assessment of whether the contractual cash flows are solely payments of principal and interest

For the purposes of this assessment, «principal amount» is defined as the fair value of financial assets at initial recognition. «Interest» is defined as a reimbursement for the time value of money, for credit risk in respect of the principal remaining outstanding for a certain period of time, and for other major risks and costs associated with lending (for example, liquidity and administrative costs), and margin of profit.
In assessing whether the contractual cash flows are solely payments of principal and interest on the outstanding principal amount ("SPPI criterion"), the Bank will analyze the contractual terms of the financial instrument. This will include an assessment of whether the financial asset contains any contractual condition that can change the time or amount of contractual cash flows so that the financial asset will not satisfy the analyzed requirement. In conducting the valuation, the Bank will analyze:

· conditional events that can change the timing or amount of cash flows;

· conditions that have the effect of leverage;

· conditions for early repayment and prolongation of the validity period;

· conditions that restrict the Bank's claims to cash flows from the specified assets - for example, non-recourse financial assets;

· conditions that cause changes in the reimbursement for the time value of money - for example, periodic revision of interest rates.

All of the Bank's loans granted to individuals and certain fixed-interest loans granted to legal entities have conditions for early repayment.
The condition for early repayment meets the SPPI criterion if the amount paid on early repayment represents essentially an outstanding portion of the principal and interest on the outstanding part and may include reasonable additional compensation for the early termination of the contract.
In addition, the condition for early repayment is considered as meeting this criterion in the event that a financial asset is acquired or created with a premium or a discount with respect to the nominal amount specified in the contract, the amount payable on early repayment is essentially the nominal amount specified in the contract plus the interest accrued (but not paid) under the contract (and may also include reasonable additional compensation for the early termination of the contract); and at initial recognition of a financial asset the fair value of its condition for early repayment is insignificant.
Impact assessment
This standard will affect the classification and measurement of financial assets held as of January 1, 2018, as follows.
· Trading assets and derivative assets held for risk management purposes that are classified as held for trading and are measured at fair value through profit or loss in accordance with IAS 39 will also be measured at fair value through profit or loss in accordance with IFRS 9.

· Loans to banks and customers that are classified as loans and receivables and measured at amortized cost in accordance with IAS 39 will generally also be measured at amortized cost in accordance with IFRS 9.

· Investment securities held to maturity, measured at amortized cost in accordance with IAS 39, will also generally be measured at amortized cost in accordance with IFRS 9.

· Debt investment securities that are classified as available for sale in accordance with IAS 39 will be measured at amortized cost, at fair value through other comprehensive income or at fair value through profit or loss, depending on the specific circumstances.
· Loans to customers and investment securities that have been classified at the Bank's discretion at fair value through profit or loss in accordance with IAS 39 will generally also be measured at fair value through profit or loss in accordance with IFRS 9.

· Most equity investment securities classified as available for sale in accordance with IAS 39 will be measured at fair value through profit or loss in accordance with IFRS 9. However, some of these equity investment securities are intended for long-term strategic purposes and will be classified at the Bank's discretion as measured at fair value through other comprehensive income as of 1 January 2018.
The Bank estimated that the application of IFRS (IFRS) 9 as of 1 January 2018 the impact of these changes (before taxes) will not lead to significant changes in the Bank's equity.
Impairment
IFRS 9 replaces the «incurred loss» model used in IAS 39 for a future-oriented model of «expected credit losses». The application of the new impairment model will require significant professional judgments of the Bank as to how changes in economic factors affect expected credit losses, determined by weighting in the likelihood of their occurrence.
A new impairment model is applied to the following financial instruments that are not measured at fair value through profit or loss:
· financial assets that are debt instruments;
· lease receivables; 
· loan commitments and liabilities under financial guarantee contracts (previously the impairment was measured in accordance with IAS 37 «Estimates, contingent liabilities and contingent assets»).

In accordance with IFRS 9 for equity investments, an impairment loss is not recognized.
In accordance with IFRS 9, estimated reserves for expected credit losses should be recognized in an amount equal to either the 12-month expected credit losses or the expected credit losses for the entire period. The expected credit losses for the entire term are expected credit losses that arise from all possible default events throughout the expected life of the financial instrument, whereas the 12-month expected credit losses are part of the expected credit losses that arise from default events that may occur within 12 months after the balance sheet date.
The Bank will recognize the estimated provisions for expected credit losses in the amount equal to the expected credit losses for the entire period, with the exception of the following instruments for which the amount of recognized reserve will be equal to 12 months of expected credit losses:
· debt investment securities, if it was determined that they have a low credit risk as at the reporting date. The bank believes that a debt security has a low credit risk, if its credit rating corresponds to the generally accepted rating of the "investment quality" rating in the world;
· other financial instruments (other than lease receivables) for which the credit risk has not increased significantly since the initial recognition.
Estimated provisions for losses in respect of lease receivables will always be estimated in an amount equal to the expected credit losses for the entire period.
The requirements of IFRS 9 for impairment are complex and require judgments and assumptions, especially in the following areas, which are discussed in detail below:
· an assessment of whether there has been a significant increase in the credit risk of a financial instrument since its initial recognition; 

· inclusion of forecast information in the assessment of expected credit losses.
Initial data in the assessment of expected credit losses 

The main initial data in estimating expected credit losses will most likely be the time structures of the following variables:
· Probability of Default (PD);
· Loss Given Default (LGD); 
· Exposure at Default (EAD).
These indicators will be obtained from internal statistical models and other historical data that are used in models for the calculation of regulatory capital. They will be adjusted to reflect the forward-looking information below.
Estimates of probability of default (PD) are estimates for a certain date that are calculated on the basis of statistical rating models and are estimated using valuation tools adapted to different categories of counterparties and positions exposed to credit risk.
The magnitude of the Loss Given Default (LGD) represents the value of the probable loss in the case of default. The bank will assess LGD's performance, based on information about the recovery rates for claims against counterparties. LGD's valuation models will provide for the structure, collateral, priority of claims, counterparty industry and the costs of reimbursing any collateral that is included in the financial asset.
Exposure at Default (EAD) is the expected value of the position exposed to credit risk on the date of default. This indicator will be calculated by the Bank based on the current amount of EAD, and its possible changes, admissible under the contract, including amortization and early repayment.
As described above, subject to the maximum 12-month probability of default for financial assets for which the credit risk was not significantly increased, the Bank will assess the expected credit losses taking into account the default risk for the maximum period under the contract (including any options of the borrower for prolongation ), during which it is exposed to credit risk, even if for the purposes of risk management the Bank considers a longer period.

Impact assessment
The most significant impact on the Bank's financial statements in connection with the entry into force of IFRS 9 is expected to be related to the new impairment requirements. The application of a new impairment model in accordance with IFRS 9 will lead to an increase in impairment losses, as well as to greater volatility.
The Bank estimates that using the IFRS (IFRS) 9 as of January 1, 2018 the allowance for losses (before tax) will not change significantly. The new impairment requirements will have the greatest impact on the estimated provisions for losses in respect of unsecured loan products with longer maturities, such as overdrafts and credit cards.
Classification - financial liabilities

IFRS 9 substantially preserves the current requirements of IAS 39 with respect to the classification of financial liabilities.
However, in accordance with IAS 39, all changes in the fair value of financial liabilities classified at the Bank's sole discretion as at fair value through profit or loss are recognized in profit or loss, whereas in accordance with IFRS, 9 these changes, in general, are recognized in the following order:
· that part of the change in the fair value of a financial liability that is due to changes in the credit risk of this financial liability is presented in other comprehensive income;
· The balance of the change in the fair value of this financial liability is presented in profit or loss.
Hedge accounting
In the initial application of IFRS 9, the Bank has the right to choose as its accounting policy that IAS 39 continues to apply to hedge accounting rather than the requirements of Chapter 6 of IFRS 9. The Bank has decided to continue to apply the requirements set forth in IAS 39. However, the Bank will provide enhanced disclosures in respect of hedge accounting introduced in IFRS 7 Financial Instruments: Disclosures in accordance with changes in IFRSs, 9, since the choice of the provisions of the accounting policy does not provide for exemption from the application of new disclosure requirements.
Transitional Provisions
Changes in accounting policies resulting from the application of IFRS 9, generally, will be applied retrospectively, except as described below:
· The Bank will use the exemption to avoid recalculating comparative data for prior periods in terms of changes in the classification and measurement (including depreciation) of financial instruments. The differences between the previous carrying value of the instruments and their carrying values in accordance with IFRS 9 will generally be recognized in retained earnings and equity reserves as of 1 January 2018.
· The following assessments should be made based on the facts and circumstances existing at the date of initial application:
· Definition of the business model in which a financial asset is held:
· Determination at the discretion of the Bank and cancellation of the previously made determination of certain financial assets and financial liabilities into the category estimated at fair value through profit or loss;
· Determination, at the discretion of the Bank, of certain investments in equity instruments that are not held for trading into the category measured at fair value through other comprehensive income.
If a debt investment security has a low credit risk as of January 1, 2018, the Bank will determine that there has been no significant increase in the credit risk for the asset since the initial recognition.
IFRS 16 «Leases»

FRS 16 replaces the existing lease guidance, including IAS 17 «Leases», Clarification of IFRIC 4, «Determination of Lease Characteristics in the Agreement», Clarification of SIC 15 «Operating Leases-Incentives», and Explanation SIC 27 «Determining the nature of transactions that have a legal lease form».
IFRS 16 becomes effective for annual periods beginning on or after 1 January 2019. An early application of the standard is acceptable for enterprises that apply IFRS 15 «Revenue under contracts with customers» as of the date of initial application of IFRS 16 or before.

IFRS 16 introduces a single model of accounting for tenants' lease agreements, which implies their reflection on the lessee's balance sheet. According to this model, the lessee must recognize the asset in the form of the right to use, which is the right to use the underlying asset, and the lease obligation, which is the obligation to make lease payments. There are optional simplifications for short-term leases and rentals of low-cost properties. For landlords, the accounting rules are generally preserved - they will continue to classify leases for financial and operating leases.

The Bank completed the initial assessment of the possible impact of the application of IFRS 16 on its financial statements, but has not yet completed a detailed assessment. The actual impact of the adoption of IFRS 16 on the financial statements during the initial period will depend on future economic conditions, including the rate of borrowing by the Bank, effective as of January 1, 2019, from the composition of the Bank's lease portfolio at that date, whether it intends to exercise its rights to extend the lease and which of the available in the standard simplifications of practical nature and exemption from recognition the Bank decides to apply.
At this moment, the most significant identified impact is the need for the Bank to recognize assets and liabilities under operating lease agreements for office buildings.
In addition, the nature of the costs recognized for these contracts will change, as in accordance with IFRS 16, instead of rental costs that are evenly recognized over the life of the contract, the Bank will have to reflect the cost of depreciation of assets in the form of the right to use and interest expenses related to the lease obligations. With respect to financial leases, the Bank does not expect significant impact on the financial statements.
Transition to the new standard
As a tenant, the Bank can apply the standard using one of the following methods:
· retrospective approach; 
or
· a modified retrospective approach with optional simplifications of a practical nature.
The tenant must apply the chosen method consistently in relation to all of his lease contracts for which he is the lessee.
The Bank plans initial application of IFRS 16 as of January 1, 2019 using a modified retrospective approach. Consequently, the total effect of the initial application of IFRS 16 will be recognized as an adjustment to the opening retained earnings as of 1 January 2019, without recounting the comparative information.
Using a modified retrospective approach to leases previously classified as operating leases in accordance with IAS 17, the lessee may choose for each lease, whether or not to apply certain simplifications of a practical nature when moving. The Bank is in the process of assessing the possible impact of the use of simplifications of a practical nature.
The Bank is not required to make any adjustments to the leases in which it is the lessor, except when it is an intermediate lessor under a sublease contract.
IFRS 15 «Revenue from Contracts with Customers»

The Bank did not early adopt IFRS 15 in its financial statements for the year ended December 31, 2017.
Other standards
Although there is no mandatory requirement in IFRS to include information on new standards, amendments to them and explanations in the financial statements if they do not have a significant impact on the financial statements, the Bank decided to disclose a list of all new standards, amendments and explanations, and also their possible impact on the financial statements. Disclosure is for illustrative purposes only. 

The following amendments to standards and interpretations are not expected to have a significant impact on the Bank's financial statements:
· Annual improvements in IFRS, period 2014-2016. - amendments to IFRS 1 and IAS 28;

· Classification and valuation of share-based payment transactions (Amendments to IFRS 2);
· Transfers of investment property from category to category (Amendments to IAS 40);
· Sale or contribution of assets in a transaction between an investor and its associate or joint venture (Amendments to IFRS 10 and IAS 28);

· Clarification of IFRIC 22 Foreign currency transactions and prepayment;

· Clarification of IFRIC 23 Uncertainty about the rules for calculating income tax.

The Management prepared these financial statements basing on the principle of the constantly operating organization. Using this judgment, the management took into account current intensions, operations profitability and financial resources available.
Adjustment for inflation

In the opinion of the Bank’s management, since January 01, 2003, the Russian Federation does not meet the criteria specified by IFRS 29 «Financial Reporting in Hyperinflationary Economies», so the Bank does not apply this standard to current reporting periods and confines itself to the recognition of the inflation influence on non-monetary items of financial statements accumulated before December 31, 2002. Monetary items and operating results as of December 31, 2003, are presented in the amount of actual nominal sums.

Non-monetary assets and liabilities that appeared before December 31, 2002, and investments in authorized capital made before December 31, 2002, were recalculated by applying of the corresponding inflation rate to original cost (hereinafter – «adjusted cost») as of December 31, 2002. Profit and loss from the following retirement are presented basing on the adjusted cost of these non-monetary assets and liabilities.
4. Principles of accounting policy

Main principles of accounting – these Bank’s financial statements were prepared basing on accrual method.

The Bank performs accounting in accordance with the legislation of the Russian Federation. The accompanying financial statements, compiled on the grounds of accounting records, which are kept in accordance with the Russian accounting requirements, were accordingly corrected in order to adjust them with the International Financial Reporting Standards (IFRS).

Reporting currency – a monetary unit used while compiling these financial statements is the Russian ruble, «rub» for short.
Cash and cash equivalents. Cash and cash equivalents are the units that are easy to convert in a certain sum of money and are subject to the slight change of cost. If at the moment of granting of such units there are any restrictions on using them, these units shall be excluded from the class of cash and cash equivalents. Cash and cash equivalents are recognized at amortized cost. When compiling the statements of cash flows, the sum of obligatory reserves deposited with CB RF was not included to cash equivalents because of the current restrictions on their using (see Comment 10).  

Financial assets at fair value through profit or loss. The Bank classifies assets as «fair value through profit or loss» if these assets are:

1) acquired or held mainly for the purposes of short term sale or repurchase;

2) part of a group of identifiable financial instruments which are managed on comprehensive basis and recent transactions with which prove the actual profit taking in the short term.
Derivative financial instruments having positive fair value are also classified as financial assets at fair value through profit or loss unless they are designated as effective hedging instruments.
Initially and later, financial assets at fair value through profit or loss are designated upon initial recognition at fair value that is calculated either basing on market quotation or using different valuation techniques with the assumption of possible realization of these assets in future. Different valuation techniques can be applied depending on the circumstances. The existence of published price quotations in an active market is normally the best evidence of fair value. If there is no such an active market, different techniques are used that include information on recent market transactions between knowledgeable, willing parties in an arm's length transaction, reference to the current market value of another instrument that is substantially the same, discounted cash flow analysis, and option pricing models. If there is a valuation technique commonly used by market participants to price the instrument and that technique has been demonstrated to provide reliable estimates of prices obtained in actual market transactions, the entity may use that technique.
Realized and unrealized gains and losses on operations with financial assets at fair value through profit or loss are recognized in the statement of comprehensive income for the period, during which they occurred, in gains less losses (losses net of gains) on operations with financial assets at fair value through profit or loss. Interest income on financial assets at fair value through profit or loss are recognized in the statement of comprehensive income as gains on financial assets at fair value through profit or loss. Dividends received are recognized under «Income from Dividends» as a part of operating income in the statement of comprehensive income.

Purchase and sale of financial assets at fair value through profit or loss, which shall be delivered in terms specified either by law or convention for this market (purchase and sale under «standard contracts»), are recognized at the date of trade execution, i.e. at the date when the Bank is obliged to buy or sell this asset. In all other cases, such operations are recognized as derivative financial instruments up to the moment of settlement.
The Bank classifies financial assets at fair value through profit or loss into the corresponding category at the moment of their acquisition. Financial assets classified into this category may be reclassified only when:
(a) very rarely it is possible to reclassify financial assets from the category of financial assets at fair value through profit or loss, held for trading, to the categories held to maturity and available-for-sale if such an asset is no more held for the purpose of trading or repurchasing in the short term;

and 
(b) it is possible to reclassify financial assets from the category of financial assets at fair value through profit or loss, held for trading, to the category «Loans and Receivables» if the entity has an intention and capacity to hold this financial asset to maturity in foreseeable future.

Financial assets available-for-sale - are any non-derivative financial assets designated on initial recognition as available-for-sale or any other instruments that are not classified as loans and receivables, held-to-maturity investments or financial assets at fair value through profit or loss. The Bank classifies financial assets into the corresponding category at the moment of their acquisition.

Financial assets available-for-sale shall be initially recognized at fair value plus transaction costs directly relating to the financial asset acquisition. However, as a rule, fair value equals to the transaction cost of financial asset acquisition. The following measurement of financial assets available-for-sale is carried out at fair value based on market quotations. Some investments available-for-sale, for which there are no quotations from external independent sources, are measured by the Bank at fair value based on the results of the recent sale of similar equity securities to unrelated third parties and on analysis of other information such as discounted cash flows and financial information on the investee, as well as on the application of other valuation techniques. Different valuation techniques can be applied depending on the circumstances. Investments in equity instruments that do not have a quoted market prices are measured at cost price.
Unrealized gains and losses, which result from the change in the fair value of financial assets available-for-sale, are recognized in the statement of changes in owner’s equity. When financial assets available-for-sale are retired, the corresponding accumulated unrealized gains and losses shall be included to the statement of comprehensive income under «Gains less losses on operations with financial assets available-for-sale». Impairment and reversal of the impairment of financial assets available-for-sale shall be recognized in the statement of comprehensive income.
The value of financial assets available-for-sale shall be reduced if their book value exceeds estimated replacement value. Replacement value is determined as present value of expected cash flows discounted on current market interest rates for a similar financial asset.

Interest income on financial assets available-for-sale shall be recognized in the statement of comprehensive income as interest income. Dividends received are recognized under «Income from Dividends» as a part of operating income in the statement of profit and loss.

If there are standard settlement conditions, the purchase and sale of financial assets available-for-sale shall be recognized at the date of trade execution, i.e. at the date when the Bank is obliged to buy or sell this asset. All other sales and purchases shall be recognized as forward operations up to the moment of settlement.

Loans and receivables – this category includes non-derivative financial assets with fixed or determinable payments that are not quoted in an active market, other than:
a) those that the entity intends to sell immediately or in the near term, which shall be classified as held for trading, and those that the entity upon initial recognition designates as at fair value through profit or loss;

b) those that the entity upon initial recognition designates as available-for-sale; 

c) those for which the holder may not recover substantially all of its initial investment, other than because of credit deterioration, which shall be classified as available-for-sale.
Loans and receivables shall be initially recognized at fair value plus transaction costs (i.e. fair value of paid or received compensation). If there is an active market, fair value of loans and receivables shall be measured as present value of all future receipts (payments) of cash, discounted using the prevailing market interest rate for a similar instrument. If there is no such an active market, fair value of loans and receivables shall be measured using one of valuation techniques.
After initial recognition, loans and receivables shall be measured at amortized cost using the effective interest method. When taking a decision on the asset discounting, the principles of materiality, moderation, comparability and prudence shall be observed.
Loans and receivables shall be recognized from the moment of giving cash to borrowers (clients and credit entities). Loans provided on interest rates different from market interest rates shall be measured at the date of their provision at fair value that is future interest payments and principal debt discounted with regard to market interest rates for similar loans. Difference between fair and nominal value of the loan shall be recognized in the statement of comprehensive income as profit from the assets placed at the rates that are higher than market ones, or as loss from the assets placed at the rates that are lower than market ones. Later the book value of these loans shall be corrected with regard to amortization of profit (loss) from the loan; the corresponding profit shall be recognized in the statement of comprehensive income using the effective interest method.

The Bank avoids losses from impairment at initial recognition of loans and receivables.
Loans and receivables shall be impaired only if there is an objective evidence of impairment that resulted from the events, which happened after initial recognition of the asset, and if the losses, that have influence on the expected future cash flows from the financial asset or a group of financial assets, are subject to reliable valuation. The quality of security for a loan shall be taken into account when evaluating impairment. The amount of loss equals to difference between the book value of an asset and the discounted value of expected future cash flows, calculated at initial for this financial asset effective interest rate. The book value of loans and receivables reduces due to the loan loss provision.
After identifying an objective evidence of impairment on individual basis and if there is no such evidence, loans shall be included into the group of financial assets with similar characteristics of credit risk for impairment testing on aggregate basis.

It shall be mentioned, that valuation of possible losses on loans includes a subjective factor. The Bank’s management consider that the loan loss provision is enough for recovery of losses peculiar for credit portfolio, though it may happen that in certain periods the Bank will bear losses exceeding the provision for possible losses on loans.

Loans that cannot be amortized shall be written off using the corresponding provision for impairment formed on the balance sheet. The write-off is performed only after completing all the necessary procedures and valuation of loss. Reversal of earlier write-offs shall be recognized in the statement of comprehensive income on the loan under «Loan loss provisioning». The reduction of earlier created provision for the loan portfolio impairment shall be recognized in the statement of comprehensive income on the loan under «Loan loss provisioning».

Other loan-related liabilities – During its current activity, the Bank assumes other loan-related liabilities including letters of credit and guarantees. The Bank shall record special reserves for other loan-related liabilities if there is a great possibility of loss under these liabilities.

Promissory notes acquired – Acquired promissory notes are classified according to the purposes of their acquisition into the categories of financial assets: financial assets at fair value through profit or loss, loans and receivables, financial assets available-for-sale, and, afterwards, are recognized in accordance with the accounting policy specified for these categories of assets in this note.

Fixed assets – Fixed assets are recognized at initial cost net of accumulated depreciation and impairment provision. An initial cost for the buildings that are on the balance sheet of the Bank at the moment of the first IFRS application (excluding construction in progress and capital investments in leased objects) is a revalued cost at the moment of the first IFRS application; for other fixed assets – an acquisition cost adjusted to the equivalent of purchasing capacity of the Russian ruble as of December 31, 2002. If the book value of an asset exceeds its estimated replacement value, the book value of an asset shall be reduced to its replacement value, and difference between them shall be recognized in the statement of comprehensive income. The estimated replacement value is determined as the largest from the net realized value of an asset and its value in use.

Construction in progress and capital investments in leased objects shall be recognized at initial cost, adjusted to the equivalent of purchasing capacity of the currency of the Russian Federation as of December 31, 2002, for the objects that are not completed before December 31, 2002, net of impairment provision. On completing construction, these assets shall be converted into the corresponding category of fixed assets or into investment property, and shall be recognized at the book value at the moment of their conversion. Construction in progress is not subject to amortization before putting the asset into operation.

Office and computer equipment is recognized at its acquisition cost adjusted to the equivalent of purchasing capacity of the Russian ruble as of December 31, 2002, net of accumulated depreciation.
Profit and loss resulting from the retirement of fixed assets shall be determined basing on their book value and shall be taken into account while calculating profit/(loss) amount. Repair and maintenance costs shall be recognized in the statement of comprehensive income at the moment of their incurring.

Assets classified as «held for trading» - Assets classified as «held for trading» if their book value will be refunded due to selling them within 12 months from their reclassification date but not due to continuing their use. The prolongation of the period for completing sales plan may exceed 12 months if such a prolongation results from events or circumstances being beyond the entity’s control, and if there is an evidence that the entity is intended to realize its sales plan. Reclassification of assets held for trading requires the following conditions: 

· these assets are available for immediate sale at their current condition; 

· the Bank’s management approved the program for searching buyers and started implementing it; 

· these assets become the subject of the market offer at a price comparable to their fair value; 

· it is expected that they will be sold within 12 months from the moment of their reclassification; 

· there is no possibility of essential change in the sales plan or of its cancellation. 

The assets, which are classified in the statement of financial position in the current reporting period as «held for trading», shall not be reclassified and shall not change the form of presentation in comparative data of the statement of financial position in order to adjust them to the classification at the end of the current reporting period.

Assets «held for trading» shall be measured by the lowest of two values: their book value and fair value net of sale expenses. Reclassified long-term financial instruments, deferred tax assets and investment property at fair value shall not be subject to measurement by the lowest of two values: their book value and fair value net of sale expenses. Long-term assets «held for trading» are not amortized.
Amortization – Amortization is accrued according to the straight-line method during the useful life of assets and using amortization norms.

Useful life of different objects of fixed assets is provided below.
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Amortization shall be recognized even if fair value of an asset exceeds its book value providing that residual value of an asset does not exceed its book value. Repair and maintenance of an asset do not exclude the necessity of its amortization.

Amortization of an asset begins when it becomes available for use, i.e. when location and condition of an asset provide its using in accordance with the Bank’s intensions. Amortization finishes at its derecognition.

Intangible assets – Intangible assets are identified non-monetary assets that lack physical substance. Intangible assets that were acquired separately are initially recognized at acquisition cost. Acquisition cost of intangible assets received due to the operations on entities acquisition equals to fair value at the date of acquisition.
After the initial recognition, intangible assets shall be recognized at their acquisition cost net of accumulated amortization and accumulated impairment loss. Intangible assets are amortized during their useful life.
Acquired licenses for software are capitalized on the basis of expenses for acquisition and implementation of this software. 

Expenses related to operation and maintenance of software shall be taken into expenses from time to time. 

Operating lease – When the Bank acts as a lessee, the amount of payments under the operating lease contracts shall be taken by the lessee into the statement of profit and loss using the straight-line method during the term of lease. If operating lease finishes before termination of the lease term, any payment that is due to the lessor as a penalty shall be recognized as expense in that period when operating lease finished.

Amortization of funds granted on lease (the Bank is a lessor) is accrued in accordance with amortization policy assumed for own fixed funds.

Investment property – Investment property shall be recognized at acquisition cost adjusted to the equivalent of purchasing capacity of the Russian ruble as of December 31, 2002, for the assets acquired before January 01, 2003, net of accumulated depreciation and impairment provision (when it is necessary). If there are any evidences of the investment property impairment, the credit entity shall measure its replacement value that is determined as the largest one of the value acquired from its using and fair value net of sale expenses. The reduction of the book value of investment property to its replacement value shall be recognized in the statement of profit and loss. Impairment loss recognized in previous years can be recovered if later there was any change in valuations used to determine the replacement value of an asset.

Subsequent expenses are capitalized only when there is a possibility that the credit entity will have future economic benefits related to such expenses and that their value can be measured reliably. All the other expenses for maintenance and repair shall be recognized as expenses from time to time. If the investment property is occupied by its owner, such property shall be converted to the category «Fixed assets» and the amortization is further on accrued from its book value at the date of reclassification. 
Amortization is accrued according to the straight-line method during the useful life of assets and using amortization norms.
Applied terms of useful life correspond to the terms applied for property being a part of fixed assets.

Financial lease – When the Bank acts as a lessor, and risks and benefits from the possession of lease objects are transferred to the lessee, leased out assets shall be reported as receivables from financial lease and shall be recognized at discounted value of future leasing payments. Receivables from financial lease shall be initially recognized at the date when leasing relations started, using the discounting rate determined at the date of leasing transaction (the date of leasing transaction is a date when the leasing contract is concluded, or a date when all the parties of leasing relations confirm main leasing provisions, whichever is sooner).

The difference between the amount of discounted receivables and undiscounted cost of future leasing payments is considered to be unreceived financial income. This income shall be recognized during the term of lease using the net investment method (before taxation) that assumes a constant rate of return during all the term of a leasing contract.
Financial income from lease shall be recognized under interest income in the statement of comprehensive income.

Impairment loss from financial lease receivables shall be recognized in the statement of comprehensive income from time to time as a result of one or more events («loss events») occurring after initial recognition of financial lease receivables. Impairment loss from financial lease receivables shall be recognized by creating a provision for impairment loss from financial lease receivables in the amount equal to the difference between the net book value of financial lease receivables and the current value of expected future cash flows (excluding future, not yet incurred losses) discounted using the rate of return integrated to the leasing contract. Estimated future cash flows shall recognize cash flows that can result from receiving and sale of an asset under the leasing contract.
When the Bank acts as a lessee and all possession risks and benefits are transferred to the Bank, the assets received on lease shall be recognized under fixed assets from the date when leasing relations started, at the lowest of the fair value of the assets received on lease and current value of minimum leasing payments. Each leasing payment is charged partially to repayment of obligations, and partially – to financial expenses to provide constant interest rate from the amount of financial lease balance. Financial expenses on lease shall be recognized under interest expenses in the statement of comprehensive income. Assets acquired under the financial lease contract are amortized during their useful life.

Banks’ and clients’ funds - Banks’ and clients’ funds shall be initially recognized at initial cost equal to the amount of funds received net of transaction expenses. Afterwards, received funds are recognized at amortized value, and the corresponding difference between net amount of received funds and debt amount is considered as financial result during the loan term with the use of effective interest rate.

Fair value of banks’ and clients’ funds, which were attracted at rates that are higher than market interest rates, is the amount of principal debt and future interest payments discounted with due regard to market interest rates for similar loans. The difference between fair value and nominal value of borrowed funds at the moment of their receiving is recognized in the statement of comprehensive income as expenses from attracting funds at the rates that are higher than market interest rates. Later on, the book value of borrowed funds is adjusted taking into account amortization of initial expenses on borrowed funds, and are recognized in the statement of comprehensive income using the effective yield method.

Borrowed funds – Borrowed funds shall be initially recognized at fair value, which, as a rule, equals to the amount of received funds (fair value of received property) net of transaction expenses. Afterwards, borrowed funds are recognized at amortized value, and the difference between the amount of received funds and settlement value is recognized in the statement of comprehensive income during the term of loan using the effective yield method. 

Borrowed funds that have interest rates different from market ones are measured, when received, at fair value, which includes future interest payments and principal debt amount discounted with due regard to market interest rates for similar loans. The difference between fair value and nominal value of borrowed funds at the moment of their receiving is recognized in the statement of comprehensive income as income from attracting borrowed funds at the rates that are lower than market ones, or as expenses from attracting borrowed funds at the rates that are higher than market interest rates. Later on, the book value of borrowed funds is adjusted taking into account amortization of initial income/expenses on borrowed funds, and the corresponding expenses are recognized using the effective yield method in the statement of comprehensive income under interest expenses. 

When taking a decision on the liabilities discounting, the principles of materiality, moderation, comparability and prudence shall be observed. 

Debt securities in issue - Debt securities in issue include promissory notes issued by the Bank. Debt securities are initially recognized at fair value that is the amount of received funds net of transaction expenses. Subsequently issued debt securities are recognized at amortized value and any difference between net profit and settlement value is recognized in the statement of comprehensive income during the period of conversion of this security using the effective yield method.
If the Bank acquires its own debt securities in issue, they shall be excluded from the statement of financial position, and the difference between the book value of liability and the amount paid shall be included into income from debt settlement.

Authorized capital – Authorized capital is recognized at a present hyperinflation value with a due regard to the purchasing capacity of the Russian ruble as of December 31, 2002. Expenses related to the issue of new shares are recognized as the reduction of shareholders’ (members’) own funds net of income tax.

Dividends – are recognized under net assets payable to shareholders (members) in the period, for which they were declared.

Dividends shall be recognized if they were approved by the general meeting of shareholders (members) and shall be presented in financial statements as profit distribution.

Dividends declared after the date of financial statements preparation shall be recognized under events after the end of the reporting period. 

Income tax – Tax expenses are recognized in financial statements in accordance with the requirements of the Russian Federation legislation in force. Expenses/indemnity related to income tax in the statement of comprehensive income include current taxation and changes in deferred taxation. Current taxation is calculated basing on expected taxable profit for the year with the application of income tax rates being in effect at the date of financial statements preparation. Tax expenses, except for income tax, shall be recognized under operating expenses.

Deferred taxation on income tax is calculated using the method of book assets and liabilities in respect of all timing differences between tax base of assets and liabilities and their book value according to financial statements.

Deferred tax assets and liabilities shall be determined using tax rates that are supposed to be applied in the period when assets are realized and liabilities are settled, basing on tax rates established in this period or actually established at the reporting date. Deferred tax assets are recognized to the extent that there is a possibility of receiving taxable profit, against which timing differences can be used.

Deferred taxation that occurs while revaluating financial assets available-for-sale at fair value, with allocation of this revaluation to increase or reduction of shareholders’ (members’) own funds, is also allocated immediately to shareholders’ (members’) own funds. On selling these securities, the corresponding deferred taxation sums shall be recognized in the statement of comprehensive income.

Deferred tax assets and liabilities are created in respect of timing differences related to investments in subsidiaries and associated companies, except for the cases when the moment of timing differences disappearance can be controlled by the Bank and when there is a possibility that these timing differences will not disappear in foreseeable future.

Income and expenses recognition – Interest income and expenses shall be recognized in the statement of comprehensive income under all interest instruments according to the accrual method using the effective yield method.
Effective interest rate method is a method for measuring the amortized value of a financial asset or financial liability and for distribution of interest income and interest expenses for the corresponding period. Effective interest rate is an exact discounting rate for estimated future cash payments or receipts for the expected validity period of a financial instrument or, if applicable, for a shorter term, up to the net book value of a financial asset or financial liability. When calculating the effective interest rate, the Bank measures cash flows with a due regard to all the contract conditions in respect of a financial instrument (for example, the possibility of prepayment), but the Bank does not take into account future loan losses. Such a calculation includes all fees and commissions paid and received by the contract parties and being an integral part of the effective interest rate, transaction expenses, as well as other premiums and discounts. If there is a doubt in timely loans settlement, they shall be revaluated to replacement cost with further recognition of interest income on the basis of the interest rate that was used for discounting future cash flows in order to estimate replacement cost. Commission income and other income and expenses shall be recognized according to the accrual method during the servicing period. 

Accrued interest income and accrued interest expenses, including accrued coupon income and accrued discount, shall be included to the book value of the corresponding assets and liabilities.

Foreign currency revaluation – Transactions in foreign currency shall be recognized at the official exchange rate of the Bank of Russia at the date of performing such transaction. Foreign exchange difference resulting from the settlements on operations with foreign currency shall be included into the statement of comprehensive income at the official exchange rate of the Bank of Russia at the date of performing such transaction. 

Cash assets and liabilities in foreign currency shall be converted to Russian rubles at the official exchange rate of the Bank of Russia at the date of the balance sheet preparation.
Foreign exchange differences related to debt securities and other cash financial assets recognized at fair value shall be included into income and expenses from foreign currency revaluation. Foreign exchange differences related to non-monetary items such as share securities classified as financial assets recognized at fair value through profit or loss shall be recognized as a part of income and expenses from revaluation at fair value. Foreign exchange differences related to non-monetary financial assets available-for-sale shall be recognized in the statement of comprehensive income because they have an influence on the fair value of net assets payable to shareholders (members). 

As of December 31, 2017,  the official exchange rate of the Bank of Russia applied for revaluation of foreign currency accounts balance amounted to 57,6002 Russian rubles for 1 US dollar (in 2016: 60,6569 Russian rubles for 1 US dollar), 68,8668 Russian rubles for 1 Euro (in 2016: 63,8111 Russian rubles for 1 Euro). At present time, the Russian Federation currency is not a freely convertible currency in most countries outside the territory of the Russian Federation.

Derivative financial instruments – include foreign exchange contracts, interest rate futures, agreements on the future interest rate, forex and interest swaps, forex and interest options, as well as other derivative financial instruments; they are initially recognized in the balance sheet at their acquisition cost (all transaction expenses), and later they are revaluated at fair value. Fair value is calculated basing on quoted market prices, models of cash flow discounting, models of option price determination or spot rates at the year end depending on the transaction type. All derivative financial instruments shall be recognized as assets if their fair value is positive, and they shall be recognized as liabilities if their fair value is negative.

Changes in the fair value of derivative financial instruments shall be reported as income net of foreign currency transactions expenses or as income net of expenses for transactions with trading and investment securities, depending on the transaction subject.

Reserves (provision) – Reserves shall be recognized in financial statements if the Bank acquires liabilities (legal or constructive) before the reporting date. Herewith, there is a great possibility that before settling these liabilities the Bank will need an outflow of economic resources, and liabilities amount can be estimated with a sufficient degree of reliability.

Contributions to social funds – The Bank pays contributions to the pension fund, social insurance fund and compulsory medical insurance fund of the Russian Federation in respect of its employees. The Bank’s expanses for contributions to the mentioned funds shall be recognized from time to time and shall be included into personnel expenses.

Assets under custody – These funds shall not be recognized in the Bank’s balance sheet as they are not the Bank’s assets.

Risk management policy – The Bank performs the management of the following risk types:

Credit risk – the possibility that the Bank will have losses because of non-performance, late or incomplete performance by the borrower of liabilities under loan debt and any other similar debts according to the contract conditions.

The Bank estimates credit risks for each loan on a regular basis.

When estimating a credit risk, the professional judgement is made by the specialist of the corresponding responsible subdivision of the Bank according to the results of a thorough analysis of the borrower’s activity, his/her financial position, debt service quality, and with a due regard to the Bank’s information on any risk factors concerning the borrower.

In view of the results of the borrower’s financial position estimation, the Bank makes a conclusion determining the category of loan quality in accordance with the authorized procedure of the credit risk estimation. 

If there are several joint debtors on a loan, the Bank can classify loan debt taking into account estimation of financial position of the most financially sound debtor under joint liabilities, in respect of whom there are not any obstacles for realization of the creditor’s rights to make claims against the joint debtor.

Currency risk – the risk of changes in financial instruments value that is connected with changes in foreign exchange rates.

To limit the currency risk, the Bank established the following maximum allowable limits for net foreign exchange positions:

1) at the end of each operating day, the total amount of all long (short) net foreign exchange positions shall not exceed 20% of the Bank’s own funds (capital);

2) at the end of each operating day, a long (short) net foreign exchange position for certain foreign currencies (including the balancing position in Russian rubles) shall not exceed 10% of the Bank’s own funds (capital).

Limits on transactions in foreign currency may be established in order to limit the Bank’s losses from transactions that are subject to the currency risk.

The Bank can apply the following methods to control the currency risk:

1) limitation – quantitative limitation of the amount of investments in certain foreign currencies in order to limit the possibility of losses or failure of a planned financial result;

2) risk avoidance – breach of relations with a counterparty, termination of operations, closing of positions on the financial instrument;

3) change of the risk composition – substitution of transactions, partners and financial instruments for less risky ones.

The heads of responsible subdivisions perform operating control for implementation of decisions on currency risk management and for the compliance with fixed limits. 

The heads of these subdivisions are liable for the compliance with fixed limits.

Liquidity risk – risk that the Bank will have difficulties with attracting funds for settling its liabilities related to financial instruments.

To determine its current necessity in liquid funds, the Bank daily estimates the planned payment position. For this purpose, all subdivisions provide information on coming cash payments and receipts. Every month the Bank prepares a cash flows budget, which includes all cash receipts and outflows for the coming month.

Surplus (deficit) of liquidity is determined according to the method of breaking the maturity for requirements and liabilities. Herewith, estimation of real terms for assets and liabilities sale and terms for liabilities settlement is carried out.

The Bank estimates statutory liquidity ratios every day. To avoid the threat of non-fulfillment of estimated liquidity ratios, the Bank analyses reasons and finds out requirements and liabilities that have an essential influence on possible deterioration of liquidity ratios. To bring them to norm, the Bank develops different measures, for example, such as the following:

1) Attracting of short-term loans (deposits); 

2) Attracting of long-term loans (deposits);

3) Limitation (termination) of providing loans for a certain term.

When executing active transactions, it is necessary to consider the sources, due to which funds have been placed; to avoid liquidity risks in future periods, the decision on deposits terms shall be made according to the terms of settlement of liabilities on attracted funds.

Interest rate risk – risk related to the influence of fluctuations in market interest rates on the Bank’s financial position and cash flows.

The Bank is subjected to the interest rate risk, principally, in the result of its activity on granting loans at fixed interest rates in amounts and for terms different from the amounts and terms of attracting funds at fixed interest rates.

rates on a regular basis. 

When granting a loan at a fixed interest rate under the Bank’s crediting conditions, this interest rate may be changed due to the change in the market situation or change of refinancing rate of the Central Bank of the Russian Federation.

Other price risk – risk that fair value of cash flows related to a financial instrument will change because of changes in market prices – apart from those, which are caused by the interest rate risk or currency risk, regardless whether these changes were due to the factors, which are specific for a certain security or its issuer and which have influence on all tradable financial instruments.

The other price risk management is performed by establishing maximum limits for operations with certain categories of securities and issuers.
5. Cash and cash equivalents

	
	2017
	2016

	Balance at the accounts in CB RF (except for obligatory reserves)
	210 478
	231 611

	Cash
	253 882
	317 423

	NOSTRO accounts in Russian credit institutions
	114 322
	115 301

	NOSTRO accounts in foreign credit institutions
	22 450
	32 925

	
	601 132
	697 260

	Accounts of participants in settlement non-bank credit organizations
	-
	-

	Settlements with stock exchange and brokers
	80 836
	241 855

	
	681 968
	939 115


Credit quality of NOSTRO accounts in counterparty banks (according to Fitch rating), included into cash and cash equivalents, is the following:
	
	2017
	2016

	Rating from BBB to BBB+
	
	-

	Rating BBB-
	
	30 085

	Rating from BB- to BB+
	6 048
	32 927

	Others
	79 390
	85 214

	
	85 438
	148 226


As of December 31, 2017 , the aggregate balance of NOSTRO accounts with the largest counterparty bank amounted to 48 859 or 57.19% from the total balance of all NOSTRO accounts (2016:  58 775 or 39.65%)
Geographical, currency, interest analyses and settlement terms analysis for cash and cash equivalents is provided in Note 29.
6. Financial assets at fair value through profit or loss

	
	2017
	2016

	Promissory notes
	-
	169 592

	Corporate shares 
	1 492
	2 233

	
	1 492
	171 825


As of December 31, 2017 and December 31, 2016, there were not any promissory notes with expired maturity.

Large Russian banks are represented by the banks being among 20 largest banks of Russia according to net assets value. Other Russian banks are represented by the banks being among 200 largest banks of Russia according to net assets value. Large Russian companies are represented mainly by «blue chips» and the companies listed among 150 largest banks of Russia.

Financial assets at fair value through profit or loss as of December 31, 2017:
	
	Promissory notes
	Corporate shares
	Total

	Large Russian banks
	
	
	-

	Other Russian banks
	
	
	

	Large Russian companies
	
	
	-

	Other Russian companies
	
	1 492
	1 492

	Total
	
	
	1 492


Financial assets at fair value through profit or loss as of December 31, 2016:

	
	Promissory notes
	Corporate shares
	Total

	Large Russian banks
	
	
	-

	Other Russian banks
	169 592
	
	169 592

	Large Russian companies
	
	
	-

	Other Russian companies
	
	2 233
	2 233

	Total
	169 592
	2 233
	171 825


Geographical, currency, interest analyses and settlement terms analysis for cash and cash equivalents is provided in Note 29.
7. Funds in other banks
As of December 31, 2017 and as of December 31, 2016 there were not any interbank loans.
During 2017 and 2016 all loans to other banks were granted at market rates.
8. Loans and receivables

	
	2017
	2016

	Loans to legal persons
	4 756 302
	5 136 775

	Loans to individual entrepreneurs
	217 866
	251 720

	Loans to individuals (including mortgage loans)
	4 380 646
	4 857 803

	Promissory notes
	21 599
	21 599

	«Repo» transactions
	772 551
	-

	
	10 148 964
	10 267 897

	Net of impairment provision
	( 1 746 697)
	( 1 691 013)

	
	8 402 267
	8 576 884


During 2017 and 2016 all loans were granted at market rates.
The analysis of changes in impairment provision for loans and advances granted to clients is given below:
	
	Corporate loans and  promissory notes
	Loans granted to individual entrepreneurs 
	Loans granted to individuals (including mortgage loans)
	Total

	December 31, 2014
	1 085 076
	99 109
	132 611
	1 316 796

	Accrual/(recovery)
	(22 975)
	(34 690)
	79 318
	21 654

	Write-off using provision
	(528)
	(5)
	(8 781)
	(9 314)

	December 31, 2015
	1 061 573
	64 414
	203 148
	1 329 135

	Accrual/(recovery)
	185 302
	51 913
	141 239
	378 454

	Write-off using provision
	(9 199)
	(15)
	(7 362)
	(16 576)

	December 31, 2016
	1 237 676
	116 312
	337 025
	1 691 013

	Accrual/(recovery)
	119 750
	(19 436)
	3 867
	104 181

	Write-off using provision
	(37 917)
	(2121)
	(8 459)
	(48 497)

	December 31, 2017
	1 319 509
	94 755
	332 433
	1 746 697


The loans were granted to borrowers in the following sectors of economy:

	
	2017
	2016

	
	Amount
	%
	Amount
	%

	Individuals
	4 380 646
	43.16%
	4 858 559
	47.32%

	Processing industry
	2 395 014
	23.60%
	2 623 382
	25.55%

	Other
	876 188
	8.63%
	249 483
	2.43%

	Transport 
	17 335
	0.17%
	222 584
	2.17%

	Wholesale and retail trade
	391 673
	3.86%
	581 991
	5.67%

	Construction
	679 856
	6.70%
	867 286
	8.45%

	Individual entrepreneurs
	217 866
	2.15%
	251 742
	2.45%

	Extractive industry
	1 421
	0.01%
	1 400
	0.01%

	Agriculture
	985 456
	9.71%
	285 028
	2.78%

	Real estate transactions
	203 509
	2.01%
	326 442
	3.18%

	Total loans granted to clients
	10 148 964
	100.00%
	10 267 897
	100.00%


As of December 31, 2017, loans provided to ten largest borrowers of the Bank are estimated to be 1 976 097 or 19.47% of total amount of loan portfolio (2016: 1 994 480 or 18.89%).
The information on collateral as of December 31, 2017 is provided below:
	
	Loans granted to legal persons, repo agreements and promissory notes
	Loans granted to individual entrepreneurs
	Loans granted to individuals (including mortgage loans)
	Total

	Unsecured loans
	607 663
	8 809
	1 150 030
	1 766 502

	Loans secured by:
	
	
	
	

	real estate objects
	2 969 438
	202 474
	2 461 210
	5 633 122

	securities
	819 471
	0
	35 203
	854 674

	other assets
	1 153 880
	6 583
	53 211
	1 213 674

	guarantees
	0
	0
	680 992
	680 992

	
	5 550 452
	217 866
	4 380 646
	10 148 964


The information on collateral as of December 31, 2016 is provided below:
	
	Loans granted to legal persons, repo agreements and promissory notes
	Loans granted to individual entrepreneurs
	Loans granted to individuals (including mortgage loans)
	Total

	Unsecured loans
	426 768
	346
	908 394
	1 335 508

	Loans secured by:
	
	
	
	

	real estate objects
	2 233 264
	181 490
	2 933 947
	5 348 701

	securities
	25 000
	
	83 286
	108 286

	other assets
	848 868
	7 172
	274 928
	1 130 968

	guarantees
	1 623 696
	62 734
	658 004
	2 344 434

	
	5 157 596
	251 742
	4 858 559
	10 267 897


The analysis of loans according to credit quality as of December 31, 2017 is provided below:
	
	Loans granted to legal persons, repo agreements and promissory notes
	Loans granted to individual entrepreneurs
	Loans granted to individuals (including mortgage loans)
	Total



	Standard loans for which an individual provision for impairment was not created (settlement reserve)
	3 868 602
	34 307
	3 784 607
	7 687 516

	Loans individually impaired
	
	
	
	

	undue  loans
	1 426 597
	175 557
	430 809
	2 032 963

	overdue  less than 90 days
	
	
	17 317
	17 317

	overdue from 90 days to 1 year
	15 604
	
	41 770
	57 374

	overdue more than a year
	238 844
	8 807
	106 143
	353 794

	Impairment provision
	(1 319 509)
	(94 755)
	(332 433)
	(1 746 697)

	Total loans excluding impairment provision
	4 230 138
	123 916
	4 048 213
	8 402 267


The analysis of loans according to credit quality as of December 31, 2016 is provided below:
	
	Loans granted to legal persons, repo agreements and promissory notes
	Loans granted to individual entrepreneurs
	Loans granted to individuals (including mortgage loans)
	Total



	Standard loans, which have no individual impairment provision created
	1 483 100
	47 876
	4 290 383
	5 821 359

	Loans individually impaired
	
	
	
	0

	undue  loans
	3 230 007
	174 639
	397 714
	3 802 360

	overdue  less than 90 days
	25 322
	
	35 624
	60 946

	overdue from 90 days to 1 year
	221 186
	1 477
	57 848
	280 511

	overdue more than a year
	197 981
	27 750
	76 990
	302 721

	Impairment provision
	1 237 676
	116 312
	337 025
	1 691 013

	Total loans excluding impairment provision
	3 919 921
	135 430
	4 521 534
	8 576 884


The main factors that the credit organization considers the issue of loan impairment are the presence or absence of overdue debts, the possibility of the bankruptcy of the borrower, adverse changes in the borrower's solvency, a reduction in the value of collateral, the issuance of new loans to repay debts on previously granted loans. Based on this, the Bank presents an analysis of impairment factors below.
The analysis of the main impairment factors for loans to legal entities and individual entrepreneurs is provided below:
	
	2017
	2016

	Credit subgroup
	Amount
	Reserve
	Amount
	Reserve

	Loans without any signs of impairment
	3 902 909
	346 511
	1 530 975
	

	Loans without  any obvious signs of impairment
	
	
	2 368 250
	359 977

	Loans with partial signs of impairment
	1 595 514
	797 758
	1 033 715
	516 857

	Loans with signs of impairment
	269 995
	269 995
	477 154
	477 154

	
	5 768 318
	1 414 264
	5 410 094
	1 353 988


As of December 31, 2017 and 2016, the Bank had no overdue loans, which had no impairment provision created.

As of December 31, 2017, the amount of accrued interest income from impaired loans amounted to 129 514 thousand rubles (2016: 135 703 thousand rubles).

As of December 31, 2017 , current non-impaired  loans included not less than 4  loans with the total amount of 18 900 thousand rubles (2016: 10 loans with the total amount of 419 611 thousand rubles), the contract conditions for which were revised, and which otherwise would be considered overdue.
Geographical, currency, interest analyses and settlement terms analysis for cash and cash equivalents is provided in Note 29.

Information on the loans granted to related-parties and on corresponding interest income is provided in     Note 34.
9. Financial assets available-for-sale
	
	2017
	2016

	State bonds of the Russian Federation
	450 410
	159 345

	Bonds of municipal and local authorities
	752 321
	22 027

	Credit entities bonds
	1 275 162
	960 392

	Corporate bonds
	1 501 712
	1 140 608

	Corporate bonds of non-resident credit organizations
	332 935
	304 803

	Excluding: impairment  provision
	(25 142)
	(25 145)

	
	4 287 398
	2 562 030

	
	
	
	

	Analysis  of  the  credit  risk  connected  with  debt  securities  available-for-sale as  at  December 31,  2017,  is
provided in the table below:

State bonds

Municipal bonds

Corporate bonds

Total

Current and non-impaired:
Russian Federation
450 410

-

-

450 410

RF subjects and local self-governing authorities
-

752 321

-

752 321

Companies and banks
-

-

3 109 809

3 109 809

Impairment provision

-

-

(25 142)

(25 142)

Total 

450 410

752 321

3 084 667

4 287 398



	
	
	
	
	
	


Analysis of the credit risk connected with debt securities available-for-sale as of December 31, 2016, is provided in the table below:

	
	State bonds
	Municipal bonds
	Corporate bonds
	Total

	Current and non-impaired:
	
	
	
	

	Russian Federation
	159 345
	-
	-
	159 345

	RF subjects and local self-governing authorities
	-
	22 027
	-
	22 027

	Companies and banks
	-
	-
	2 405 803
	2 405 803

	Impairment provision
	-
	-
	(25 145)
	(25 145)

	Total 
	159 345
	22 027
	2 380 658
	2 562 030


The Russian largest banks are represented by the banks in top 20 of the largest banks of Russia according to the value of net assets. Other Russian banks are represented by banks reckoned among 200 major banks of Russia according to the value of net assets. Major Russian companies are represented mainly by «blue chips» and companies listed among 150 major companies of Russia.
As of December 31, 2017, federal loan bonds and corporate bonds at the fair value of 121 950 thousand rubles were blocked as a collateral for borrowed funds from the Bank of Russia. Actual financial borrowing from the Bank of Russia for the stated collateral was not performed.
As of December 31, 2016, federal loan bonds and corporate bonds at the fair value of 39 843 thousand rubles were blocked as a collateral for borrowed funds from the Bank of Russia. Actual financial borrowing from the Bank of Russia for the stated collateral was not performed.
As of December 31, 2017, federal loan bonds within financial assets available-for-sale in the amount of 450 410  thousand rubles had coupon rates from 7,6% to 8,15%.
As of December 31, 2017, municipal and local government bonds in the financial assets available for sale in the amount of 752 321 thousand rubles were quoted on the MICEX and issued by the authorities of  he Republic of Karelia, the administration of the governor of St. Petersburg, Ministry of Economy and Finance of the Moscow Region, Ministry of Finance of the Krasnodar Territory, Ministry of Finance of the Samara Region, Yaroslavl Region Finance Department, Administration of Nizhny Novgorod, the Finance Committee of the Volgograd Region, with the coupon rate from 7.5 % to 9.6%.
As of December 31, 2017, federal and municipal authorities did not have international ratings of creditworthiness granted by international rating agencies.
As of December 31, 2017, bonds of credit entities within financial assets available-for-sale in the amount of  1 275 163 thousand rubles represented bonds quoted at MICEX and issued by Russian Agricultural Bank, VNESHECONOMBANK, LLC «Volkswagen Bank Rus», Gazprombank (JSC), PJSC «Sberbank», «Sovcombank», JSC «Toyota Bank», «International Investment Bank» with a coupon rate from 8,0 % to 10,15 %. As of December 31, 2017, credit organizations had international ratings of creditworthiness granted by international rating agencies not lower than BBB-.
As of December 31, 2017, corporate bonds included in financial assets available for sale were quoted on MICEX bonds issued by major Russian companies for a total amount of 1 592 903 thousand rubles, including depreciated bonds:  OJSC «Transaero» Airline, «Finance-Avia» LLC, OJSC «Parnas-M», for these bonds created a reserve of 25 142 thousand rubles.
As of December 31, 2017, bonds of non-resident organization within financial assets available-for-sale in the amount of 332 935 thousand rubles represented bonds quoted at MICEX and issued by Gaz Capital S.A. (GAZPROM), SB Capital S.A., VEON Holdings B.V., VEB FINANCE PLC. 
10. Financial assets held to maturity
	
	2017
	2016

	State bonds of the Russian Federation
	10 773
	11 685

	Excluding impairment provision
	-
	-

	
	10 773
	11 685


As of December 31, 2017, state bonds of the Russian Federation held to maturity were represented by three issues of Federal Loan Bonds with bond expiry date from 2018 till 2021. Average weighed coupon rate for these securities amounted from 3.8 % to 7,0%.
As of December 31, 2016, state bonds of the Russian Federation held to maturity were represented by three issues of Federal Loan Bonds with bond expiry date from 2018 till 2019. Average weighed coupon rate for these securities amounted from 6.4% to 7.0%.
11. Investment property and assets held for sale
Investment property
	
	Construction in progress 
(land property)
	Total

	Initial value 
	
	

	December 31, 2016
	4 252
	4 252

	Reclassification from other assets
	4 213
	4 213

	Acquisition
	-
	-

	Retirement
	(4 252)
	(4 252)

	December 31, 2017
	4 213
	4 213

	Amortization
	
	

	December 31, 2016
	-
	-

	Charged per year
	23
	23

	Charged off at retirement
	-
	-

	December 31, 2017
	23
	23

	Residual value
	
	

	December 31, 2016
	4 252
	4 252

	December 31, 2017
	4 190
	4 190


The Bank recognizes investment property at actual costs.
The Bank did not classified operational lease as investment property.  The Bank recognizes construction in progress on the land property as a part of investment property. As to 2017, expenses related to investment property maintenance amounted to 130  thousand rubles (2016: no expenses).
Assets held for sale
As of January 1, 2018,  long-term assets held for sale included immovable property received under compensation agreements in the total amount of 80 934  thousand rubles, movable property received under settlement agreements - 0 thousand rubles. As of January 1, 2018, the reserve for possible losses was not formed for the specified property.
The Bank accounts for assets held for sale at actual cost.

12. Fixed assets and intangible assets
Fixed assets

	
	Land
	Buildings
	Leasehold improve-ments
	Computers and office equipment
	Cars
	Safe boxes
	Other fixed assets
	Total

	
	
	
	
	
	
	
	
	

	Initial cost
	
	
	
	
	
	
	
	

	December 31, 2015
	1 346
	110 122
	26 445
	136 945
	17 567
	6 665
	136 517
	435 607

	Acquisition
	-
	2 113
	-
	5 461
	3 411
	-
	3 198
	14 183

	Retirement
	-
	(4 301)
	-
	(4 261)
	(3 288)
	-
	(1 275)
	(13 125)

	December 31, 2016
	1 346
	107 934
	26 445
	138 145
	17 690
	6 665
	138 440
	436 665

	Acquisition
	-
	13 498
	291
	6 440
	142
	-
	9 694
	30 065

	Retirement
	-
	(11 876)
	(10 063)
	(2 362)
	(332)
	-
	(7 828)
	(32 461)

	December 31, 2017
	1 346
	109 556
	16 673
	142 223
	17 500
	6 665
	140 306
	434 269

	Amortization
	
	
	
	
	
	
	
	

	December 31, 2015
	-
	45 756
	18 390
	110 068
	14 389
	3 746
	94 963
	287 311

	Charged per year
	-
	18 381
	2 747
	11 560
	2 157
	1 637
	10 904
	47 386

	Charged off at retirement
	-
	(1 791)
	-
	(4 264)
	(3 288)
	-
	(1 128)
	(10 471)

	December 31, 2016
	-
	62 346
	21 137
	117 364
	13 258
	5 383
	104 739
	324 226

	Charged per year
	-
	18 377
	2 296
	11 936
	1 964
	273
	11 089
	45 935

	Charged off at retirement
	-
	(4 697)
	(8 564)
	(2 362)
	(282)
	-
	(5 696)
	(21 601)

	December 31, 2017
	-
	76 026
	14 869
	126 938
	14 940
	5 656
	110 132
	348 561

	December 31, 2015
	1 346
	64 366
	8 055
	26 878
	3 177
	2 919
	41 554
	148 296

	December 31, 2016
	1 346
	45 588
	5 308
	20 781
	4 432
	1 282
	33 701
	112 439

	December 31, 2017
	1 346
	33 530
	1 804
	15 285
	2 560
	1 009
	30 174
	85 708


Buildings are recognized at initial value excluding amortization. Transport, office, computer and other equipment is recognized at acquisition value adjusted to the equivalent of purchase capacity of the Russian ruble as of December 31, 2002, excluding accumulated depreciation.
As of December 31, 2017, fixed assets were insured for the sum of 300 575  (2016: 510 593).

As of December 31, 2017, there were not any fixed assets acquired under the contracts of financial leasing (2016: no).
Intangible assets
	December 31, 2015
	52 994

	Acquisition 
	7 069

	Retirement
	(5 627)

	December 31, 2016
	54 436

	Acquisition 
	2 823

	Retirement
	-

	December 31, 2017
	57 259

	Amortization
	

	December 31, 2015
	20 837

	Charged per year
	10 293

	Charged off at retirement
	(1 542)

	December 31, 2016
	29 588

	Charged per year
	10 489

	Charged off at retirement
	-

	December 31, 2017
	40 077

	Residual value
	

	December 31, 2015
	32 157

	December 31, 2016
	24 848

	December 31, 2017
	17 182


Intangible assets of the Bank are represented mainly by licensed agreements for program product franchise aimed at performing principal activity.
13. Other assets

Other assets (financial)

	
	2017
	2016

	Outstanding accounts using plastic cards
	13 229
	1 835

	Payments to currency and stock exchange
	
	

	
	13 229
	1 835

	Excluding impairment provision
	(11 053)
	

	
	2 176
	1 835

	Other assets (non-financial)

	Receivables and advance payments to suppliers
	29 265
	43 632

	Tax prepayments
	1 367
	558

	Others 
	11 028
	23 662

	Precious metals and coins
	36
	34

	
	41 696
	67 886

	Excluding impairment provision
	( 11 261)
	( 37 584)

	
	30 435
	30 301


The analysis of other assets according to credit quality as of December 31, 2017, is provided below:

	
	Receivables and advance payments to suppliers
	Outstanding accounts and other assets
	Total

	Total current and non-impaired
	29 663
	2 176
	31 839

	Individually impaired
	
	
	

	without payment delays
	5 581
	-
	5 581

	overdue less than 30 days
	380
	-
	380

	overdue from 30 to 90 days
	165
	-
	165

	overdue from 90 to 180 days
	290
	11 053
	11 343

	overdue more than 180 days
	5 617
	
	5 617

	Impairment provision
	( 11 261)
	(11 053)
	( 22 314)

	Total other financial assets
	30 435
	2 176
	32 611


The analysis of other assets according to credit quality as of December 31, 2016, is provided below:
	
	Receivables and advance payments to suppliers
	Outstanding accounts and other assets
	Total

	Total current and non-impaired
	6 795
	1 835
	8 630

	Individually impaired
	
	
	

	without payment delays
	26 348
	-
	26 348

	overdue less than 30 days
	883
	-
	883

	overdue from 30 to 90 days
	226
	-
	226

	overdue from 90 to 180 days
	82
	-
	82

	overdue more than 180 days
	33 550
	
	33 550

	Impairment provision
	( 37 584)
	
	( 37 584)

	Total other financial assets
	30 301
	1 835
	32 136


The analysis of changing of impairment provision for other assets is provided below:
	
	Receivables and advance payments to suppliers and outstanding
	Total

	December 31, 2015
	37 320
	37 320

	Deductions / Recovery
	460
	460

	Charge-off using provision funds
	(196)
	(196)

	December 31, 2016
	37 584
	37 584

	Deductions / Recovery
	( 15 199)
	( 15 199)

	Charge-off using provision funds
	( 71)
	( 71)

	December 31, 2017
	22 314
	22 314


Geographical, currency and maturity analysis of other assets is provided in Note 23.

14. Funds of other banks
	
	2017
	2016

	Term loans of other banks
	-
	72 527

	
	-
	72 527


During 2017 and 2016 funds of other banks at non-market rates were not attracted.

Geographical, currency, interest and maturity analysis of funds of other banks is provided in Note 29.
15. Clients’ funds
	
	2017
	2016

	State and public organizations
	
	

	Current/operating accounts 
	1 325
	7 825

	Term deposits
	529 710
	347 331

	
	531 035
	355 156

	Other legal entities
	
	

	Current/operating accounts 
	721 856
	943 729

	Term deposits
	1 941 940
	1 947 616

	
	2 663 796
	2 891 345

	Individuals
	
	

	Current accounts 
	422 943
	410 147

	Term deposits
	6 082 002
	5 047 691

	
	6 504 945
	5 457 838

	
	9 699 776
	8 704 339


The structure of clients’ funds according to economy sectors is provided below:

	
	2017
	2016

	
	Amount
	%
	Amount
	%

	Individuals
	6 393 570
	65.91%
	5 457 838
	62.70%

	Wholesale and retail trade
	140 589
	1.45%
	78 046
	0.90%

	Others
	186 224
	1.92%
	267 342
	3.07%

	Financial activity
	747 411
	7.71%
	658 863
	7.57%

	Extracting industry
	314 681
	3.24%
	269 458
	3.10%

	Real estate transactions
	853 735
	8.80%
	1 215 664
	13.97%

	Processing industry
	710 894
	7.33%
	498 888
	5.73%

	Construction
	258 396
	2.66%
	149 492
	1.72%

	Insurance
	1 091
	0.01%
	76
	0.00%

	Individual entrepreneurship
	70 972
	0.73%
	64 753
	0.74%

	Agriculture
	20 112
	0.21%
	35 887
	0.41%

	Public organizations’ activities
	2 101
	0.02%
	8 032
	0.09%

	
	9 699 776
	100.00%
	8 704 339
	100.00%


As of December 31, 2017, current account balances of three major customers amounted to 2 209 332 or 22.7% of total amount of clients’ funds (2016: 2 354 313 or 30.7%).
During 2017 and 2016, clients’ funds at non-market rates were not attracted.

Geographical, currency, interest and maturity analysis of clients’ funds is provided in Note 29.

Information on the loans granted to related-parties and on corresponding interest income is provided in      Note 34.

16. Debt securities in issue
	
	2017
	2016

	Promissory notes
	1 187
	147 954

	
	1 187
	147 954


As of December 31, 2017, debt securities in issue represented promissory notes, nominated in Russian rubles (2016: nominated in Russian rubles). These promissory notes were issued with the average effective interest rate amounting 0% depending on the release (2016: 9,83%).
Geographical, currency, interest and maturity analysis of debt securities in issue is provided in Note 29.

Information on balance and transactions with related-parties is given in Note 34.

17. Other liabilities 
Other non-financial liabilities

	
	2017
	2016

	Accounts payable 
	17 579
	18 133

	Deferred revenues
	9 128
	5 507

	Payments to employees
	21 777
	8 617

	Other liabilities
	7 565
	149

	
	56 048
	32 406


18. Authorized capital and share premium

Declared authorized capital, issued and fully paid, includes the following components:

	
	As of December 31, 2017
	As of December 31, 2016

	
	Number of shares (pcs)
	Nominal

(rub)
	Value
	Number of shares (pcs)
	Nominal

(rub)
	Value

	General stock
	32 200 000
	50
	1 610 000
	32 200 000
	50
	1 610 000

	IFRS 29 corrections
	
	
	78 277
	
	
	78 277

	
	
	
	1 688 277
	
	
	1 688 277


For the purposes of financial reporting, the initial value of authorized capital in rubles was corrected taking into consideration the influence of inflation as of 31.12.2002.
Authorized capital of the Bank was paid by shareholders in Russian rubles. Shareholders have the right to receive dividends, as well as to participate in appropriation in Russian rubles.
Nominal value of all general stock is 50 rubles per share which are equally classified and give the right for one vote.
Geographical, currency and maturity analysis of other liabilities is provided in Note 23.

19. Other comprehensive income

	
	2017
	2016

	Items which can be reclassified into profit or loss
	
	

	Financial assets available-for-sale
	
	

	Revaluation: 
	56 170
	66 927

	Income tax related to items which can be reclassified into profit or loss
	(11 233)
	(13 385)

	Changing of revaluation fund for financial assets available-for-sale
	44 937
	53 542

	Other comprehensive income which can be reclassified into profit or loss net of income tax
	44 937
	53 542


20. Interest income and expense
	 
	2017
	2016

	Interest income
	
	

	Loans and  advances granted to clients
	1 325 327
	1 405 238

	Including on impaired  loans
	129 514
	135 703

	Securities
	256 816
	290 568

	Funds in other banks
	29 395
	74 476

	Correspondent accounts in other banks
	25
	3 800

	Total interest income
	1 611 563
	1 774 082

	Interest expense
	
	

	Term deposits of individuals
	433 756
	438 594

	Term deposits of legal persons
	154 964
	279 925

	Debt securities in issue
	1 142
	7 299

	Term deposits of banks
	4 394
	14 299

	Current/operating accounts
	7 768
	15 997

	Other securities held to maturity
	94
	836

	Other securities available-for-sale
	15 755
	

	Total interest expense
	617 873
	756 950

	Net interest income
	993 690
	1 017 132


21. Fee and commission income and expense

	 
	2017
	2016

	Fee and commission income
	
	

	Fees on cash operations  and operations of collection
	21 128
	17 651

	Fees on payment operations 
	27 795
	30 085

	Other fees received
	11 589
	3 923

	Commissions from operations on granted loans and acquired rights of claims
	22 160
	17 946

	Fees on issued guarantees 
	33 159
	32 837

	Fees on joining the collective insurance program 
	25 154
	26 342

	Fees on currency values operations  
	3 121
	8 915

	Fees on opening and maintenance of bank accounts
	17 649
	16 933

	Total fee (commission) income
	161 755
	154 632

	Fee and commission expense
	
	

	Fees on payment operations
	11 387
	10 012

	Fees on cash operations  and operations of collection
	1 913
	1 834

	Other
	2 759
	1 707

	Total fee (commission) expenses
	16 059
	13 553

	Net fee (commission) income
	145 696
	141 079


22. Other operating income
	
	2017
	2016

	From writing off of liabilities and unclaimed loan debts
	30 326
	12 272

	From recovery of the amount of provision-estimated liabilities of non-credit character
	
	799

	Other
	20 906
	10 626

	Total 
	51 232
	23 697


23. Gains less losses (losses net of gains) on operations with financial assets
23.1. Gains less losses (losses net of gains) on operations with financial assets at fair value through profit or loss 
	
	2017
	2016

	 Conditioning to fair value and revaluation
	(967)
	13 597

	 Total
	(967)
	13 597


23.2. Gains less expenses (expenses less income) on transactions with financial assets held to maturity
	
	2017
	2016

	Conditioning to fair value and revaluation
	-
	(10 297)

	 Total
	-
	(10 297)


24. Administrative and other operating costs

	 
	2017
	2016

	Personnel costs
	259 618
	215 947

	Amortization of fixed assets and intangible assets
	56 424
	57 679

	Lease
	75 309
	67 709

	Maintenance and repair of buildings and other fixed assets
	50 122
	45 623

	Deposit insurance
	27 385
	22 900

	Other taxes excluding income tax
	27 463
	23 909

	Security expenses
	17 479
	17 724

	Technical support of intellectual property objects
	20 553
	16 118

	Advertising and marketing
	11 318
	8 923

	Other administrative expenses
	11 340
	9 717

	Professional services
	480
	715

	Transportation expenses
	4 541
	2 742

	Office expenses
	37 047
	29 974

	Asset retirement expenses
	11 664
	5 680

	Property insurance
	662
	763

	 Property insurance
	313 527
	252 496

	Total administrative expenses
	619 080
	526 122


Personnel expenses include insurance payments to the Pension Fund, Social Insurance Fund and Obligatory Medical Insurance Fund amounting to 54 945  (2016: 49 842).
25. Income tax

	
	2017
	2016

	Current expenses on income tax
	51 370
	95 705

	Change in deferred  taxation connected with appearance and writing-off of timing differences 
	50 233
	10 951

	Net of change in deferred taxation considered directly in the own capital
	(11 233)
	(13 386)

	Expenses/(indemnification) of the income tax for the period
	90 370
	93 270


In 2017 and 2016, the most part of the Bank’s income was taxed at the rate of 20%. Effective rate of income tax differs from the official tax rate. The results of quoting of theoretical flow of income tax, estimated taking into consideration the officially stated rate, towards actual expense are provided below:  

	
	2017
	2016

	Profit before taxation
	503 471
	393 771

	Official income tax rate
	20%
	20%

	Theoretical expenses on income tax calculated at the official tax rate
	100 694
	78 754

	Interest income on government securities to a different rate of income tax
	(945)
	(1 010)

	The amount of tax calculated on income / (expenses), due to the occurrence of / write-off of temporary differences, the occurrence of income / expenses not participating in the taxable base
	(9 379)
	15 526

	Income tax expense
	90 370
	93 270


Differences between IFRS and the Russian Tax Legislation result in appearance of timing differences between book value of certain assets and liabilities, recognized in financial statements, and their value, used for taxation purposes. Deferred income tax is estimated according to all timing differences using balance method and official income tax rate of 20% (2016: 20%). 
The analysis of the Bank’s balance position according to deferred taxation is provided below.
	 
	As of December 31, 2017
	Change
	As of December 31, 2016

	Tax influence of timing differences decreasing taxable base
	
	
	

	 - Accrued non-interest income and expenses
	(6 721)
	(11 233)
	4 512

	 - Reserves
	-
	-
	-

	 - Other
	2 606
	398
	2 208

	Total amount of deferred tax asset
	(4 115)
	(10 835)
	6 720

	Tax influence  of timing differences increasing taxable base
	
	
	

	Other
	25 417
	22 070
	3 347

	 - Amortization of fixed assets
	936
	3 391
	( 2 455)

	 - Reserves
	(27 052)
	13 058
	(40 990)

	Total amount of deferred tax liability
	(699)
	39 399
	(40 098)

	Net deferred tax (liability)/asset
	(3 416)
	(50 233)
	46 817

	Including:
	
	
	

	Deferred tax (liability)/ asset recognized in the capital
	(6 721)
	(11 233)
	4 512

	Deferred tax (liability)/ asset recognized in profit and losses
	3 305
	(39 000)
	42 305


26. Profit (loss) per share

The Bank does not calculate diluted profit (loss) per share as it does not have convertible securities.  

27. Dividends
In 2017, in accordance with the decision of the general meeting of shareholders, Minutes No.  67 as of  18.04.2017, dividends were paid as a result of the Bank's work in 2016 in the amount of 186 438 000 (one hundred and eighty six million four hundred thirty eight thousand) rubles at the rate of 5 (five) rubles 79 (seventy nine) kopeks per one ordinary share in cash. Dividends were paid within 25 working days, beginning from May 02, 2017.
In 2016, in accordance with the decision of the general meeting of shareholders, Minutes No. 66 as of 21.04.2016, dividends were paid as a result of the Bank's work in 2015 in the amount of 186 438 000 (one hundred and eighty six million four hundred thirty eight thousand) rubles at the rate of 5 (five) rubles 79 (seventy nine) kopeks per one ordinary share in cash. Dividends were paid within 25 working days, beginning from May 02, 2016.

28. Segment analysis
As of December 31, 2017 and 2016, the Bank did not have tradable debt or equity securities and did not attract financing by issuing shares or debt instruments at the open stock market.

29. Risk management

The Bank performs the management of the following risks: financial (including credit risk, risks of interest rates change and of fluctuations of exchange rates, liquidity risk), operating, legal and reputational risks. The main approach applied to the financial risks management is that the Bank establishes the limits on different groups of risk. Later, through the internal control system, the Management assures if target goals and procedures are brought to the notice of the personnel and are implemented in a proper way. Besides, the Management controls if the established limits are observed, and – when there are any deviations – corrects them correspondingly. Operating and legal risks management is performed by ensuring the proper application of internal policy and procedures in order to reduce operating, legal and reputational risks.

Currency risk

Currency risk is a risk that the value of financial instrument will change because of changes in foreign exchange rates. There is also a risk that certain changes in foreign exchange rates may have a negative impact on the paying capacity of the borrowers whose income is nominated in foreign currency. Currency classification of monetary assets and liabilities is based on that currency in which this asset or liability is denominated.

The Bank performs currency risk management by maintaining open forex position at the rate of 10% from its capital according to CB RF requirements. The correspondence with CB RF requirements is estimated and observed daily by reporting the forex position of the Bank; these reports are prepared and approved by the Treasury. Any deviations found are immediately reported to the Bank’s Management.  

As a matter of practice, the Bank tries to minimize the risk by maintaining open forex position at the rate of the approved limit or lower with the help of conversion transactions on the interbank market.

The Bank’s foreign currency position in rubles and other currencies as of December 31, 2017, is provided below:

	
	Rubles
	US Dollars
	Euro
	Pounds sterling
	Total

	Assets
	
	
	
	
	

	Cash and cash equivalents
	484 838
	149 773
	47 324
	33
	681 968

	Obligatory reserves in CB RF
	72 260
	-
	-
	-
	72 260

	Financial assets at fair value through profit or loss
	1 492
	-
	-
	-
	1 492

	Financial assets available-for-sale
	4 032 411
	25 4987
	77 948
	-
	4 287 398

	Financial assets held to maturity
	10 773
	-
	-
	-
	10 773

	Loans and advances granted to clients
	8 051 582
	149 160
	201 525
	
	8 402 267

	Other assets
	32 326
	188
	98
	
	32 611

	Assets included in disposal groups classified as «available-for-sale»
	80 934
	-
	-
	-
	80 934

	Current income tax requirements
	21 634
	-
	-
	-
	21 634

	Investment property
	4 190
	-
	-
	-
	4 190

	Fixed assets
	85 708
	-
	-
	-
	85 708

	Intangible assets
	17 182
	-
	-
	-
	17 182

	Total assets
	12 792 762
	554 108
	326 895
	33
	13 698 417

	Liabilities
	
	
	
	
	

	Clients’ funds
	8 794 344
	577 890
	327 542
	-
	9 699 776

	Debt securities in issue
	1 187
	-
	-
	-
	1 187

	Other liabilities
	55 894
	29
	125
	
	56 048

	Current income tax liabilities
	7 959
	-
	-
	-
	7 959

	Deferred tax asset
	3 416
	-
	-
	-
	3 416

	Total liabilities
	8 859 385
	577 919
	327 667
	-
	9 768 386

	Net balance position as of December 31, 2017
	3 933 376
	(23 811)
	(772)
	33
	3 930 031


The Bank’s foreign currency position in rubles and other currencies as of December 31, 2016, is the following:

	
	Rubles
	US Dollars
	Euro
	Pounds sterling
	Total

	Assets
	
	
	
	
	

	Cash and cash equivalents
	563 080
	180 177
	195 858
	-
	939 115

	Obligatory reserves in CB RF
	72 926
	-
	-
	-
	72 926

	Financial assets at fair value through profit or loss
	171 825
	-
	-
	-
	171 825

	Financial assets available-for-sale
	2257 227
	304 803
	-
	-
	2 562 030

	Financial assets held to maturity
	11 685
	-
	-
	-
	11 685

	Loans and advances granted to clients
	8 263 158
	107 912
	205 814
	-
	8 576 884

	Other assets
	32 136
	-
	-
	-
	32 136

	Deferred tax asset
	46 817
	-
	-
	-
	46 817

	Current income tax requirements
	2 668
	-
	-
	-
	2 668

	Long-term assets classified as «available-for-sale»
	60 355
	-
	-
	-
	60 355

	Investment property
	4 252
	-
	-
	-
	4 252

	Fixed assets
	112 439
	-
	-
	-
	112 439

	Intangible assets
	24 848
	-
	-
	-
	24 848

	Total assets
	11 623 416
	592 892
	401 672
	-
	12 617 980

	Liabilities
	
	
	
	
	

	Funds of other banks
	72 527
	-
	-
	-
	72 527

	Clients’ funds
	7 692 430
	643 769
	368 140
	
	8 704 339

	Debt securities in issue
	147 954
	-
	-
	-
	147 954

	Other liabilities
	32 286
	31
	89
	
	32 406

	Current income tax liabilities
	2 323
	-
	-
	-
	2 323

	Total liabilities
	7 947 520
	643 800
	368 229
	-
	8 959 549

	Net balance position as of December 31, 2016
	3 675 896
	(50 908)
	33 443
	-
	3 658 431


In the table below there is data characterizing the sensitivity of income before taxation and of the Bank’s capital to possible fluctuations of the ruble’s rate to the US dollar, euro and pound sterling while all the other data remain unchanged.

	Growth / weakening of exchange rates
	Currency
	December 31, 2017

	
	
	Influence on profit
	Influence on own capital

	+5% / -5%
	US dollar
	(1 191) / 1 191
	(952) / 952

	+30% / -30%
	US dollar
	(7 143) / 7 143
	(5 715) / 5 715

	+5% / -5%
	Euro
	(39) / 39
	(31) / 31

	+30% / -30%
	Euro
	(232) / 232
	(185) / 185

	+5% / -5%
	Pound sterling
	      10 / (10)
	       8 / (8)

	+30% / -30%
	Pound sterling
	            10 / (10)
	       8 / (8)


	Growth / weakening of exchange rates
	Currency
	December 31, 2016

	
	
	Influence on profit
	Influence on own capital

	+5% / -5%
	US dollar
	(2 545) / 2 545
	(2 036) / 2 036

	+30% / -30%
	US dollar
	(15 272) / 15 272
	(12 218) / 12 218

	+5% / -5%
	Euro
	1 672 / (1 672)
	1 338 / (1 338)

	+30% / -30%
	Euro
	10 033 / (10 033)
	8 026 / (8 026)

	+5% / -5%
	Pound sterling
	· / -
	· / -

	+30% / -30%
	Pound sterling
	· / -
	· / -


Credit risk

The Bank’s activity is subjected to the credit risk, i.e. the risk of financial loss resulting from non-fulfillment of liabilities by the borrower or counterparty in the fixed term.

The credit risk on off-balance financial instruments is determined as a possibility of loss due to inability of the counterparty on this financial instrument to fulfill the contract conditions. The Bank applies to contingent liabilities the same credit policy as to financial instrument reported on the balance sheet.

To measure accounting reserve and prepare financial statements, the Bank estimates credit risk using rating system. The Bank assesses the possibility of non-fulfillment of liabilities by the counterparty using its own valuation methods applicable to certain categories of counterparties. These methods are developed by the Bank all by itself and combine statistical analysis with professional judgment, propriety of which is proved where possible by comparing to available external reporting data. The main factors, which the Bank takes into account when considering the matter of credit impairment, are the presence or absence of overdue debts and the possibility of security enforcement. Losses expected as a result of future events are not recognized by the Bank whatever the degree of their probability. 
To that effect, all the loans granted are classified into one of four risk groups:

	Risk group
	Credit subgroup
	Probability of repayment of principle debt and interest
	Impairment in %

	1
	Loans without impairment indicators
	Will be repaid in full and timely.
	0% (Accounting % (ratio of an off-balance loan debt to the total loan portfolio)

	2
	Loans without evident impairment indicators
	Will be repaid in full and timely or, if there are delays in payments, a borrower will pay the total amount of interest on all overdue payments. Overdue period for principal debt or interest does not exceed 20 days.
	10-20%

	3
	Loans with partial impairment indicators
	Will be repaid in full and timely or if there are delays in payments, a borrower will pay the total amount of interest on all overdue payments. Overdue period for principal debt or interest does not exceed 30 days; the borrower’s financial position becomes worse.
	50%

	4
	Loans with impairment indicators
	Will not be repaid or it will be necessary to sale the collateral. This group includes the loans having the following impairment indicators:

1. Significant worsening of the borrower’s financial position;

2. Overdue repayment of principal debt or interest exceeding 30 days.
	100%


Information on the quality of a loan portfolio is provided in Note 8.
Approaches used by the Bank for credit risks management are specified in the Credit policy of the Bank, which is revised and approved by the Board on a regular basis. Credit policy includes the following:

· Procedures on considering and approving loan applications;

· Techniques used to estimate the borrower’s creditworthiness;

· Techniques used to estimate expected collateral;

· Requirements on execution of loan documentation and

· Procedures on current monitoring of loans and contingent liabilities.
The following bodies are involved in the credit risk management:

· The Board of the Bank;

· Credit Committee.
The Credit Committee is a key body in the credit risk management. The Committee meets as needed. The Credit Committee consists of the members of the Board of the Bank. The Committee’s objectives are monitoring of the loan portfolio quality, loans approval, debts write-off approval and other functions relating to the Bank’s credit activity.
The Bank manages credit risk using the following procedures:

· Adequate allocation of duties, powers and responsibility between different structural subdivisions of the Bank, executive bodies and authorized persons as related to risk assessment and control, performing of risk-related transactions and maintenance of different portfolio parameters at the required level;

· Effective coordination of actions between structural subdivisions of the Bank and corresponding executive bodies, especially in crisis situations;

· Quality risk assessment during establishing limits, performing transactions and monitoring risks level;

· Sufficient structuring of transactions (transaction parameters, provision and insurance);

· Regular assessment of risk level;

· Granting credits only after thorough examination of the borrower’s creditworthiness and provided documents; regular monitoring of borrowers’ creditworthiness;

· Establishing limits to portfolio in whole, as well as additional limits according to geographical characteristic and certain sectors of economy, limits on certain counterparties (groups of joint debtors), including qualitative and quantitative parameters of loans and financial instruments related to credit risk. 
The Bank regularly monitors the ability of existing and potential borrowers to repay principal debt and loan interest; credit limits may be changed if necessary. This analysis is based on financial statements of the Borrower for the latest reporting period either provided by the Borrower himself (herself) or received by the Bank from other sources. The amount of credit risk is also regulated by accepting different assets, as well as individual or legal persons’ guarantees, as a loan provision. The Bank’s specialists estimate current market value of accepted provision on a regular basis.

To analyze debt securities and other assets, the Bank applies the same methods as for analyzing usual borrowers, though necessary financial information from some issuers sometimes is not available. In this case, the Risk Control Department uses additional methods to determine financial position of the issuer basing on fundamental analysis of securities market. The Risk Control Department also uses liquidity data and information on market value of debt securities on the Russian stock market and over-the-counter securities market. The Risk Control Department takes into consideration assessments of such rating agencies as Standard & Poor’s, Moody’s and Fitch as well. 

Maximum amount of credit risk is usually represented by the book value of financial assets and contingent liabilities. Probable effect from setting off assets and liabilities in order to reduce credit risk is inconsiderable. Maximum amount of credit risk on financial assets and loan-related liabilities as of December 31, 2017 and 2016, is provided below:
	 
	December 31, 2017
	December 31, 2016

	Balance risks 
	
	

	Cash and cash equivalents except for cash and balance on accounts in CB RF) 
	217 608
	390 081

	Financial assets at fair value through profit or loss
	1 492
	171 825

	Financial assets available-for-sale
	4 287 398
	2562 030

	Financial assets held to maturity
	10 773
	11 685

	Loans and advances granted to clients
	8 402 267
	8 576 884

	Other assets
	2 176
	1 835

	Total balance risks
	12 921 714
	11 714 340

	Non-balance risks
	
	

	Liabilities on granting credits «overdraft»
	579 994
	353 231

	Liabilities on granted credit lines
	600
	6 858

	Guarantees issued
	1 329 287
	1 896 467

	Total non-balance risks
	1 909 881
	2 256 556


Market risk
The Bank’s transactions are subjected to market risk. Market risk occurs in respect of open currency and interest positions of the Bank, as well as in respect of the portfolio of quoted share instruments that are subjected to market changes. The Bank performs market risk management assessing from time to time possible losses, which may result from unfavorable changes of market conditions, and establishing corresponding loss limits. As an additional measure, the Bank may require provision.
Price risk
Price risk is a risk of fluctuations of financial instrument value resulting from changes in market prices, regardless of whether such changes were caused by the factors typical of this certain instrument or by the factors influencing all tradable instruments. Price risk incurs when the Bank has a long or short position in the financial instrument.

Sensibility analysis

	
	December 31, 2017
	December 31, 2016

	 
	Net profit before taxation
	Own funds
	Net profit before taxation
	Own funds

	10% decrease of securities quotations
	( 149)
	( 428,740)
	( 223)
	( 256,203)

	10% increase of securities quotations
	149
	428,740
	223
	256,203


Liquidity risk

Liquidity risk occurs when repayment terms for active operations do not match with attracting terms for passive operations. Matching and/or controlled non-matching of assets and liabilities on terms of repayment, attracting and interest rates are fundamentally important for the process of the Bank management. Total matching of assets and liabilities with the stated parameters is not typical of banks as their transactions are of different nature and they are concluded under different conditions. Non-matching position is a potential source of profit but it can increase risk of loss. Liquidity risk is controlled by the Department for transactions on the Bank’s monetary markets and Committee on financial and economic activities.
The Bank tries to maintain actively the diversified and stable structure of financing sources, which consist of long-term and short-term loans of other banks, deposits of main corporate clients and individuals, and to invest funds in diversified portfolios of highly liquid assets in order to fulfill unforeseen liquidity requirements quickly and without difficulties.
The Management considers that, though there is a sufficient part of clients’ funds with the repayment period on demand and less than one month, diversification of such funds according to the number and type of clients, as well as experience obtained by the Bank during previous periods, show that under usual circumstances these funds form a long-term and stable source of the Bank’s activity financing.

The tables below demonstrate cash payments that the Bank will be obliged to perform on non-derivative financial liabilities as of December 31, 2017. These sums represent contract undiscounted payments, including future interest, as required by IFRS 7. In practice, however, the Bank performs liquidity management on a somewhat different basis that is described above. 
	
	On demand and less than 1 month
	From 1 to 6 months
	From 6 to 12 months
	More than 1 year
	With indefinite term or overdue
	Total

	Liabilities
	
	
	
	
	
	

	Client’s funds
	2 059 879
	1 174 142
	2 717 038
	4 173 129
	264
	10 124 452

	Debt securities in issue
	1 080
	-
	-
	-
	-
	1 080

	Total liabilities
	2 060 959
	1 174 142
	2 717 038
	4 173 129
	264
	10 125 532

	Credit-related contingent liabilities
	75 251
	496  64
	381 949
	955 917
	-
	1 909 881

	Leasing payments
	-
	-
	485
	370 731
	-
	371 216

	Assets held for liquidity management
	867 397
	1 258 583
	2 915 228
	14 830 090
	2 518 695
	22 389 993


The tables below demonstrate cash payments that the Bank will be obliged to perform on non-derivative financial liabilities and assets held for liquidity management as of December 31, 2016:
	
	On demand and less than 1 month
	From 1 to 6 months
	From 6 to 12 months
	More than 1 year
	With indefinite term or overdue
	Total

	Liabilities
	
	
	
	
	
	

	Funds of other banks
	-
	4 302
	52 173
	22 780
	-
	79 255

	Clients’ funds
	2 332 449
	1 627 274
	2 318 200
	3 188 280
	31
	9 466 234

	Debt securities in issue
	1 080
	147 908
	-
	-
	-
	148 988

	Total liabilities
	2 333 529
	1 779 484
	2 370 373
	3 211 060
	31
	9 694 477

	Credit-related contingent liabilities 
	70 332
	622 963
	294 026
	1 269 235
	
	2 256 556

	Leasing payments
	-
	-
	5 386
	391 447
	-
	396 833

	Assets held for liquidity management
	1 241 483
	699 235
	406 401
	18 377 753
	1 003 186
	21 728 058


Information in the tables above differs from discounted cash flows that form the basis of financial statements as of December 31, 2017 and December 31, 2016. IFRS 7 do not require to adjust these sums. In the Management’s opinion, loans and advances granted to clients shall be included into assets held for liquidity management.
The analysis of gap between assets and liabilities sale does not reflect a historically developed steadiness of the clients’ current / transactional accounts, which are usually withdrawn during a longer period than it is stated in the table above where this balance is included into the category «on demand and less than 1 month».
Liquidity requirements for satisfying possible requirements on guarantees issued are usually significantly lower than the amount of liabilities on a guarantee, as in general the third party is not expected to withdraw money according to the contract. The total amount of contract liabilities on granting loans does not necessarily comply with future need in cash, as a significant part of these sums will not be used up to the contract termination.

The Bank calculates obligatory liquidity ratios on a daily basis in accordance with the requirements of CB RF. These ratios include:

·  Instant liquidity ratio (H2) calculated as a ratio of the amount of highly liquid assets to the amount of liabilities subject to repayment on accounts on demand;

·  Current liquidity ratio (H3) calculated as a ratio of the amount of liquid assets to the amount of liabilities subject to repayment up to 30 calendar days;

· Long-term liquidity ratio (H4) calculated as a ratio of the amount of the Bank’s assets with the left term of repayment exceeding one year to the amount of own funds and liabilities with the left term of repayment exceeding one year.

As of December 31, 2017 and December 31, 2016 , the Bank’s liquidity ratios corresponded to the level specified by law. The Department of transactions on monetary markets performs monitoring of liquidity condition and reports on this position to the Management on a daily basis. The Bank performs transactions with financial assets to achieve liquidity ratios every day.

Interest risk

The Bank undertakes the risk related to the influence of market interest rates fluctuations on its financial position and cash flows. Such fluctuations may increase the level of interest margin, but if interest rates change suddenly, interest margin may decrease or cause losses.
The Bank is subjected to interest risk, first of all, in the result of its activity on granting to clients loans and advances with fixed interest rates in the amounts and for the period different from the amounts and period of deposits.
In practice, the Bank has a possibility to change immediately interest rates for the majority of interest assets in response to general changes of market interest rates. Transactions with a fixed interest rate, which were made by the Bank, usually represent short-term contracts – as a rule, between 3-6 months.

In the table below, there are effective interest rates of main currencies, for main categories of financial instruments in force. The analysis is prepared basing on contractual interest rates in force.
	
	2017
	2016

	
	Rubles
	US dollars
	Euro
	Pounds sterling
	Rubles
	US dollars
	Euro
	Pounds sterling

	Interest assets
	
	
	
	
	
	
	
	

	Nostro accounts
	
	
	
	
	
	
	
	

	Other placings on the market
	
	
	
	
	
	
	
	

	Interbank loans
	-
	-
	-
	-
	-
	-
	-
	-

	Financial assets at fair value through profit or loss
	-
	-
	-
	-
	-
	-
	-
	-

	Financial assets available-for-sale
	8.44
	6.02
	4.03
	-
	9.31
	-
	-
	-

	Financial assets held to maturity
	5.98
	-
	-
	-
	6.58
	-
	-
	-

	Loans and advances granted to clients
	13.06
	9.25
	7.63
	-
	14.38
	9.22
	8.02
	-

	Interest liabilities
	-
	-
	-
	-
	-
	-
	-
	-

	Interbank loans
	
	
	
	
	8.13
	-
	-
	-

	Clients’ funds
	7.66
	1.64
	3.02
	
	8,97
	1.22
	3.37
	

	Debt securities in issue
	-
	-
	-
	-
	9.41
	
	
	


Geographical risk
Geographical risk is a risk that the Bank will have losses resulting from the influence of political or economic factors of the country performing transactions or holding assets. The Bank works in Russia primarily with Russian clients, and, consequently, as it is shown in the table below, it is materially subjected to risks peculiar for the Russian Federation.  Additional information on the economic environment where the Bank performs its activity is given in Note 2. Comments on risks related to Russian tax system are provided in Note 19. The Bank does not have any special policy, tasks or procedures for country risk management, however it attempts to maintain risks in other countries on a level as low as possible.

The concentration of the Bank’s assets and liabilities according to geographical characteristics as of December 31, 2017, is provided below:
	
	Russia
	OECD
	Others
	Total

	Assets
	
	
	
	

	Cash and cash equivalents
	659 518
	-
	22 450
	681 968

	Obligatory reserves in the Bank of Russia
	72 260
	-
	-
	72 260

	Financial assets at fair value through profit or loss
	1 492
	-
	-
	1 492

	Financial assets available-for-sale
	3 954 463
	-
	332 935
	4 287 398

	Financial assets held to maturity
	10 773
	-
	-
	10 773

	Loans and advances granted to clients
	8 402 267
	-
	-
	8 402 267

	Other assets
	113 546
	-
	-
	113 546

	Current income tax
	21 634
	-
	-
	21 634

	Investment property
	4 190
	-
	-
	4 190

	Fixed assets
	85 708
	-
	-
	85 708

	Intangible assets
	17 182
	-
	-
	17 182

	Total assets
	13 343 033
	-
	355 385
	13 698 418

	Liabilities
	
	
	
	

	Clients’ accounts
	9 699 776
	-
	-
	9 699 776

	Debt securities in issue
	1 187
	-
	-
	1 187

	Other liabilities
	56 048
	-
	-
	56 048

	Current income tax liabilities
	7 959
	-
	-
	7 959

	Deferred tax liability
	3 416
	-
	-
	3 416

	Total liabilities
	9 768 386
	-
	-
	9 768 386

	Net balance position
	3 574 646
	-
	355 385
	3 930 031

	Credit-related liabilities
	1 909 881
	-
	-
	1 909 881


The concentration of the Bank’s assets and liabilities according to geographical characteristics as of December 31, 2016, is provided below.

	
	Russia
	OECD
	Others
	Total

	Assets
	
	
	
	

	Cash and cash equivalents
	906 190
	-
	32 925
	939 115

	Obligatory reserves in the Bank of Russia
	72 926
	-
	-
	72 926

	Financial assets at fair value through profit or loss
	171 825
	-
	-
	171 825

	Financial assets available-for-sale
	2 257 227
	-
	304 803
	2 562 030

	Financial assets held to maturity
	11 685
	-
	-
	11 685

	Loans and advances granted to clients
	8 576 884
	-
	-
	8 576 884

	Other assets
	32 136
	-
	-
	32 136

	Current income tax
	2 668
	-
	-
	2 668

	Deferred tax asset
	46 817
	-
	-
	46 817

	Long-term assets, classified as «available-for-sale»
	60 355
	
	
	60 355

	Investment property
	4 252
	-
	-
	4 252

	Fixed assets
	112 439
	-
	-
	112 439

	Intangible assets
	24 848
	-
	-
	24 848

	Total assets
	12 280 252
	-
	337 728
	12 617 980

	Liabilities
	
	
	
	

	Funds of other banks
	72 527
	-
	-
	72 527

	Clients’ accounts
	8 704 339
	-
	-
	8 704 339

	Debt securities in issue
	147 954
	-
	-
	147 954

	Other liabilities
	32 406
	-
	-
	32 406

	Current income tax liabilities
	2 323
	
	
	2 323

	Deferred tax liability
	
	
	
	

	Total liabilities
	8 959 549
	-
	-
	8 959 549

	Net balance position
	3 320 703
	-
	337 728
	3 658 431

	Credit-related liabilities
	2 256 556
	-
	-
	2 256 556


Legal risk

The Bank performs its activity as permitted by the effective legislation of the Russian Federation and the regulations of the Government, Bank of Russia and other authorities. The Bank obeys all license conditions and requirements of legislation and by-laws, as well as regulations of the Bank of Russia. The legislation in force is rather difficult and ambiguous in interpretation, it is subjected to changes; court practice for some cases is controversial, for some others it is not yet formed enough that causes a possibility of passing legal acts that do not correspond to the interests of the Bank’s activity. Legal risk may occur due to internal and external factors.

Internal factors are the following:

· Non-compliance of the Bank’s internal documents with the legislation of the Russian Federation, as well as inability of the Bank to timely bring its activity and internal documents in compliance with the legislation;

· Violation by the Bank of the legislation of the Russian Federation, including while identifying and examining clients, establishing and identifying beneficiaries (persons whose interests are advanced by clients), constituent and internal documents of the Bank;

· Breach of contracts by the Bank;

· Ineffective arrangement of legal work causing legal errors in the Bank’s activity due to actions performed by the employees or management of the Bank;

· Insufficient elaboration by the Bank of legal issues while developing and implementing new technologies and conditions of banking operations and other transactions, financial innovations and technologies.

External factors are the following:

· Imperfection of legal system (absence of a sufficient legal regulatory activity, inconsistency of the Russian Federation legislation, its susceptibility to changes, including in terms of imperfection of the methods of state regulatory activity and (or) surveillance, incorrect application of the legislation of a foreign country and (or) norms of international law, violation by the Bank’s clients and counterparties of laws and regulations, as well as breach of concluded contracts, that may result in loss;

· Impossibility to settle certain issues by negotiations and as a result – taking legal actions by the Bank in order to settle them.

To minimize legal risk, the following actions were performed by the Bank:

· Development of internal rules for harmonization and vising of important for the Bank legal documentation;

· Internal control of the compliance with the effective Russian Federation legislation and the requirements of the Bank’s Articles of Association and internal documents (compliance of the Bank’s contract and internal documents with the effective Russian Federation legislation and normative documents of regulatory authorities);

· Taking immediate measures to avoid violation by the Bank of the legislation in force, including by means of amending the Bank’s Articles of Association and its internal documents;

· Legal internal and documentary control;

· Separation of employees’ jurisdictions;

· Development of local regulations and standard contract forms for the most popular transactions, their timely adjustment to the requirements of the changed legislation;

· Establishment of the order for considering non-standard contracts;

· Participation of the employees of the Department for Legal Maintenance of the Bank’s Activity in the process of bringing new banking products to the market;

· Control for observing contractual discipline and claims settlement performed by the Bank’s subdivisions in accordance with their competence;

· Regular monitoring of changes of the Russian Federation legislation and immediate bringing of the main and significant changes to the notice of the employees of the Bank’s structural subdivisions via internal corporate network;

· Providing access to the current information on the legislation for as many Bank’s employees as possible;

· Constant upgrading of the Bank’s employees’ skills and providing necessary resources for that.

The Chairman of the Bank designated a responsible executive – a special authorized person responsible for development and implementation of internal control rules in order to counteract legalization (laundering) of income received illegally and financing of terrorism and programs for its implementation.
The information on legal risk factors is gathered quarterly in order to timely assess it and take management decisions in case of legal risk increasing.

Operating risk
Operating risk is a risk of direct and indirect loss due to errors or incorrect work of internal business processes, personnel, informational systems and external events.

For the purposes of risk management, the following groups of operating risks are singled out:

Business-process risks: failures in business processes, absence of a pass-through organization of the process, incorrect distribution of functions, incorrect process management and systematic incorrect interaction of counterparties, suppliers and/or internal subdivisions of the Bank.
Technological risks: stop or failures in the work of informational systems and bank infrastructure, incidents in the sphere of information security.
Personnel risks: any significant change of personnel or candidate pool in the Bank’s subdivisions (for example, increase of staff turnover), quit of key personnel and cases of the personnel’s improper conduct (for example, fraud, discrimination, unauthorized activity).
Risks of unforeseen situations and external events: the Bank’s inability to minimize loss in case of unforeseen situations and to restore transactions immediately, as well as the Bank’s inability to react to negative change of external events and factors without significant losses.
Control and management of operating risks is performed according to the Regulation On Organization of Operating Risk Management in JSCB «Forshtadt» (JSC), which includes the following:

· Systematic assessment and monitoring of the operating risk level with the help of key indicators of operating risk;

· Acquisition of data on operating losses;

· Independent risk assessment and control of separate subdivisions.

Operating risks are possible in all spheres and on all levels of the Bank’s operating activity. That’s why operating risk management involves all the Bank’s personnel. Priority orientation is to attract subdivisions to operating risk management.

While distributing liabilities, the following parameters are taken into account:

· Bank’s potential and current operating losses from the risk under consideration;

· Amount of transactions involved in operating risk;

· Availability of information on operating risks.
In accordance with the approved internal documents, the Bank collects information on the events caused operating losses. There is a base of operating losses; the analysis of factors and reasons for operating losses is performed. Reports on operating risks are filed to the authorized collegial body – Risk Management Committee.

To estimate the ability of the Bank’s capital to cover possible operating losses, operating risk is included additionally to the accounting normative standard of the adequacy of the Bank’s own funds (capital). Normative standard of the Bank’s capital adequacy is calculated taking into account operating risk.

30. Capital management
The Bank’s policy is aimed at maintaining of the capital level sufficient for keeping investors’ and creditors’ confidence. 

CB RF controls whether banks keep their capital at sufficient level or not. In 2017 the level of capital adequacy should be not less than 8% from the assets adjusted to risk factors (2016: 8%). The level of the Bank’s capital adequacy was within set norms during 2017, as well as during the previous year. Normative standard of the Bank’s capital adequacy as of December 31,  2017 amounted to 21.0% (2016: 20.5%).
One of the Bank’s main objectives is to fulfill CB RF requirements on maintaining capital adequacy.  

In case of the capital inadequacy, the Bank can take different measures to solve this problem. In particular, the Bank can organize an additional emission of shares, sale certain assets or reduce loans amount. Distribution of capital between different types of operations is often aimed at increasing the level of capital using profitability.
Though the key factor when distributing capital between different operations is maximization of capital profitability, with a due regard to corresponding risks, this factor is not the only one. The Management also takes into account long-term plans and perspectives of the Bank’s development. When preparing and approving annual budget, the Management performs regular analysis of the Bank’s capital management and its distribution.

31. Liabilities 
Court proceedings

Legal claims and complaints may be brought against the Bank from time to time during its current activity. The Management considers that closing loss that may result from the corresponding court proceedings will not have a material influence on financial position or results of the Bank’s activity in future.

Economic environment

The main economic activity of the Bank is performed in the Russian Federation. Legislation and normative documents having influence on the economic situation in the Russian Federation are subjected to frequent changes, the Bank’s assets and transactions may fall under risk in case of worsening of political and economic situation.

Tax legislation

Tax system of the Russian Federation is relatively new and is characterized by the existence of frequently changing normative documents, official comments to normative documents and decisions of court bodies, which in many cases contain ambiguous and sometimes even controversial formulations open for different interpretations on the part of tax authorities. Accuracy of tax calculation is a matter of consideration and detail examinations on the part of regulatory bodies, the powers of which include imposition of significant fines, penalties and interest. A tax year remains open for examinations on the part of tax bodies during three following calendar years after its termination. Nevertheless, in certain circumstances a tax year may remain open during a longer period. Recent events happened in the Russian Federation prove that tax bodies take a stricter position when applying and interpreting tax legislation.

These circumstances may create tax risks in the Russian Federation. In the Management’s opinion, the Bank’s tax liabilities were fully recognized in financial statements on the basis of  the Management’s interpretation of the effective tax legislation of the Russian Federation, official comments, normative documents and decisions made by court bodies. 

Operating lease liabilities
As of December 31, 2017, there were 58 operating lease contracts (lease of buildings and premises) in effect.

The Bank’s future minimal lease payments under dissolved contracts are given below:

	Year
	Thousand rubles

	
	371 216

	Less than a year
	485

	From one to five years
	135 975

	More than five years
	234 756


Capital investment liabilities 

As of December  2017, an agreement was signed in the amount of 4 709 thousand rubles to carry out the construction and installation works on laying the cable from the transformer substation to the premises located at the address Orenburg, Turkestanskaya str.,11,  reconstruction was finished in March 2018. 

As of August 2017 an agreement was signed in the amount of 2 173 thousand rubles to carry out he reconstruction premises №12 located at the address Orenburg, Gagarin Ave, 54/1, reconstruction was finished in February 2018.

As of December  2017, an agreement was signed in the amount of 2 067 thousand rubles to  on installation of modules for accepting ENA notes on ATMs, installation was finished in January 2018.
As of December 2016, an agreement was signed in the amount of 4,300 thousand rubles. To carry out the reconstruction of its own building located at the address Ufa city, K. Marx St. 44, reconstruction was finished in April 2017.  
Credit-related liabilities
The main aim of these instruments is providing resources to the Bank’s clients as may be require from time to time. In respect of liabilities on granting loans, the Bank is potentially subjected to the risk of loss in the amount equal to the total amount of not used liabilities. However, the possible amount of loss is actually lower, as such liabilities, as a rule, are conditioned by the fulfillment by clients of certain terms specified in a credit contract. Fair value of guarantees issued is recognized in other liabilities.
Contingent credit-related liabilities include the following positions:

	
	2017
	2016

	Unused limits on granting funds in «overdraft» form
	579 994
	353 231

	Unused credit lines
	600
	6 858

	Guarantees issued
	1 329 287
	1 896 467

	Reserve
	
	

	Total credit-related liabilities
	1 909 881
	2 256 556


32. Derivative financial instruments and hedge accounting
Trading with currency and other derivative financial instruments is carried out mainly at the over-the-counter market with market counteragents under standard contract conditions.

The agreed value of certain financial instruments is a basis for comparing with the instruments recognized in the statement of financial position but it does not necessarily confirm the amounts of future cash flows on transactions or the current fair value of instruments, and, consequently, it does not give any evidence if the Bank is subjected to a credit or market risk or not. Derivative instruments become positive (assets) or negative (liabilities) as a result of changes of market rates concerning their conditions. Total contractual amount of derivative financial instruments available, the degree of how these instruments are positive or not, and, consequently, total fair value of derivative financial assets and liabilities may fluctuate significantly in time.

As of December 31, 2017, the Bank did not have investments in derivative financial instruments.
As of December 31, 2016, the Bank did not have investments in derivative financial instruments.
33. Fair value of financial instruments

Fair value is aimed at determination of a price that would be received when selling an asset or that would be paid when selling a liability under the conditions of a transaction performed at the organized market between the market’s participants at the date of valuation.
Nevertheless, taking into account uncertainty and using of subject judgments, fair value should not be interpreted as realized as a part of immediate sale of assets or assets transfer.

Fair value of financial assets and financial liabilities tradable on the active market is based on market quotations or dealer prices. The Bank determines fair value of all other financial instruments of the Bank using other valuation techniques.
Valuation techniques are aimed at achieving the method of fair value assessment that will reflect the price at which the transaction on selling an asset or transferring a liability would be performed at the organized market between the market’s participants at the date of valuation.
Estimated fair value of financial instruments were calculated by the Bank basing on the available market information (if there is any) and proper valuation techniques with a due regard to unobserved data. However, to interpret market information in order to estimate fair value, it is necessary to apply professional judgments. The Russian Federation economy continues displaying some characteristic features peculiar for developing countries, and economic conditions continue limiting the volume of activity on financial markets. Market quotations may be old or reflect the value of selling at low prices and, therefore, do not reflect fair value of financial instruments. The Bank uses all market information available when estimating fair value of financial instruments.

Financial instruments at fair value – Cash and cash equivalents, financial assets at fair value through profit or loss are recognized in the balance sheet at fair value. To estimate fair value, price quotations of the active market placed at MICEX web site are used.

Loans and funds granted to banks – As for these assets placed at a floating interest rate, their book value to an adequate degree reflects their fair value. Estimated fair value of funds placed at a fixed interest rate is based on the calculation of discounted cash flows using interest rates at the monetary market for instruments with a similar level of credit risk and terms of repayment. Fair value of these funds as of December 31, 2017, and December 31, 2016, did not differ from their book value. It can be explained by the current practice of reviewing interest rates in order to reflect current market conditions, as a result of which interest on the majority of balances are charged at the rates approximately equal to market interest rates.
Financial assets available-for-sale – For some assets of this category, market quotations for the purchase of securities in ICEX system while estimating their fair value, for others – value of net assets.

For some financial assets available-for-sale, estimation of fair value as of December 31, 2017, cannot be done accurately as the assets do not have a quotation at the active market and other acceptable methods of estimating fair value with an adequate degree of accuracy. Fair value of these assets was determined by the management basing on the results of resent sale of shares in companies – objects of investments to unrelated third parties, and analysis of other information such as discounted cash flows and financial information on companies - objects of investments, as well as on the basis of applying other valuation techniques.

Loans and funds granted to clients – Fair value of the credit portfolio is determined by the quality of certain loans and level of interest rates for them within every type of loans of the credit portfolio. In the opinion of the Bank’s Management, fair value of loans as of the reporting date of December 31, 2017 and December 31, 2016,  differs insignificantly from their book value. It is explained by the current practice of reviewing interest rates in order to reflect current market conditions, as a result of which interest on the majority of balances are charged at the rates approximately equal to market interest rates. 

Estimation of provision for possible loan-related losses includes analysis of the risk peculiar to different types of loan granting on the basis of such factors as a current situation in the borrower’s economic sector, financial position of each borrower, as well as guarantees received. Thus, provision for possible loan-related losses reflects in an adequate manner the amount of necessary value adjustment taking into account the influence of credit risk.

Banks’ deposits – As of December 31, 2017, book value of short-term deposits and deposits on demand represents a sensible estimation of their fair value. 
Clients’ accounts - As of December 31, 2017,  book value of deposits and current accounts of the Bank’s clients represents a sensible estimation of their fair value.

Debt securities in issue – Estimated fair value of instruments having market price is based on market quotations. Estimated fair value of instruments with an undetermined period of repayment represents a sum to be repaid on demand. Estimated fair value of instruments with a fixed interest rate that do not have a market price is based on discounted cash flows with the application of interest rates for new instruments with a similar credit risk and similar term to repayment. 

The Bank uses the following hierarchy to determine and disclose fair value of assets and liabilities depending on valuation techniques:

· Level 1: quoted (not adjusted) prices at active markets for similar assets and liabilities;

· Level 2: techniques, in which all the entered data, having a material influence on fair value, are directly or indirectly observed at the open market;

· Level 3: techniques, where used entered data, having a material influence on fair value, are not based on data observed at the open market.

Levels of hierarchy for estimating fair value of assets and liabilities, recognized in financial statements at fair value, are provided below:
	
	2017
	2016

	
	Level 1
	Level 2
	Level 1
	Level 2

	Financial assets at fair value through profit or loss
	
	
	
	

	Promissory notes
	
	
	
	169 592

	Corporate shares
	1492
	
	2 233
	

	Financial assets available-for-sale
	
	
	
	

	Bonds of the Russian Federation
	450 410
	
	159 345
	

	Bonds of municipal and local authorities
	752 321
	
	22 027
	

	Bonds of credit entities
	1 275 162
	
	960 392
	

	Corporate bonds
	1 809 505
	
	1 420 266
	

	Total financial assets at fair value
	4 288 890
	
	2 564 263
	169 592


The analysis of financial assets and liabilities, fair value of which is disclosed separately, in terms of hierarchy levels, i.e. not recognized in financial statements at fair value is provided below:
	
	December 31, 2017
	December 31, 2016

	 
	Current book value
	Fair value 

(Level 3)
	Current book value
	Fair value 

(Level 3)

	Financial assets at amortized value
	
	
	
	

	Cash and cash equivalents
	253 882
	253 882
	317 423
	317 423

	Funds on accounts held in the Bank of Russia (including obligatory reserve fund) 
	282 738
	282 738
	304 537
	304 537

	Funds in credit entities
	217 608
	217 608
	390 081
	390 081

	Loans and receivables
	10 148 965
	8 402 267
	10 267 897
	8 576 884

	State bonds of the Russian Federation
	10 773
	10 773
	11 685
	11 685

	Other financial assets
	2 176
	2 176
	1 835
	1 835

	Total financial assets at amortized value
	10 916 142
	9 169 444
	11 293 458
	9 602 445

	Financial liabilities at amortized value
	
	
	
	

	Funds of credit entities
	
	
	72 527
	72 527

	Clients’ funds
	9 699 776
	9 699 776
	8 704 339
	8 704 339

	Debt securities in issue
	1 187
	1 187
	147 954
	147 954

	Total financial liabilities at amortized value
	9 700 963
	9 700 963
	8 924 820
	8 924 820


Fair value of financial assets and financial liabilities is calculated according to accepted valuation models basing on the analysis of discounted cash flow. Herewith, the most significant criterion was a discounting rate reflecting credit risks of counteragents.
34. Related-party transactions

To prepare these financial statements in accordance with IFRS (IAS) 24 «Related Party Disclosures», parties are considered to be related if one of them has a possibility to control the other one or to have a material influence on the process of taking financial and operating decisions by the other party. When considering each potentially possible case of related-party relations, the stress is made on economic content of transactions but not only on their legal implementation.

	No.
	Types of transactions
	Related parties
	Including main managing personnel of the Bank

	 
	 
	2017
	2016
	2017
	2016

	1
	Assets and liabilities
	
	
	
	

	1.1
	Net debt
	94 412
	291 373
	1 429
	2 604

	1.1.1.
	Loans granted
	221 738
	480 902
	1 438
	2 621

	1.1.2.
	Data of reserves
	127 326
	189 529
	9
	17

	1.2
	Other assets
	23
	3 026
	
	

	1.3
	Funds on clients’ accounts
	1 720 535
	1 972 449
	21 784
	16 082

	 
	Including received subordinated loans
	300 000
	600 000
	
	

	1.4.
	Other liabilities
	3 937
	5 429
	
	

	2
	Income and expenses
	
	
	
	

	2.1
	Interest income from loans
	86 694
	36 783
	195
	178

	2.2
	Interest expenses from funds on clients’ accounts
	65 582
	191 720
	1 859
	1 071

	2.3
	Interest expenses from subordinated loans
	35 777
	42 010
	
	

	2.4
	Net profit/loss from operations with foreign currency
	(68)
	5 093
	1
	

	2.5
	Commission income
	1 616
	2 622
	32
	19

	2.6
	Commission expenses
	
	800
	
	


Related-party transactions were carried out by the Bank on standard terms in accordance with the Bank's tariff policy and are not characterized by an increased risk of non-payment on time or other unfavorable conditions.

Total amount of remuneration paid to 10 members of the Board of Directors and Members of the Board including insurance deductions to the Pension Fund, Social Insurance Fund and Obligatory Medical Insurance Fund) in 2017, amounts to 14 216  or 5.5% from total personnel expenses (2016: 12  members of the Board of Directors and Members of the Board; 12 451 or 5.5%). in 2017, long-term benefits (including insurance contributions, the Pension Fund, the Social Insurance Fund and the Medical Insurance Fund) were accrued, but not paid  11 018 (2016: there were no accruals).
35. Offset of financial assets and financial liabilities

As of December 31, 2017, the Bank did not have transactions that would have a specified by law or fixed by the contract right to perform offset, or to realize an asset and fulfill a liability simultaneously, on provided financial assets according to the conditions of the general agreement on offset or a similar agreement, which provides the right for offset in case of non-fulfillment of liabilities in the result of the counterparty’s insolvency or bankruptcy, and which should be disclosed in financial statements. 
36. Liabilities on the employees’ pension insurance

As of December 31, 2017 and 2016, the Bank did not have liabilities on the employees’ pension insurance, which should be disclosed in financial statements.

37. Events after the end of the reporting period

There were not any material events after the end of the reporting period before the date of approving these financial statements for issue.
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