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INDEPENDENT AUDITOR’S REPORT

To Shareholders and Management
BM Bank, JSC

We have audited the accompanying financial statements of Joint Stock Company “BM Bank” (the Bank)
consisting of the balance sheet as at 31 December 2008, income statement, statement of changes in equity
and cash flow statement for the year then ended, significant accounting policies and other explanatory notes.

Management’s responsibility

Management is responsible for preparation and fair presentation of the accompanying financial statements in
accordance with Internati o n a | Financi al Reporting Standards
designing, implementing and maintaining internal control relevant to the preparation and fair presentation of
the financial statements that are free from material misstatements, whether due to fraud or error; selecting
and applying appropriate accounting policies; and making accounting estimates that are reasonable in the
circumstances.

Auditor’s responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financi al statements. The procedures <seasfessnentafd
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those

risk assessments, the auditor considers internal control relevant to the entity's preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's internal
control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall presentation

of the financial statements.

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



Opinion

In our opinion, the financial statements present fairly, in all material aspects, the financial position of the
Bank as at 31 December 2008, and its financial results and cash flows for the year then ended in accordance
with IFRS.

Emphasis of matter

Without further qualifying our opinion we would like to draw your attention to the disclosures made in
Note 2 to these financial statements concerning the Bank®* s abi |l ity to continue
conditions indicate the uncertainty, which might affect the Bank's ability to continue its operating activities

in the future. These financial statements do not include any adjustments that would result if the Bank was
unable to continue as a going concern.

Kyiv, February 20, 2009
LLC Audit Firm BDO Balance-Audit

Sergey Balchenko Soren D. K. Sorensen
Certified auditor CPA



Statement of responsibility for preparation and approval of financial statements for the year ended
December 31, 2008

The following statement, which should be read |
stated in t he i ndependent audi tors*® report, i s ma d
responsibilities of management and those of the independent auditors in relation to the financial statements

of* BM B,d3Ck”

Management is responsible for the preparation of the financial statements that present fairly, in all material
aspects the financial position of the Bank at December 31, 2008 and results of activities and cash flows year
ended December 31, 2008, in accordance with International Financial Reporting St andar ds ( “ |

In preparing the financial statements, management is responsible for:

Selecting suitable accounting principles and applying them consistently;
Making reasonable assumptions and estimates;

Compliance with relevant IFRS and disclosure of all material departures in the Notes to financial
statements;

Preparing the financial statements on a going concern basis, unless it is inappropriate to presume that
the Company will continue in business for the foreseeable future.

The Bank Management is responsible for:

Designing, implementing and maintaining an effective and sound system of the Bank internal
controls;

Maintaining proper accounting records that disclose, with reasonable accuracy at any time, the
financial position of the Bank, and which enable them to ensure that the financial statements of the
Bank comply with IFRS;

Guaranteeing compliance of financial accounting to the legislative regulations and accounting
standards in force in Ukraine;

Taking such steps as are reasonably available to them to safeguard the assets of the Bank; and

Preventing and detecting fraud and other irregularities.

Chairman of the Board Lomakovich V.A.

Chief accountant Androsova N.A.

February 20, 2009



BM Bank JSC

Balance-sheet as at December 31, 2008

(UAH thousands)

Note 2008 2007

ASSETS

Cash and cash equivalents 5 307,846 99,373
Cash in other banks 6 229,976 154,312
Loans issued to customers 7 2,468,939 882,735
Financial assets available for sale 8 58,432 92,911
Fixed assets and intangible assets 9 37,800 12,450
Tax assets 20 1,043 -
Other assets 10 21,123 9,072
Total assets 3,125,159 1,250,853
LIABILITIES

Cash from other banks 11 1,302,267 408,667
Customer funds 12 1,356,246 598,583
Issued debt securities 13 7,145 70,454
Other liabilities 14 101,054 1,875
Tax liabilities 20 686 379
Total liabilities 2,767,398 1,079,958
EQUITY

Share capital 15 340,658 163,908
Financial assets revaluation fund 643 1,141
Retained earnings 16,460 5,846
Total equity 357,761 170,895
Total liabilities and equity 3,125,159 1,250,853

Chairman of the Board

Chief Accountant

Notes on pagest® 48 are the integral prt of given financial statements
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BM Bank, JSC
Income statement for the year ended December 31, 2008
(UAH thousands)

Note 2008 2007
Interest revenues 16 240,807 77,057
Interest expenses 16 (126,314) (39,860)
Net interest revenues 114,493 37,197
Loan impairment provision 56,7 (18,768) (8,478)
Net interest revenues after formation of the loan
impairment provision 95,725 28,719
Revenues less the expenses from foreign currency
transactions 20,216 1,663
Commission revenues 17 24,130 14,098
Commission expenses 17 (5,538) (7,730)
Financial assets available for sale impairment provision (1,006) -
Other provisions (55) (38)
Net revenues 133,472 36,712
General and administrative costs 18 (120,269) (27,814)
Deductions to the deposit insurance fund (626) (105)
Other operating revenues less the expenses 19 255 (687)
Profit before tax 12,832 8,106
Profit tax expenses 20 (2,218) (2,352)
Net profit 10,614 5,754
Basis and diluted profit per share
(in UAH per share) 21 0.008 -

Chairman of the Board

Chief Accountant

Notes on pagest® 48 are the integral part of given financial statements
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BM Bank, JSC
Cash flow statement for the year ended December 31, 2008
(UAH thousands)

Note 2008 2007
Cash flow from operating activity
Interest received 223,940 74,116
Interest paid (102,819) (38,160)
Commission received 24,130 14,098
Commission paid (5,538) (7,730)
Receipts from transactions with foreign currency and
precious metals 20,216 1,663
General and administrative costs paid and other net
operating revenues received (114,858) (27,703)
Profit tax paid (2,954) (2,262)
Cash flow from operating activity before changes in
operating assets and liabilities 42,117 14,022
Net (growth)/reduction of operating assets
Cash in other banks (72,764) (99,970)
Loans issued to customers (1,594,408) (674,098)
Financial assets available for sale 32,373 (71,211)
Other assets (8,117) (7,532)
Net growth/(reduction) of operating liabilities
Cash from other banks 874,636 294,510
Customer funds 752,387 426,779
Other liabilities 99,516 (23,972)
Net cash flow from operating activity 83,623 (155,494)
Cash flow from investment activity
Fixed assets acquisition (31,132) (11,506)
Net cash flow from investment activity (31,132) (11,506)
Cash flow from financial activity
Contributions to the share capital 176,750 101,000
Issue of debt securities (62,885) 70,000
Net cash flow from financial activity 113,865 171,000
Net change in cash and cash equivalents 208,473 18,022
Cash and cash equivalents as at the beginning of the year 5 99,373 81,351
Cash and cash equivalents as at the year end 5 307,846 99,373

Chairman of the Board

Chief Accountant

Notes on pagest® 48 are the integral prt of given financial statements
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BM Bank, JSC

Statement of changes in equity for the year ended December 31, 2008

(UAH thousands)

Financial assets

Share revaluation Retained Total

Note capital fund earnings equity
Balance as at December 31,
2006 62,908 (28) 92 62,972
Revaluation of financial
assets available for sale - 1,169 - 1,169
Contributions into statutory
fund 15 101,000 - - 101,000
Net profit for 2007 - - 5,754 5,754
Balance as at
December 31, 2007 163,908 1,141 5,846 170,895
Revaluation of financial
assets available for sale - (498) - (498)
Contributions into statutory
fund 15 176,750 - - 176,750
Net profit for 2008 - - 10,614 10,614
Balance as at
December 31, 2008 340,658 643 16,460 357,761

Chairman of the Board

Chief Accountant

Notes on pagest® 48 are the integral part of given financial statements
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BM Bank, JSC
Notes to financial statements for the year ended December 31, 2008
(UAH thousands)

1. Background

Joint Stock Compahy BM Bank (hereinafter referred to as “th

resolution of the Meeting of Members as of August 15, 2005 and incorporated on December 06, 2005 in
form of limited liability company. In 2008 the Bank was reorganized into open joint stock company.

The Bank operates as based on License No.223 issued by the National Bank of Ukraine on
February 03, 2006.

Principal owner of the Bank is Bank of Moskow OJSC, with its share in the authorized capital of the Bank
amounting to 99.91 %. Information on other shareholders of the Bank is disclosed in Note 15.

Registered address of the Bank is 37/122, Tarasa Shevchenko blvd., Kyiv 01032, where the Head Office of
the Bank is located.

As at December 31, 2008 the Bank had 43 registered branches in the territory of Ukraine (2007: 12).
2. Operating conditions

At the date of the financial statements approval the Company operates under instable circumstances related
to the world economical crisis. Improvement of economical situation in Ukraine will, to significant extent,
depend upon effectiveness of fiscal and other measures undertaken by the government of Ukraine. At the
same time there is no clear understanding which measures are to be taken by the government of Ukraine in

order to overcome the crisis. Therefore, it is not possible to fairly assessitse f f ect t o t he Bank"
income, stability and structure of her transactions with the consumers. Given factors signify on uncertainty,
which might affect the possibility to refund the value of her assets and ability to serve and pay off her debts
as they mature. Given financial statements reflects current management estimation of possible effect of the
economical conditions to operating activities and financial position of the Bank. Future conditions might
differ from the management estimations. These financial statements do not include any adjustments that
would result under such uncertainty. Such adjustments shall be addressed when become known and can be
reliably assessed.
3. Basis for presentation
Basis of measurement
Given financial statements were prepared in compliance with principle of historical cost, except for such
captions as Assets available for sale and Financial assets and liabilities at fair value through profit or loss,
which were reported at fair value.
Statement of compliance
Financial statements of the Bank were prepared in compliance with the International Financial Reporting
Standards (IFRS).
Functional and presentation currency
Mo s t of the Bank®"s transactions are performed ir

national currency of Ukraine; it is used for all accounting records and reporting, in compliance with the
National Accounting Standards. For this reason, UAH was chosen as the functional and presentation
currency. All amounts in the present financial statements are reported in UAH thous. (unless indicated
otherwise).



BM Bank, JSC
Notes to financial statements for the year ended December 31, 2008
(UAH thousands)

Accounting estimates and judgments in applying accounting policies

The preparation of financial statements in conformity with IFRS requires management to make judgments,

estimates and assumptions that affect the application of policies and the reported amounts of assets and

liabilities, income and expense. The estimates and associated assumptions are based on historical experience

and various other factors that are believed to be reasonable under the circumstances, the results of which

form the basis of making judgments about carrying values of assets and liabilities that are not readily
apparent from other sources. Although these estim
events and actions, actual results ultimately may differ from these estimates.

In particular, information about significant areas of estimation uncertainty is as follows:
0] Impairment of loans and advances.

Management estimates impairment by assessing the likelihood of repayment of loans and advances based on
analysis of individual accounts for individually significant loans, and collectively for loans with similar
terms and risk characteristics. Factors taken into consideration when assessing individual loans include
collection history, current financial condition of the borrower, timeliness of repayments and collateral, if any.
To determine the amount of impairment, management estimates the amounts and timing of future payments
of principal and interest and proceeds from the disposal of collateral, if any. These cash flows are then

di scounted wusing the | oan"s original interest ra
borrowers® ability to gener at @naticedisattingf ahdcould differr o m o
from management “s estimates. Factors taken in con

collectively include historical loss experience, portfolio delinquency rates and overall economic condition.

Note 7 contains a information about of the carrying amount of loans and advances and amounts of
recognized provisions for impairment. If the factual amounts of repayment were less than the management
estimations, the Bank should have been report additional impairment expenses in the accounting

(i) Fair value of securities availablor-sale.

The fair value of securities available-for-sale represents the price at which a transaction would occur at the
balance sheet date in that instrument in the most advantageous active market to which the Bank has
immediate access. In estimating the fair value for financial assets, management uses quoted bid prices from
an active market. If a financial asset is not quoted in an active market, management uses discounted cash
flow techniques. When using discounting cash flow techniques management applies discount rates applicable
to similar instruments and to issuers with similar credit risk.

4. Accounting policy principles

Standards applied

Onthe whole, the accounting policies adopted are consistent with those of the previous financial year.
Certain new IFRSs became effective for the Group from 1 January 2007. Listed below are those new or
amended standards or interpretations

which are or in the future could be relevant to the Bank's operations:

Interpretation1 1 “ | FRrSowp and Treasury Sh aMerchZ007and svill bet i ons
adopted by the Bank beginning 1% January 2008
Interpretation1 2 “ Ser vi ce Concessi Ginuay00angement ”; effect.

Interpret at i o n 19%7Zhe LiritArsa Defined Benefit Asset Minimum Funding Requirements and their
I nteract i o'dahuary260Bf ecti ve 1

Reclassification of financial instruments — Amendments to IFRS (IAS) 39 ¢ Fi nanci al i nst
Recognition and assessnm .tGé&en amendments can be used retrospectively beginning from July 1, 2008

for any reclassifications taken place up to November 1, 2008. Any reclassifications of financial assets made

during the year beginning from November 1, 2008 or after that date come into force only from the date of

given reclassification.

10



BM Bank, JSC
Notes to financial statements for the year ended December 31, 2008
(UAH thousands)

I n the opinion of the Bank"s management, applica
i mpact upon the Bank"s financial st attenments once

IFRS and IFRIC interpretations not yet effective

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

IAS 1 Revised Presentation of Financial Statements. The revised Standard was issued in September 2007 and
becomes effective for financial years beginning on or after 1 January 2009;

Amendmentsto IAS2 3 “ Bor r owi ng *daouary2809;; effective 1

| FRS 2 «B8haag mbatse» rbecome effectie for annudl @pdréng geriods beginning
from January 1, 2009 or after that date).

IFRS 3R Business Combinations and IAS 27R Consolidated and Separate Financial Statements. The revised
standards were issued in January 2008 and become effective for financial years beginning on or after 1 July
2009;

| FRS 8 “Operating®asuwmyg20nt s”; effective 1
I nterpretation 13 “Customé@luly208yalty Programmes"” ;

IFRIC 15 Agreement for the Construction of Real Estate. IFRIC 15 was issued in July 2008 and becomes
effective for financial years beginning on or after 1 January 20009.

IFRIC 16 Hedges of a Net Investment in a Foreign Operation. IFRIC 16 was issued in July 2008 and
becomes effective for financial years beginning on or after 1 October 2008;

I nterpretation | FRI-cCaslhy asDs esttbhacontéseffedive mesnnsabfepdming n
periods beginning from July 1, 2009 or after that date).

I nterpretation | FRIE€ 18omTICans bees s o becohd sffective d | n
for annual reporting periods beginning from July 1, 2009 or after that date).

Improvements in IFRS — in May 2008 the IASB has issued the first set of amendments to its standards,
mainly, in order to cancel the lack of correspondence and to clarify the wording (becomes effective for
annual reporting periods beginning from January 1, 2009 or after that date).

I n the opinion of the Bank"s managemeavda mataig pl i ¢c a
i mpact upon the Bank"s financial statements once

Cash and cash equivalents

Cash and cash equivalents represent cash in hand, precious metals, balances on correspondent accounts with
NBU, as well as those on correspondent accounts with other banks. All short-term inter-bank deposits,
including the overnight ones, are reported as cash with other banks. Amounts, which relate to funds of
restricted nature, are excluded from cash and cash equivalents.

In order to sustain the minimum liquidity level to ensure fulfillment of liabilities to its customers, the Bank
maintains a fixed current balance on its correspondent NBU account, which guarantees observance of the
required reserve standard.

Gold and other precious metals are recorded at current NBU prices approximating their fair value, quoted at
a discount to London Metal Exchange rates. Changes in the NBU prices are recorded as exchange
differences within other operating income less expenses in the consolidated statement of income.

11



BM Bank, JSC
Notes to financial statements for the year ended December 31, 2008
(UAH thousands)

Financial assets

The Bank classifies its financial assets in the following categories:
(i) financial assets at fair value through profit or loss;
(i) loans of clients;
(iii) financial assets held to maturity;
(iv) financial assets available for sale

The Bank determines the classification of its financial assets at initial recognition. Classification of financial
assets at initial recognition depends on the purpose for which they were acquired and their characteristics.

In the course of application of the Bank's accounting policy with respect to definition of financial assets
recognized in the financial statements, the management used judgments and estimates the most significant of
which are presented below.

Initial recognition of financial instruments

The Bank recognizes financial assets and liabilities on its balance sheet when it becomes a party to the
contractual obligation of the instrument. Regular way purchase and sale of the financial assets and liabilities
are recognized using trade date accounting.

Financial assets and liabilities are initially recognized at cost, which is the fair value of the consideration
given. Transaction costs that are directly attributable to the acquisition or issue of a financial asset or liability
that is not classified as at fair value through profit or loss are added to the amount initially recognised.

Fair value measurement

If quoted market prises are not available, the fair value of financial assets and liabilities recorded in the
balance sheet is estimated using various techniques, including mathematical models. Where mathematical
models are used, inputs are based on observable market data, where possible. Otherwise, the fair value
shouldbe deter mi ned usi n gtimatehbased omdiquigity eomieeratioris and date uset
for models? Such as correlation and volatility of long-term financial derivative instruments.

Derecognition of financial assets

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

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

- the Bank has transferred its rights to receive cash flows the asset, or retained the right to receive cash flovs
from the asset, but has assumed an obligation to pay them in full without material delay to a third party; and

- the Bank cither has transferred substantially all the risks and rewards of the asset, or has neither transferred
nor retained substantially all the risks and rewards of the asset, but has transferred control of the asset. If the
transferee has no practical ability to sell the asset in its entirety to an unrelated third party without needing to
impose additional restrictions on the transfer, the entity has retained control.

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

12



BM Bank, JSC
Notes to financial statements for the year ended December 31, 2008
(UAH thousands)

Financial assets at fair value through profit or loss

Financial assets recorded at fair value through profit or loss include trading securities and other financial
instruments at fair value through profit or loss.

Trading securities represent securities acquired principally for the purpose of generating a profit from short-
term fluctuations in price or trader's margin, or securities included in a portfolio where a pattern of short-
term trading exists. The Group classifies securities as trading securities when it intends to seE them within a
short period of time after purchase. Trading securities are not reclassified out of this category even when the
Group's intentions subsequently change.

Trading securities are recorded at fair value. Interest earned on trading securities is reflected in the statement
of income using the effective interest method as interest income. Dividend income is recorded within
dividends received when the Group's right to receive dividends is established and dividends are likely to be
received. All other elements of the changes in the fair value and gains or losses on derecognition are
recorded in profit or loss as gains less losses arising from financial assets at fair value through profit or loss
in the period in which they arise.

Loans to customers

This category includes non-derivative financial assets with fixed or determinable payments that are not
guoted in an active market, other than:

- 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;

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

- 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 to customers are initially recorded at cost, which is the fair value of the consideration given.
Subsequently, they are carried at amortised cost using the effective interest rate method less provision for
loan impairment. The amortised cost is based on fair value of the issued loan, calculated with respect to
market interest rate on similar loans active as at the date of the loan issue.

Loans to customers are recorded when cash is advanced to borrowers.

Cash in other banks

The Bank accepts the accounting policy applicable to the loans issued to customers and the provision for
loan impairment as applicable to funds of the Bank deposited in other banks.

Financial assets available for sale

Financial assets available for sale ara non-derivative financial assets that are classified as investment
securities wich management intend to hold for an indefinite period of time, that may be sold in response to
needs for I|liquidity or changes in interest
determined the appropriate classification of financial assets at the time of purchase.

Financial assets available for sale are initialy recognized at cost, which is the fair value of concideration
given. Transaction cost that are directly attrbutable to the acquisition f a financial asset are added to the
amount initially recognised. Financial assets, available for sale are subsequently remeasured to fair value,
based on quoted bid prices. Certain financial assets available for sale for whichthere is no available
independent quotation have beenfairv a | u e d b ymanaderaent Bnaha Basis of results of recent sales
of similar financial assets to unrelated third parties, consideration of other relevant ihformation such as
discounted cash flows and data of investees and aplication of other valuation methodologies.

13
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BM Bank, JSC
Notes to financial statements for the year ended December 31, 2008
(UAH thousands)

Unrealised gains and losses arising from changes in the fair value of financial assets available for sale are
recognised in the consolidated statement of changes in equity. When financial assets available for sale are
disposed of, the related accumulated unreleased gains and losses are included in the consolidated statement
of income as gains less losses ansing from financial assets at fair value through profit or loss and available
for sale, Impairment of previously remeasured assets is reported on equity accounts within the revaluation
reserve for financial assets available for sale which was set up earlier.

Interest earned on debt securities available for sale is determined using the effective interest method and
reflected in the consolidated statement of income as interest income. Dividends received on equity
investments available for sale are recorded within dividends received when the Bank's right to receive
dividends is established and dividends are likely to be received.

Promissory notes purchased

Promissory notes purchased are included in financial assets at fair value through profit or loss, financial
assets available for sale, due from other banks or loans to customers, depending on their economic substance
and are subsequently remeasured and accounted for in accordance with the accounting policies for these
categories of assets.

Impairment of financial assets

The Group assesses on each reporting date whether there is any objective evidence that the value of a
financial asset item or group of items has been impaired. Impairment losses are recognized in the
consolidated statement of income as they are incurred as a as a result of one or more events that occurred
after the initial recognition of the asset (a loss event’) and that loss event (or events) has an impact on the
estimated future cash flows of the financial asset or group of financial assets that can be reliably estimated. If
an entity determines that no objective evidence of impairment exists for an individually assessed financial
asset, whether significant or not, it includes the asset in a group of financial assets with similar credit risk
characteristics and collectively assesses them for impairment.

(1) Impairment of Due from other banks and Loans to customers

For amounts Due from other banks and Loans to customers carried at amortised cost, the Group first
assesses individually whether objective evidence of impairment exists individually for financial assets that
are individually significant or collectively for financial assets that are not individually significant.

Obijective evidence that due from other banks and loans to customers are impaired includes observable data
that comes to the attention of the Group about one or more of the following events:

- default in any payments due;

- significant financial difficulty of the borrower supported by financial information at the Group's

disposal;

- it becoming probable that the borrower will enter bankruptcy or other financial reorganisation;

- worsening national or local economic environment affecting the borrower;

- Dbreach of contract, such as a default or delinquency in interest or principal payments;

- the lender, for economic or legal reasons relating to the borrower's financial difficulty, granting to the
borrower a concession that the lender would not otherwise consider.

If the Bank determines that no objective evidence of impairment exists for an individually assessed financial
asset, whether significant or not, it includes the asset in a group of financial assets with similar credit risk
characteristics and collectively assesses them for impairment.

For the purpose of a collective evaluation of impairment, financial assets are grouped on the basis of the

Bank"s internal grading system that conci dyer s

geographical location, collateral type, past-due status and other relevant factors. The characteristics chosen
are relevant to the estimation of future cash flows for groups of such assets by being indicative of the
debt ors® abi | i tugaccording tp theywconteadtuhl teramgobthe astetsbeing evaluated.

14



BM Bank, JSC
Notes to financial statements for the year ended December 31, 2008
(UAH thousands)

The main criterion used for determining objective evidence of loss from impairment of due from other banks
and customer accounts representing collectively measured financial assets is availability of oservable datd
indicating that there is a measurable decrease in the estimated future cash flows from a group of fsnancial
assets since the initial recognition of those assets, although the decrease cannot yet be identified with the
individual financial assets in the group. Such information may include adverse changes in the payment status
of borrowers in the group (for example, an increased numder of delayed payments or an increased number of
credit card borrowers who have reached their credit limit and are paying the minimum monthly amount),
national or local economic conditions that correlate with defaults on the assets in the group (for example, an
increased in the unemployment rate in the geographical area of the borrowers, a decrease in property prises
for mortgages in the relevant area, a decrease in oil prises for loan assets to oil produsers, or adverse changes
in industry conditions that affect the borrowers in the group).

If there is objective evidence that an impairment loss has been incurred, the amount of the loss is measured
as the difference between the asset's carrying amount and the present value of estimated future cash flows
(excluding future expected credit losses that have not yet been incurred). The carrying amount of the asset is
reduced through the use of the provision account and the amount of the loss is recognized in the
consolidated statement of income.

The present value of the estimated future cash flows is discounted at the financial asset's original effective
interest rate. If a loan has variable interest rate, the discount rate for measuring any impairment loss is the
current effective interest rate. The calculation of the present value of the estimated future cash flows of a
collateralized asset reflects the cash flows that may result from foreclosure less costs for obtaining and
selling the collateral, whether or not foreclosure is probable.

Future cash flows on a group of financial assets that are collectively evaluated for impairment are estimated
on the basis of historical loss experience for assets with credit risk characteristics similar to those in the
group or on the basis historical information on collections of past due debts. Historical loss experience is
adjusted on the basis of current observable data to reflect the effects of current conditions that did not affect
the years on which the historical loss experience is based and to remove the effects of conditions in the
historical period that do not exist currently. Estimates of changes in the future cash flows reflect, and are
discretiorially consistent with, changes in related observable data from year to year (such as, changes in
unemployment rate, property prices, commaodity prices, payment status, or other factors that are indicative of
incurred losses in the group and their magnitude). The methodology and assumptions used for estimating
future cash flows are reviewed regularly to reduce any differences between estimated losses and actual loss
experience.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related
objectively to an event occurring after the impairment was recognized, the previously recognised
impairment loss is reversed by adjusting the allowance account through profit or loss.

Uncollectible assets are written off against the related allowance for impairment after all the necessary
procedures to recover the asset have been completed and the amount of the loss has been determined. The
carrying value of impaired financial assets is not reduced directly.

(2) Impairment of financial assets available for sale

The Group assesses at each balance sheet date whether there is objective evidence that an investment or a
group of investments available for sale is impaired.

In case of equity investments classified as available for sale, objective evidence would include a significant
or prolonged decline in the fair value of the investment below its cost This determination of what is
significant or prolonged requires judgment According to the Group, a 20% decrease in the fair value of the
financial asset below its cost is a significant decline and decrease in the financial asset's value for over 6
months is a prolonged decline In making this judgment, the Group evaluates among other factors, the
volatility in share price. Cumulative loss is measured as a difference between the acquisition cost and the
current fair value, less any impairment loss on that investment previously recognized in the statement of
income transfer from equity to the statement of income.
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Impairment losses on equity investments are not reversed through the statement of income: increases in the
fair value after impairment are recognized directly in equity. If in subsequent periods the fair value of a debt
instrument classified as available for sale increases, and such increase can be objectively rated to the event
occurring after the impairment loss was recognized in the statement of income, the impairment loss is
reversed thtough the profit and loss accounts of the current period.

Financial liabilities

Financial liabilities are classified as either financial liabilities at fair value through profit or loss, or financial
liabilities carried at amortised cost.

Initially, a financial liabilities is measured by the Group at its fair value, and in the case of financial liability
not at fair value through or loss, transaction costs that are directly attributable to the acquisition or issue of
the financial liability.

A financial liability is derecognised when the obligation under the liability is discharged or cancelled or
expires.

Financial liabilities at fait value through profit or loss

Financial liabilities are classified as at fair value through profit or loss if they are incurred for the purpose of
repurchasing or closing them in the near term. They normally contain trade financial liabilities or "short’
positions in securities or obligations to return borrowed securities sold to third parties.

Derivatives with negative fair value are also classified as financial liabilities at fair value through profit or
loss unless they are designate as hedges. Obligations to return borrowed securities sold to third parties are
recorded at fair value through profit or loss. Gains or losses on financial liabilities at fair value through profit
or loss are recognised in the consolidated statement of income.

Financial liabilities measured at amortised cost

Financial liabilities carried at amortised cost include due to other banks, customer accounts, debt securities
issued. Any related expense is recognized as interest expense using the effective interest rate method.

Due to other bank$ue to other banks are recorded when money or other assets are advanced to the Group
by other banks.

Customer accountgustomer accounts include non-derivative liabilities to individuals, state or corporate
customers.

Debt securities issuedebt securities issued include promissory notes, bonds and certificates of deposit
issued by the Group. If the Group purchases its own debt securities issued, they are removed from the
consolidated balance sheet and the difference between the carrying amount of the liability and the
consideration paid is recognised as gains arising from early retirement of debt.

Repurchase and reverse repurchase agreements and lending of securities
Saleandrepurchase agreements (“repo” agreements) ar

sold under sale and repurchase agreements are not derecognized, the securities are not reclassified. The
corresponding liability is presented within amounts due to other banks or customer accounts.

Securities purchased under agreements to resell ("

banks or loans to customers, as appropriate. The difference between the sale and repurchase prise is treated
as interest and accrued over the life of repo agreements using the effective interest rate method

Securities |l ent by the Bank to be recognized
third parties. In such cases, the financial result from sale and purchase of such securities is recognized in the
income statement within gains less losses arising from financial assets at fair value through profit or loss.
The obligation to return the securities is recorded as financial liabilities at fair value through profit or loss.
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Notes to financial statements for the year ended December 31, 2008
(UAH thousands)

Offsetting of financial instruments

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

Fixed assets

Fixed assets are reported at cost, less the accumulated depreciation and impairment provision (when
necessary). If the carrying amount of the fixed asset exceeds its estimated recoverable value, the carrying
amount of the fixed asset is reduced to its recoverable value, with the difference reported in the consolidated
income statement. The estimated recoverable value is the higher of the net realizable value of the fixed asset
and its useful value.

Revenues and losses arising from disposal of fixed assets are calculated as based on the carrying amount of
such assets. Repair and maintenance costs are reported in the income statement when incurred.

Capital investments are accounted at cost, less the impairment provision. Upon completion of the
construction, the assets are transferred to fixed assets and are reported at carrying amount as at the moment
of such transfer. Capital investments are depreciated until commissioning of the asset.

Depreciation

Depreciation is charged using the straight-line method throughout the following terms of useful life:

Category of fixed assets Useful life
Equipment 4 -5 years
Tools and furniture 5 years
Other 3-4 years

Intangible assets

An intangible assets is an identifiable non-monetary asset without physical substance. Intangible assets is
recognized if:

- the asset is expected to generate future economic benefits for the Bank;
- the cost of the asset can be measured reliably;

- the asset is capable of being separated or divided from the entity and sold, transferred, licensed, rented or
exchanged, either individually or together with a related contract or liability or arises from contractual or
other legal rights, regardless of whether those rights are transferable or separable from the entity or from
other rights and obligations.

Intangible assets include computer software and licenses.

The software purchased and the relevant licenses are capitalized taking into account the costs incurred by the
Bank prior to its installment and use. Further on, such costs are depreciated as based on the useful life of the
asset equal to three years.

The costs related to use of the software are reported as expenses when incurred. The costs directly attributed
to the identifiable and unique software which is controlled by the Bank and which will most likely bring
economic benefits within the period of more than one year in the amount exceeding such costs, are
recognized intangible assets.

The costs related to improvement or extension of the software parameters as compared to the initial
specification, are recognized capital expenses and are added to the historical cost of the software. The costs
related to the software development are depreciated using the straight-line method throughout the period of
useful life, which does not exceed 3 years.
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Operating lease

When the Bank acts as the tenant, the amount of payments under the operating lease agreement is reported
by the tenant in the income statement using the straight-line method throughout the lease period.

If operating lease is terminated prior to expiration of the lease period, any penalties due to the lessor are
reported as expenses for the period when such lease was terminated.

Share capital

Contribution to share capital are recorded at cost. Share premium represents the excess of contribution over
the nominal value of the shares issued. Gains and losses arising from sale of own shares are recognized as
share premium.

Dividends

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

Payment of dividends and other distribution of earnings are made on the basis of the current year net profits
as reported in the financial statements prepared determined in accordance with legislation of the Ukraine.

Contingent assets and liabilities

Contingent assets are not recognised in the consolidated balance sheet but disclosed when an inflow of
economic benefits is probable.

Contingent liabilities are not recognised in the consolidated balance sheet but are disclosed unless the
possibility of any outflow in settlement is remote.

Credit related commitments

This category includes guarantees, letters of credit, and undrawn irrevocable credit lines, assumed by the
Group in the normal course of its business.

Commitments to provide a loan are initially recognised at their fair value. Subsequently, at each balance
sheet date, the commitments are reviewed and revised to obtain the current best estimate. The current best
estimate of expenditure required to settle the existing commitment will be the amount that the Bank would
either pay to settle the commitment at the balance sheet data or transfer to a third party at this date.

Provisions

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

Taxation

Current profit tax is calculated in compliance with the requirements of the active Ukrainian legislation as
based on the taxable profit for the year using the rate of profit tax in force as at the balance sheet date. Profit
tax expenses reported in the income statement include current taxation and changes in the deferred taxation.
Tax expenses, other than profit tax, are accounted as general and administrative costs.

Deferred profit tax is calculated using the balance-sheet assets and liabilities method in relation to all
temporary differences between the tax base of assets and liabilities and their carrying amount in compliance
with the financial statements. Deferred tax assets and liabilities are calculated using the tax rate which is
expected to be applicable for the period when such assets will be sold and the liabilities will be settled, on the
basis of tax rates set forth for the given period or actually in force as at the reporting date. Deferred tax assets
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are reported according to the probability of earning taxable profit against which the temporary differences
may be used.

Deferred taxation arising upon revaluation of financial assets available for sale at fair value, with such
revaluation attributed to reduction or growth of equity, is also accounted directly in equity. Upon sale of such
financial assets, the corresponding amounts of deferred taxation are reported in the income statement.

Income and expense recognition

Interest income and expense are recorded in the statement of income for all debt instruments on an accrual
basis using the effective interest method. When calculating the effective interest rate, the Group estimates
cash flows considering all contractual terms of the financial instrument but does not consider future credit
losses. The calculation includes all commissions and fees paid or received by the parties to the contract that
are an integral part of the effective interest rate, transaction costs, and all other premiums or discounts.

Interest income includes coupons earned on fixed-income financial assets and accrued discount and premium
on promissory notes and other discounted instruments. When loans become doubtful of collection, they are
written down to their recoverable amounts and interest income is thereafter recognised based on the rate of
interest that was used to discount the future cash flows for the purpose of measuring the recoverable amount.

Commissions and fees arising from negotiating a transaction for a third party, such as the acquisition of
loans, shares or other securities or the purchase or sale of businesses, are recorded on completion of the
transaction in the consolidated statement of income. Investment portfolio and other management and
advisory service fees are recognised based on the applicable service contracts.

Employee benefits and social insurance contributions

The Bank effects deductions to various social funds, related to employee remuneration. Such deductions are
also reported on accrual basis. They include contributions to the Pension Fund, Temporary Disability Social
Insurance Fund, Unemployment Social Insurance Fund and Factory Accident Social Insurance Fund. Such
expenses are accounted when incurred and are reported as employee costs. Salary and bonus payments to
employees and social insurance contributions are reported in the financial statements on accrual basis.

The Bank makes contributions to the Non-Government Pension Fund for its employees. Such contributions
are charged and paid on monthly basis.

The Bank has no employee option plans.

Foreign currency transactions

Foreign currency transactions are recalculated into functional currency at exchange rate of NBU in force at
the transaction date. Monetary assets and liabilities, expressed in foreign currencies are recalculated into
functional currency at NBU exchange rate at the reporting date. Income and losses incurring from
recalculation of transactions in foreign currencies are reported though income statement. Non-monetary
assets and liabilities in foreign currency that are reported at cost, are recalculated into functional currency at
the transaction date. Non-monetary assets and liabilities in foreign currency that are reported at fair value
are recalculated into functional currency at the date of such assessment.

Income per share

The Bank reports information on basic and diluted income per share for its ordinary shares. Basic income per
share is calculated as ratio income or loss per ordinary shares to the average weighted number of ordinary
shares in stock turnover during the year. Diluted income per share is estimated through adjustment of
income per ordinary shares and average weighted number of ordinary shares to diluted effect of potential
ordinary shares.
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Segment reporting

A segment is an identifiable component of the Bank, which is related either to supply of products and
services (activity segment), or to supply of products and services in a particular economic environment
(geographical segment). A segment is subject to separate disclosure in the financial statements, when the
larger portion of its revenues is formed through sale to external buyers, and when its revenues, financial
performance or assets make at least 10 per cent of the total revenues, financial performance or assets of all
segments.

Banking business of the Bank is subdivided into three main segments: treasury business, corporate business
and retail business. Each of the above segments implies supply of its own products and services
characterized with risks and revenues different from those of other segments.

The Bank operates exclusively in the territory of Ukraine, that is why presentation of data on geographical
segments it not expedient.

5. Cash and cash equivalents

2008 2007
Cash in hand 61,368 17,555
Balances on NBU accounts 86,974 42,515
Correspondent accounts and overnight deposits in banks
- in Ukraine 555 826
- in the Russian Federation 19,084 3,772
- in other countries 139,865 34,780
Less the provision for impairment of cash and cash equivalents - (75)
Total cash and cash equivalents 307,846 99,373

Pursuant to the NBU requirements, the Bank has maintained the minimum required provision, calculated as
the weighted average balance based on daily data for a period of one month. As at December 31, 2008 the
amount of the required provision totaled UAH 47,387 thous. UAH (2007: 15,295 thous. UAH).

Below is the analysis of changes in the provision for impairment of cash and cash equivalents:

2008 2007
Provision for impairment of cash and cash equivalents
as at January 01 75 14
Formation/(renewal) of the provision for impairment of
Cash and cash equivalents during the year (75) 61
Provision for impairment of cash and cash equivalents as at
December 31 - 75

6. Cash in other banks

2008 2007
Current loans and deposits in banks (other than NBU) 230,792 157,870
Less the provision for impairment of cash in other banks (816) (3,558)
Total cash in other banks

229,976 154,312
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As at 31 December 2008 the Bank had deposits balances, above 10% of the Bank capital, in 3 banks (2007:
in 1 bank). The aggregate amount of these funds was 164,687 thous. UAH (2007: 19,602 thous. UAH).

Below please find the analysis of changes in provision for impairment of cash and cash equivalents in other
banks:

2008 2007
Provision for impairment of cash and cash equivalents
as at January 01 3,558 -
Formation/(renewal) of the provision for impairment of
Cash and cash equivalents during the year (2,744) 3,558
Exchange difference 2 -
Provision for impairment of cash and cash equivalents as at
December 31 816 3,558

7. Loans to customers

2008 2007
Corporate loans 1,977,852 769,995
Loans to small business 29,028 -
Less the provision for impairment of loans to legal entities (16,703) (3,839)
Total loans to legal entities 1,990,177 766,156
Consumer loans 334,743 67,524
Mortgage loans 154,044 46,925
Other loans to individuals 89 3,502
Less the provision for impairment of loans to individuals (10,114) (1,372)
Total loans to individuals 478,762 116,579
Total loans issued to customers 2,468,939 882,735

As at 31 December 2008 the Bank had a concentration of loans due from 2 borrowers (2007: 10 borrowers)
with the total amount over 10% of t he Bank"s capital .loansfwee84,0@0y gr e g ¢
thous. UAH (2007: 322,115 thous. UAH).

Below please find the analysis of changes in provision for impairment of loans legal entities during 2008:

Loans to
Corporate small
loans business Total
Provision for impairment of loans to customers as at
January 1 3,839 - 3,839
Provision for impairment of loans to customers 12,377 466 12,843
Exchange difference 21 - 21
Provision for impairment of loans to customers as at
December 31 16,237 466 16,703
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Below please find the analysis of changes in provision for impairment of loans to individuals during 2008:

Consumer Mortgage Other

loans loans loans Total
Provision for impairment of loans to customers
3s at January 1 590 717 65 1,372
Provision for impairment of loans to customers 6,304 2,502 (62) 8,744
Loans written off during the year as uncollectible 2 - - (2)
2rovision for impairment of loans to customers as
at December 31 6,892 3,219 3 10,114

Below please find the analysis of changes in provision for impairment of loans legal entities during 2007:

Loans to
Corporate small
loans business Total
Provision for impairment of loans to customers as at
January 1 195 - 195
Provision for impairment of loans to customers 3,644 - 3,644
Provision for impairment of loans to customers as at
December 31 3,839 - 3,839

Below please find the analysis of changes in provision for impairment of loans to to individuals during 2007:

Consumer Mortgage Other
loans loans loans Total

Provision for impairment of loans to customers

3s at January 1 78 79 - 157

Provision for impairment of loans to customers 512 638 65 1,215

2rovision for impairment of loans to customers as

at December 31 590 717 65 1,372
Below is the analysis of portfoliooft he | oans i ssued to customers
Ownership type 2008 2007

Amount % Amount %

Loans to non-governmental entities and organizations
Loans to individuals

2,006,880 80%
488,876  20%

770,024 87%
117,922 13%

Total loans issued to customers (total amount)

2,495,756 100%

887,946 100%
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Below is the structure of the Bank®s | oan portf ol
2008 2007
Amount % Amount %
Trade 1,024,652 42 348,860 39
Individuals 488,876 21 117,951 13
Manufacture 419,689 13 158,906 18
Real estate 337,318 14 207,486 23
Informatization, legal, accounting and engineering services 161,906 7 31,161 4
Agriculture and fishery 12,652 1 8,463 1
Other servises 50,663 2 15,119 2
Total loans to customers (total amount) 2,495,756 100 887,946 100
The credit quality analysis as at December 2008 is shown below:
Curent and
unimpaired Impaired Total
Corporate loans 1,322,582 655,270 1,977,852
Loans to small business 5,010 24,018 29,028
Total loans to legal entities 1,327,592 679,288 2,006,880
Povision for impairment of loans to legal entities (16,703)
Total loans to legal entities 1,990,177
Consumer loans 50,366 284,377 334,743
Mortgage loans 3,788 150,256 154,044
Other loans to individuals - 89 89
Total loans to individuals 54,154 434,722 488,876
Povision for impairment of loans to individuals (10,114)
Total loans to individuals 478,762
Total loans to customers 2,468,939
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The analysis of impaired loans to customers as at December 2008 is shown below:

Overdue
Lessthan1l From 1 to 6 More than 6
Curent month months months Total

Corporate loans 654,617 124 529 - 655,270
Loans to small business 23,925 62 31 - 24,018
Total loans to Iegal entities 678,542 186 560 - 679,288
Povision for impairment of loans to legal
entities (16,703)
Total loans to legal entities 662,585
Consumer loans 282,537 412 377 1,051 284,377
Mortgage loans 150,059 165 32 - 150,256
Other loans to individuals 88 - 1 - 89
Total loans to individuals 432,684 577 410 1,051 434,722
Povision for impairment of loans to
individuals (10,114)
Total loans to individuals 424,608
Total loans to customers 1,087,193
The credit quality analysis as at December 2007 is shown below:

Curent and

unimpaired Impaired Total
Corporate loans 24,605 745,390 769,995
Loans to small business - - -
Total loans to legal entities 24,605 745,390 769,995
Povision for impairment of loans to legal entities (3,839)
Total loans to legal entities 766,156
Consumer loans 25,493 42,031 67,524
Mortgage loans 6,838 40,087 46,925
Other loans to individuals 84 3,418 3,502
Total loans to individuals 32,415 85,536 117,951
Povision for impairment of loans to individuals (1,372)
Total loans to individuals 116,579
Total loans to customers 882,735
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The analysis of impaired loans to customers as at December 2009 is shown below:

Overdue
Lessthan1l From 1 to 6 More than 6

Curent month months months Total
Corporate loans 745,390 - - - 745,390
Loans to small business 745,390 - - - 745,390
Total loans to legal entities (3,839)
Povision for impairment of loans to legal
entities 741,551
Total loans to legal entities 745,390 - - - 745,390
Consumer loans 42,000 9 7 15 42,031
Mortgage loans 40,080 7 - - 40,087
Other loans to individuals 3,418 - - - 3,418
Total loans to individuals 85,498 16 7 15 85,536
Povision for impairment of loans to
individuals (1,372)
Total loans to individuals 84,164
Total loans to customers 825,715

8. Financial assets available for sale
2008 2007

Debt instruments of corporate issuers 58,432 92,911
Total financial assets available for sale 58,432 92,911

Corporate debt securities are represented by interest-bearing securities by Ukraine companies and banks with

inerest rates from 13.5 % to 23 5 per annum.

Below please find the analysis of changes in losses for impairment of financial assets available for sales:

2008 2007
Losses from impairment of financial assetsas at 1 January - -
Provision for impairment during the year 1,006 -
Losses from impairment of financial assetsas at 31 December 1,006 -
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9. Fixed assets and intangible assets

Computers Tools
and inventories Capital Intangible

equipment furniture Other investments assets  Total
Carrying amount
Balance as at
December 31, 2006 506 273 164 661 592 2,196
Additions 6,140 2,543 732 1,679 415 11,509
Disposals - - (111) (3) - (114)
Balance as at
December 31, 2007 6,646 2,816 785 2,337 1,007 13,591
Additions 17,140 7,745 4,396 7,066 1,527 37,874
Disposals (4) - - (6,740) - (6,744)
Balance as at
December 31, 2008 23,782 10,561 5,181 2,663 2,534 44,721
Accumulated
depreciation
Balance as at
December 31, 2006 (106) (40) (118) - (85) (349)
Depreciation charges (387) (190) (60) - (266) (903)
Disposals - - 111 - - 111
Balance as at
December 31, 2007 (493) (230) (67) - (351) (1,141)
Depreciation charges (3,338) (1,342) (525) - (577) (5,782)
Disposals 2 - - - 2
Balance as at
December 31, 2008 (3,829) (1,572) (592) - (928) (6,921)
Depreciated value
Balance as at
December 31, 2006 400 233 46 661 507 1,847
Balance as at
December 31, 2007 6,153 2,586 718 2,337 656 12,450
Balance as at
December 31, 2008 19,953 8,989 4,589 2,663 1,606 37,800
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10. Other assets

2008 2007
Accounts receivable and advance payments 11,524 5711
Other receivables from transactions with clients 3,997 17
Deferred expenses 3,759 3,239
Plastic card receivable 1,194 -
Tax demand (other than income tax) 488 -
Other 237 126
Less the provision for impairment of other assets (76) (21)
Total other assets 21,123 9,072
Below is the analysis of provision for impairment of other assets:
2008 2007
Provision for impairment of other assets as at January 1 21 -
Establishment / (restoration) of provision for impairment of other
assets during the year 55 21
Provision for impairment of other assets as at December 31 76 21
Receivables are not secured by collateral.
11. Cash from other banks
2008 2007
Term deposits and loans from other banks 1,302,179 408,452
Correspondent accounts from other banks 62 214
Other 26 1
Total cash from other banks 1,302,267 408,667

At 31 December 2008 raised funds, over 10 % of the Bank capital, in 4 banks (2007:

aggregate amount of these funds was 1,222,312 thous. UAH (2007: 277,750 thous. UAH).

12. Customer funds

in 1 bank). The

2008 2007
Corporate Entities
- Current/Settlement accounts 495,060 146,986
- Term deposits 560,674 363,989
Individuals
- Current accounts/Call accounts 16,761 12,502
-Term deposits 283,751 75,106
Total customer funds 1,356,246 598,583

According to the Ukrainian Civil Code, the Bank is obliged to repay deposits to individual depositors at short
notice. If a fixed-teerm deposit is withdrawn by the depositor ahead of term, interest is payable at the rate
applied to demand deposits unless otherwise specified by the contract. In October 2008 the resolution of
NBU administration has temporary restricted the banks the pre-scheduled termination of agreements upon

the customers demand.
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As at 31 December 2008 Bank raised funds, over 10% o f the Bank®"s capital,
customers. The aggregate amount of these funds was 266,592 thous. UAH (2007: 253,856 thous. UAH).

13. Issued debt securities

2008 2007
Bonds 7,145 70,454
Total issued debt securities 7,145 70,454
As at December 31, 2008 bonds included:
Interests
Maturity payable  Carrying
Series Interest rate Date of issue term Nominal value accrued amount
A 14.5% 25.06.2007 21.06.2010 7,005 28 7,033
B 19% 26.11.2007 16.11.2010 110 2 112
Total issued debt securities 7,115 30 7,145
As at December 31, 2007 bonds included:
Interests
Maturity payable  Carrying
Series Interest rate Date of issue term Nominal value accrued amount
A 13.5% 25.06.2007 21.06.2010 45,000 133 45,133
B 13% 26.11.2007 16.11.2010 25,000 321 25,321
Total issued debt securities 70,000 454 70,454

In January 2008 the Bank has allocated bonds of C Series in the amount of 24,450 pieces with the total
nominal value of 24,450 thous. UAH.

As at 31 December 2008 investors redeemed 7,115 bonds (A and B series), the bank keeps 92,885 bonds.
Overall scope of active emission of bonds — 100,000 (A, B and C series).

14. Other liabilities

2008 2007
Accounts payable under foreign currency transactions 70,455 -
Accounts payable under transactions with clients 26,553 30
Provision for vocations 1,774 571
Plastic card payable 1,265 77
Current accounts payble 912 772
Other 95 425
Total other liabilities 101,054 1,875
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15. Share capital

2008 2007
Share in Amount Share in Amount
capital in ‘000 UAH capital i n , 0C
Bank of Moskow OJSC 1,361,373,243 340,343 - 163,593
BM Holding AG. 1,258,157 315 - 315
Total share capital 1,362,631,400 340,658 - 163,908

In 2008 the Bank performed reorganization of limited liability company into open joint stock company. All
ordinary Bank transactions have nominal value of 0.25 UAH. All shares have equal voting rights, rights for
dividends, rights for share in equity in liquidation process.

The share capital structure is as follows:

2008 2007
Bank of Moskow OJSC 99.91% 99.81%
BM Holding AG. 0.09% 0.19%
Total share capital 100.0% 100.0%
16. Interest revenues and expenses
2008 2007
Interest revenues
Loans issued to customers 200,234 63,486
Cash in other banks 25,550 7,681
Securities 15,015 5,890
Other 8 -
Total interest revenues 240,807 77,057
Interest expenses
Current customer accounts and term deposits (70,060) (24,209)
Cash from other banks (46,385) (12,574)
Securities (9,869) (3,077)
Total interest expenses (126,314) (39,860)
Net interest revenues 114,493 37,197
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17. Commission revenues and expenses

2008 2007
Commission revenues
Commission fee for cash settlement transactions 8,080 8,587
Commission fee for issue of guarantees 286 247
Commission fee for loan servicing 9,926 3,382
Commission fee for transactions with securities 10 45
Commission fee for transactions with foreign currency 3,374 1,566
Other 2,454 271
Total commission revenues 24,130 14,098
Commission expenses
Commission fee for cash settlement transactions (1,854) (7,085)
Commission fee for transactions with securities (30) (14)
Comission for client attraction (3,654) (631)
Total commission expenses (5,5638) (7,730)
Net commission revenues 18,592 6,368
18. General and administrative costs
Note 2008 2007
Compensation to employees 53,980 13,326
Lease 24,735 6,138
Administrative and economic expenses 10,668 2,413
Professional services (security, communication etc.) 7,104 1,850
Depreciation of fixed and intangible assets 9 5,782 903
Advertising and marketing 4,659 1,588
Expenses related to fixed assets 1,469 256
Taxes, other than profit tax 972 491
Travel expenses 650 135
Representative costs 492 371
Charity 212 158
Other 10,172 290
Total general and administrative costs 120,895 27,919

Payments to employees include remuneration of labor and allocations to respective state Pensionary and
social funds. Allocations to the non-state Pensionary fund comprised 517 thous. UAH (2007:
150 thous. UAH).

19. Other operating revenues less the expenses

2008 2007
Fines and penalties received and paid 154 19
Net revenues from transactions with securities (12) (723)
Net other revenues 113 17
Total other operating revenues less the expenses 255 (687)
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20. Income tax

2008 2007
Current income tax expenses 2,761 2,625
Changes in deferred taxation (543) (273)
Total profit tax expenses 2,218 2,352

In 2008 current profit tax rate applicable to transactions performed by the Bank was fixed as 25% (2007:

25%).

Current profit tax expenses borne by the Bank were defined as based on the amount of profit calculated in
accordance with the active Ukrainian accounting legislation, and adjusted for the purposes of compliance

with the Ukrainian tax legislation.

Below is the comparative analysis of theoretical tax expenses with the actual profit tax expenses.

2008 % 2007 %
Profit before tax 12,832 100 8,106 100
Theoretical tax charges at the rate of 25% 3,208 25 2,027 25
Non-taxable revenues and expenses, which do not
decrease the taxable base) (990) (8) 325 4
Profit tax expenses 2,218 17 2,352 29

2008 2007

Tax impact of temporary differences,
which decrease the tax base
Provision for impairment of cash and cash equivalents - 19
Provision for impairment of tF - 19
Loans to clients 853 88
Fixed assets - 17
Issued debt securities 8 113
Other liabilities 467 249
Total deferred tax asset 1,328 505
Tax impact of temporary differences,
which increase the tax base
Securities (74) (523)
Fixed assets (96) -
Other assets (115) (76)
Total amount of deferred tax liability (285) (599)
Total net deferred tax asset/(liabilities) 1,043 (94)

The Bank recognizes deferred tax assets by those temporary differences, which as expected will be used in
short-term periods and the management expects to receive taxable income in future, against which the

recognized deferred tax assets can be realized.
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Change in amount of deferred tax assets / (liabilities) is presented below:

2008 2007
Balance at the beginning of period (94) 13
Changes recognized in income statement 543 273
Changes recognized directly in equity 594 (380)
Balance at the period end 1,043 (94)

21. Earnings per share

Basic earning per share are calculated by dividing the net profit by the weighted average number of ordinare
shares during the year less average number of ordinaryshares bought out by the Bank from its shareholders
The Bank has no potentially dilutite ordinary shares. Therefore, dilbted earning per share equal basic earning
per share.

2008 2007
Net profit 10,614 -
Average weighted number of outstanding ordinary shares (thousand
pieces) 1,362,631 -
Basic and diluted income per share (UAH per share) 0.008 -

22. Segment analysis

The Bank uses business segments as the primary format of segment analysis. All banking activities of the
Bank are carried out in the territory of Ukraine. That is why the Bank considers business segmentation by the
geographical principle inexpedient.

The key business segments of the Bank are:

Treasury businessthis business segment includes trading transactions with financial instruments,
transactions with securities and foreign currency, attraction and issue of loans in the interbank lending
market. Besides, this business includes managing short-term assets of the Bank, as well as exchange risk
(open foreign currency position of the Bank) management.

Corporate businessthis business segment includes servicing settlement and current accounts of
organizations, attraction of deposits from corporate customers, issue of overdraft credit lines, issue of loans
and other types of financing, investment banking services, trade financing of corporate customers.

Retal businessthis business segment includes banking services to individual customers (natural persons), in
particular opening and management of accounts, attraction of deposits from natural persons, safekeeping of
valuables, investment accumulation, servicing debit and credit cards, consumer and mortgage loans to
natural persons.

Transactions of the Bank which are not attributed to the above business segments are reported separately.
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The table below presents the data on assets/liabilities of the business segments and recycling between

business segments of the Bank as at December 31, 2008:

Treasury Corporate Retail

business business business Undistributed Total
Assets
Call assets, assets with the
maturity of less than 1 month,
and assets with indefinite
maturity
Cash and cash equivalents 86,974 - - 220,718 307,692
Financial assets available for sale 989 - - - 989
Cash in other banks 224,188 224,188
Loans issued to customers - 34,324 15,463 - 49,787
Other assets 85 3,786 - 8,632 12,503
Total call assets, assets with the
maturity of less than 1 month,
and assets with indefinite
maturity 312,236 38,110 15,463 229,350 595,159
Assets with the maturity of
over than 1 month, and assets
with indefinite maturity
Cash and cash equivalents 154 - - - 154
Financial assets available for sale 57,443 - - - 57,443
Cash in other banks 5,788 - - - 5,788
Loans issued to customers 1,955,973 463,179 2,419,152
Tax assets - - - 1,043 1,043
Fixed and intangible assets - - - 37,800 37,800
Other assets - - - 8,620 8,620
Total sssets with the maturity
of over than 1 month, and
assets with indefinite maturity 63,385 1,955,973 463,179 47,463 2,530,000
Total assets 375,621 1,994,083 478,642 276,813 3,125,159
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Treasury Corporate Retail

business business business Undistributed Total
Liabilities
Call liabilities, liabilities with
the maturity of less than 1
month, and liabilities with
indefinite maturity
Cash from other banks 238,230 - - - 238,230
Customer funds - 695,571 51,089 - 746,660
Other liabilities 26 97,007 - 2,153 99,186

Total call liabilities, liabilities

with the maturity of less than 1

month, and liabilities with

indefinite maturity 238,256 792,578 51,089 2,153 1,084,076
Liabilities with the maturity of

over than 1 month, and

liabilities with indefinite

maturity

Cash from other banks 1,064,037 - - - 1,064,037
Customer funds 360,163 249,423 609,586
Other liabilities - - - 1,868 1,868
Issued debt securities 7,145 - - - 7,145
Tax liabilities - - - 686 686
Total liabilities with the

maturity of over than 1

month, and liabilities with

indefinite maturity 1,071,182 360,163 249,423 2,554 1,683,322
Total liabilities 1,309,438 1,152,741 300,512 4707 2,767,398

Surplus/(deficit) of financing

call funds and liabilities with

the maturity of less than one

month, and liabilities with

indefinite maturity 73,980 (754,468) (35,626) 227,197  (488,917)
Surplus/(deficit) of financing

of funds with the maturity of

over than 1 month and

liabilities with indefinite

maturity (1,007,797) 1,595,810 213,756 44,909 846,678
Financing on account of equity 357,761
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The table below presents the data on assets/liabilities of the business segments and recycling between
business segments of the Bank as at December 31, 2007:

Treasury Corporate Retail

business business business Undistributed Total
Assets
Call assets, assets with the
maturity of less than 1 month,
and assets with indefinite
maturity
Cash and cash equivalents - - - 99,373 99,373
Financial assets available for sale 13,910 - - - 13,910
Cash in other banks 111,436 - - - 111,436
Loans issued to customers - 13,776 1,256 - 15,032
Other assets - - - 5,715 5,715
Total call assets, assets with the
maturity of less than 1 month,
and assets with indefinite
maturity 125,346 13,776 1,256 105,088 245,466
Assets with the maturity of
over than 1 month, and assets
with indefinite maturity
Financial assets available for sale 79,001 - - - 79,001
Cash in other banks 42,876 - - - 42,876
Loans issued to customers 752,382 115,321 867,703
Fixed and intangible assets - - - 12,450 12,450
Other assets - - - 3,357 3,357
Total sssets with the maturity
of over than 1 month, and
assets with indefinite maturity 121,877 752,382 115,321 15,807 1,005,387
Total assets 247,223 766,158 116,577 120,895 1,250,853
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Treasury Corporate Retail

business business business Undistributed Total
Liabilities
Call liabilities, liabilities with
the maturity of less than 1
month, and liabilities with
indefinite maturity
Cash from other banks 115,007 - - - 115,007
Customer funds - 159,753 13,995 - 173,748
Tax liabilties - - - 285 285
Other liabilities - - - 854 854

Total call liabilities, liabilities

with the maturity of less than 1

month, and liabilities with

indefinite maturity 115,007 159,753 13,995 1,139 289,894
Liabilities with the maturity of

over than 1 month, and

liabilities with indefinite

maturity

Cash from other banks 293,660 - - - 293,660
Customer funds - 351,223 73,612 - 424,835
Issued debt securities 70,454 - - - 70,454
Other liabilities - - - 1,021 1,021
Tax liabilities - - - 94 94
Total liabilities with the

maturity of over than 1 month,

and liabilities with indefinite

maturity 364,114 351,223 73,612 1,115 790,064
Total liabilities 479,121 510,976 87,607 2,254 1,079,958

Surplus/(deficit) of financing

call funds and liabilities with

the maturity of less than one

month, and liabilities with

indefinite maturity 10,339 (145,977) (12,739) 103,949  (44,428)
Surplus / (deficit) of financing

of funds with the maturity of

over than 1 month and

liabilities with indefinite

maturity (242,237) 401,159 41,709 14,692 215,323
Financing on account of equity 170,895
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The table below presents data on business segments of the Bank for the year ended December 31, 2008 by

items of the Income statement:

Treasury Corporate Retail

business business business  Undistributed Total
Interest income 25,550 180,354 34,903 - 240,807
Interest expenses (56,255) (50,179) (19,880) -(126,314)
Net interest revenues (30,705) 130,175 15,023 - 114,493
Loan impairment provision 2,819 (12,843) (8,744) - (18,768)
Net operating result on bank
assets and liabilities (27,886) 117,332 6,279 - 95,725
Revenues less the expenses from
foreign currency transactions 11,950 - - 8,266 20,216
Commission income 901 17,790 5,439 24,130
Commission expenses (589) (800) (496) (3,653) (5,538)
Provision for loans impairment
and other provisions (1,006) - - - (1,006)
Other provision - - (55) (55)
Net revenue (16,630) 134,322 11,222 4,558 133,472
General and administrative
expenses - - - (120,269) (120,269)
Deductions to the deposit
insurance fund - - - (626) (626)
Other income/(expenses) - - - 255 255
Profit before taxation (16,630) 134,322 11,222 (116,082) 12,832
Income tax (2,218) (2,218)
Net profit (16,630) 134,322 11,222 (118,300) 10,614

The table below presents data on business segments of the Bank for the year ended December 31, 2007 by

items of the Income statement:

Treasury Corporate Retail

business business business  Undistributed Total
Interest income 7,681 55,63: 7,85¢ - 71,17
Interest expenses (12,574 (20,302 (3,906 - (36,782
Income net of transaction costs
related to financial assets
available for sale 2,812 - - - 2,812
Income net of foreign currency
transaction costs 1,331 - - 33z 1,66:
Net operating result on bank
assets and liabilities (750° 35,33( 3,94¢ 33z 38,86(
Commission income 92 11,65¢ 2,35( - 14,09¢
Commission expenses (430 (6,499 (170; (631, (7,730
Provision for loans impairment
and other provisions (3,621 (3,869 (1,016 (20) (8,516
General and administrative
expenses - - - (21,049 (21,049
Other income/(expenses) - - - (7,557 (7,557
Profit before taxation (4,709 36,61¢ 5,112 (28,915 8,10¢
Income tax 2,352 2,352
Net profit (4,709 36,61¢ 511z (31,267 5,75¢
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23. Financial risk management

Risk management efforts of the Bank concern financial risks (credit risk, market risk, exchange risk,
liquidity risk and interest rate risk), operating and legal risks.

Risk management activities of the Bank are mostly focused on identification, measurement and control over
the above risks, as well as on making managerial decisions as to their avoidance or mitigation (hedging,
reallocation, diversification etc.).

The Bank implemented a three-level risk control system. At the first level, business units perform
preliminary and immediate control of the fixed limits in the course of transactions. At the second level, the
back-office ensures current control over observance of the fixed limits by the business units. At the third
level, preliminary and subsequent control over the risks is exercised by the duly authorized special-purpose
units.

The main task in terms of financial risk management is to define the risk limits and to ensure their
subsequent observance. Assessment of the exposure also serves as the basis for efficient capital allocation
taking into account the risks, transaction prices formation and performance evaluation. Operating and legal
risk management should ensure proper observance of the internal regulations and procedures in order to
minimize such risks.

In accordance with the strategic objectives of the Bank, it has developed and implemented a complex system
for managing all the significant risks. Further efforts will be aimed at improvement of the existing risk
management practices and tools, as well as at the systematization and integration of risk assessment and
management methods taking into account the relevant international standards.

Credit risk. Credit risk is the risk of financial losses arising from non-fulfillment of [ i abi |l i ti es
borrowers or counteragents.

Credit risk is managed through the following procedures.

Assessment of ridlor each loan product is performed as based on the intra-bank credit ratings. Risk level
assessment in terms of natural persons acting as borrowers is performed using standardization of products
and development of borrower solvency evaluation mechanisms. To assess the risks related to loan products
issued to legal persons, the Bank uses the tolls mentioned below.

Transactia limitsas to issue of loan products. This system includes:
amount limits, restricting risks of concentration by unit, product, region, branch etc.;
amount limits fixed for separate counteragents;
limits per each loan product, calculated as based on the in-house credit risk assessment practices;

The limits are updated on regular basis, in accordance with the current credit risk level, as well as with the
macro- and micro-economic situation observed. Control over observance of the fixed limits by the duly
authorized persons and managerial bodies is exercised on daily basis.

Monitoring of credit risk in terms of the existent products is performed on regular basis and is aimed at
identification of factors, increasing such risk, with the purpose of their elimination and decrease in their
concentration.

The Bank developed the policy and procedures for credit risk management, including the requirements as to
definition and observance of the loan portfolio concentration limits, and established a Credit Committee
which monitors the credit risk to which the Bank is exposed.

Credit risk is managed through regul ar analysis ¢
interest and the principal debt, as well as through change in the credit limits when necessary. Besides, the

Bank manages its credit risk by means of receiving additional collateral, in particular, through pledges and

guarantees from companies and natural persons.
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Maximum credit risk is summarized as follows:

2008 2007
Balance sheet

Cash and cash equivalents (except for cash in hand) 246,478 81,818
Due from other banks 229,976 154,312
Loans and advances to customers 2,468,939 882,735
Securities 58,432 92,911
Other assets 21,123 9,072
3,024,948 1,220,848

Off-balance sheet items
Crediting related commitments 195,630 73,632
Guarantees 1,372 3,068
Collateral securities 30,853 -
227,855 76,700

The Bank performs the loan maturity analysis and subsequent monitoring of overdue balances. Therefore,
the management provides information on overdue maturities and other information on credit risk, as
described in Note 7.

Credit risk in terms of off-balance financial instruments is defined as the probability of losses from inability
of the other participant of the transaction with the given financial instrument to fulfill the contractual terms.
The Bank applies the same crediting policy as to the on-balance financial instruments, which is based on the
transaction approval procedures, risk-mitigation limits and monitoring of financial state of the counteragent.

Credit risk management policy is reviewed and approved by the Board of the Bank.

Market risks. Market risks appear as the possibility of losses from impairment of portfolios of securities and
of other market assets, given unfavorable change in the market parameters (prices, market rates and
exchange rates). In this respect, the Bank applies the following risk control and management methods.

Market risk limitingsystem, similar to the credit risk limiting system.

Monitoring of market risks implies adjustment of all open positions down to the market prices in order to
determine the current portfolio value and changes in the assessment of the expected potential losses.

Hedgingimplies conclusion of additional deals with financial instruments, having similar characteristics, for
guaranteed loss minimization.

Market risks can be reduced without a decrease in the estimated profitability through portfolio
diversification first of all through diversification by various market instruments and segments.

Market risks are managed by means of increase or decrease of the position within the limits set forth by the
Bank"s management . These | imits restrict possi bl
upon revenues of the Bank, or upon the value of assets and liabilities, which are sensitive to such changes.

Mar ket ri sk management met hods, as wel |l as the
Committees, are reviewed and approved by the Board of the Bank.

Interest rate isk is determined by the degree of influence produced by changes in the market interest rates
upon the interest margin and net interest yield. Depending on the difference between the structure of interest
assets and that of interest liabilities, net interest yield is increased or reduced as a result of changes in the
interest rates.

In practice interest rates on interest transactions are established on the basis of base interest rates approved
by the Committee of assets and liabilities management each month. More to that interest rates fixed in the
contractual terms both with respect to assets and liabilities are subject to review on mutual agreement as
according to the current market situation.
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In the event, when hedging instruments are lacking, the Bank usually strives to match the interest rate
positions.

The table below presents the analysis of average effective interest rates by main currencies for main
monetary financial instruments. The analysis was performed as based on the weighted average effective
interest rates as at the end of 2008.

UAH UsD EURO

2008 2007 2008 2007 2008 2007
Assets
Cash with other banks 13.4% 2.3% 8.0% 6.2% 4,9% 4.6%
Loans issued to customers 19.8% 16.1% 11.3% 11.5% 11.7% 8.5%
Financial assets available for sale 18.0% 15.0% - - - -
Liabilities
Cash from other banks 9.6% 2.8% 7.6% 6.3% 5.3% 5.0%
Customer funds 13.0% 11.5% 10.6% 8.4% 8.0% 6.2%
Debt securities issued 14.6% 13.3% - - - -

Exchange riskThe Bank holds assets and liabilities expressed in several foreign currencies. The Bank is
exposed to the risk related to influence of exchange rate fluctuations upon its financial standing and cash
flows. The Bank exercises daily control over observance of standards and limits set forth by the NBU in
relation to exchange risks.

The table bel ow presents analysis of the Bank®"s |
liabilities of the Bank are reflected in the table at carrying amount in terms of main currencies.

UAH RUR uUsD EUR Other Total
Assets
Cash and cash equivalents 119,038 4,244 144,882 29,503 10,179 307,846
Cash in other banks 49,934 - 43,045 115,257 21,740 229,976
Loans issued to customers 722,125 - 1,669,125 35,499 42,190 2,468,939
Financial assets
available for sale 58,432 - - - - 58,432
Fixed assets and
intangible assets 37,800 - - - - 37,800
Tax assets 1,043 - - - - 1,043
Other assets 17,150 - 3,863 110 - 21,123
Total assets 1,005,522 4,244 1,860,915 180,369 74,109 3,125,159
Liabilities
Cash from other banks 1,388 - 1,183,199 43,422 74,258 1,302,267
Customer funds 575,344 1,870 644,758 134,274 - 1,356,246
Debt securities issued 7,145 - - - - 7,145
Other liabilities 73,324 - 27,531 199 - 101,054
Tax liabilities 686 - - - - 686
Total liabilities 657,887 1,870 1,855,488 177,895 74,258 2,767,398
Net position as at
December 31, 2008 347,635 2,374 5,427 2,474 (149) 357,761
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The table below presents analysis of the Bank"s |
liabilities of the Bank are reflected in the table at carrying amount in terms of main currencies.

UAH RUR Uusb EUR Total
Assets
Cash and cash equivalents 52,524 484 16,631 29,734 99,373
Cash in other banks 95,495 - 18,554 40,263 154,312
Loans issued to customers 396,108 - 465,533 21,094 882,735
Financial assets
available for sale 92,911 - - - 92,911
Other assets 9,050 - 22 - 9,072
Tax assets -
Fixed assets and
intangible assets 12,450 - - - 12,450
Total assets 658,538 484 500,740 91,091 1,250,853
Liabilities
Cash from other banks 28,339 - 380,327 1 408,667
Customer funds 390,548 109 117,742 90,184 598,583
Debt securities issued 70,454 - - - 70,454
Other liabilities 1,428 - 431 16 1,875
Tax liabilities 379 - - - 379
Total liabilities 491,148 109 498,500 90,201 1,079,958
Net position as at
December 31, 2007 167,390 375 2,240 890 170,895

The Bank issued loans in foreign currencies. Depending on the revenue stream of the borrower, the
appreciation of the currencies againstthe Uk r ai ni an hrivna may adwgensel y e
ability and therefore increases the likelihood of future loan losses.

The table below shows the change in the financial result and equity as a result of possible fluctuations of
exchange rates used as at the balance sheet date if all other conditions remain unchanged:

2008 2007

Effect on profit Effect on profit

or loss before Effecton  or loss before
taxation equity taxation Effect on equity
USD appreciation by 5 % 271 203 112 84
USD depreciation by 5 % (271) (203) (112) (84)
EUR appreciation by 5 % 124 93 45 33
EUR depreciation by 5 % (124) (93) (45) (33)
RUR appreciation by 5 % 119 89 19 14
RUR depreciation by 5 % (119) (89) (19) (14)

The risk was calculated only for cash badyances 1in
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Liquidity risk. Liquidity risk arises from the gap in call terms for active transactions and repayment terms for
passive transactions. The Bank is exposed to the liquidity risk due to the daily need in using the available
cash funds for settlements on customer accounts, upon deposit maturity, for loan issue and for disbursements
under guarantees. The Bank does not accumulate cash funds for single bullet settlement of liabilities under
all of the above instances, for the level of the required cash funds can be calculated with a sufficient degree
of accuracy as based on the practices currently in place. Daily norm of the attracted funds reservation on a
correspondent account established bu NBU provides for the maintenance of current liquidity of the Bank at
the appropriate level.

The Bank has developed a set of mechanisms to manage the liquidity risk to ensure on-going availability of
cash funds for timely fulfillment of its liabilities. Liquidity risk management policy of the Bank is developed
by the Asset and Liabilities Management Committee, and is reviewed and approved the Board of the Bank.

Liquidity is managed as based on the following principles:

grounded assessment and forecast of the liquidity crisis,

beforehand preparation of conditions to prevent/successfully overcome a probable crisis,

efficient methods to manage liquidity,

efficient methods to control over functioning of the liquidity management system and over completion of
the internal and external reporting.

To ensure objective reporting on the actual situation, a compulsory distribution of authorities and
responsibilities between the bodies within the liquidity management system, namely between those in charge
for:

strategic decision-making;

liquidity management;

analysis and control.
To manage instant liquiditthe Bank uses the principle of advance receipt of information as to the calendar
deals and proceeds from customers/disposals and use of such information to calculate the position as based

on the relevant forecast and insider data. Instant liquidity monitoring and management is exercised through
automated system of settlements.

To manage current and meditterm liquidity, the Bank uses its payment calendar, which serves as the basis
to assess the liquidity and the way it may be influenced by large deals and material measures, taken in order
to attain compliance of the estimations with the desired values.

Statistical analysi®f instant, current and short-term liquidity is performed by means of economic standards
calculation in compliance with the NBU requirements. In case of a material (of over than 20%) change in
value of the standards for the last three months, especially for the last month of the reporting period, the
Bank analyses the reasons (changes in assets and liabilities), which caused such change in value of the
standards.

The Bank has also developed a set of measures to be implemented in case of insufficient liquidity, which
cannot be increased through traditional sources. Depending on complexity of the situation and on the overall
standing of the financial system, the Bank can resort to:

sale of a part of assets as their liquidity decreases;

conclusion of refinancing deals with the NBU;

restriction of asset growth for certain types of business;

change of rates and tariffs;

efforts targeted at attraction of long-term deposits from principal customers and counteragents.
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The below table illustrates distribution of assets and liabilities as at December 31, 2008 by call and maturity

terms.
On call and
lessthan1 From1to 6 From6to 12
month months months Over 1 year Total

Assets

Cash and cash equivalents 307,692 154 - - 307,846
Cash in other banks 224,188 5,788 - - 229,976
Loans issued to customers 49,787 470,715 664,163 1,284,274 2,468,939
Financial assets available for sale 989 30,081 27,362 - 58,432
Fixed assets and intangible assets - - - 37,800 37,800
Tax assets - - - 1,043 1,043
Other assets 12,503 1,675 718 6,227 21,123
Total assets 595,159 508,413 692,243 1,329,344 3,125,159
Liabilities

Cash from other banks 238,230 682,757 153,347 227,933 1,302,267
Customer funds 746,660 164,195 309,306 136,085 1,356,246
Debt securities issued - 30 - 7,115 7,145
Other liabilities 99,186 23 1,492 353 101,054
Tax liabilities - 686 - - 686
Total liabilities 1,084,076 847,691 464,145 371,486 2,767,398
Net liquidity gap as at December 31,

2008 (488,917) (339,278) 228,098 957,858 357,761
Total liquidity gap as at December

31, 2008 (488,917) (828,195)  (600,097) 357,761
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The below table illustrates distribution of assets and liabilities as at December 31, 2007 by call and maturity
terms.

On call and Indefinite
lessthan 1 From1to From 6 to Over 1 maturity/
month 6 months 12 months year Non-interest Total
Assets
Cash and cash equivalents 99,348 101 - - (76) 99,373
Cash in other banks 111,436 46,434 - - (3,558) 154,312
Loans issued to customers 15,032 218,609 210,963 443,342 (5,211) 882,735
Financial assets available for
sale 13,910 19,523 59,478 - - 92,911
Other assets 5,715 138 - - 3,219 9,072
Tax assets
Fixed assets and intangible
assets - - - 12,450 - 12,450
Total assets 245,441 284,805 270,441 455,792 (5,626) 1,250,853
Liabilities
Cash from other banks 115,007 293,660 - - - 408,667
Customer funds 173,748 115,386 280,955 28,494 - 598,583
Debt securities issued - 454 - 70,000 - 70,454
Other liabilities 854 343 598 - 80 1,875
Tax liabilities 285 - - 94 - 379
Total liabilities 289,894 409,843 281,553 98,588 80 1,079,958
Net liquidity gap as at
December 31, 2007 (44,453)(125,038)  (11,112) 357,204 (5,706) 170,895
Total liquidity gap as at
December 31, 2007 (44,453)(169,491) (180,603) 176,601 170,895
I n the opinion of the Bank"s management , tand e

interest rates of assets and liabilities is fundamental for successful management of the Bank. It is unusual for
banrc ever to be completely matched sinse business transacted is often of an uncertain term and of different
types. An anmatched position potentially enhances profitability, but can also increase the risk of losses. The
maturities of assets and liabilities and the ability to replase, at an acceptable cost, interest-bearing liabilities
as they mature, are importand factors in assessing the liquidity of the Bank and its exposure to changes in
interest and exchange rates.

Operating risk. The Bank implemented a set of underlying measures to manage operating risks, with such
measures implying scheduled regulation of current transactions and business processes, as well as
establishment and functioning of the internal control system. The said measures are complemented with the
relevant risk assessment methods based on the world practices. Operating risks are managed with the help of
the following approaches and tools:

Technology standardization and developméntlear and specific description of the technology employed
to perform current transactions and of the decision-making procedure in terms of the internal regulatory
framework, as well as its timely update, is one of the crucial factors of the operating risk mitigation, being
the basis for timely identification and efficient management of the risks. Operating risks are also mitigated
through implementation of information technologies, which facilitates the reduction in the number of non-
automated transactions.

Authority limits The Bank developed and implemented a multi-level system to limit the authorities of the
officials in charge and of the collegial bodies, which outlines the responsibilities and substitutability of
employees at each operating level.
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Control. The Bank employs a system of procedures aimed at prevention or identification of violation of legal
prescriptions, regulations and operating standards, as well as settlement of conflicts of interests and at
ensuring the required security level, in accordance with the nature and scope of the transactions performed.

Results of risk analysis, performed on regular basis, serve for preparation of the management accounts
submitted tothe Bank “ s governing body, which not only incl
contains particular measures as to risk limitation and diversification.

24. Capital management

The Bank"s capital ma n a g e toebeetve the @mtal reghiremerftsestabllished i ng o
by the NBU; to ensure the Bank"s ability to opera
required to sustain capital adequacy ratio at 8% recommended by the Basle Accord.

The contr ol oompkance witihtee caBital mdequasy ratio set by the NBU is exercised daily
based on the calculation of the amount of its equity and risk weighted assets. In accordance with the current
capital requirements set by NBU, the banks should maintain the ratio of capital to risk weigted assets (capital
adequacy ratio) above the prescribed minimum level which equals 10 %. As at 31 December 2008, the
Bank"s capital &dq200@:482.y r ati o was 14

As at December 312008, t he rati o of t he uBtedinlkctosdane with thdtenisofa d e q u
the Basel Agreement as of 1988 exceeded the recommended minimum requirement of 8 %:

2008 2007
Fixed capital (1*-level capital) 357,118 169,754
Additional capital (2™-level capital) 643 1,141
Total equity 357,761 170,895
Assets weighted by risk 2,633,332 1,028,030
Capital adequacy ratio 14% 17%
Fixed capital adequacy ratio 14% 17%
Minimum capital adequacy requirement 8% 8%

25. Contingent liabilities

Insurance. Ukrainian market of insurance services is undergoing development, that is why many forms of
insurance protection used in other countries are not available in Ukraine at present. The Bank did not arrange
for a full-scale insurance of fixed assets, as well as for insurance against termination of activity or in relation
to the liability of third parties to cover the property or environmental loss, arising from failures of banking
equipment or from principal activity of the Bank.

Litigation. The Bank"s management has no i ingsiostituted dgainstn a s
the Bank, which are either in action/postponed or which may possibly be instituted. As at December 31,
2008 the Bank did not form any provision to cover possible litigation losses.

Contingent tax liabilities. Tax system of Ukraine is characterized with numerous kinds of taxes and
frequently amended regulatory documents, which can work retroactively and often contain vague or even
controversial wording open for interpretation. Often, different regulatory bodies give different interpretation
of the same regulatory requirements. Correctness of the calculated tax is subject to review and detailed
examination by the bodies authorized to impose significant fines and penalties.

The above factors create tax risks in Ukraine, which largely exceed similar risks in other countries. The
management believes that tax liabilities of the Bank were disclosed in the given financial statements in full,
as based on interpretation of the Ukrainian tax legislation used thereby. Nevertheless, there is a risk that the
relevant tax authorities may have a different point of view on the issues subject to open interpretation, and
the influence of such risk may be significant.
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Operating lease liabilities. Below presented are the minimum amounts of future operating lease charges,
which shall not be subject to cancellation, in the event when the Bank acts as the tenant:

2008 2007
Less than 1 year 33,032 -
From 1 to 5 years 40,691 37,255
Over 5 years - -
Total operating lease liabilities 73,723 37,255

Loan-related liabilities. The main purpose of such instruments is to ensure issue of facilities to customers
when requested. Guarantees representing irrevocable liabilities of the Bank to make payments in case the
customer fails to fulfill his liabilities to third parties are exposed to the same amount of credit risk as loans.

Loan-related liabilities of the Bank can be presented as follows:

2008 2007
Loan issue liabilities 195,630 73,632
Guarantees issued 1,372 3,068
Collateral securities 30,853 -
Total loan-related liabilities 227,855 76,700

Loan issue liabilities represent the unused portion of the loans approved for issue. In relation to the loan issue
liabilities the Bank is exposed to risk of losses in the amount equal to the total unused liabilities.
Nevertheless, the probable loss amount is less than the total unused liabilities, as the larger share of loan
issue liabilities is conditioned by observance of certain solvency standards by the customers. The Bank
controls the term remaining until maturity of the loan-related liabilities, since usually long-term liabilities
imply a higher level of credit risk.

Total indebtedness under guarantees, letters of credit and unused credit facilities does not necessarily
represent future cash claims, due to probability of such events as expiration of the validity period or
cancellation of the said liabilities, when no funds are granted to the borrower.

The Bank"s management cons.i deaefatsd lidbilities inpignificenea bi | i ty o
26. Fair value of financial instruments

Fair value is the amount for which the financial instrument can be exchanged in the course of the current
transaction between two stakeholders, other than forced sale or liquidation. The best confirmation of fair
value is the price of the financial instrument quoted in the market.

The estimated fair value of financial instruments was calculated by the Bank as based on the available
market information (if any) and applicable assessment methods. To interpret market information for the
purpose of defining the fair value in certain instances reasonable judgment was used. The Bank calculates the
fair value of financial instruments using the available market information, while this information may not
always accurately reflect the value which can be recovered in the current conditions.

Financial instruments reported at fair value. Cash and cash equivalents and some financial assets available
for sale are accounted in the balance sheet at fair value (Note 5, 6 and 8). Some securities available for sale
lack independent external market quotations. Their fair value was calculated using various assessment
methods. When the fair value of assets could not be identified, such assets were reported at cost, taking into
account probable impairment.

Cash with other banks. Fair value of funds placed at floating interest rates is equal to their carrying amount.
Estimated fair value of funds placed at fixed interest rates is based on calculation of the discounted cash
flows using interest rates of the money market applicable to instruments with similar credit risk level and
maturity. The bank believes that as at December 31, 2008 there is insignificant difference between the fair
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value of loans issued to customers to banks and their carrying amount (Note 6). This can be explained by the
existing practices of interest rates review in order to reflect current market conditions, which leads to
calculation of interest on most of the balances at the rates approximately equal to the market interest rates.

Loans issued to customers. Loans issued to customers are reported less the impairment provision. Estimated
fair value of loans issued to customers represents the discounted amount of expected future cash flows. In
order to calculate the fair value, estimated cash flows are discounted at current market rates. The Bank
believes that as at December 31, 2008 there is insignificant difference between the fair value of loans issued
to customers and their carrying amount (Note 7). This can be explained by the existing practices of interest
rates review in order to reflect current market conditions, which leads to calculation of interest on most of the
balances at the rates approximately equal to the market interest rates.

Borrowed funds. Estimated fair value of liabilities with indefinite maturity represents the amount due upon
demand of the lender. Estimated fair value of borrowed funds with fixed interest rates and of other borrowed
funds without market quotations is defined through calculation of discounted cash flows using interest rates
on new debt instruments with similar maturity. The Bank believes that as at December 31, 2008 there is
insignificant difference between the fair value of borrowed funds and their carrying amount (Note 11 and
12). This can be explained by the existing practices of interest rates review in order to reflect current market
conditions, which leads to calculation of interest on most of the balances at the rates approximately equal to
the market interest rates (Note 13).

Debt securities issued. Fair value of issued debt securities is based upon the market quotations. The fair
value of securities lacking market quotations is determined through calculation of discounted cash flows.

Classification of financial instruments

Classification of financial instruments as at December 31, 2008 is presented as follows:

Loans and Other assets and  Non-financial
accounts  Available liabilities at assets and
receivable for sale amortized cost liabilities Total
Assets
Cash and cash equivalents - - 307,846 - 307,846
Cash in other banks 229,976 - - - 229,976
Loans issued to customers 2,468,939 - - - 2,468,939
Financial assets available
for sale - 58,432 - - 58,432
Fixed assets and intangible
assets - - - 37,800 37,800
Tax assets - - - 1,043 1,043
Other assets 11,240 - - 9,883 21,123
2,710,155 58,432 307,846 48,726 3,125,159
Liabilities
Cash from other banks - - 1,302,267 - 1,302,267
Customer funds - - 1,356,246 - 1,356,246
Issued debt securities - - 7,145 - 7,145
Other liabilities - - - 101,054 101,054
Tax liabilities - - - 686 686
- - 2,665,658 101,740 2,767,398
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Classification of financial instruments as at December 31, 2007 is presented as follows:

Loans and Other assets and  Non-financial
accounts  Available liabilities at assets and
receivable for sale amortized cost liabilities Total
Assets
Cash and cash equivalents - - 99,373 - 99,373
Cash in other banks 154,312 - - - 154,312
Loans issued to customers 882,735 - - - 882,735
Financial assets available
for sale - 92,911 - - 92,911
Fixed assets and intangible
assets - - - 12,450 12,450
Other assets 52 - - 9,020 9,072
1,037,099 92,911 99,373 21,470 1,250,853
Liabilities
Cash from other banks - - 408,667 - 408,667
Customer funds - - 598,583 - 598,583
Issued debt securities - - 70,454 - 70,454
Other liabilities - - - 1,875 1,875
Tax liabilities - - - 379 379
- - 1,077,704 2,254 1,079,958

27. Related party transactions

In the course of its ordinary activity the Bank performs transaction with its principal shareholders, managers
and other related parties. These transactions include settlements, issue of loans, attraction of deposits, issue
of guarantees, trading transactions financing and financing of transactions with foreign currency. Related

party transactions are primarily performed at market rates.

Below are the rates as at the year end, volume of the active transactions performed, and the corresponding

revenue items for the year as to transactions with related parties:

2008 2007

Cash with correspondent accounts and loans from other banks as at
December 31 19,084 3,772
Loans to customers as at December 31 8,194 8,334
Interest received on loans to customers and cash with banks ) 159

Cash with correspondent accounts and loans from other banks as at
December 31 1,079,540 277,965
Funds of customers as at December 31 24,921 8,453
44,109 7,098

Interest expenses on other banks and customers funds

Below presented is the data on compensation to the key management of the Bank and their family members:

2008

2007

Salary and other short-term payments to Members of the Board
and their family members 4,076

1,920
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