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1 Organisation of the Group and its Principal Activities 

These interim consolidated condensed financial statements include the financial statements of 

MDM Bank, Open Joint Stock Company, (the Bank or MDM Bank) and its subsidiaries. MDM Bank and 

its subsidiaries are hereinafter collectively referred to as the Group.  

MDM Bank is the new brand of MDM-Bank (Open Joint Stock Company) (former MDM Bank) and URSA 

Bank, Open Joint Stock Company, (URSA Bank) after their merger in 2009. The merger took the legal 

form of the accession of former MDM Bank by URSA Bank and was accounted for as a reverse 

acquisition in accordance with IFRS 3 Business Combinations.  

MDM Bank, the parent company and the lead operating entity of the Group, carries out banking activities 

in the Russian Federation. The Bank operates under a general banking license issued by the Central Bank 

of the Russian Federation (the CBR). MDM Bank is a member of the state deposit insurance system. The 

Bank also has broker and dealer licenses issued by the Russian Federal Financial Markets Service.  

The Group also operates a subsidiary bank in Latvia (LTB), securities trading and asset management 

companies and leasing companies. 

The Group operates in four major business areas: Corporate banking, Retail banking, Small and medium 

enterprises (SME) banking and Central Treasury. Corporate, Retail and SME banking are managed 

through the Branch operations that are split in four territorial banks: Central, European, Ural and Siberian. 

Central Treasury is managed through the Head Office. 

The activities of the Group are conducted principally in Russia, although the Group also conducts 

operations in the international markets. 

The registered address of MDM Bank is 18, Lenina street, Novosibirsk, Russian Federation.  

As at 30 June 2011 the Group has 35 branches (31 December 2010: 35). All branches are located in the 

Russian Federation. The Group also operates a number of sub-branches in the Russian Federation and 

cash exchange offices and a network of retail micro offices in Moscow. As at 30 June 2011, the total 

number of points of sale is 218 (31 December 2010: 318). 

As at 30 June 2011 the Bank’s parent company is MDM Holding SE, a company based in Cyprus, with a 

68.2% direct interest.  

The major shareholder and the ultimate controlling party of the Bank is Mr. Sergey Popov. 

For the purposes of these interim consolidated condensed financial statements, key management 

personnel of the Group, collectively, is referred to as management. 

2 Operating Environment of the Group 

The Russian Federation displays certain characteristics of an emerging market, including relatively high 

inflation. 

The tax, currency and customs legislation in the Russian Federation is subject to varying interpretations 

and frequent changes. Furthermore, the need for further developments in the bankruptcy laws, the 

absence of formalised procedures for the registration and enforcement of collateral, and other legal and 

fiscal impediments contribute to the challenges faced by banks currently operating in the Russian 

Federation. Consequently, operations in the Russian Federation involve risks that typically do not exist in 

mature markets. The future economic direction of the Russian Federation is largely dependent upon the 

effectiveness of economic, financial and monetary measures undertaken by the Government, together 

with tax, legal, regulatory, and political developments. In addition, the contraction in the capital and credit 

markets and its impact on the Russian economy have further increased the level of economic uncertainty 

in the environment. 
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2 Operating Environment of the Group (Continued) 

Deterioration in operating conditions for borrowers may have an impact on management's cash flow 

forecasts and assessment of the impairment of financial and non-financial assets. To the extent that 

information is available, management has reflected revised estimates of expected future cash flows in its 

impairment assessments. 

The amount of loan impairment allowance is based on management's appraisals of loans at the reporting 

date after taking into consideration the cash flows that may result from foreclosure less costs for 

obtaining and selling the collateral.  

The Group operates in industries where significant seasonal or cyclical variations in operating income are 

not experienced during the financial year. 

3 Basis of Preparation 

(a) Statement of compliance 

These interim consolidated condensed financial statements are prepared in accordance with International 

Accounting Standard 34 Interim Financial Reporting (IAS 34). They do not include all of the information 

required for full financial statements, and should be read in conjunction with the consolidated financial 

statements of the Group for the year ended 31 December 2010, as these interim consolidated 

condensed financial statements provide an update of previously reported financial information. 

(b) Basis of measurement 

These interim consolidated condensed financial statements are prepared on the historical cost basis 

except that financial instruments held for trading, derivative financial instruments, available-for-sale 

financial instruments and investment property are stated at fair value, certain classes of property and 

equipment are stated at revalued amounts and assets held for sale are stated at the lower of their 

carrying amount and fair value less costs to sell. 

(c) Presentation currency 

These interim consolidated condensed financial statements are presented in Russian Roubles (RUB). 

Amounts in Russian Roubles are rounded to the nearest million. 

(d) Use of estimates and judgements 

The preparation of financial statements in conformity with IAS 34 requires management to make 

judgements, 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 the judgements about carrying values of 

assets and liabilities that are not readily apparent from other sources. Although these estimates are 

based on management’s best knowledge of current events and actions, actual results ultimately may 

differ from these estimates. 

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting 

estimates are recognised in the period in which the estimate is revised if the revision affects only that 

period or in the period of the revision and future periods if the revision affects both current and future 

periods. 

In preparing these interim consolidated condensed financial statements the significant judgements made 

by management in applying accounting policies and the key sources of estimation uncertainty are the 

same as those that applied to the consolidated financial statements for the year ended 

31 December 2010. 
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4 Significant Accounting Policies 

The accounting policies applied in these interim consolidated condensed financial statements are 

consistent with those applied in the consolidated financial statements for the year ended 31 December 

2010, except for changes resulting from the amendments to International Financial Reporting Standards 

(IFRS) as described below. 

(i) Changes resulting from the amendments to IFRS 

Certain improvements to IFRS became effective from 1 January 2011 and have been adopted by the 

Group since that date. These changes do not have a significant effect on the interim consolidated 

condensed financial statements. 

(ii) Comparative information 

Certain comparative information is reclassified to conform to changes in presentation in the current 

period.  

Assets held for sale of RUB 1 288 million were presented separately in the consolidated financial 

statements for the year ended 31 December 2010. This amount is included in other assets in these 

interim consolidated condensed financial statements. 

5 Cash and Cash Equivalents 

 30 June 2011  31 December 2010  

   

Cash on hand 11 850  12 644  

Correspondent accounts with central banks  6 520  11 729  

Correspondent accounts and overnight deposits with other banks 34 343  37 831  

Settlement accounts with trading systems 625  1 085  

Overnight reverse repurchase agreements 204  -  
   

   

Total cash and cash equivalents 53 542  63 289  
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6 Loans and Advances to Customers 

 30 June 2011  31 December 2010  

   

Loans to corporate customers 170 685  171 850  

Loans to individuals 58 699  64 157  

Investment banking loans  12 240  13 892  

Small business loans 9 938  9 812  

Lease financing 6 145  5 789  
    

   

Gross loans and advances to customers   257 707  265 500  

Less loan impairment allowance (27 604) (31 596) 

    

   

Loans and advances to customers 230 103  233 904  

   

Movements in the loan impairment allowance by classes of loans to customers for the six-month period 

ended 30 June 2011 are as follows: 

 

Loans to  

corporate  

customers  

Loans to  

individuals  

Investment  

banking  

loans  

Small  

business  

loans  

Lease  

financing  Total  

       

Loan impairment allowance 

as at 1 January 2011 19 938    7 633   443   1 861   1 721   31 596   

Loan impairment losses (2 483) 1 679  774  482  296  748  

Loans written off -  (3 307) -  -  -  (3 307) 

Recoveries of loans written off in previous 

periods 453  -  -  -  -  453  

Loans sold (146) (161) (132) (1 051) -  (1 490) 

Effect of foreign currency translation (183) (171) (11) (13) (18) (396) 

             

       

Loan impairment allowance 

as at 30 June 2011 17 579 5 673  1 074  1 279  1 999  27 604  
        

Movements in the loan impairment allowance by classes of loans to customers for the six-month period 

ended 30 June 2010 are as follows: 

 

Loans to  

corporate  

customers  

Loans to  

individuals  

Investment  

banking  

loans  

Small  

business  

loans  

Lease  

financing  Total  

       

Loan impairment allowance 

as at 1 January 2010 24 421  14 963  492  2 473  1 772  44 121  

Loan impairment losses 2 277  2 086  (173) 24  90  4 304  

Loans written off (33) (5 056) -  (15) (15) (5 119) 

Loans sold (448) (279) -  -  - (727) 

Loans and terminated lease contracts 

settled through foreclosure of collateral -  -  -  -  (46) (46) 

Effect of foreign currency translation 115  68  2  13  8  206  
       

       

Loan impairment allowance 

as at 30 June 2010 26 332  11 782  321  2 495  1 809  42 739  
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6 Loans and Advances to Customers (Continued) 

Management reviewed the loan portfolio as at 30 June 2011 and recognised loan impairment as follows: 

 Gross  loans  

Impairment  

allowance  Net loans  

Impairment  

allowance to  

gross loans (%)  

     

Loans to corporate customers     

Loans without individual impairment indicators     

Standard loans not past due 94 414 (2 005) 92 409 2.1 

Watch list loans not past due  13 996 (346) 13 650 2.5 

Total loans without individual impairment indicators 108 410 (2 351) 106 059 2.2 

     
Loans with individual impairment indicators     

Watch list loans not past due 34 756 (4 739) 30 017 13.6 

Overdue loans collectively assessed for impairment 2 776 (54) 2 722 1.9 

Overdue loans individually assessed for impairment 19 881 (5 573) 14 308 28.0 

Non-recoverable loans 4 862 (4 862) - 100.0 

Total loans with individual impairment indicators 62 275 (15 228) 47 047 24.5 

Total loans to corporate customers  170 685 (17 579) 153 106 10.3 

     
Loans to individuals     

Loans collectively assessed for impairment      

Consumer loans 32 159 (3 796) 28 363 11.8 

Mortgage loans 20 950 (1 295) 19 655 6.2 

Car loans 5 590 (582) 5 008 10.4 

Total loans to individuals 58 699 (5 673) 53 026 9.7 

     

Investment banking loans     
Loans without individual impairment indicators      

Reverse sale and repurchase agreements 1 109 - 1 109 - 

Other standard loans 6 239 (97) 6 142 1.6 

Total loans without individual impairment indicators 7 348 (97) 7 251 1.3 

  -    -    -    -   
Loans with individual impairment indicators     

Watch list loans not past due 4 868  (968) 3 900  19.9  

Overdue loans collectively assessed for impairment 15  - 15  1.2  

Non-recoverable loans 9  (9)  -   100.0  

Total loans with individual impairment indicators 4 892  (977) 3 915  20.0  

Total investment banking loans 12 240  (1 074) 11 166  8.8  

     

Small business loans      

Loans without individual impairment indicators     

Standard loans not past due 6 953 (133) 6 820 1.9 

Watch list loans not past due 91 (1) 90 1.1 

Total loans without individual impairment indicators 7 044 (134) 6 910 1.9 

     

Loans with individual impairment indicators     

Watch list loans not past due 1 049 (63) 986 6.0 

Overdue loans collectively assessed for impairment 92 (2) 90 2.2 

Overdue loans individually assessed for impairment 1 262 (589) 673 46.7 

Non-recoverable loans 491 (491) - 100.0 

Total loans with individual impairment indicators 2 894 (1 145) 1 749 39.6 

Total small business loans 9 938 (1 279) 8 659 12.9 

     

Lease financing     

Loans without individual impairment indicators     

Standard loans not past due 2 464  (43) 2 421  1.7  

Watch list loans not past due 14  - 14  2.8  

Total loans without individual impairment indicators 2 478  (43) 2 435  1.7  

     

Loans with individual impairment indicators     

Watch list loans not past due 1 499  (412) 1 087  27.5  

Overdue loans collectively assessed for impairment 1  - 1  2.0  

Overdue loans individually assessed for impairment 1 310  (687) 623  52.4  

Non-recoverable loans 857  (857)  -   100.0  

Total loans with individual impairment indicators 3 667  (1 956) 1 711  53.3  

Total lease financing 6 145  (1 999) 4 146  32.5  

         
     

Total loans and advances to customers 257 707  (27 604) 230 103 10.7  
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6 Loans and Advances to Customers (Continued) 

Management reviewed the loan portfolio as at 31 December 2010 and recognised loan impairment as 

follows: 

 Gross loans  

Impairment   

allowance  Net loans  

Impairment  

allowance to  

gross loans (%)  

     
Loans to corporate customers      

      Loans without individual impairment indicators     

Standard loans not past due 78 037  (1 816) 76 221   2.3  

Watch list loans not past due 20 210  (527) 19 683   2.6  

      Total loans without individual impairment indicators 98 247  (2 343) 95 904   2.4  

     
      Loans with individual impairment indicators     

Watch list loans not past due 43 744  (6 164) 37 580   14.1  

Overdue loans collectively assessed for impairment 2 322  (63) 2 259   2.7  

Overdue loans individually assessed for impairment 23 689  (7 520) 16 169    31.7  

Non-recoverable loans 3 848  (3 848) -  100.0  

      Total loans with individual impairment indicators 73 603  (17 595) 56 008    23.9  

Total loans to corporate customers 171 850  (19 938) 151 912  11.6  

     
Loans to individuals     

      Loans to individuals collectively assessed for impairment      

Consumer loans 31 592  (4 818) 26 774  15.3  

Mortgage loans 24 241  (1 821) 22 420    7.5  

Car loans  8 324  (994) 7 330   11.9  

Total loans to individuals 64 157  (7 633) 56 524  11.9  

     
Investment banking loans     

      Loans without individual impairment indicators      

Reverse sale and repurchase agreements 1 929  -  1 929     -  

Other standard loans 9 057  (142) 8 915    1.6  

      Total loans without individual impairment indicators 10 986  (142) 10 844  1.3  

     
      Loans with individual impairment indicators     

Watch list loans not past due 2 882  (277) 2 605    9.6  

Non-recoverable loans 24  (24) -  100.0  

      Total loans with individual impairment indicators 2 906  (301) 2 605   10.4  

Total investment banking loans 13 892  (443) 13 449  3.2  

     
Small business loans      

      Loans without individual impairment indicators     

Standard loans not past due 6 312  (154) 6 158  2.4  

Watch list loans not past due 20  -  20  1.4  

      Total loans without individual impairment indicators 6 332  (154) 6 178  2.4  

     
      Loans with individual impairment indicators     

Watch list loans not past due 1 025  (65) 960    6.3  

Overdue loans collectively assessed for impairment 409  (22) 387   5.4  

Overdue loans individually assessed for impairment 1 579  (1 153) 426    73.0  

Non-recoverable loans 467  (467) -    100.0  

      Total loans with individual impairment indicators 3 480  (1 707) 1 773   49.1  

Total small business loans 9 812  (1 861) 7 951   19.0  

     
Lease financing     

      Loans without individual impairment indicators     

Standard loans not  past due 2 374  (60) 2 314  2.5  

Watch list loans not past due 101  (3) 98  3.0  

      Total loans without individual impairment indicators  2 475  (63) 2 412  2.5  

     
      Loans with individual impairment indicators     

Watch list loans not past due 1 363  (388) 975  28.5  

Overdue loans collectively assessed for impairment 5  -  5  3.1  

Overdue loans individually assessed for impairment 1 384  (708) 676  51.2  

Non-recoverable loans 562  (562) -  100.0  

      Total loans with individual impairment indicators  3 314  (1 658) 1 656  50.0  

Total lease financing 5 789  (1 721) 4 068  29.7  

     
     

Total loans and advances to customers 265 500  (31 596) 233 904  11.9  
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6 Loans and Advances to Customers (Continued) 

The following table shows the ageing analysis of loans to individuals as at 30 June 2011: 

 Gross loans  

Impairment  

allowance  Net loans  

Impairment allowance  

to gross loans (%)  

     

Consumer loans     

- Not past due 25 402  (510) 24 892  2.0  

- Overdue less than 30 days 1 303  (166) 1 137  12.7  

- Overdue 30-90 days 734  (277) 457  37.7  

- Overdue 91-180 days 805  (414) 391  51.4  

- Overdue 181-360 days 1 307  (757) 550  57.9  

- Overdue more than 360 days 2 608  (1 672) 936  64.1  

     

Total consumer loans 32 159  (3 796) 28 363  11.8  

     

Mortgage loans     
- Not past due 17 291  (148) 17 143  0.9  

- Overdue less than 30 days 924  (49) 875  5.3  

- Overdue 30-90 days 396  (79) 317  19.9  

- Overdue 91-180 days 496  (145) 351  29.2  

- Overdue 181-360 days 664  (252) 412  38.0  

- Overdue more than 360 days 1 179  (622) 557  52.8  

     

Total mortgage loans  20 950  (1 295) 19 655  6.2  
     

Car loans     
- Not past due 4 201  (12) 4 189  0.3  

- Overdue less than 30 days 254  (11) 243  4.3  

- Overdue 30-90 days 133  (21) 112  15.8  

- Overdue 91-180 days 141  (48) 93  34.0  

- Overdue 181-360 days 173  (80) 93  46.2  

- Overdue more than 360 days 688  (410) 278  59.6  

     

Total car loans 5 590  (582) 5 008  10.4  

     

     

Total loans to individuals 58 699  (5 673) 53 026  9.7  
     

The following table shows the ageing analysis of loans to individuals as at 31 December 2010: 

 

Gross loans  
Impairment  

allowance  Net loans  

Impairment allowance  
to gross loans (%)  

     

Consumer loans     

- Not past due 23 195  (413) 22 782  1.8  

- Overdue less than 30 days 785  (89) 696  11.3  
- Overdue 30-90 days 564  (203) 361  36.0  
- Overdue 91-180 days 864  (423) 441  49.0  
- Overdue 181-360 days 1 472  (875) 597  59.4  
- Overdue more than 360 days 4 712  (2 815) 1 897  59.7  

     

Total consumer loans 31 592  (4 818) 26 774  15.3  
     

Mortgage loans     

- Not past due 20 144  (120) 20 024  0.6  

- Overdue less than 30 days 754  (39) 715  5.2  
- Overdue 30-90 days 433  (85) 348  19.6  
- Overdue 9-180 days 414  (135) 279  32.6  
- Overdue 181-360 days 696  (324) 372  46.6  
- Overdue more than 360 days 1 800  (1 118) 682  62.1  

     

Total mortgage loans  24 241  (1 821) 22 420  7.5  
     

Car loans      

- Not past due 6 209  (17) 6 192  0.3  
- Overdue less than 30 days 243  (12) 231  4.9  
- Overdue 30-90 days 141  (26) 115  18.4  
- Overdue 91-180 days 121  (43) 78  35.5  
- Overdue 181-360 days 292  (140) 152  47.9  

- Overdue more than 360 days 1 318  (756) 562  57.4  
     

Total car loans 8 324  (994) 7 330  11.9  
     

     

Total loans to individuals 64 157  (7 633) 56 524  11.9  
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6 Loans and Advances to Customers (Continued) 

As at 30 June 2011 uncollectable loans to individuals in the amount of RUB 3 307 million (including 

consumer loans in amount of RUB 2 092 million, mortgage loans in amount of RUB 808 million and car 

loans in amount of RUB 407 million) were written off against the related 100% allowance for loan 

impairment.  

The table below shows the ageing analysis of loans to corporate customers with individual impairment 

indicators as at 30 June 2011: 

 Gross loans  
Impairment  

allowance  Net loans  
Impairment allowance  

to gross loans (%)  
     

Loans not past due 36 112 (6 095) 30 017 16.9 

     

Overdue loans      

- Overdue less than 30 days 3 118 (74) 3 044 2.4 

- Overdue 30-90 days 717 (143) 574 19.9 

- Overdue 91-180 days 396 (145) 251 36.6 

- Overdue 181-360 days 7 658 (2 168) 5 490 28.3 

- Overdue more than 360 days 14 274 (6 603) 7 671 46.3 

Total overdue loans  26 163 (9 133) 17 030 34.9 

         

     

Total loans to corporate customers with 

individual impairment indicators 62 275 (15 228) 47 047 24.5 

     

The table below shows the ageing analysis of loans to corporate customers with individual impairment 

indicators as at 31 December 2010: 

 Gross loans  
Impairment  

allowance  Net loans  
Impairment allowance  

to gross loans (%)  
     

Loans not past due 44 621  (7 041) 37 580  15.8  

     

Overdue loans      

- Overdue less than 30 days 33  (1) 32  3.0  

- Overdue 30-90 days 6 196  (1 132) 5 064  18.3  

- Overdue 91-180 days 1 523  (707) 816  46.4  

- Overdue 181-360 days 5 778  (2 788) 2 990  48.3  

- Overdue more than 360 days 15 452  (5 926) 9 526  38.4  

Total overdue loans  28 982  (10 554) 18 428  36.4  

     

     

Total loans to corporate customers with  

  individual impairment indicators 73 603  (17 595) 56 008  23.9  

     

The table below shows the ageing analysis of investment banking loans with individual impairment 

indicators as at 30 June 2011: 

 Gross loans  
Impairment  

allowance  Net loans  
Impairment allowance  

to gross loans (%)  
     

Loans not past due 4 868 (968) 3 900 19.9 

     

Overdue loans     

- Overdue 30-90 days 15  - 15  1.2  

- Overdue 91-180 days 9  (9)  -   100.0  

Total overdue loans 24  (9) 15  37.5  

         

     

Total investment banking loans with 

individual impairment indicators 4 892 (977) 3 915 20.0 
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6 Loans and Advances to Customers (Continued) 

The table below shows the ageing analysis of investment banking loans with individual impairment 

indicators as at 31 December 2010: 

 Gross loans  

Impairment  

allowance  Net loans  

Impairment allowance  
to gross loans (%)  

     

Loans not past due 2 882  (277) 2 605  9.6  

     

Overdue loans      

- Overdue more than 360 days 24  (24) -  100.0  

Total overdue loans  24  (24) -  100.0  

     

     

Total investment banking loans with 

  individual impairment indicators 2 906  (301) 2 605  10.4  

     

The table below shows the ageing analysis of small business loans with individual impairment indicators 

as at 30 June 2011: 

 Gross loans  
Impairment  

allowance  Net loans  

Impairment allowance  
to gross loans (%)  

     

Loans not past due 1 049 (63) 986 6.0 

     

Overdue loans      

- Overdue less than 30 days 56 (5) 51 8.9 

- Overdue 30-90 days 94 (17) 77 18.1 

- Overdue 91-180 days 51 (19) 32 37.3 

- Overdue 181-360 days 102 (63) 39 61.8 

- Overdue more than 360 days 1 542 (978) 564 63.4 

  Total overdue loans  1 845 (1 082) 763 58.6 

         

     

Total small business loans with individual 

impairment indicators 2 894 (1 145) 1 749 39.6 

     

The table below shows the ageing analysis of small business loans with individual impairment indicators 

as at 31 December 2010: 

 Gross loans  

Impairment  

allowance  Net loans  

Impairment allowance  
to gross loans (%)  

     

Loans not past due 1 025  (65) 960  6.3  

     

Overdue loans      

- Overdue less than 30 days 56  (8) 48  14.3  

- Overdue 30-90 days 162  (55) 107  34.0  

- Overdue 91-180 days 118  (36) 82  30.5  

- Overdue 181-360 days 223  (126) 97  56.5  

- Overdue more than 360 days 1 896  (1 417) 479  74.7  

Total overdue loans  2 455  (1 642) 813  66.9  

     

     

Total small business loans with individual 

impairment indicators 3 480  (1 707) 1 773  49.1  
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6 Loans and Advances to Customers (Continued) 

The table below shows the ageing analysis of lease financing with individual impairment indicators as at 

30 June 2011: 

 Gross loans  Impairment  Net loans  

Impairment to  

gross loans (%)  
    

     

Loans not past due 1 759 (672) 1 087 38.2 

     

Overdue lease financing     

- Overdue 91-180 days 3  - 3  16.2  

- Overdue 181-360 days 219  (55) 164  25.1  

- Overdue more than 360 days 1 686  (1 229) 457  72.9  

Total overdue lease financing 1 908  (1 284) 624  67.3  

         

     

Total lease financing with individual impairment 

indicators 3 667  (1 956) 1 711  53.3  

     

The table below shows the ageing analysis of lease financing with individual impairment indicators as at 

31 December 2010: 

 Gross loans  Impairment  Net loans  

Impairment to  

gross loans (%)  

     

Loans not past due 1 498  (523) 975  34.9  

     

Overdue lease financing     

- Overdue less than 30 days 180  (19) 161  10.6  

- Overdue 30-90 days 49  (35) 14  71.4  

- Overdue 91-180 days 46  (40) 6  87.0  

- Overdue 181-360 days 764  (466) 298  61.0  

- Overdue more than 360 days 777  (575) 202  74.0  

Total overdue lease financing  1 816  (1 135) 681  62.5  

     

     

Total lease financing with individual impairment 

indicators 3 314  (1 658) 1 656  50.0  

     

7 Customer Accounts 

 30 June 2011  31 December 2010  

   

State organisations   

- Current/settlement accounts 2 286  3 308  

- Term deposits 10 046  13 546  

   

Other legal entities   

- Current/settlement accounts 44 345  47 568  

- Term deposits 28 259  36 813  

   

Individuals   

- Current/demand accounts 11 173  11 590  

- Term deposits 99 336  112 454  
   

   

Total customer accounts 195 445  225 279  
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8 Debt Securities in Issue 

 30 June 2011  31 December 2010  

   

Domestic bonds 24 001  18 807  

Unsecured loan participation notes 8 312  8 510  

Promissory notes  2 053  5 684  

   

   

Total debt securities in issue 34 366  33 001  

   

During the six-month period ended 30 June 2011 the Group repurchased its loan participation notes with 

a total notional amount of RUB 674 million at a price above their carrying value (30 June 2010: RUB 606 

million at a price above their carrying value). As a result, a loss of RUB 30 million was recorded in the 

interim consolidated condensed statement of comprehensive income for the six-month period ended 

30 June 2011 (six-month period ended 30 June 2010: loss of RUB 40 million). 

During the six-month period ended 30 June 2011 the Group placed RUB 5 000 million Russian bonds of 

the 2nd issue at par maturing on March 2014. The coupon rate is 8.15%. 

9 Significant Exposures and Concentrations 

As at 30 June 2011, the Group has no counterparties with aggregated balances on correspondent 

accounts and overnight deposits greater than 10% of equity at that date (31 December 2010: one 

counterparty with aggregated balances on correspondent accounts and overnight deposits greater than 

10% of equity. Total aggregate amount of these balances was RUB 12 616 million, or 20% of cash and 

cash equivalents). 

The Group has no balances due from other banks greater than 10% of equity as at 30 June 2011 and 31 

December 2010.  

As at 30 June 2011, credit exposure to the ten largest borrowers (or groups of borrowers) totals 

RUB 61 713 million, or 24% of the gross loan portfolio (31 December 2010: RUB 64 153 million, or 24% 

of the gross loan portfolio). 

The Group has no balances due to other banks greater than 10% of equity as at 30 June 2011 and 31 

December 2010.  

As at 30 June 2011, aggregate balances of the ten largest customers (or groups of customers) totals 

RUB 28 288 million, or 14% of customer accounts balances (31 December 2010: RUB 40 205 million, or 

18% of customer accounts balances). 

As at 30 June 2011, the Group has one customer with aggregated balances on customer accounts 

greater than 10% of equity (31 December 2010: two customers). The total aggregate amount of these 

balances is RUB 7 499 million, or 4% of customer accounts balances (31 December 2010: 

RUB 20 657 million, or 9% of customer accounts balances). 
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10 Share Capital 

The share capital as at 30 June 2011 and 31 December 2010 comprises the following: 

  

Number of  

shares  

Nominal  

value  

Inflation  

adjustment  

Total share  

capital  

     

 Ordinary shares  3 580 986 527  3 581  274  3 855  

 Preference shares:      

- first type 150 000  -  8  8  

- third type 284 163 460  284  -  284  

- fourth type 1 415 280  1  -  1  

- fifth type 1 210  -  -  -  

- sixth type 21 450  -  -  -  

- seventh type 2 530 800  3  -  3  

- eighth type 55 710 289  56  -  56  

     

     

Total share capital  3 924 979 016  3 925  282  4 207  

          

All shares have a par value of RUB 1 per share.  

11 Gains less Losses from Trading, Available-for-Sale Financial Assets and Foreign Exchange, 

net 

The following table provides the details of gains less losses from trading, available-for-sale financial 

assets and foreign exchange for the six-month period ended 30 June: 

 

Six-Month  

Period Ended  

30 June 2011  

Six-Month  

Period Ended  

30 June 2010  

   

Gains arising from trading securities, net 3  182  

(Losses)/gains arising from trading in precious metals, net (357) 121  

Gains from foreign exchange, net 315  1 081  

(Losses)/gains arising from available-for-sale financial assets, net (100) 981  

Losses from interest-based derivative financial instruments, net (21) (982) 

Losses from early redemption of debt (30) (40) 

   

   

Total gains less losses from trading, available-for-sale 

financial assets and foreign exchange, net (190) 1 343  

   

The following table provides the details of gains less losses from trading, available-for-sale financial 

assets and foreign exchange for the three-month period ended 30 June: 

 

Three-Month  

Period Ended  

30 June 2011  

Three-Month  

Period Ended  

30 June 2010  

   

(Losses)/gains arising from trading securities, net (6) 76  

(Losses)/gains arising from trading in precious metals, net (92) 222  

Gains from foreign exchange, net 319 252  

(Losses)/gains arising from available-for-sale financial assets, net (78) 6  

Losses from interest-based derivative financial instruments, net (5) (568) 

Losses from early redemption of debt (30) (2) 

   

   

Total gains less losses from trading, available-for-sale 

financial assets and foreign exchange, net 108 (14)  
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12 Impairment Losses Other than on Loans and Provisions 

Impairment losses other than on loans and provisions for the six-month period ended 30 June are 

presented below: 

 

Six-Month  

Period Ended  

30 June 2011  

Six-Month  

Period  Ended  

30 June 2010  

   

Impairment of available-for-sale financial assets (152) (396) 

(Impairment)/reversal of impairment of assets held for sale (28) 44  

Other assets impairment losses -  (30) 

Provision for credit related commitments -  (68) 

   

   

Total impairment losses other than losses on loans and 

provisions (180) (450) 

   

 

Impairment losses other than on loans and provisions for the three-month period ended 30 June are 

presented below: 

 

Three-Month  

Period Ended  

30 June 2011  

Three-Month  

Period  Ended  

30 June 2010  

   

Reversal of impairment/(impairment) of available-for-sale financial 

assets 33  (423) 

(Impairment)/reversal of impairment of assets held for sale (78) 120  

Other assets impairment losses -   20  

Provision for credit related commitments -   (52) 

Reversal of other provisions -   16  

   

   

Total impairment losses other than losses on loans and 

provisions (45) (319) 
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13 Analysis by Segment 

The activities of the Group are managed through the Branch Operations and Central Treasury that are 

presented as reportable segments. 

 Branch Operations – comprises the results of the de-centralized business operations within Central, 

European, Ural and Siberian territories of the Russian Federation. It includes a full range of deposit 

taking and lending services to corporate clients, individuals and small and medium sized enterprises 

and individual entrepreneurs as well as other banking services such as leasing, factoring, 

settlements, cash management, cash collection, trade finance, forfeit financing, corporate finance 

and export credit agency financing, money transfer and foreign exchange services, a range of 

banking card products provided to individual customers, settlements, cash management and cash 

collection for small and medium sized enterprises.  

 Central Treasury – includes debt and equity capital markets, money markets, trading and brokerage in 

securities, foreign exchange and precious metals, repo transactions, banknote trading, trading in 

derivatives, transactions initiated by the Asset Liability Management Committee to manage the 

liquidity portfolio and funding and to perform centralized risk management activities through 

wholesale borrowings, including issue of debt securities, use of derivatives for risk management and 

investing in liquid assets such as short-term placements.  

The Group evaluates performance of its operating segments on the basis of profit and loss before tax 

and other comprehensive income not including non-recurring gains and losses, such as results on 

disposal of property and equipment or results from business combinations. Measurement of segmental 

assets, liabilities, income and expenses is in accordance with the Group’s accounting policies. 

All assets and liabilities of operating segments are subject to mandatory placement/funding through the 

asset liability management system (the ALM system), which results in internal funding charges related to 

such placement/funding. Such charges are calculated using internal rates, which are based on current 

market borrowing rates. 

The majority of transactions, credit related commitments, capital expenditure, and revenues relate to 

residents of the Russian Federation (including subsidiaries or associates of these customers registered 

outside the Russian Federation). Revenues from external customers domiciled in foreign countries 

represent mainly interest income on placements with international banks.  

Segment breakdown of assets and liabilities is set out below: 

 30 June 2011  31 December 2010  

   

Assets   

Branch operations 270 469  273 555  

Central Treasury 62 355  90 503  

Unallocated assets 15 718  19 349  

   

   

Total assets 348 542  383 407  

   

   

Liabilities   

Branch operations 197 497  230 963  

Central Treasury 82 776  86 538  

Unallocated liabilities  2 378  2 132  

   

   

Total liabilities 282 651  319 633  
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13 Analysis by Segment (Continued) 

Segment information for the reportable segments for the six-month period ended 30 June 2011 is set out below: 

 

Branch  

operations  

Central  

Treasury  Unallocated  
Consolidated  

Group  
     

Net interest income 9 336  (1 511) -  7 825  

Internal funding charge
1

 (2 723) 2 723  -  -  

Net fee and commission income 1 475  25  -  1 500  

Gains less losses from trading, available-for-sale financial assets and foreign exchange, 

net -  (190) -  (190) 

Other income, net 955  -  (460) 495  

     

     

Total operating income before impairment losses and provisions 9 043  1 047  (460) 9 630  

     

     

Operating expenses (5 596) (333) (799) (6 728) 

Impairment losses and provisions  (748) (152) (28) (928) 

     

     

Profit/(loss) before taxation and other comprehensive income 2 699  562  (1 287) 1 974  

Income tax expense  -  -  (528) (528) 

     

     

Profit after tax and before other comprehensive income 2 699  562  (1 815) 1 446  

     

Gains on revaluation of available-for-sale financial assets and items reclassified to profit 

or loss -  105  -  105  

Currency translation differences 102  -  -  102  

Hedge reserve -  129  -  129  

Revaluation of premises 478  -  -  478  

Income tax related to components of other comprehensive income -  -  (143) (143) 

     

     

Total segment result 3 279  796  (1 958) 2 117  

     

                                                           
1 Refer to description of internal funding charges above. 
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13 Analysis by Segment (Continued) 

Segment information for the reportable segments for the three-month period ended 30 June 2011 is set out below: 

 

Branch  

operations  

Central  

Treasury  Unallocated  
Consolidated  

Group  
     

Net interest income 4 656  (920) -  3 736  

Internal funding charge
1

 (1 284) 1 284  -  -  

Net fee and commission income 680  9  -  689  

Gains less losses from trading, available-for-sale financial assets and foreign exchange, 

net -  108  -  108  

Other income, net 899  -  (504) 395  

     

     

Total operating income before impairment losses and provisions 4 951  481  (504) 4 928  

     

     

Operating expenses (2 678) (208) (394) (3 280) 

(Impairment losses and provisions)/Reversal of impairment losses and provisions (198) 59  (78)  (217) 

     

     

Profit/(loss) before taxation and other comprehensive income 2 075  332  (976) 1 431  

Income tax expense  -  -  (359) (359) 

     

     

Profit after tax and before other comprehensive income 2 075  332  (1 335) 1 072  

     

Losses on revaluation of available-for-sale financial assets and items reclassified to 

profit or loss -  (205) -  (205) 

Currency translation differences 8  -  -  8  

Hedge reserve -  18  -  18  

Revaluation of premises 478  -  -  478  

Income tax related to components of other comprehensive income -  -  (59) (59) 

     

     

Total segment result 2 561  145  (1 394) 1 312  

     

                                                           
1 Refer to description of internal funding charges above. 
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13 Analysis by Segment (Continued) 

Segment information for the reportable segments for the six-month period ended 30 June 2010 is set out below: 

 

Branch  

operations   

Central  

Treasury  Unallocated  

Consolidated 

Group  
     

Net interest income 11 381  (1 240) -  10 141  

Internal funding charge
1

 (2 309) 2 309  -  -  

Net fee and commission income 1 448  -  -  1 448  

Gains less losses from trading, available-for-sale financial assets and foreign exchange, 

net -  1 343  -  1 343  

Other income, net 220  -  250  470  

     

     

Total operating income before impairment losses and provisions 10 740  2 412  250  13 402  

     

     

Operating expenses (6 059) (231) (694) (6 984) 

(Impairment losses and provisions)/Reversal of impairment losses and provisions (4 372) (396) 14 (4 754) 

     

     

Profit/(loss) before taxation and other comprehensive income 309  1 785  (430) 1 664  

Income tax expense  -  -  (600) (600) 

     

     

Profit after tax and before other comprehensive income 309  1 785  (1 030) 1 064  

     

     

Losses on revaluation of available-for-sale financial assets and items reclassified to profit 

or loss -  (367) -  (367) 

Currency translation differences (280) -  -  (280) 

Hedge reserve -  41  -  41  

Income tax related to components of other comprehensive income -  -  65  65  

     

     

Total segment result 29  1 459  (965) 523  

     

                                                           
1

 Refer to description of internal funding charges above. 
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13 Analysis by Segment (Continued) 

Segment information for the reportable segments for the three-month period ended 30 June 2010 is set out below: 

 

Branch  

operations   

Central  

Treasury  Unallocated  

Consolidated 

Group  
     

Net interest income 5 415  (584) -  4 831  

Internal funding charge
1

 (1 082) 1 082  -  -  

Net fee and commission income 778  (35) -  743  

Gains less losses from trading, available-for-sale financial assets and foreign exchange, 

net -  (14) -  (14) 

Other income, net 81  -  184  265  

     

     

Total operating income before impairment losses and provisions 5 192  449 184  5 825  

     

     

Operating expenses (3 084) (144) (350) (3 578) 

(Impairment losses and provisions)/Reversal of impairment losses and provisions (644) (423) 156  (911) 

     

     

Profit/(loss) before taxation and other comprehensive income 1 464  (118) (10) 1 336  

Income tax expense  -  - (423) (423) 

     

     

Profit/(loss) after tax and before other comprehensive income 1 464  (118) (433) 913  

     

     

Losses on revaluation of available-for-sale financial assets and items reclassified to profit 

or loss -  (905) -  (905) 

Currency translation differences (89) -  -  (89) 

Hedge reserve -  91  -  91  

Income tax related to components of other comprehensive income -  -  163  163  

     

     

Total segment result 1 375  (932) (270) 173  

     

                                                           
1

 Refer to description of internal funding charges above. 
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14 Financial Risk Management 

Taking risk is core to the financial business. The Group’s aim is to achieve an appropriate balance 

between risk and return and to minimize potential adverse effect of risk on the financial performance. 

The Group is exposed to financial and non-financial risks which include credit, market, country, liquidity 

and other risks. 

Credit risk is the risk of losses as a result of non-performance, late or partial performance by a debtor on 

its contractual financial obligations to the Group. Credit risk arises principally from credit transactions, 

transactions with counterparties in the financial markets, purchase of debt securities and other credit 

exposures. 

For risk management purposes, credit risk arising from positions in trading securities, liquid available-for-

sale financial assets and other financial assets at fair value through profit or loss is managed and reported 

as a market risk exposure. 

Market risk is the risk that movements in market prices, including foreign exchange rates, interest rates, 

credit spreads and equity prices will have an adverse affect on income or the value of the financial 

instruments. Market risk comprises interest rate risk, currency risk and other price risks. Market risk 

arises from open positions in interest rate, currency and equity financial instruments, which are subject 

to general and specific market movements and changes in the level of volatility of market prices. 

Country risk is the risk of losses as a result of foreign counterparties failing to meet their obligations due 

to economical, political and social changes in the respective country.  

The majority of the operations of the Group are located in the Russian Federation. The Group accepts 

other country risk only after performing a separate analysis. 

(a) Liquidity risk 

Liquidity risk is a risk that the Group may face difficulties in meeting its liabilities timely and to the full 

extent.  Liquidity risk is caused by mismatches in asset and liability due dates. 

The Group maintains sufficient liquid funds (including highly liquid cash equivalents and traded securities 

portfolios and money market undrawn limits) to meet its commitments based on contractual and 

forecast cash flow requirements. 

The tables below show the carrying amounts of assets and liabilities by their remaining contractual 

maturity, except for the following. Assets held for sale are shown by their expected dates of sale. 

Management believes that in spite of a substantial portion of customer accounts being on demand 

(customer current/settlement accounts), diversification of these funds by number and type of depositors 

and the past experience indicate that these deposits provide a long-term and stable source of funding for 

the Group and as such they are shown in the category “From 1 to 3 years”. As at 30 June 2011 total 

amount of such customer accounts is RUB 30 743 million (31 December 2010: RUB 30 846 million). In 

accordance with the Russian legislation individuals have the right to withdraw their deposits, including 

term deposits, at any point of time before maturity, usually with a loss of accrued interest. These 

deposits are presented in the tables below according to their contractual maturities. Overdue loans are 

presented in the table below according to their expected maturities. 

Contractual maturities of term deposits of individuals are as follows: 

 30 June 2011  31 December 2010  

   

Less than 1 month 8 087  12 560  

From 1 to 6 months 37 594  53 196  

From 6 to 12 months 39 777  35 665  

From 1 to 3 years 13 807  11 031  

More than 3 years 71  2  

   

   

Total term deposits of individuals 99 336  112 454  
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14 Financial Risk Management (Continued) 

(a) Liquidity risk (continued) 

The position as at 30 June 2011 is set out below: 

 

Less than 

1 month 

From 1 to  

6 months  

From 6 to  

12 months  

From 1 to 

3 years 

More than  

3 years  

No stated  

maturity  Total  

Assets        

Cash and cash equivalents 53 542  -  -  -  -  -  53 542  

Mandatory cash balances 

with central banks 906  1 073  925  990  4  -  3 898  

Due from other banks 4 105  1 887  128  2 604  171  -  8 895  
Derivative financial 

instruments 658  1 325  10  -  -  -  1 993  
Available-for-sale financial 

assets:        

  -  owned by the Group 1 519  3 336  698  5 195  5 096  2 120  17 964  
  -  pledged under sale and 

     repurchase agreements -  -  -  -  1 711  -  1 711  
Loans and advances to 

customers 17 495  50 136  45 803  76 288  40 381  -  230 103  
Investment property -  -  -  -  -  10 532  10 532  
Property, equipment and 

intangible assets -  -  -  -  -  14 718  14 718  
Current income tax 

prepayment -  -  274  -  -  -  274  
Deferred tax asset -  -  -  -  -  1 108  1 108  
Other assets 2 869  148  625  -  -  162  3 804  
         

        

Total assets 81 094  57 905  48 463  85 077  47 363  28 640  348 542  
        

        

Liabilities        

Due to other banks 14 352  9 997  4 335  7 751  4 195  -  40 630  
Derivative financial 

  instruments 
543  240  -  -  -  -  783  

Customer accounts 45 465  53 818  46 349  49 640  173  -  195 445  
Debt securities in issue 1 503  11 462  307  21 056  38  -  34 366  
Subordinated debt 4 728  3 114  -  1 207  -  -  9 049  
Current income tax liability -  -  19  -  -  -  19  

Other liabilities 2 138  221  -  -  -  -  2 359  
        

        

Total liabilities 68 729  78 852  51 010  79 654   4 406  -  282 651  
        

        

Net liquidity gap 12 365  (20 947) (2 547) 5 423  42 957  28 640  65 891  
        

        

Cumulative liquidity gap 12 365  (8 582) (11 129) (5 706) 37 251  65 891   
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14 Financial Risk Management (Continued) 

(a) Liquidity risk (continued) 

The position as at 31 December 2010 is set out below: 

 

Less than

 1 month 

From 1 to  

6 months  

From 6 to  

12 months  

From 1 to 

3 years 

More than  

3 years  

No stated  

maturity  Total  

Assets        

Cash and cash equivalents 63 289  -  -  -  -  -  63 289  

Mandatory cash balances 

with central banks 733  850  498  523  1  -  2 605  

Due from other banks 16 573  3 007  5  1 431  -  -  21 016  

Derivative financial 

instruments 284  170  958  13  -  -  1 425  

Available-for-sale financial 

assets:        

  -  owned by the Group 1 165  3 271  4 840  5 076  9 985  2 476  26 813  

Loans and advances to 

customers 16 612  45 232  47 193  73 685  51 182  -  233 904  

Investment property -  -  -  -  -  10 742  10 742  

Property, equipment and 

intangible assets -  -  -  -  -  15 006  15 006  

Current income tax 

prepayment -  -  68  -  -  -  68  

Deferred tax asset -  -  -  -  -  1 474  1 474  

Other assets 4 943  625  1 316  18  1  162  7 065  
        

        

Total assets 103 599  53 155  54 878  80 746  61 169  29 860  383 407  

        

        

Liabilities        

Due to other banks 16 152  7 798  9 466  8 929  4 733  -  47 078  

Derivative financial 

instruments 243  1 350  127  -  -  -  1 720  

Customer accounts 62 043  73 481  43 050  46 607  98  -  225 279  

Debt securities in issue 1 132  3 043  12 342  16 446  38  -  33 001  

Subordinated debt -  -  9 113  1 310  -  -  10 423  

Current income tax liability -  -  29  -  -  -  29  

Other liabilities 1 889  214  -  -  -  -  2 103  
        

        

Total liabilities 81 459  85 886  74 127  73 292  4 869  -  319 633  
        

        

Net liquidity gap 22 140  (32 731) (19 249) 7 454  56 300  29 860  63 774  
        

        

Cumulative liquidity gap 22 140  (10 591) (29 840) (22 386) 33 914  63 774   
        

 

(b) Capital Management 

The Group’s policy is to maintain a strong capital base so as to maintain investor, creditor and market 

confidence and to sustain future development of its business. 

The CBR sets and monitors regulatory capital requirements for MDM Bank, the lead operating entity of 

the Group. The Central Bank of Latvia sets and monitors capital requirements for LTB. 

Under the current capital requirements set by the CBR banks have to maintain a ratio of capital to risk 

weighted assets (statutory capital adequacy ratio) above the prescribed minimum level. As at 

30 June 2011, this minimum level is 10% (31 December 2010: 10%).  
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 (a) Capital management (continued) 

MDM Bank was in compliance with the statutory capital adequacy ratio during the six-month period 

ended 30 June 2011 and during the year ended 31 December 2010. As at 30 June 2011, the statutory 

capital of MDM Bank on a standalone basis is RUB 43 046 million (31 December 2010: 

RUB 47 805 million). The statutory capital adequacy ratio of MDM Bank as at 30 June 2011 is 13.4% 

(31 December 2010: 13.9%).  

The Group and the Bank also are subject to minimum capital requirements established by covenants 

under liabilities incurred by the Bank or the Group, including capital adequacy levels calculated in 

accordance with the requirements of the Basel Accord, as defined in the International Convergence of 

Capital Measurement and Capital Standards (updated April 1998) and Amendment to the Capital Accord 

to incorporate market risks (updated November 2005), commonly known as Basel I. As at 30 June 2011 

and 31 December 2010, such minimum externally imposed capital requirement for the total capital ratio 

is 12%. 

The following table shows the composition of the Group’s capital position calculated in accordance with 

the requirements of the Basel Accord, as at 30 June 2011 and 31 December 2010: 

 30 June 2011  31 December 2010  

   

Tier 1 capital   

Share capital 4 207  4 207  

Share premium 31 852  31 852  

Cumulative translation reserves 348  246  

Retained earnings 25 388  23 941  

Non-controlling interest 22  23  

Less goodwill (162) (162) 

Total tier 1 capital 61 655  60 107  

   

Tier 2 capital   

Asset revaluation reserve 4 074  3 608  

Hedge reserve -  (103) 

Subordinated debt (unamortised portion) 877  2 147  

Total tier 2 capital 4 951  5 652  

   

   

Total capital 66 606  65 759  

   

   

Risk-weighted assets   

Banking book 298 549  316 753  

Trading book 6 588  7 170  

Total risk weighted assets 305 137  323 923  

   

    

Total capital expressed as a percentage of risk-weighted assets  

  (total capital ratio) 21.8  20.3  

Total tier 1 capital expressed as a percentage of risk-weighted  

  assets (tier 1 capital ratio) 20.2  18.6  

   

The risk-weighted assets are measured by means of a hierarchy of risk weights classified according to 

the nature of – and reflecting an estimate of credit, market and other risks associated with – each asset 

and counterparty, taking into account any eligible collateral or guarantees. A similar treatment is adopted 

for credit related commitments, with some adjustments to reflect the more contingent nature of 

potential losses.   

The Group and the Bank comply with all externally imposed capital requirements as at 30 June 2011 and 

31 December 2010. 

Management believes that a 10% tier I capital ratio and a 12% total capital ratio, calculated in accordance 

with the requirements of the Basel Accord, are the appropriate minimum capitalization levels for the 

Group and MDM Bank. 
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15 Contingent Liabilities  

(a) Legal proceedings  

In the ordinary course of business, the Group is subject to legal actions and complaints. Management 

believes that the ultimate liability, if any, arising from such actions or complaints, will not have a material 

adverse effect on the financial condition or the results of future operations of the Group. 

(b) Tax legislation 

The Group operates in a number of tax jurisdictions. In the normal course of business, management 

must interpret and apply existing legislation to transactions with third parties and its own activities.  

Current Russian tax legislation is principally based on the form in which transactions are documented and 

the underlying accounting treatment as prescribed by Russian Accounting Rules. The interpretation of 

Russian tax legislation by the tax authorities and court practice, which are constantly changing, in the 

future may focus less on the form and more on the substance of a transaction. Recent events within the 

Russian Federation suggest that the tax authorities are taking a more assertive position in their 

interpretation and enforcement of tax legislation. Tax years remain open to normal audit by the Russian 

tax authorities for three years; during such time any change in interpretation or practice, even if there is 

no change in Russian tax legislation, could be applied retroactively. The interpretation and practice in 

other jurisdictions in which the Group operates are also changing, sometimes with retroactive effect. 

In management’s opinion, the Group is in substantial compliance with the tax and other laws governing 

its operations in the Russian Federation and in other tax jurisdictions. However, a risk remains that the 

relevant authorities could take different positions with regard to interpretative issues or that court 

practice could develop adversely to positions taken by the Group and the effect on the financial position, 

should the authorities succeed in asserting their positions, could be significant. 

16 Related Party Transactions 

For the purposes of these interim consolidated condensed financial statements, parties are considered to 

be related if one party has the ability to control the other party or exercise significant influence over the 

other party in making financial or operational decisions or has joint control over the entity as defined by 

IAS 24 Related Party Disclosures. In considering each possible related party relationship, attention is 

directed to the substance of the relationship, not merely the legal form. 

Related parties comprise the ultimate controlling party and entities under his control, significant 

shareholders and entities under their control, directors and key management personnel.  

The ultimate controlling party of the Bank is Mr. Sergey Popov. 

Significant shareholders are those shareholders that have representatives in the Board of Directors. 

Banking transactions are entered into in the normal course of business with the related parties. These 

include settlements, loans, deposit taking, trade finance, securities and foreign currency transactions. 

These transactions are priced mainly on normal market terms. 

The following table shows exposure of the Group to related parties as at 30 June 2011 and 

31 December 2010: 

 30 June 2011 31 December 2010 

 Amount  

% of Total  

assets  Amount  

% of Total  

assets  

     

Total recognised credit exposure  

(gross) 33  0.01  142  0.04  

Total credit exposure (gross) 39  0.01  153  0.04  
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16 Related Party Transactions (Continued) 

The total remuneration of the members of the Board of Directors of MDM Bank, including discretionary 

compensation, amounts to RUB 65 million for the six-month period ended 30 June 2011 (30 June 2010: 

RUB 20 million). 

The total remuneration of key management personnel, including discretionary compensation, amounts to 

RUB 84 million for the six-month period ended 30 June 2011 (30 June 2010: RUB 224 million). 

Key management personnel comprise members of the Management Board of MDM Bank and heads of 

core business units. As at 30 June 2011, key management personnel comprised 19 persons 

(31 December 2010: 23 persons). 

The shareholders of the Bank entered into share-based arrangements with certain members of the Board 

of Directors that entitle the members of the Board of Directors to receive 0.26% shares in the Bank 

provided that they stay at service till 2012- 2015. Expenses recognized for the share-based arrangements 

during the six-month period ended 30 June 2011 is RUB 21 million. 

The Group does not provide other long-term benefits to the directors and key management personnel. 

The outstanding balances as at 30 June 2011 with related parties are as follows: 

 

(a)  

Ultimate controlling  

party and entities  

under his control  

(b)  

Significant  

shareholders  

and entities under  

their control  

(c)  

Directors and key  

 management  

 personnel  Total  

Assets     

Loans and advances to 

customers (gross) -  -  31  31  

Other assets -  2  -  2  

     

     

Total assets -  2  31  33  

     

     

Liabilities     

Customer accounts     

  - Current accounts 45  24  5  74  

  - Term deposits 42  176  133  351  

Other liabilities -  1  -  1  

     

     

Total liabilities 87  201  138  426  

     

     

Credit related commitments 4  - 2  6  

     

The results of transactions with related parties for the six-month period ended 30 June 2011 are as 

follows: 

 

(a)  

Ultimate controlling  

party and entities  

under his control  

(b)  

Significant  

 shareholders  

and entities under  

their control  

(c)  

Directors and key  

 management  

personnel  Total  

     

Interest income on loans and 

advances to customers -  -  2  2  

Interest expense on customer 

accounts (3) (16) (7) (26) 

Results from trading in foreign 

currencies 1  -  -  1  

Operating expenses -  (3) (149) (152) 

Fee and commission income 1  1  -  2  
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16 Related Party Transactions (Continued) 

The outstanding balances as at 31 December 2010 with related parties are as follows: 

 

(a)  

Ultimate controlling  

party and entities  

under his control  

(b)  

Significant  

shareholders  

and entities under  

their control  

(c)  

Directors and key  

 management  

 personnel  Total  

Assets     

Trading securities     

  - Corporate bonds 87  -  -  87  

Loans and advances to 

customers (gross) 2  -  49  51  

Other assets -  4  -  4  

     

     

Total assets  89  4  49  142  

     

     

Liabilities     

Customer accounts     

  - Current accounts 1 464  25  9  1 498  

  - Term deposits 250  668  120  1 038  

Other liabilities -  1  -  1  

     

     

Total liabilities 1 714  694  129  2 537  

     

     

Credit related commitments 5  1  5  11  

     

The results of transactions with related parties for the six-month period ended 30 June 2010 are as 

follows: 

 

(a)  

Ultimate controlling  

party and entities  

under his control  

(b)  

Significant  

shareholders  

and entities under  

their control  

(c)  

Directors and key  

 management  

personnel  Total  

     

Interest income on amounts 

due from other banks -  3  -  3  

Interest income on loans and 

advances to customers 90  11  8  109  

Loan impairment charge -  (435) -  (435) 

Interest expense on due to 

other banks -  (83) -  (83) 

Interest expense on customer 

accounts (102) (4) (12) (118) 

Interest expense on 

subordinated debt -  (20) -  (20) 

Results from trading in foreign 

currencies (9) (1) -  (10) 

Operating expenses (49) (5) (244) (298) 

Fee and commission income 4  -  -  4  

Fee and commission expense -  (4) -  (4) 
     

 

17 Subsequent Events 

In August 2011 the Group purchased 6 957 340 of its third type preference shares at RUB 16.4 per share 

for RUB 114 million and delisted these preference shares from the stock exchange.  

 


