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JSC OTP Bank
Statement of Management's Responsibilities for the Preparation and Approval of the Interim
Condensed Financial Statements for the 6 Months Ended 30 June 2018 (unaudited)
Management is responsible for the preparation of the interim condensed financial statements that presents
fairly the financial position of JSC OTP Bank (the “Bank”) as at 30 June 2018, and the results of its
operations, cash flows and changes in equity for the six months then ended, in compliance with International
Accounting Standard 34 Interim Financial Reporting (“IAS 34”).
In preparing the interim condensed financial statements, management is responsible for:


Properly selecting and applying accounting policies;



Presenting information, including accounting policies, in a manner that provides relevant, reliable,
comparable and understandable information;



Providing additional disclosures when compliance with the specific requirements in IFRSs are
insufficient to enable users to understand the impact of particular transactions, other events and
conditions on the Bank’s financial position and financial performance;



Making an assessment of the Bank’s ability to continue as a going concern.

Management is also responsible for:


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



Maintaining adequate accounting records that are sufficient to show and explain the Bank’s transactions
and disclose with reasonable accuracy at any time the interim condensed financial position of the Bank,
and which enable them to ensure that the interim condensed financial statements of the Bank comply
with IAS 34;



Maintaining statutory accounting records in compliance with legislation and accounting standards of the
Russian Federation (“Russia”);



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



Preventing and detecting fraud and other irregularities.

The interim condensed financial statements of the Bank for the 6 months ended 30 June 2018 were
approved by the Bank’s President on 29 August 2018.
On behalf of the Management Board:

______________________________
President
I.P. Chizhevskiy

______________________________
Director of Finance Division
Burian-Kozma Gabor

29 August 2018
Moscow

29 August 2018
Moscow
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AO Deloitte & Touche CIS
5 Lesnaya Street
Moscow, 125047,
Russia
Tel: +7 (495) 787 06 00
Fax: +7 (495) 787 06 01
deloitte.ru

REPORT ON REVIEW OF INTERIM CONDENSED FINANCIAL STATEMENTS
To the Shareholders and the Board of Directors of Joint Stock Company OTP Bank
Introduction
We have reviewed the accompanying interim condensed statement of financial position of
JSC OTP Bank (the “Bank”) as at 30 June 2018 and the related interim condensed
statements of profit or loss and other comprehensive income, changes in equity and cash
flows for the six months then ended, and a summary of significant accounting policies and
other explanatory notes. Management is responsible for the preparation and fair
presentation of these interim condensed financial statements in accordance with
International Accounting Standard (“IAS”) 34, Interim Financial Reporting. Our
responsibility is to express a conclusion on these interim condensed financial statements
based on our review.
Scope of Review
We conducted our review in accordance with International Standard on Review
Engagements 2410 Review of Interim Financial Information Performed by the Independent
Auditor of the Entity. A review of the interim condensed financial statements consists of
making inquiries, primarily of persons responsible for financial and accounting matters,
and applying analytical and other review procedures. A review is substantially less in
scope than an audit conducted in accordance with International Standards on Auditing and
consequently does not enable us to obtain assurance that we would become aware of all
significant matters that might be identified in an audit. Accordingly, we do not express
an audit opinion.

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee (“DTTL”), its network of member firms, and their related entities. DTTL
and each of its member firms are legally separate and independent entities. DTTL (also referred to as “Deloitte Global”) does not provide services to clients. Please see www.deloitte.com/about
for a more detailed description of DTTL and its member firms.
© AO Deloitte & Touche CIS. All rights reserved.

Conclusion
Based on our review, nothing has come to our attention that causes us to believe that the
accompanying interim condensed financial statements do not present fairly, in all material
respects, the financial position of the Bank as at 30 June 2018, and its financial
performance and its cash flows for the six months then ended in accordance with IAS 34
Interim Financial Reporting.

Ekaterina Ponomarenko,
Engagement Leader

29 August 2018

Entity: Joint Stock Company OTP Bank

Independent Auditor: AO Deloitte & Touche CIS

General license No. 2766 issued by the Bank of Russia on
27 November 2014

Certificate of state registration No. 018.482 issued by
Moscow Registration Chamber on 30 October 1992

Primary State Registration Number: 1027739176563

Primary state registration number: 1027700425444

Certificate of registration in the Unified State Register of
Legal Entities:
Series 77 No. 007929080, issued by Interdistrict
Inspectorate of the Russian Ministry of Taxation No. 39 for
Moscow on 11 September 2002

Certificate of registration in the Unified State Register of
Legal Entities:
Series 77 No. 004840299 issued by Interregional
Inspectorate of the Russian Ministry of Taxation No. 39 for
Moscow on 13 November 2002

Address: 16A Leningradskoye Shosse, bldg 1, Moscow,
125171

Member of Self-Regulated Organization Russian Union of
Auditors (Association), ORNZ 11603080484
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JSC OTP Bank
Interim Condensed Statement of Profit or Loss and Other Comprehensive Income
for the 6 Months Ended 30 June 2018
(in thousands of Russian rubles, unless otherwise indicated)

Notes
Interest income
Interest expense

4,13
4,13

NET INTEREST INCOME BEFORE PROVISION FOR IMPAIRMENT LOSSES
ON INTEREST BEARING ASSETS
Provision for impairment losses on interest bearing assets

5

Net interest income
Net gain on financial assets and liabilities at fair value through profit or loss
Net gain on foreign exchange operations
Fee and commission income
Fee and commission expense
Net loss on financial assets measured at fair value through other comprehensive
income
Other provisions
Other income

13
13
13
13
5
13

Net non-interest income
Operating income
Operating expenses

13

Profit before income tax
Income tax expense

6 months ended
30 June 2018
(unaudited)

6 months ended
30 June 2017
(unaudited)

9 444 728
(2 130 393)

9 767 020
(2 137 270)

7 314 335

7 629 750

(1 504 923)

(2 485 874)

5 809 412

5 143 876

246
92
3 789
(664

017
817
859
968)

(22 979)
(296 530)
19 501

388
735
832
653)

(8 205)
(56 939)
14 651

3 163 717

3 078 809

8 973 129

8 222 685

(6 961 750)

(6 395 422)

2 011 379

1 827 263

(470 896)

Profit for the period

330
167
3 240
(609

1 540 483

(460 605)
1 366 658

Other comprehensive income/(loss)
Items that may be reclassified subsequently to profit or loss:
Net change in fair value of financial assets at fair value through other
comprehensive income
Net change in fair value of financial assets at fair value through other
comprehensive income reclassified to profit or loss
Allowance for impairment of financial assets at fair value through other
comprehensive income
Deferred tax on transactions with financial assets at fair value through other
comprehensive income
Total other comprehensive loss

(100 029)
22 979

8 205

4 590

-

14 492

21 430

(57 968)

Total comprehensive income
Earnings per share – basic and diluted (RUB per share)

(115 355)

(85 720)

1 482 515

1 280 938

0.006

0.005

Approved and signed on 29 August 2018.

_____________________________________
President
I.P. Chizhevskiy

_______________________________________
Director of Finance Division
Burian-Kozma Gabor

29 August 2018
Moscow

29 August 2018
Moscow

The notes on pages 8-40 form an integral part of these interim condensed financial statements.
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JSC OTP Bank
Interim Condensed Statement of Financial Position
as at 30 June 2018
(in thousands of Russian rubles, unless otherwise indicated)
Notes

30 June 2018
(unaudited)

31 December
2017

ASSETS
Cash and cash equivalents
Obligatory reserve with the Central Bank of the Russian Federation
Financial assets at fair value through profit or loss
Due from banks and other financial institutions
Loans to customers
Financial assets at fair value through other comprehensive income
Property, plant and equipment and intangible assets
Current income tax assets
Deferred income tax assets
Other assets

13
13
6,13
7,13
3,8

13

Total assets

4 558
662
2 736
26 729
74 489
10 103
3 531
3
775
1 898

777
554
725
949
500
792
968
486
710
159

5 997
663
3 125
23 115
73 834
10 007
3 685
104
796
2 454

287
482
066
081
826
296
565
075
552
015

125 490 620

123 783 245

3 365 420
1 780 358
83 465 382
84 909
4 717 296
5 314 765

1 576 569
1 757 774
86 680 736
80 338
2 845 041
5 125 891

98 728 130

98 066 349

4 423 768
2 000 000

4 423 768
2 000 000

29 553
350 444
19 958 725

64 264
351 169
18 877 695

26 762 490

25 716 896

125 490 620

123 783 245

LIABILITIES AND EQUITY
Liabilities
Due to banks
Financial liabilities at fair value through profit or loss
Customer accounts
Debt securities issued
Other liabilities
Subordinated debt

13
13
9,13
10,13
13

Total liabilities

Equity
Share capital
Share premium
Revaluation reserve for financial assets at fair value through other
comprehensive income
Property and equipment revaluation reserve
Retained earnings

3

Total equity

Total liabilities and equity

___________________________________
President
I.P. Chizhevskiy

____________________________________
Director of Finance Division
Burian-Kozma Gabor

29 August 2018
Moscow

29 August 2018
Moscow

The notes on pages 8-40 form an integral part of these interim condensed financial statements.
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JSC OTP Bank
Interim Condensed Statement of Changes in Equity
for the 6 Months Ended 30 June 2018
(in thousands of Russian rubles, unless otherwise indicated)

Share capital

Share
premium

Revaluation
reserve for
financial
assets at fair
value through
other
comprehensive
income

Revaluation
reserve for
property and
equipment

Retained
earnings

Total equity

4 423 768

2 000 000

12 517

386 003

16 730 147

23 552 435

Profit for the period

-

-

-

-

1 366 658

1 366 658

Other comprehensive income
Net change in fair value of financial assets available
for sale, net of deferred tax
Disposal of financial assets available for sale

-

-

(92 284)
6 564

-

-

(92 284)
6 564

Total other comprehensive loss for the 6
months ended 30 June 2017 (unaudited)

-

-

(85 720)

-

-

(85 720)

Total comprehensive income for the 6 months
ended 30 June 2017 (unaudited)

-

-

(85 720)

-

1 366 658

1 280 938

Write-off of property and equipment revaluation
reserve

-

-

355

-

30 June 2017
(unaudited)

4 423 768

2 000 000

(73 203)

385 648

18 097 160

24 833 373

31 December 2017

4 423 768

2 000 000

64 264

351 169

18 877 695

25 716 896

Effect of change in accounting policy for IFRS 9
adoption (Note 3) (unaudited)

-

-

23 257

-

As restated at 1 January 2018 (unaudited)

4 423 768

2 000 000

87 521

351 169

18 417 517

25 279 975

-

-

-

-

1 540 483

1 540 483

-

-

-

-

-

-

3 672

-

-

3 672

-

-

18 383

-

-

18 383

Total other comprehensive loss for the 6
months ended 30 June 2018 (unaudited)

-

-

(57 968)

-

-

(57 968)

Total comprehensive income for the 6 months
ended 30 June 2018 (unaudited)

-

-

(57 968)

-

1 540 483

1 482 515

Write-off of property and equipment revaluation
reserve

-

-

-

725

-

4 423 768

2 000 000

29 553

19 958 725

26 762 490

31 December 2016

Profit for the period
Other comprehensive income
Net change in fair value of financial assets at fair
value through other comprehensive income, net of
deferred tax
Allowance for impairment of financial assets at fair
value through other comprehensive income, net of
deferred tax
Disposal of financial assets at fair value through
other comprehensive income

30 June 2018
(unaudited)

-

(80 023)

(355)

(725)

350 444

(460 178)

__________________________________________
President
I.P. Chizhevskiy

____________________________________________
Director of Finance Division
Burian-Kozma Gabor

29 August 2018
Moscow

29 August 2018
Moscow

(436 921)

(80 023)

The notes on pages 8-40 form an integral part of these interim condensed financial statements.
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JSC OTP Bank
Interim Condensed Statement of Cash Flows
for the 6 Months Ended 30 June 2018
(in thousands of Russian rubles, unless otherwise indicated)

Notes

6 months ended
30 June 2018
(unaudited)

6 months ended
30 June 2017
(unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES
Profit before tax
Adjustments for:
Provision for impairment of interest bearing assets
Other provisions
Net change in fair value of financial assets held for trading
Net change in fair value of derivative financial instruments
Gain on disposal of property and equipment and intangible assets
Gain on transactions with financial assets at fair value through other comprehensive income
Depreciation charge on property, plant and equipment and amortization charge on intangible
assets
Revaluation of foreign-currency assets and liabilities
Change in interest accruals, net
Change in other accruals
Dividends received

2 011 379

1 827 263

1 504 923
296 530
(127 685)
43 058
22 979

2 485 874
56 939
(396)
9 748
9 734
8 205

748 636
24 770
(253 643)
187 442
(368)

596 223
(296 695)
(121 149)
(35 642)
(373)

Cash flows from operating activities before changes in operating assets and liabilities

4 458 021

(Increase)/decrease in operating assets
Obligatory reserve with the Central Bank of the Russian Federation
Financial assets at fair value through profit or loss
Due from banks and other financial institutions
Loans to customers
Other assets

677
(3 650
(1 249
402

Increase/(decrease) in operating liabilities
Due to banks
Customer accounts
Debt securities issued
Other liabilities

1 742 648
(3 619 636)
2 244
571 457

(3 220 458)
(8 116 708)
(64 445)
132 021

(664 264)

5 915 071

Cash (outflow)/inflow from operating activities before taxation
Income tax paid

928
731
668)
126)
137

(223 938)

Net cash (outflow)/inflow from operating activities

4 539 731

25 162
1 293 114
8 439 084
2 641 340
246 230

(17 513)

(888 202)

5 897 558

(644 921)
7 792
(3 458 150)
3 547 266
368

(620 157)
1 096
(8 577 572)
1 510 886
373

(547 645)

(7 685 374)

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and equipment and intangible assets
Proceeds from disposal of property, equipment and intangible assets
Purchase of financial assets at fair value through other comprehensive income
Proceeds from disposal of financial assets at fair value through other comprehensive income
Dividends received
Net cash used in investing activities
Effect of changes in foreign exchange rate fluctuations on cash and cash equivalents
Net decrease in cash and cash equivalents

(2 663)

12 786

(1 438 510)

(1 775 030)

Cash and cash equivalents, beginning of the period

5 997 287

5 588 357

Cash and cash equivalents, end of the period

4 558 777

3 813 327

Interest received and paid by the Bank during the 6 months ended 30 June 2018 totaled RUB 9 293 019 thousand and RUB 2 232 327 thousand, respectively.
Interest received and paid by the Bank during the 6 months ended 30 June 2017 totaled RUB 9 904 481 thousand and RUB 2 395 880 thousand, respectively.

_____________________________________
President
I.P. Chizhevskiy

_________________________________________
Director of Finance Division
Burian-Kozma Gabor

29 August 2018
Moscow

29 August 2018
Moscow

The notes on pages 8-40 form an integral part of these interim condensed financial statements.
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JSC OTP Bank
Notes to the Interim Condensed Financial Statements
for the 6 Months Ended 30 June 2018 (unaudited)
(in thousands of Russian rubles, unless otherwise indicated)

1.

Organization
JSC OTP Bank is a joint stock company incorporated in Russia in 1994. The Bank is regulated by the
Central Bank of the Russian Federation (the “Bank of Russia”) and operates under general license
number 2766 issued on 27 November 2014. The Bank’s primary business is retail banking and
commercial operations. The Bank offers deposits and loans for corporations, small businesses and
individuals, issues guarantees, provides import and export support, cash settlement services, performs
transactions with securities, foreign currencies and derivative financial instruments and engages
in interbank trading.
The registered office is located at 16A Leningradskoye Shosse, bld.1, Moscow, 125171, Russia.
As at 30 June 2018 and 2017, the Bank had 6 branches in Russia.
Shareholding structure as at 30 June 2018 and 31 December 2017:

First level shareholders
OTP BANK PLC
ALLIANCE RESERVE LLC
Other

Total

30 June
2018, %

31 December
2017, %

66.19
31.71
2.10

66.19
31.71
2.10

100.00

100.00

Being the sole owner of ALLIANCE RESERVE LLC, OTP BANK PLC holds 97.90% shares of the Bank as at
30 June 2018 (31 December 2017: 97.90%). Therefore, the Bank is a subsidiary of OTP BANK PLC and
OTP BANK PLC is the ultimate controlling party for the Bank (Parent Bank).

2.

Significant accounting policies
Basis of preparation. These interim condensed financial statements have been prepared in
accordance with International Accounting Standard 34 Interim Financial Reporting.
These interim condensed financial statements are unaudited.
Since the results of the Bank’s operations closely relate to and depend on changing market conditions,
the results of the Bank’s operations for the interim period are not necessarily indicative of the results
for the year.
These financial statements do not include all the information and disclosures required in the annual
financial statements. The Bank omitted disclosures, which would substantially duplicate the information
contained in its audited annual financial statements for 2017 prepared in accordance with International
Financial Reporting Standards (“IFRS”).
Other presentation matters. These interim condensed financial statements have been prepared on
the assumption that the Bank will continue as a going concern for the foreseeable future and presented
in thousands of Russian rubles (“RUB thousand”), unless otherwise indicated.
These interim condensed financial statements have been prepared under the historical cost convention,
except for the revaluation of certain properties and financial instruments, which are stated at fair value
or revalued amounts, as explained below. Historical cost is generally based on the fair value of the
consideration given in exchange for assets.
The Bank is registered in the Russian Federation and maintains its accounting records in accordance
with Russian Accounting Standards (“RAS”). These interim condensed financial statements have been
prepared based on the statutory accounting records and adjusted to conform with IFRS.
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JSC OTP Bank
Notes to the Interim Condensed Financial Statements
for the 6 Months Ended 30 June 2018 (unaudited) (continued)
(in thousands of Russian rubles, unless otherwise indicated)

2.

Significant accounting policies (continued)
Exchange rates for the currencies in which the Bank transacts were as follows:

Closing exchange rates (RUB)
1 US dollar (“USD”)
1 Euro

30 June
2018

31 December
2017

62.7565
72.9921

57.6002
68.8668

The official exchange rate of the Russian ruble fluctuated significantly during the period from 30 June
2018 to the issue date of these financial statements. Depreciation of the Russian ruble towards USD
and EUR totaled 7.7% and 7.1%, respectively.
The same accounting policies, presentation and methods of computation have been followed in these
condensed financial statements as were applied in the preparation of the Bank’s financial statements
for the year ended 31 December 2017, except for the accounting policies and impact of the adoption of
IFRS 9 Financial Instruments.
IFRS 9 Financial Instruments. Effective 1 January 2018, with the exception of hedge accounting
requirements applied on a prospective basis, the Bank retrospectively adopted IFRS 9 Financial
Instruments (IFRS 9). Corresponding information was not restated, as the modified retrospective
approach was applied on transition, which allows recognition of differences to be accounted for in the
opening retained earnings at the beginning of the period. In view of adoption of IFRS 9 the Bank made
following amendments to its accounting policies.
Net interest income. Interest income and expense for all financial instruments except for those
classified as held for trading or those measured or designated as at fair value through profit or loss
(FVTPL) are recognized in ‘Net interest income’ as ‘Interest income’ and ‘Interest expense’ in the profit
or loss accounts using the effective interest method. Interest on financial instruments measured
as at FVTPL is included within the fair value movement during the period (see ‘Net trading income’ and
‘Net income from other financial instruments at FVTPL’).
The effective interest rate (EIR) is the rate that exactly discounts estimated future cash flows of
the financial instrument through the expected life of the financial instrument or, where appropriate,
a shorter period, to the net carrying amount of the financial asset or financial liability. The future cash
flows are estimated taking into account all the contractual terms of the instrument.
The calculation of the EIR includes all fees and points paid or received between parties to the contract
that are incremental and directly attributable to the specific lending arrangement, transaction costs,
and all other premiums or discounts. For financial assets at FVTPL transaction costs are recognized
in profit or loss at initial recognition.
The interest income/interest expense is calculated by applying the EIR to the gross carrying amount
of non-credit impaired financial assets (i.e. at the amortized cost of the financial asset before adjusting
for any expected credit loss allowance), or to the amortized cost of financial liabilities. For creditimpaired financial assets the interest income is calculated by applying the EIR to the amortized cost
of the credit-impaired financial assets (i.e. the gross carrying amount less the allowance for expected
credit losses (ECLs)). For financial assets originated or purchased credit-impaired (POCI) the EIR
reflects the ECLs in determining the future cash flows expected to be received from the financial asset.
Interest income and expense in the Bank’s statement of profit or loss also includes the effective portion
of fair value changes of derivatives designated as hedging instruments in cash flow hedges of interest
rate risk. For fair value hedges of interest rate risk interest income and expense, the effective portion
of fair value changes of the designated derivatives as well as the fair value changes of the designated
risk of the hedged item are also included in interest income and expense.
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JSC OTP Bank
Notes to the Interim Condensed Financial Statements
for the 6 Months Ended 30 June 2018 (unaudited) (continued)
(in thousands of Russian rubles, unless otherwise indicated)

2.

Significant accounting policies (continued)
Net fee and commission income. Fee and commission income and expense include fees other than
those that are an integral part of EIR (see above). The fees included in this part of the Bank’s
statement of profit or loss include among other things fees charged for servicing a loan, non-utilization
fees relating to loan commitments when it is unlikely that these will result in a specific lending
arrangement and loan syndication fees.
Fee and commission expenses with regards to services are accounted for as the services are received.
Net trading income. Net trading income includes all gains and losses from changes in the fair value of
financial assets and financial liabilities held for trading.
Net income from other financial instruments at FVTPL. Net income from other financial
instruments at FVTPL includes all gains and losses from changes in the fair value of financial assets and
financial liabilities at FVTPL except those that are held for trading. The Bank has elected to present the
full fair value movement of assets and liabilities at FVTPL in this line, including the related interest
income, expense and dividends.
The fair value movement on derivatives held for economic hedging where hedge accounting is not
applied are presented in ‘Net income from other financial instruments at FVTPL’. However, for
designated and effective fair value hedge accounting relationships the gains and losses on the hedging
instrument are presented in the same line in the profit and loss as the hedged item. For designated and
effective cash flow and net investment hedge accounting relationships, the gains and losses of the
hedging instrument, including any hedging ineffectiveness included in profit or loss, are presented
in the same line as the hedged item that affects profit or loss.
Dividend income. Dividend income is recognized when the right to receive payment is established.
This is the ex-dividend date for listed equity securities, and usually the date when shareholders
approve the dividend for unlisted equity securities.
The presentation of dividend income in the statement of profit or loss depends on the classification and
measurement of the equity investment, i.e.:


For equity instruments which are held for trading, dividend income is presented as trading income;



For equity instruments designated at FVTOCI dividend income is presented in other income; and



For equity instruments not designated at FVTOCI and not held for trading, dividend income
is presented as net income from other instruments at FVTPL.

Financial assets. All financial assets are recognized and derecognized on a trade date where the
purchase or sale of a financial asset is under a contract whose terms require delivery of the financial
asset within the timeframe established by the market concerned, and are initially measured at fair
value, plus transaction costs, except for those financial assets classified as at FVTPL. Transaction costs
directly attributable to the acquisition of financial assets classified as at FVTPL are recognized
immediately in profit or loss.
All recognized financial assets that are within the scope of IFRS 9 are required to be subsequently
measured at amortized cost or fair value on the basis of the entity’s business model for managing the
financial assets and the contractual cash flow characteristics of the financial assets.
Specifically:


Debt instruments that are held within a business model whose objective is to collect the contractual
cash flows, and that have contractual cash flows that are solely payments of principal and interest
on the principal amount outstanding (SPPI), are subsequently measured at amortized cost;



Debt instruments that are held within a business model whose objective is both to collect the
contractual cash flows and to sell the debt instruments, and that have contractual cash flows that
are SPPI, are subsequently measured at FVTOCI;



All other debt instruments (e.g. debt instruments managed on a fair value basis, or held for sale)
and equity investments are subsequently measured at FVTPL.
10

JSC OTP Bank
Notes to the Interim Condensed Financial Statements
for the 6 Months Ended 30 June 2018 (unaudited) (continued)
(in thousands of Russian rubles, unless otherwise indicated)

2.

Significant accounting policies (continued)
However, the Bank makes the following irrevocable election / designation at initial recognition of
a financial asset on an asset- by-asset basis:


The Bank may irrevocably elect to present subsequent changes in fair value of an equity
investment that is neither held for trading nor contingent consideration recognized by an acquirer
in a business combination to which IFRS 3 applies, in OCI; and



The Bank may irrevocably designate a debt instrument that meets the amortized cost or FVTPL
criteria as measured at FVTPL if doing so eliminates or significantly reduces an accounting
mismatch (referred to as the fair value option).

Debt instruments at amortized cost or at FVTOCI. The Bank assesses the classification and
measurement of a financial asset based on the contractual cash flow characteristics of the asset and
the Bank’s business model for managing the asset.
For an asset to be classified and measured at amortized cost or at FVTOCI, its contractual terms should
give rise to cash flows that are solely payments of principal and interest on the principal outstanding
(SPPI).
For the purpose of SPPI test, principal is the fair value of the financial asset at initial recognition.
That principal amount may change over the life of the financial asset (e.g. if there are repayments of
principal). Interest consists of consideration for the time value of money, for the credit risk associated
with the principal amount outstanding during a particular period of time and for other basic lending
risks and costs, as well as a profit margin. The SPPI assessment is made in the currency in which the
financial asset is denominated.
Contractual cash flows that are SPPI are consistent with a basic lending arrangement. Contractual
terms that introduce exposure to risks or volatility in the contractual cash flows that are unrelated to
a basic lending arrangement, such as exposure to changes in equity prices or commodity prices, do not
give rise to contractual cash flows that are SPPI. An originated or an acquired financial asset can be
a basic lending arrangement irrespective of whether it is a loan in its legal form.
An assessment of business models for managing financial assets is performed at the date of initial
application of IFRS 9 to determine the classification of a financial asset. The business model applied
retrospectively to all financial assets existing at the date of initial application of IFRS 9. The Bank
determines the business model at a level that reflects how groups of financial assets are managed
together to achieve a particular business objective. The Bank’s business model does not depend on
management’s intentions for an individual instrument, therefore the business model assessment is
performed at a higher level of aggregation rather than on an instrument-by-instrument basis.
The Bank has more than one business model for managing its financial instruments which reflect how
the Bank manages its financial assets in order to generate cash flows. The Bank’s business models
determine whether cash flows will result from collecting contractual cash flows, selling financial assets
or both.
The Bank considers all relevant information available when making the business model assessment.
However, this assessment is not performed on the basis of scenarios that the Bank does not reasonably
expect to occur, such as so-called ‘worst case’ or ‘stress case’ scenarios. The Bank takes into account
all relevant evidence available such as:


How the performance of the business model and the financial assets held within that business
model are evaluated and reported to the Bank’s key management personnel;



The risks that affect the performance of the business model (and the financial assets held within
that business model) and, in particular, the way in which those risks are managed; and



How managers of the Bank are compensated (e.g. whether the compensation is based on the fair
value of the assets managed or on the contractual cash flows collected).
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2. Significant accounting policies (continued)
At initial recognition of a financial asset, the Bank determines whether newly recognized financial
assets are part of an existing business model or whether they reflect the commencement of a new
business model. The Bank reassess its business models each reporting period to determine whether the
business models have changed since the preceding period. For the current reporting period, the Bank
has not identified a change in its business models.
When a debt instrument measured at FVTOCI is derecognized, the cumulative gain/loss previously
recognized in OCI is reclassified from equity to profit or loss. In contrast, for an equity investment
designated as measured at FVTOCI, the cumulative gain/loss previously recognized in OCI is not
subsequently reclassified to profit or loss but transferred within equity.
Debt instruments that are subsequently measured at amortized cost or at FVTOCI are subject to
impairment.
Financial assets at FVTPL. Financial assets at FVTPL are:


Assets with contractual cash flows that are not SPPI; or/and



Assets that are held in a business model other than held to collect contractual cash flows or held
to collect and sell; or



Assets designated at FVTPL using the fair value option.

These assets are measured at fair value, with any gains/losses arising on remeasurement recognized
in profit or loss.
Reclassifications. If the business model under which the Bank holds financial assets changes,
the financial assets affected are reclassified. The classification and measurement requirements related
to the new category apply prospectively from the first day of the first reporting period following
the change in business model that results in reclassifying the Bank’s financial assets. Changes
in contractual cash flows are considered under the accounting policy on Modification and derecognition
of financial assets described below.
Impairment. The Bank recognizes loss allowances for ECLs on the following financial instruments that
are not measured at FVTPL:


Loans and advances to banks;



Loans and advances to customers;



Debt securities;



Reverse repurchase agreements;



Other financial assets; and



Financial guarantee contracts and loan commitments issued.

No impairment loss is recognized on equity investments.
With the exception of POCI financial assets (which are considered separately below), ECLs are required
to be measured through a loss allowance at an amount equal to:


12-month ECL, i.e. lifetime ECL that result from those default events on the financial instrument
that are possible within 12 months after the reporting date, (referred to as Stage 1); or



Full lifetime ECL, i.e. lifetime ECL that result from all possible default events over the life of the
financial instrument, (referred to as Stage 2 and Stage 3).

A loss allowance for full lifetime ECL is required for a financial instrument if the credit risk on that
financial instrument has increased significantly since initial recognition. For all other financial
instruments, ECLs are measured at an amount equal to the 12-month ECL.
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2.

Significant accounting policies (continued)
ECLs are a probability-weighted estimate of the present value of credit losses. These are measured
as the present value of the difference between the cash flows due to the Bank under the contract and
the cash flows that the Bank expects to receive arising from the weighting of multiple future economic
scenarios, discounted at the asset’s EIR.


For undrawn loan commitments, the ECL is the difference between the present value of the
difference between the contractual cash flows that are due to the Bank if the holder of the
commitment draws down the loan and the cash flows that the Bank expects to receive if the loan
is drawn down; and



For financial guarantee contracts, the ECL is the difference between the expected payments to
reimburse the holder of the guaranteed debt instrument less any amounts that the Bank expects
to receive from the holder, the debtor or any other party.

The Bank measures ECL on an individual basis, or on a collective basis for portfolios of loans that share
similar risk characteristics. The measurement of the loss allowance is based on the present value of the
asset’s expected cash flows using the asset’s original EIR, regardless of whether it is measured on an
individual basis or a collective basis.
Credit-impaired financial assets. A financial asset is ‘credit-impaired’ when one or more events that
have a detrimental impact on the estimated future cash flows of the financial asset have occurred.
Credit-impaired financial assets are referred to as Stage 3 assets. Evidence of credit-impairment
includes observable data about the following events:


Significant financial difficulty of the borrower or issuer;



A breach of contract such as a default or past due event;



The lender of the borrower, for economic or contractual reasons relating to the borrower’s
financial difficulty, having granted to the borrower a concession that the lender would not
otherwise consider;



The disappearance of an active market for a security because of financial difficulties; or



The purchase of a financial asset at a deep discount that reflects the incurred credit losses.

It may not be possible to identify a single discrete event instead; the combined effect of several events
may have caused financial assets to become credit-impaired. The Bank assesses whether debt
instruments that are financial assets measured at amortized cost or FVTOCI are credit-impaired at each
reporting date.
To assess if sovereign and corporate debt instruments are credit-impaired, the Bank considers factors
such as bond yields, credit ratings and the ability of the borrower to raise funding.
A loan is considered credit-impaired when a concession is granted to the borrower due to
a deterioration in the borrower’s financial condition, unless there is evidence that as a result of granting
the concession the risk of not receiving the contractual cash flows has reduced significantly and there
are no other indicators of impairment. For financial assets where concessions are contemplated but not
granted, the asset is deemed credit-impaired when there is observable evidence of credit-impairment
including meeting the definition of default. The definition of default (see below) includes unlikeliness to
pay indicators and a backstop if amounts are overdue for 90 days or more.
Purchased or originated credit-impaired financial assets. POCI financial assets are treated
differently because the asset is credit-impaired at initial recognition. For these assets, the Bank
recognizes all changes in lifetime ECL since initial recognition as a loss allowance with any changes
recognized in profit or loss. A favorable change for such assets creates an impairment gain.
Definition of default. Critical to the determination of ECL is the definition of default. The definition of
default is used in measuring the amount of ECL and in the determination of whether the loss allowance
is based on 12-month or lifetime ECL, as default is a component of the probability of default (PD) which
affects both the measurement of ECLs and the identification of a significant increase in credit risk.
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2.

Significant accounting policies (continued)
The Bank considers the following as constituting an event of default:


The borrower is past due more than 90 days on any material credit obligation to the Bank; or



The borrower is unlikely to pay its credit obligations to the Bank in full.

The definition of default is appropriately tailored to reflect different characteristics of different types of
assets. Overdrafts are considered as being past due once the customer has breached an advised limit
or has been advised of a limit smaller than the current amount outstanding.
When assessing if the borrower is unlikely to pay its credit obligation, the Bank takes into account both
qualitative and quantitative indicators. The information assessed depends on the type of the asset, for
example in corporate lending a qualitative indicator used is the breach of covenants, which is not
relevant for retail lending. Quantitative indicators, such as overdue status and non-payment on another
obligation of the same counterparty are key inputs in this analysis. The Bank uses a variety of sources
of information to assess default, which are either developed internally or obtained from external
sources.
The Bank monitors all financial assets, issued loan commitments and financial guarantee contracts that
are subject to the impairment requirements to assess whether there has been a significant increase in
credit risk since initial recognition. If there has been a significant increase in credit risk, the Bank will
measure the loss allowance based on lifetime rather than 12-month ECL. The Bank’s accounting policy
is not to use the practical expedient that financial assets with ‘low’ credit risk at the reporting date are
deemed not to have had a significant increase in credit risk. As a result, the Bank monitors all financial
assets, issued loan commitments and financial guarantee contracts that are subject to impairment for
significant increase in credit risk.
In assessing whether the credit risk on a financial instrument has increased significantly since initial
recognition, the Bank compares the risk of a default occurring on the financial instrument at the
reporting date based on the remaining maturity of the instrument with the risk of a default occurring
that was anticipated for the remaining maturity at the current reporting date when the financial
instrument was first recognized. In making this assessment, the Bank considers both quantitative and
qualitative information that is reasonable and supportable, including historical experience and forwardlooking information that is available without undue cost or effort, based on the Bank’s historical
experience and expert credit assessment including forward-looking information,
Multiple economic scenarios form the basis of determining the probability of default at initial recognition
and at subsequent reporting dates. Different economic scenarios will lead to a different probability of
default. It is the weighting of these different scenarios that forms the basis of a weighted average
probability of default that is used to determine whether credit risk has significantly increased.
For corporate lending, forward-looking information includes the future prospects of the industries in
which the Bank’s counterparties operate, obtained from economic expert reports, financial analysts,
governmental bodies, relevant think tanks and other similar organizations, as well as consideration of
various internal and external sources of actual and forecast economic information. For retail, lending
forward looking information includes the same economic forecasts as corporate lending with additional
forecasts of local economic indicators, particularly for regions with a concentration to certain industries,
as well as internally generated information of customer payment behavior. The Bank allocates its
counterparties to a relevant internal credit risk grade depending on their credit quality. The quantitative
information is a primary indicator of significant increase in credit risk and is based on the change
in lifetime PD by comparing:


The remaining lifetime PD at the reporting date; with



The remaining lifetime PD for this point in time that was estimated based on facts and
circumstances at the time of initial recognition of the exposure.

The PDs used are forward looking and the Bank uses the same methodologies and data used to
measure the loss allowance for ECL.
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2.

Significant accounting policies (continued)
The qualitative factors that indicate significant increase in credit risk are reflected in PD models on
a timely basis. However, the Bank still considers separately some qualitative factors to assess if credit
risk has increased significantly. For corporate lending there is particular focus on assets that are
included on a ‘watch list’ given an exposure is on a watch list once there is a concern that the
creditworthiness of the specific counterparty has deteriorated. For retail lending the Bank considers the
expectation of forbearance and payment holidays, credit scores and events such as unemployment,
bankruptcy, divorce or death.
Given that a significant increase in credit risk since initial recognition is a relative measure, a given
change, in absolute terms, in the PD will be more significant for a financial instrument with a lower
initial PD than compared to a financial instrument with a higher PD.
As a back-stop when an asset becomes 30 days past due, the Bank considers that a significant increase
in credit risk has occurred and the asset is in Stage 2 of the impairment model, i.e. the loss allowance
is measured as the lifetime ECL.
Modification and derecognition of financial assets. A modification of a financial asset occurs when
the contractual terms governing the cash flows of a financial asset are renegotiated or otherwise
modified between initial recognition and maturity of the financial asset. A modification affects the
amount and/or timing of the contractual cash flows either immediately or at a future date. In addition,
the introduction or adjustment of existing covenants of an existing loan would constitute a modification
even if these new or adjusted covenants do not yet affect the cash flows immediately but may affect
the cash flows depending on whether the covenant is or is not met (e.g. a change to the increase in the
interest rate that arises when covenants are breached).
The Bank renegotiates loans to customers in financial difficulty to maximize collection and minimize the
risk of default. A loan forbearance is granted in cases where although the borrower made all reasonable
efforts to pay under the original contractual terms, there is a high risk of default or default has already
happened and the borrower is expected to be able to meet the revised terms. The revised terms in
most of the cases include an extension of the maturity of the loan, changes to the timing of the cash
flows of the loan (principal and interest repayment), reduction in the amount of cash flows due
(principal and interest forgiveness) and amendments to covenants. The Bank has an established
forbearance policy, which applies for corporate and retail lending.
When a financial asset is modified the Bank assesses whether this modification results in derecognition.
In accordance with the Bank’s policy a modification results in derecognition when it gives rise to
substantially different terms. To determine if the modified terms are substantially different from the
original contractual terms the Bank considers the following:


Qualitative factors such as contractual cash flows after modification are no longer SPPI, change in
currency or change of counterparty, the extent of change in interest rates, maturity, covenants.
If these do not clearly indicate a substantial modification, then:



A quantitative assessment is performed to compare the present value of the remaining
contractual cash flows under the original terms with the contractual cash flows under the revised
terms, both amounts discounted at the original effective interest rate.

If the difference in present value is significant, the Bank deems the arrangement is substantially
different leading to derecognition.
In the case where the financial asset is derecognized the loss allowance for ECL is remeasured at the
date of derecognition to determine the net carrying amount of the asset at that date. The difference
between this revised carrying amount and the fair value of the new financial asset with the new terms
will lead to a gain or loss on derecognition. The new financial asset will have a loss allowance measured
based on 12-month ECL except in the rare occasions where the new loan is considered to be
originated- credit impaired. This applies only in the case where the fair value of the new loan is
recognized at a significant discount to its revised par amount because there remains a high risk of
default, which has not been reduced by the modification. The Bank monitors credit risk of modified
financial assets by evaluating qualitative and quantitative information, such as if the borrower is in past
due status under the new terms.
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2.

Significant accounting policies (continued)
When the contractual terms of a financial asset are modified and the modification does not result in
derecognition, the Bank determines if the financial asset’s credit risk has increased significantly since
initial recognition by comparing:


The remaining lifetime PD estimated based on data at initial recognition and the original
contractual terms; with



The remaining lifetime PD at the reporting date based on the modified terms.

For financial assets modified as part of the Bank’s forbearance policy, where modification did not result
in derecognition, the estimate of PD reflects the Bank’s ability to collect the modified cash flows taking
into account the Bank’s previous experience of similar forbearance action, as well as various behavioral
indicators, including the borrower’s payment performance against the modified contractual terms.
If the credit risk remains significantly higher than what was expected at initial recognition the loss
allowance will continue to be measured at an amount equal to lifetime ECL. The loss allowance on
forborne loans will generally only be measured based on 12-month ECL when there is evidence of the
borrower’s improved repayment behavior following modification leading to a reversal of the previous
significant increase in credit risk.
Where a modification does not lead to derecognition the Bank calculates the modification gain/loss
comparing the gross carrying amount before and after the modification (excluding the ECL allowance).
Then the Bank measures ECL for the modified asset, where the expected cash flows arising from the
modified financial asset are included in calculating the expected cash shortfalls from the original asset.
The Bank derecognizes a financial asset only when the contractual rights to the asset’s cash flows
expire (including expiry arising from a modification with substantially different terms), or when the
financial asset and substantially all the risks and rewards of ownership of the asset are transferred to
another entity. If the Bank neither transfers nor retains substantially all the risks and rewards of
ownership and continues to control the transferred asset, the Bank recognizes its retained interest
in the asset and an associated liability for amounts it may have to pay. If the Bank retains substantially
all the risks and rewards of ownership of a transferred financial asset, the Bank continues to recognize
the financial asset and also recognizes a collateralized borrowing for the proceeds received.
On derecognition of a financial asset in its entirety, the difference between the asset’s carrying amount
and the sum of the consideration received and receivable and the cumulative gain/loss that had been
recognized in OCI and accumulated in equity is recognized in profit or loss, with the exception of equity
investment designated as measured at FVTOCI, where the cumulative gain/loss previously recognized
in OCI is not subsequently reclassified to profit or loss.
On derecognition of a financial asset other than in its entirety (e.g. when the Bank retains an option to
repurchase part of a transferred asset), the Bank allocates the previous carrying amount of the
financial asset between the part it continues to recognize under continuing involvement, and the part it
no longer recognizes on the basis of the relative fair values of those parts on the date of the transfer.
The difference between the carrying amount allocated to the part that is no longer recognized and the
sum of the consideration received for the part no longer recognized and any cumulative gain/loss
allocated to it that had been recognized in OCI is recognized in profit or loss. A cumulative gain/loss
that had been recognized in OCI is allocated between the part that continues to be recognized and the
part that is no longer recognized on the basis of the relative fair values of those parts. This does not
apply for equity investments designated as measured at FVTOCI, as the cumulative gain/loss
previously recognized in OCI is not subsequently reclassified to profit or loss.
Write off. Loans and debt securities are written off when the Bank has no reasonable expectations of
recovering the financial asset (either in its entirety or a portion of it). This is the case when the Bank
determines that the borrower does not have assets or sources of income that could generate sufficient
cash flows to repay the amounts subject to the write-off. A write-off constitutes a derecognition event.
The Bank may apply enforcement activities to financial assets written off. Recoveries resulting from the
Bank’s enforcement activities will result in impairment gains.
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2.

Significant accounting policies (continued)
Presentation of allowance for ECL in the statement of financial position. Loss allowances for
ECL are presented in the statement of financial position as follows:


For financial assets measured at amortized cost: as a deduction from the gross carrying amount
of the assets;



For debt instruments measured at FVTOCI: no loss allowance is recognized in the statement of
financial position as the carrying amount is at fair value. However, the loss allowance is included
as part of the revaluation amount in the investments revaluation reserve;



For loan commitments and financial guarantee contracts: as a provision; and



Where a financial instrument includes both a drawn and an undrawn component, and the Bank
cannot identify the ECL on the loan commitment component separately from those on the drawn
component: the Bank presents a combined loss allowance for both components. The combined
amount is presented as a deduction from the gross carrying amount of the drawn component.
Any excess of the loss allowance over the gross amount of the drawn component is presented
as a provision.

Financial liabilities. Financial liabilities are classified as either financial liabilities ‘at FVTPL’ or ‘other
financial liabilities’.
Financial liabilities as at FVTPL. Financial liabilities are classified as at FVTPL when the financial
liability is (i) held for trading, or (ii) it is designated as at FVTPL.
A financial liability is classified as held for trading if:


It has been incurred principally for the purpose of repurchasing it in the near term; or



On initial recognition it is part of a portfolio of identified financial instruments that the Bank
manages together and has a recent actual pattern of short-term profit-taking; or



It is a derivative that is not designated and effective as a hedging instrument.

A financial liability other than a financial liability held for trading or contingent consideration that may
be paid by an acquirer as part of a business combination may be designated as at FVTPL upon initial
recognition if:


Such designation eliminates or significantly reduces a measurement or recognition inconsistency
that would otherwise arise; or



The financial liability forms part of a group of financial assets or financial liabilities or both, which
is managed and its performance is evaluated on a fair value basis, in accordance with the Bank’s
documented risk management or investment strategy, and information about the grouping is
provided internally on that basis; or



It forms part of a contract containing one or more embedded derivatives, and IFRS 9 permits the
entire hybrid (combined) contract to be designated as at FVTPL.

Financial liabilities at FVTPL are stated at fair value, with any gains/losses arising on remeasurement
recognized in profit or loss to the extent that they are not part of a designated hedging relationship.
The net gain/loss recognized in profit or loss incorporates any interest paid on the financial liability and
is included in the ‘net income from other financial instruments at FVTPL’ line item in the profit or loss
account.
However, for financial liabilities that are designated as at FVTPL, the amount of change in the fair value
of the financial liability that is attributable to changes in the credit risk of that liability is recognized in
OCI, unless the recognition of the effects of changes in the liability’s credit risk in OCI would create or
enlarge an accounting mismatch in profit or loss. The remaining amount of change in the fair value of
liability is recognized in profit or loss. Changes in fair value attributable to a financial liability’s credit
risk that are recognized in OCI are not subsequently reclassified to profit or loss; instead, they are
transferred to retained earnings upon derecognition of the financial liability.
For issued loan commitments and financial guarantee contracts that are designated as at FVTPL all
gains and losses are recognized in profit or loss.
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2.

Significant accounting policies (continued)
In making the determination of whether recognizing changes in the liability’s credit risk in OCI will
create or enlarge an accounting mismatch in profit or loss, the Bank assesses whether it expects that
the effects of changes in the liability’s credit risk will be offset in profit or loss by a change in the fair
value of another financial instrument measured at FVTPL. This determination is made at initial
recognition.
Other financial liabilities. Other financial liabilities, including deposits and borrowings, are initially
measured at fair value, net of transaction costs. Other financial liabilities are subsequently measured at
amortized cost using the effective interest method.
The effective interest method is a method of calculating the amortized cost of a financial liability and of
allocating interest expense over the relevant period. For details on EIR see the “net interest income
section” above.
Derecognition of financial liabilities. The Bank derecognizes financial liabilities when, and only
when, the Bank's obligations are discharged, cancelled or have expired. The difference between the
carrying amount of the financial liability derecognized and the consideration paid and payable is
recognized in profit or loss.
When the Bank exchanges with the existing lender one debt instrument into another one with
substantially different terms, such exchange is accounted for as an extinguishment of the original
financial liability and the recognition of a new financial liability. Similarly, the Bank accounts for
substantial modification of terms of an existing liability or part of it as an extinguishment of the original
financial liability and the recognition of a new liability. It is assumed that the terms are substantially
different if the discounted present value of the cash flows under the new terms, including any fees paid
net of any fees received and discounted using the original effective rate is at least 10 per cent different
from the discounted present value of the remaining cash flows of the original financial liability.
Derivative financial instruments. The Bank enters into a variety of derivative financial instruments
some of which are held for trading while others are held to manage its exposure to interest rate risk,
credit risk and foreign exchange rate risk. Derivative held include foreign exchange forward contracts,
interest rate swaps, cross currency interest rate swaps and credit default swaps.
Derivatives are initially recognized at fair value at the date a derivative contract is entered into and are
subsequently remeasured to their fair value at each balance sheet date. The resulting gain/loss is
recognized in profit or loss immediately unless the derivative is designated and effective as a hedging
instrument, in which event the timing of the recognition in profit or loss depends on the nature of the
hedge relationship. The Bank designates certain derivatives as either hedges of the fair value of
recognized assets or liabilities or firm commitments (fair value hedges), hedges of highly probable
forecast transactions or hedges of foreign currency risk of firm commitments (cash flow hedges), or
hedges of net investments in foreign operations (net investment hedges).
A derivative with a positive fair value is recognized as a financial asset whereas a derivative with
a negative fair value is recognized as a financial liability.
Embedded derivatives. Derivatives embedded in financial liabilities or other non-financial asset host
contracts are treated as separate derivatives when their risks and characteristics are not closely related
to those of the host contracts and the host contracts are not measured at FVTPL.
An embedded derivative is presented as a non-current asset or a non-current liability if the remaining
maturity of the hybrid instrument to which the embedded derivative relates is more than 12 months
and is not expected to be realized or settled within 12 months. Other embedded derivatives are
presented as current assets or current liabilities.
Financial guarantee contracts. A financial guarantee contract is a contract that requires the issuer
to make specified payments to reimburse the holder for a loss it incurs because a specified debtor fails
to make payments when due in accordance with the terms of a debt instrument.
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2.

Significant accounting policies (continued)
Financial guarantee contracts issued by the Bank are initially measured at their fair values and, if not
designated as at FVTPL and not arising from a transfer of a financial asset, are subsequently measured
at the higher of:


The amount of the loss allowance determined in accordance with IFRS 9; and



The amount initially recognized less, where appropriate, cumulative amount of income recognized
in accordance with the Bank’s revenue recognition policies.

Financial guarantee contracts not designated at FVTPL are presented as provisions on the statement of
financial position and the remeasurement is presented in other revenue.
The Bank has not designated any financial guarantee contracts as at FVTPL.
Commitments to provide a loan at a below-market interest rate. Commitments to provide a loan
at a below-market interest rate are initially measured at their fair values and, if not designated as at
FVTPL, are subsequently measured at the higher of:


The amount of the loss allowance determined in accordance with IFRS 9; and



The amount initially recognized less, where appropriate, cumulative amount of income recognized
in accordance with the Bank’s revenue recognition policies.

Commitments to provide a loan below market rate not designated at FVTPL are presented as provisions
in the statement of financial position and the remeasurement is presented in other revenue.
The Bank has not designated any commitments to provide a loan below market rate designated at FVTPL.
Key sources of estimation uncertainty. The following are the key assumptions concerning the
future, and other key sources of estimation uncertainty at the end of the reporting period, which have
a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities
within the next financial year.
In preparing these interim condensed financial statements, the significant judgements made by
management in applying the Bank’s accounting policies and the key sources of estimation uncertainty
were consistent with those that applied to the Bank’s annual financial statements for 2017 prepared
in accordance with IFRS, except the new accounting standards.
In addition to the accounting judgments made to the annual financial statements of the Bank for 2017,
the management of the Bank made the following significant judgements:
Business model assessment. Classification and measurement of financial assets depends on the
results of the SPPI and the business model test. The Bank determines the business model at a level
that reflects how groups of financial assets are managed together to achieve a particular business
objective. This assessment includes judgement reflecting all relevant evidence including how the
performance of the assets is evaluated and their performance measured, the risks that affect the
performance of the assets and how these are managed and how the managers of the assets are
compensated. The Bank monitors financial assets measured at amortized cost or fair value through
other comprehensive income that are derecognized prior to their maturity to understand the reason for
their disposal and whether the reasons are consistent with the objective of the business for which the
asset was held. Monitoring is part of the Bank’s continuous assessment of whether the business model
for which the remaining financial assets are held continues to be appropriate and if it is not appropriate
whether there has been a change in business model and so a prospective change to the classification of
those assets.
Significant increase in credit risk. ECL are measured as an allowance equal to 12-month ECL for
stage 1 assets, or lifetime ECL assets for stage 2 or stage 3 assets. An asset moves to stage 2 when its
credit risk has increased significantly since initial recognition. IFRS 9 does not define what constitutes
a significant increase in credit risk. In assessing whether the credit risk of an asset has significantly
increased the Bank takes into account qualitative and quantitative reasonable and supportable forward
looking information.
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2.

Significant accounting policies (continued)
Establishing groups of assets with similar credit risk characteristics. When ECLs are measured
on a collective basis, the financial instruments are grouped on the basis of shared risk characteristics.
The Bank monitors the appropriateness of the credit risk characteristics on an ongoing basis to assess
whether they continue to be similar. This is required in order to ensure that should credit risk
characteristics change there is appropriate re-segmentation of the assets. This may result in new
portfolios being created or assets moving to an existing portfolio that better reflects the similar credit
risk characteristics of that group of assets. Re-segmentation of portfolios and movement between
portfolios is more common when there is a significant increase in credit risk (or when that significant
increase reverses) and so assets move from 12-month to lifetime ECLs, or vice versa, but it can also
occur within portfolios that continue to be measured on the same basis of 12-month or lifetime ECLs
but the amount of ECL changes because the credit risk of the portfolios differ.
Models and assumptions used. The Bank uses various models and assumptions in measuring fair
value of financial assets as well as in estimating ECL. Judgement is applied in identifying the most
appropriate model for each type of asset, as well as for determining the assumptions used in these
models, including assumptions that relate to key drivers of credit risk. See note 14 for more details
on fair value measurement.
Impairment of loans and advances to customers. The Bank regularly reviews its loans to assess
for impairment. The Bank’s loan impairment provisions are established to recognize incurred
impairment losses in its portfolio of loans and receivables. The Bank considers accounting estimates
related to allowance for impairment of loans a key source of estimation uncertainty because (i) they
are highly susceptible to change from period to period as the assumptions about future default rates
and valuation of potential losses relating to impaired loans are based on recent performance
experience, and (ii) any significant difference between the Bank’s estimated losses and actual losses
would require the Bank to record allowances which could have a material impact on its financial
statements in future periods.
The Bank uses management’s judgment to estimate the amount of any impairment loss in cases where
a borrower has financial difficulties and there are few available sources of historical data relating to
similar borrowers. Similarly, the Bank estimates changes in future cash flows based on past
performance, past customer behavior, observable data indicating an adverse change in the payment
status of borrowers in a group, and national or local economic conditions that correlate with defaults
on assets. Management uses estimates based on historical loss experience for assets with credit risk
characteristics and objective evidence of impairment similar to those in the group of loans. The Bank
uses management’s judgment to adjust observable data for a group of loans to reflect current
circumstances not reflected in historical data.
The allowances for impairment of financial assets in the financial statements have been determined on
the basis of the existing economic and political conditions. The Bank is not in a position to predict what
changes in conditions will take place in Russia and what effect such changes might have on the
adequacy of the allowances for impairment of financial assets in future periods.
As at 30 June 2018, total loans to customers amounted to RUB 94 193 051 thousand (31 December
2017: RUB 94 143 724 thousand), and the impairment allowance was RUB 19 703 551 thousand
(31 December 2017: RUB 20 308 898 thousand). Details are set in Note 8.
Property carried at revalued amounts. Certain property and equipment (buildings) and investment
properties are stated at revalued amounts. The date of latest revaluation is 31 December 2017. As at
30 June 2018, the carrying value of revalued buildings amounted to RUB 776 653 thousand
(31 December 2017: RUB 833 499 thousand).
Recoverability of deferred tax assets. The Bank regularly assesses the possibility of recognition of
deferred tax assets. Recognized deferred tax asset is the amount of income tax which can be offset
against future income tax and is presented in the statement of financial position. A deferred income tax
asset is recognized to the extent the utilization of a respective tax benefit is probable. The future
taxable profits and the amount of tax benefits that are probable to be realized in the future are based
on expectations of the management which are considered reasonable under the current circumstances.
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3.

Changes in accounting policies effective from 1 January 2018
In view of the first-time adoption of IFRS 9 effective 1 January 2018, the Bank made the following
carrying value adjustments and reclassifications:
Reclassifications in the statement of financial position
Financial statement line
under IFRS 9 as at 1 January
2018

Reclassification amount

Financial assets at fair value through
profit or loss

Financial assets at fair value
through other comprehensive
income

36 864

Financial assets available for sale

Financial assets at fair value
through other comprehensive
income

10 007 296

Revaluation reserve for financial
assets at fair value through
other comprehensive income

64 264

Financial statement line under IAS
39 as at 31 December 2017

Revaluation reserve for financial assets
available for sale

Carrying value adjustments in the statement of financial position
As at
31 December
2017 (IAS 39)

Restatement

As at
1 January
2018 (IFRS 9)

Gross loans to customers
Allowance for impairment

94 143 724
(20 308 898)

262 133
159 667

94 405 857
(20 149 231)

Loans to customers

73 834 826

421 800

74 256 626

2 454 015

190

2 454 205

2 845 041
796 552

969 765
110 854

3 814 806
907 406

64 264

23 257

87 521

Financial statement caption
as at 31 December 2017

Other assets (provisions for other accounts receivable)
Other liabilities (provisions for guarantees issued, letters
of credit and unused credit lines)
Deferred income tax assets
Revaluation reserve for financial assets at fair value
through other comprehensive income, net of deferred
tax
Retained earnings

18 877 695

(460 178)

18 417 517

On 1 January 2018, the Bank restated the interest accrued on loans to customers that were not creditimpaired as at 31 December 2017. Before the restatement, interest was accrued on net amortized cost
of loans. After the restatement interest was accrued on the gross carrying amount, as required by
IFRS 9. The restatement amounted to RUB 262 133 thousand.
On 1 January 2018, the Bank restated the provision for loans losses reported in its financial statements
as at 31 December 2017, in accordance with IFRS 9. The restatement amounted to RUB 159 667
thousand.
On 1 January 2018, the Bank restated the other provisions for accounts receivable reported in its
financial statements as at 31 December 2017, in accordance with IFRS 9. The restatement amounted
to RUB 190 thousand.
On 1 January 2018, the Bank restated the provisions for guarantees issued, letters of credit and
unused credit lines reported in its financial statements as at 31 December 2017 as part of other
liabilities, in accordance with IFRS 9. The restatement amounted to RUB 969 766 thousand.
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3.

Changes in accounting policies effective from 1 January 2018 (continued)
On 1 January 2018, the Bank restated the revaluation reserve for financial assets measured at fair
value through other comprehensive income as at 31 December 2017 due to recognition of ECL for the
respective assets as part of retained earnings without a change to the carrying value of these assets,
totaling RUB 23 449 thousand, net of tax, and due to the transfer out of the retained earnings category
of the accumulated revaluation amount of reclassified securities totaling RUB 191 thousand, net of tax.
The amount of restatement, net of tax, amounted to RUB 23 257 thousand.
The Bank decided not to restate the respective comparative information in view of the transition rules
in IFRS 9. All adjustments to the carrying values of assets and liabilities, as well as changes in the
revaluation reserve for financial assets at fair value through other comprehensive income, in the total
amount of RUB 460 178 thousand, were recognized in retained earnings in the statement of changes
in equity for the 6 months ended 30 June 2018.

4.

Net interest income
Net interest income for the 6 months ended 30 June 2018 and 2017 comprise:
6 months
ended 30 June
2018
(unaudited)

6 months
ended 30 June
2017
(unaudited)

Interest income:
Interest on loans to customers
Interest income on balances due from banks and other financial institutions
Interest income on financial assets at fair value through other comprehensive
income
Interest income on financial assets at fair value through profit or loss

Total interest income

8 366 065
870 695

8 820 334
766 062

207 968
-

179 612
1 012

9 444 728

9 767 020

Interest expense:
Interest
Interest
Interest
Interest

expense
expense
expense
expense

on
on
on
on

customer accounts
balances due to banks
debt securities issued
subordinated debt

1 824
53
2
250

254
442
610
087

1 827
35
5
268

464
448
410
948

Total interest expense

2 130 393

2 137 270

NET INTEREST INCOME BEFORE PROVISION FOR IMPAIRMENT
LOSSES ON INTEREST BEARING ASSETS

7 314 335

7 629 750
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5.

Provision for impairment losses on interest bearing assets and other
provisions
The movements in provision for impairment losses of loans to customers were as follows:

Loans
to customers

Financial assets
at fair value
through other
comprehensive
income

Total

22 456 954

-

22 456 954

31 December 2016
Provision for impairment losses
Asset write offs
Net effect of asset disposals

2 485 874
(75 301)
(4 783 082)

-

2 485 874
(75 301)
(4 783 082)

30 June 2017 (unaudited)

20 084 445

-

20 084 445

31 December 2017

20 308 898

-

20 308 898

Effect of transition to IFRS 9 as at 1 January 2018 (Note
3) (unaudited)
31 December 2017 (restated)

(159 667)
20 149 231

Provision for impairment losses
Asset write offs
Net effect of asset disposals

1 500 333
(50 890)
(1 895 123)

30 June 2018 (unaudited)

19 703 551

29 311
29 311
4 590
33 901

(130 356)
20 178 542
1 504 923
(50 890)
(1 895 123)
19 737 452

Movements in other provisions were as follows:

Other
assets
31 December 2016
Provision (recovery of provision)
Write-off against provision

399 684
89 856
(27 558)

Other liabilities
Provision for
credit
Legal
commitments
proceedings
127 062
(26 801)
(86 655)

82 540
(6 116)
(2 350)

Total
609 286
56 939
(116 563)

30 June 2017 (unaudited)

461 982

13 606

74 074

549 662

31 December 2017

543 155

27 954

59 456

630 565

969 765

-

969 575

997 719

59 456

1 600 140

Effect of transition to IFRS 9 as at 1 January
2018 (Note 3) (unaudited)
31 December 2017 (restated)
Provision (recovery of provision)
Write-off against provision
30 June 2018 (unaudited)

(190)
542 965
93 165
(7 968)
628 162

209 748
1 207 467

(6 383)
(1 394)
51 679

296 530
(9 362)
1 887 308
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6.

Due from banks and other financial institutions
Due from banks and other financial institutions comprise:
30 June 2018
(unaudited)
Term deposits
Current and other accounts

Total due from banks and other financial institutions

31 December
2017

26 620 783
109 166

23 022 095
92 986

26 729 949

23 115 081

As at 30 June 2018, the Bank had deposits with the Parent Bank totaling RUB 17 515 577 thousand
(31 December 2017: RUB 16 658 194 thousand), which exceeded 65% of the Bank’s capital
(31 December 2017: 64%).

7.

Loans to customers
As at 30 June 2018 and 31 December 2017, loans to customers comprise:
30 June 2018
(IFRS 9)
(unaudited)

31 December
2017
(IAS 39)

Loans to individuals
Customer loans at points of sale
Plastic card overdrafts
Cash loans
Mortgage loans
Car loans

Total loans to individuals

32
27
11
3

575
043
801
207
26

171
363
103
668
964

35
26
11
3

932
301
348
450
23

094
995
846
911
381

74 654 269

77 057 227

19 538 782

17 086 497

Total loans to legal entities

19 538 782

17 086 497

Total loans to customers before allowance for impairment losses

94 193 051

94 143 724

Allowance for impairment

(19 703 551)

(20 308 898)

Total loans to customers

74 489 500

73 834 826

Loans to legal entities
Loans to legal entities
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7.

Loans to customers (continued)
The table below analyzes loans to customers by level of credit risk as at 30 June 2018 (unaudited):

Loans without
a significant
increase
in credit risk
Customer loans at points of sale
Plastic card overdrafts
Cash loans
Mortgage loans
Car loans
Corporate loans
Total gross loans to customers
Allowance for impairment
Total loans to customers

28 456 436
19 572 066
9 262 535
863 726
266
17 753 225
75 908 254
(3 786 434)
72 121 820

Loans with
a significant
increase
in credit risk
since initial
Creditrecognition impaired loans
(IFRS 9)
(IFRS 9)
324
423
207
77

697
154
785
613
699 711
1 732 960

3
7
2
2

794
048
330
266
26
1 085

038
143
783
329
698
846

Total
32
27
11
3

575
043
801
207
26
19 538

171
363
103
668
964
782

16 551 837

94 193 051

(738 305)

(15 178 812)

(19 703 551)

994 655

1 373 025

74 489 500

The table below analyzes loans to customers and allowance for loan impairment as at 30 June 2018
(unaudited):

Gross loans
(IFRS 9)

Allowance for
impairment
(IFRS 9)

Net loans
(IFRS 9)

Allowance for
impairment to
gross loans
(IFRS 9)

Loans to individuals
Customer loans at points of sale
Not past due loans
Loans up to 30 days overdue
Loans 31 to 60 days overdue
Loans 61 to 90 days overdue
Loans 91 to 180 days overdue
Loans over 180 days overdue
Total customer loans at points of sale
Plastic card overdrafts
Not past due loans
Loans up to 30 days overdue
Loans 31 to 60 days overdue
Loans 61 to 90 days overdue
Loans 91 to 180 days overdue
Loans over 180 days overdue
Total plastic card overdrafts
Cash loans
Not past due loans
Loans up to 30 days overdue
Loans 31 to 60 days overdue
Loans 61 to 90 days overdue
Loans 91 to 180 days overdue
Loans over 180 days overdue
Total cash loans

27 827
614
228
160
399
3 344

474
759
572
225
802
339

32 575 171

19 031
522
287
220
611
6 370

441
312
279
884
156
291

27 043 363

9 127
217
119
90
251
1 994

583
311
242
941
427
599

11 801 103

(1 454
(32
(169
(132
(357
(3 218

686)
072)
705)
060)
959)
386)

(5 364 868)

(1 110
(30
(198
(173
(536
(6 193

118)
856)
215)
169)
628)
068)

(8 242 054)

(509
(15
(76
(68
(225
(1 960

577)
428)
577)
925)
534)
184)

(2 856 225)

26 372
582
58
28
41
125

788
687
867
165
843
953

5.23%
5.22%
74.25%
82.42%
89.53%
96.23%

27 210 303

16.47%

17 921
491
89
47
74
177

323
456
064
715
528
223

5.83%
5.91%
69.00%
78.40%
87.81%
97.22%

18 801 309

30.48%

8 618
201
42
22
25
34

006
883
665
016
893
415

5.58%
7.10%
64.22%
75.79%
89.70%
98.27%

8 944 878

24.20%
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7.

Loans to customers (continued)

Gross loans
(IFRS 9)
Mortgage loans
Not past due loans
Loans up to 30 days overdue
Loans 31 to 60 days overdue
Loans 61 to 90 days overdue
Loans 91 to 180 days overdue
Loans over 180 days overdue

Total mortgage loans

Car loans
Not past due loans
Loans 91 to 180 days overdue
Loans over 180 days overdue

Total car loans

Total loans to individuals

1 681
34
30
22
30
1 408

209
854
176
925
114
390

Allowance for
impairment
(IFRS 9)

(344
(13
(7
(8
(9
(1 222

178)
213)
049)
504)
391)
986)

Net loans
(IFRS 9)

1 337
21
23
14
20
185

Allowance for
impairment to
gross loans
(IFRS 9)

031
641
127
421
723
404

20.47%
37.91%
23.36%
37.09%
31.18%
86.84%

3 207 668

(1 605 321)

1 602 347

50.05%

585
55
26 324

(21 497)

585
55
4 827

0.00%
0.00%
81.66%

26 964

(21 497)

5 467

79.72%

74 654 269

(18 089 965)

56 564 304

24.23%

Gross loans
(IFRS 9)

Gross loans
(IFRS 9)

Net loans
(IFRS 9)

Allowance for
impairment to
gross loans
(IFRS 9)

Loans to legal entities
Not past due loans
Loans up to 30 days overdue
Loans 31 to 90 days overdue
Loans 91 to 180 days overdue
Loans over 180 days overdue

18 452 882
500
51
114
1 085 235

(537 699)
(457)
(33)
(105)
(1 075 292)

17 915 183
43
18
9
9 943

2.91%
91.40%
64.71%
92.11%
99.08%

Total loans to legal entities

19 538 782

(1 613 586)

17 925 196

8.26%

Total loans to customers at
30 June 2018 (unaudited)

94 193 051

(19 703 551)

74 489 500

20.92%
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7.

Loans to customers (continued)
The table below analyzes loans to customers and allowance for loan impairment as at 31 December
2017:

Gross loans
(IAS 39)

Allowance for
impairment
(IAS 39)

Net loans
(IAS 39)

Allowance for
impairment to
gross loans
(IAS 39)

Loans to individuals collectively
assessed for impairment
Customer loans at points of sale
Not past due loans
Loans up to 30 days overdue
Loans 31 to 60 days overdue
Loans 61 to 90 days overdue
Loans 91 to 180 days overdue
Loans over 180 days overdue

Total customer loans at points of sale

Plastic card overdrafts
Not past due loans
Loans up to 30 days overdue
Loans 31 to 60 days overdue
Loans 61 to 90 days overdue
Loans 91 to 180 days overdue
Loans over 180 days overdue

Total plastic card overdrafts

Cash loans
Not past due loans
Loans up to 30 days overdue
Loans 31 to 60 days overdue
Loans 61 to 90 days overdue
Loans 91 to 180 days overdue
Loans over 180 days overdue

Total cash loans

31 352
521
159
110
297
3 490

307
364
491
849
583
500

35 932 094

18 286
468
247
208
515
6 575

977
724
112
622
452
108

26 301 995

8 644
169
95
74
174
2 191

044
011
305
214
541
731

11 348 846

(1 263
(183
(102
(80
(263
(3 413

304)
871)
037)
915)
511)
197)

(5 306 835)

(1 645
(203
(167
(162
(480
(6 497

645)
910)
611)
298)
535)
689)

(9 157 688)

(441
(68
(66
(58
(157
(2 157

094)
329)
579)
725)
389)
332)

(2 949 448)

30 089
337
57
29
34
77

003
493
454
934
072
303

4.03%
35.27%
63.98%
73.00%
88.55%
97.79%

30 625 259

14.77%

16 641
264
79
46
34
77

332
814
501
324
917
419

9.00%
43.50%
67.83%
77.80%
93.23%
98.82%

17 144 307

34.82%

8 202
100
28
15
17
34

950
682
726
489
152
399

5.10%
40.43%
69.86%
79.13%
90.17%
98.43%

8 399 398

25.99%
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7.

Loans to customers (continued)

Gross loans
(IAS 39)
Mortgage loans
Not past due loans
Loans up to 30 days overdue
Loans 31 to 60 days overdue
Loans 61 to 90 days overdue
Loans 91 to 180 days overdue
Loans over 180 days overdue

Total mortgage loans

1 945
55
35
36
71
1 306

541
698
293
445
598
336

Allowance for
impairment
(IAS 39)

(329
(21
(8
(19
(47
(974

826)
020)
669)
106)
785)
857)

Net loans
(IAS 39)

1 615
34
26
17
23
331

Allowance for
impairment to
gross loans
(IAS 39)

715
678
624
339
813
479

16.95%
37.74%
24.56%
52.42%
66.74%
74.63%

3 450 911

(1 401 263)

2 049 648

40.61%

1 087
230
78
21 986

(21 986)

1 087
230
78
-

0%
0%
0%
100.00%

23 381

(21 986)

1 395

94.03%

77 057 227

(18 837 220)

58 220 007

24.45%

Gross loans
(IAS 39)

Allowance for
impairment
(IAS 39)

Not past due loans
Loans over 180 days overdue

16 006 318
1 080 179

(391 498)
(1 080 179)

15 614 820
-

2.45%
100.00%

Total loans to legal entities

17 086 497

(1 471 677)

15 614 820

8.61%

Total loans to customers as at
31 December 2017

94 143 724

(20 308 898)

73 834 826

21.57%

Car loans
Not past due loans
Loans up to 30 days overdue
Loans 61 to 90 days overdue
Loans over 180 days overdue

Total car loans

Total loans to individuals

Net loans
(IAS 39)

Allowance for
impairment to
gross loans
(IAS 39)

Loans to legal entities
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7.

Loans to customers (continued)
Movements in the allowance for loan impairment for the 6 months ended 30 June 2018 and
31 December 2017 are disclosed in Note 5.
The table below presents current loans to customers by economic sector:
30 June 2018
(unaudited)
(IFRS 9)
Analysis by sector:
Individuals
Financial sector (non-banking credit institutions)
Trade
Manufacturing
Real estate operations
Construction
Services
Transport and communications
Finance and operating leases
Agriculture
Other

74
5
4
4
3

654
533
403
256
506
653
606
306
194
2
76

31 December
2017
(IAS 39)

269
793
536
053
289
642
692
092
392
237
056

77
4
4
4
1

057
490
322
539
843
933
465
55
408
1
25

227
975
792
489
864
582
593
166
384
234
418

Total gross loans to customers

94 193 051

94 143 724

Allowance for impairment

(19 703 551)

(20 308 898)

Total loans to customers

74 489 500

73 834 826

As at 30 June 2018, loans to customers comprised renegotiated loans totaling RUB 2 639 072 thousand
(31 December 2017: RUB 2 813 629 thousand).

8.

Financial assets at fair value through other comprehensive income
Financial assets at fair value through other comprehensive income comprise:
30 June 2018
(unaudited)
Debt securities
Equity securities

Total financial assets at fair value through other comprehensive
income

31 December
2017

10 085 190
18 602

9 994 075
13 221

10 103 792

10 007 296
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8.

Financial assets at fair value through other comprehensive income
(continued)
Debt equity securities comprise:

Maturity

Other corporate bonds

August 2018May 2026
July 2018January 2033

Bonds issued by credit
institutions

July 2018-July
2023

Government bonds

Nominal
interest rate,
%

30 June 2018
(unaudited)

4.50-7.00

5 113 278

3.70-9.50

3 378 001

2.20-10.00

1 593 911

Total debt securities at fair
value through other
comprehensive income

Maturity
March 2018May 2026
January 2018–
March 2025
July 2023September
2023

Nominal
interest rate,
%

31 December
2017

4.50-7.50

6 860 217

2.25-15.00

2 276 606

8.60-10.00

857 252

10 085 190

9 994 075

As at 30 June 2018, financial assets at fair value through other comprehensive income included
government and corporate bonds with a fair value of RUB 1 132 601 thousand pledged as collateral
under repurchase agreements with other banks. As at 31 December 2017, no bonds were pledged
as collateral under repurchase agreements.

9.

Customer accounts
Customer accounts comprise:
30 June 2018
(unaudited)
Term deposits
Current/settlement accounts and demand deposits

Total customer accounts

31 December
2017

48 360 431
35 104 951

49 202 570
37 478 166

83 465 382

86 680 736
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9.

Customer accounts (continued)
The table below presents customer accounts by economic sector:
30 June 2018
(unaudited)
Analysis by sector
Individuals
Trade
Services
Manufacturing and engineering
Finance and investments
Insurance
Finance and operating leases
Construction
Science, education and IT
Agriculture
Transport and communications
Publishing, printing and mass media
Marketing and advertising
Geological exploration
Food
Public activities and charity
Real estate and rent
Oil & gas production, refining and transportation
Power and heat generation and distribution
Other
Total customer accounts

59
6
5
2
2
2
1
1

714
758
558
306
217
095
627
410
607
578
458
34
32
23
13
11
6
1
1
7

856
843
063
388
298
048
775
599
487
065
091
222
874
335
724
224
672
963
028
827

31 December
2017
60
10
6
2

678
138
653
030
766
911
1 718
1 280
1 043
613
701
35
11
19
16
8
20
4
5
23

541
279
590
879
091
099
925
164
915
129
509
087
347
516
259
696
858
307
475
070

83 465 382

86 680 736

30 June
2018

31 December
2017

1 207 467
825 320
420 862

27 954
1 046 468
72 044

2 453 649

1 146 466

10. Other liabilities
Other liabilities comprise:

Other financial liabilities
Allowance for issued guarantees, letters of credit and unused credit facilities
Payables on business transactions and fees payable for services
Other financial liabilities

Other non-financial liabilities
Short-term salary payable
Taxes payable, other than income tax
Long-term payables to key management personnel
Payable to the Deposit Insurance Fund
Allowance for legal proceedings
Other non-financial liabilities

Total other liabilities

1 132
858
62
89
51
69

887
568
460
032
678
022

880
568
89
69
59
31

307
014
611
553
456
634

2 263 647

1 698 575

4 717 296

2 845 041

Movements in provision for contingent liabilities for the periods ended 30 June 2018 and 2017 are
disclosed in Note 5.
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11. Segment reporting
The Bank discloses segment information that enables the users of its financial statements to evaluate
the nature and financial effects of the business activities in which it engages and the economic
environment in which it operates in compliance with IFRS 8 “Operating segments”.
There are no differences from the last annual financial statements in the basis of segmentation or
in the basis of measurement of segment profit or loss.
The information about the Bank’s key operating segments as at 30 June 2018 and for the period then
ended is presented below:

Retail
banking

Corporate
banking

Financial
markets and
asset and
liability
management

Net profit before internal income/expense

637 483

197 099

952 263

Internal (expense)/income on funding

(87 234)

Net profit/(loss)

(2 595)

Unallocated
amounts
(246 362)

6 months
ended
30 June
2018/As at
30 June 2018
(unaudited)
1 540 483

(962 482)

1 052 311

-

(10 219)

805 949

1 540 483

550 249

194 504

Segment assets

58 711 592

17 833 685

42 104 190

6 841 153

125 490 620

Segment liabilities

68 022 432

14 903 708

5 143 512

10 658 478

98 728 130

The information about the Bank’s operating segments as at 30 June 2017 and for the period ended
30 June 2017 is presented below:

Retail
banking
Net profit before internal income/expense

403 042

Internal (expense)/income on funding

(55 403)

Corporate
banking
(961)

Financial
markets and
asset and
liability
management

Unallocated
amounts

6 months
ended
30 June
2017/As at
30 June 2017
(unaudited)

964 577

-

1 366 658

109 219

(953 226)

899 410

-

347 639

108 258

11 351

899 410

1 366 658

Segment assets

50 454 000

13 277 820

37 658 680

8 070 844

109 461 344

Segment liabilities

60 280 204

10 663 900

4 808 054

8 875 813

84 627 971

Net profit/(loss)
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12. Commitments and contingencies
In the normal course of business, the Bank uses financial instruments carrying off-balance sheet risks
in order to meet the needs of its customers. These instruments exposed to varying degrees of credit
risk are not reflected in the statement of financial position.
The Bank uses the same credit control and management policies in undertaking off-balance sheet
commitments as it does for on-balance operations.
As at 30 June 2018, provision for loan commitments totaled RUB 1 207 467 thousand (31 December
2017: RUB 27 954 thousand).
As at 30 June 2018 and 31 December 2017, loan commitments comprise:
30 June 2018
(unaudited)
Unused credit lines
Guarantees issued
Import letters of credit

Total credit commitments

31 December
2017

42 703 925
11 886 769
56 308

33 045 775
11 879 541
282 355

54 647 002

45 207 671

Legal proceedings. From time to time and in the normal course of business, customers and
contractors may file claims against the Bank. Management believes that this will not result in any
material losses. The movements in the provision for legal proceedings are disclosed in Note 5.
Taxation. Business legislation in Russia continues to change rapidly. Management's interpretation of
such legislation as applied to the activity of the Bank may be challenged by the relevant regional and
federal authorities. Recent events suggest that the tax authorities are taking a more assertive position
in their interpretation of the tax legislation. As a result, the existing tax calculation methods may be
challenged by future tax audits. Tax audits may generally cover three years preceding the reporting
year. Under certain circumstances, reviews may cover longer periods. Based on their interpretation of
the tax legislation, management of the Bank believes that all of the applicable taxes have been
assessed. However, tax authorities may take a different position on the interpretation of the effective
tax legislation, which may have a significant impact on financial statements.
Operating environment. Emerging markets including Russia are exposed to economic, political,
social, legal and legislative risks which differ from those inherent to more developed markets. The laws
and regulations affecting businesses in Russia may change frequently and are subject to arbitrary
interpretations. The future economic direction of the Russia is heavily influenced by the economic, fiscal
and monetary policies adopted by the government, together with developments in the legal,
regulatory, and political environment. Given that Russia produces and exports large volumes of oil and
gas, the Russian economy is particularly sensitive to the prices of oil and gas in the global market.
The Russian economy is still adversely affected by the ongoing political tensions in the region and the
international sanctions imposed by the United States and the European Union on a number of Russian
officials, businessmen and organizations. These events hampered access of Russian businesses to
international capital markets and resulted in an increased inflation, economic recession and other
negative economic consequences. The impact of future economic developments on the Bank’s
performance and financial position is difficult to estimate at present.
Russian consumers and corporations continue to face increasing economic difficulties, which elevates
the risk of default in the retail and commercial banking sectors. This operating environment has a
significant impact on the Bank’s future operations and financial position. Management is taking all the
necessary measures to ensure the continuity of the Bank's business. However, it is difficult to predict
the consequences of the current economic situation, and therefore current expectations and
management estimates may differ materially from actual results.
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13. Related parties transactions
Details of transactions between the Bank and its related parties are disclosed below:
30 June 2018
(unaudited)

Related party
transactions
Cash and cash equivalents
- shareholders
- entities and banks controlled by
shareholders

Financial assets at fair value through
profit or loss
- shareholders

Due from banks and other financial
institutions
- shareholders

Loans to customers
- key management personnel of the Bank
- entities controlled by shareholders

5 386
5 382

Total
category
as per
the financial
statement
caption
4 558 777

4

31 December 2017

Related party
transactions
7 326
7 303

Total
category
as per
the financial
statement
caption
5 997 287

23

1 724 511
1 724 511

2 736 725

2 219 572
2 219 572

3 125 066

17 515 577
17 515 577

26 729 949

16 658 194
16 658 194

23 115 081

5 538 364
4 571
5 533 793

74 489 500

4 495 871
4 896
4 490 975

73 834 826
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13. Related party transactions (continued)
30 June 2018
(unaudited)

Related party
transactions
Other assets
- shareholders
- key management personnel of the Bank
- entities and banks controlled by
shareholders

Due to banks
- shareholders
- entities and banks controlled by
shareholders

Financial liabilities at fair value
through profit or loss
- shareholders

92 842
7 930
191

Total
category
as per
the financial
statement
caption
1 898 159

84 721

184 719
11 130

31 December 2017

Related party
transactions
21 787
506
228

Total
category
as per
the financial
statement
caption
2 454 015

21 053

3 365 420

173 589

599 925
442 792

1 576 569

157 133

1 762 204
1 762 204

1 780 358

1 750 823
1 750 823

1 757 774

Customer accounts
- shareholders
- key management personnel of the Bank
- entities and banks controlled by
shareholders

1 227 549
366 506
144 519

83 465 382

2 071 649
347 742
134 597

86 680 736

Other liabilities
- shareholders
- key management personnel of the Bank

159 577
551
159 026

4 717 296

162 505
2 700
159 805

2 845 041

5 314 765

5 314 765

5 125 891

5 125 891

Subordinated debt
- entities and banks controlled by
shareholders

716 524

5 314 765

1 589 310

5 125 891

In 2015, the Parent Bank established a microfinance organization in Russia named LLC “OTP Finance”
(hereinafter – MFO). MFO issues loans at the Bank’s retail outlets and offices. As at 30 June 2018, the
Bank’s loans to MFO totaled RUB 5 533 793 thousand (31 December 2017: 4 490 975 thousand). As at
30 June 2018, loans to MFO were not secured by guarantees of the Parent Bank (31 December 2017:
loans totaling RUB 1 467 666 thousand were fully secured by guarantees of the Parent Bank).
As at 30 June 2018 and 31 December 2017, no loss allowances were created for loans to related
parties.
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13. Related party transactions (continued)
The Bank’s statement of profit or loss and other comprehensive income for the 6 months ended
30 June 2018 and 2017, included the following amounts recorded as transactions with related parties:
6 months ended 30 June 2018
(unaudited)
Total
category
as per
the financial
Related party
statement
transactions
caption
Interest income
- shareholders
- key management personnel of the Bank
- entities and banks controlled by
shareholders

887 183
643 448
289

Interest expense
- shareholders
- key management personnel of the Bank
- entities and banks controlled by
shareholders

(256 269)
(3 983)
(1 848)

Net gain on financial assets and
liabilities at fair value through profit
or loss
- shareholders

Net gain/(loss) on foreign exchange
operations
- shareholders
- key management personnel of the Bank
- entities and banks controlled by
shareholders

Fee and commission income
- shareholders
- key management personnel of the Bank
- entities and banks controlled by
shareholders
- other related parties

9 444 728

243 446

(320 019)
(126 510)
(6 536)

(2 130 393)

575 745

9 767 020

(273 481)
(1 342)
(2 689)

(2 137 270)

(269 450)

246 017

92 817

(186 973)

576 109
286
78

789 942
601 234
1
188 707

(250 438)

241 937
241 937

6 months ended 30 June 2017
(unaudited)
Total
category
as per
the financial
Related party
statement
transactions
caption

122 755
122 755

330 388

(434 608)
(429 111)
(556)

167 735

(4 941)

3 789 859

350 133
1 908
117

3 240 832

348 108

36

JSC OTP Bank
Notes to the Interim Condensed Financial Statements
for the 6 Months Ended 30 June 2018 (unaudited) (continued)
(in thousands of Russian rubles, unless otherwise indicated)

13. Related party transactions (continued)
6 months ended 30 June 2018
(unaudited)
Total
category
as per
the financial
Related party
statement
transactions
caption
Fee and commission expense
- shareholders
- entities and banks controlled by
shareholders

(3 238)
(3 237)

Other income
- shareholders
- entities and banks controlled by
shareholders

1 241
38

Operating expense excluding staff
costs and social taxes
- shareholders
- entities and banks controlled by
shareholders

(664 968)

(1)

(53 090)

(1 413)
(1 412)

(609 653)

(1)

19 501

1 203

(55 250)
(2 160)

6 months ended 30 June 2017
(unaudited)
Total
category
as per
the financial
Related party
statement
transactions
caption

1 207
34

14 651

1 173

(2 766 872)

(62 303)
(7 693)

(2 481 209)

(54 610)

Compensation of the key management personnel for the 6 months ended 30 June 2018 totaled RUB
179 926 thousand (6 months ended 30 June 2017: RUB 182 100 thousand).

14. Fair value of financial instruments
IFRS 13 defines fair value as the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date.
Some of the Bank’s financial instruments are carried at fair value measured at the end of each
reporting period. The carrying value of other financial assets and liabilities approximates their fair
value.
The Bank determines the fair values of its financial assets and financial liabilities using the following fair
value hierarchy categorizing the inputs used in valuation into three levels based on their priority:


Level 1: (unadjusted) quoted prices in active markets for identical instruments.



Level 2: inputs other than quotes market prices included within Level 1 that are observable for the
instrument either directly (i.e. as prices) or indirectly (i.e. derived from prices). This category
includes instruments valued using: quoted prices for similar assets or liabilities in active markets;
quoted prices for identical or similar assets or liabilities in markets that are not active; inputs that
are derived principally from or corroborated by observable market data by correlation or other
means.



Level 3: unobservable inputs for the asset or liability. This category includes all instruments where
the valuation technique includes inputs not based on observable data and the unobservable inputs
have a significant effect on the instrument’s valuation. This category includes instruments that are
valued based on quoted prices for similar instruments where significant unobservable adjustments
or assumptions are required to reflect differences between the instruments.
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14. Fair value of financial instruments (continued)
The table below analyzes financial instruments that are measured at fair value as at 30 June 2018,
grouped into Levels 1 to 3 of the fair value hierarchy (unaudited):

Financial assets
Financial assets at fair value through
profit or loss
Financial assets at fair value through
other comprehensive income

Financial liabilities
Financial liabilities at fair value through
profit or loss

Level 1

Level 2

Level 3

Fair value

Carrying
value

-

2 736 725

-

2 736 725

2 736 725

10 085 190

-

18 602

10 103 792

10 103 792

10 085 190

2 736 725

18 602

12 840 517

12 840 517

-

1 780 358

-

1 780 358

1 780 358

-

1 780 358

-

1 780 358

1 780 358

The table below analyzes financial instruments that are measured at fair value as at 31 December
2017, grouped into Levels 1 to 3 of the fair value hierarchy:

Financial assets
Financial assets at fair value through
profit or loss
Financial assets available for sale

Financial liabilities
Financial liabilities at fair value through
profit or loss

Level 1

Level 2

Level 3

Fair value

Carrying
value

36 864
9 994 075

3 088 202
-

-

3 125 066
9 994 075

3 125 066
9 994 075

10 030 939

3 088 202

-

13 119 141

13 119 141

-

1 757 774

-

1 757 774

1 757 774

-

1 757 774

-

1 757 774

1 757 774
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14. Fair value of financial instruments (continued)
The table below analyzes financial instruments that are not measured at fair value as at 30 June 2018,
grouped into Levels 1 to 3 of the fair value hierarchy (unaudited):

Financial assets
Due from banks and other financial
institutions
Loans to customers
Other financial assets

Financial liabilities
Due to banks
Customer accounts
Debt securities issued
Other financial liabilities
Subordinated debt

Level 1

Level 2

Level 3

Fair value

Carrying
value

-

26 729 949
-

74 438 827
709 965

26 729 949
74 438 827
709 965

26 729 949
74 489 500
709 965

-

26 729 949

75 148 792

101 878 741

101 929 414

-

3 365 420
5 314 765

83 083 718
84 909
2 453 649
-

3 365 420
83 083 718
84 909
2 453 649
5 314 765

3 365 420
83 465 382
84 909
2 453 649
5 314 765

-

8 680 185

85 622 276

94 302 461

94 684 125

The table below analyzes financial instruments that are not measured at fair value as at 31 December
2017, grouped into Levels 1 to 3 of the fair value hierarchy:

Financial assets
Due from banks and other financial
institutions
Loans to customers
Financial assets available for sale
Other financial assets

Financial liabilities
Due to banks
Customer accounts
Debt securities issued
Other financial liabilities
Subordinated debt

Level 1

Level 2

Level 3

Fair value

Carrying
value

-

23 115 081
-

75 264 258
13 221
1 103 480

23 115 081
75 264 258
13 221
1 103 480

23 115 081
73 834 826
13 221
1 103 480

23 115 081

76 380 959

99 496 040

98 066 608

-

1 576 569
5 125 891

86 530 002
80 338
1 146 466
-

1 576 569
86 530 002
80 338
1 146 466
5 125 891

1 576 569
86 680 736
80 338
1 146 466
5 125 891

-

6 702 460

87 756 806

94 459 266

94 610 000

No financial instruments were transferred between Levels 1 and 2 during the 6 month periods ended
30 June 2018 and 30 June 2017.

39

JSC OTP Bank
Notes to the Interim Condensed Financial Statements
for the 6 Months Ended 30 June 2018 (unaudited) (continued)
(in thousands of Russian rubles, unless otherwise indicated)

14. Fair value of financial instruments (continued)
The following table provides information about how the Bank determines the fair values of the above
financial assets and financial liabilities, namely the valuation technique(s) and the inputs used.
Financial assets/ financial liabilities

Valuation technique

Key inputs

Quoted prices in an active
market.

Quoted bid prices
Carrying amount of
financial assets

Derivative financial assets and financial liabilities

Discounted cash flows.

Contractual cash flows,
money market borrowing
curves

Loans to customers. Customer accounts

Discounted cash flows.

Estimated cash flows,
discount rates.

Financial assets at fair value through profit or loss and
financial assets available for sale – quoted securities

Management believes that the carrying value of all other financial assets and financial liabilities
presented in these financial statements approximates their fair value as at 30 June 2018 and
31 December 2017.
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