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Comfortable Bank.

FIRST UKRAINIAN INTERNATIONAL BANK (FUIB, THE BANK) WAS FOUNDED BY THE
DECISION OF THE GENERAL SHAREHOLDERS" MEETING ON NOVEMBER 20, 1991. ON DE-
CEMBER 23, 1991, THE BANK WAS REGISTERED WITH THE NATIONAL BANK OF UKRAINE
(NBU) AND STARTED PERFORMING BANKING OPERATIONS IN APRIL 1992.

General Information
on the Bank T

<+« FUIB is incorporated as a close joint-stock company. As at
the end of 2008, the Bank shareholders were: “SCM Finance” -
89.87 %, USH Ukrainian Steel Holdings Ltd (Cyprus) — 10 %, and
individual shareholders — 0.13 %. “SCM Finance” Ltd and USH
Ukrainian Steel Holdings Ltd (Cyprus) are managed by “System
Capital Management” (SCM).

«++ The Bank is registered in Donetsk. The Head Office functions
are performed by the respective offices located in Donetsk and
Kyiv. As at the end of 2008, the Bank network comprised 11
branches located in Dnipropetrovsk, Donetsk, Zaporizhya, Kyiv,
Lugansk, Lviv, Mariupol, Mykolayiv, Odessa, Sevastopol, and
Kharkiv. The number of the FUIB sub-branches is 130. The Bank
clients can obtain the necessary information not only at the Bank
sales points, but by means of ATMs, POS-terminals, “Client-Bank”
system, Internet-Banking, and GSM-Banking as well.

«++ FUIB renders a wide range of banking services to both corpo-
rate and individual clients. As at the end of 2008, the number of
the Bank active corporate clients was 2 926, the number of its
individual clients was 566 761. FUIB has nostro accounts with
35 banks; 65 banking institutions keep their loro accounts with
FUIB. As at the end of 2008, FUIB ranked the 13th among the
Ukrainian banks in terms of its assets. The Bank staff comprised
3271 employees.

«++ FUIB is one of the leading operators of the Ukrainian foreign
exchange and interbank lending market, and debt securities mar-

ket. In 2008 the Bank participated in 5 placements of the issued
corporate bonds in the total amount of UAH 270 million.

+++ Since 1996 FUIB has been cooperating actively with the inter-
national financial institutions. In 2007 the Bank carried out the
debut Eurobond issue in the total amount of USD 275 million. The
bond issue was arranged by Standard Bank Plc and HSBC Bank
Plc.

++ FUIB was the first Ukrainian bank to implement the operat-
ing system recognised by the world banking community — Midas
software product developed by Misys IBS Ltd (UK). It has been
functioning at the Bank since1995. The foreign currency pay-
ments are performed via SWIFT. The hryvnia payments — via the
NBU Electronic Payments System. Since 2004 the FUIB Backup
Centre has been functioning.

e+« As at the end of 2008, FUIB issued about 580 thousand Visa
and MasterCard payment cards. In 2008 alongside with the is-
sue of the magnetic cards the Bank began issuing the “chip” pay-
ment cards. The FUIB Card Processing Centre set up on basis of
Arkansas Systems Inc. (USA) technology cooperates with other
Ukrainian banks in the sphere of the payment card acquiring. In
2006 the Bank launched new “Radius” brand having united the
FUIB ATM network with the ATMs of 36 partner banks.

+++ In 1992 FUIB became the first Ukrainian company to present
its annual financial reporting in accordance with the International
Accounting Standards (IAS) (since 2002 — International Financial
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Reporting Standards (IFRS)) and had it audited by the leading
international auditing companies. Hryvnia is the measurement
currency of the FUIB financial reporting made in accordance with
the IFRS requirements; the American dollar is the presentation
currency.

«++ Since 1998 FUIB has been rated by the international rating
agencies. The current Bank ratings confirmed by Fitch Ratings
in January 2009 are the following: Individual — D, Support - 5,
Short-term - B, Long—term — B, Outlook — negative. In Decem-
ber 2008 Moody's Investors Service agency assigned the follow-
ing ratings to the Bank: Financial Strength - E+, Local Currency
Deposit Rating - B2 /NP, Long-term National Scale Rating - Aa3.
ua, Long-term Foreign Currency Debt Rating - B1/NP, Foreign
Currency Deposit Rating - B1/NP. The outlook for the Deposit
Ratings in the Local and Foreign Currencies and the Long-term
Foreign Currency Debt Rating - “negative”. “Negative” outlook
was assigned to the rating of the Ukrainian banks due to the cur-
rent uncertainty on both the domestic and international capital
markets, decrease in the financing volumes, sharp hryvnia de-
valuation and slowdown in the economic growth.
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e+ FUIB is a member of the Association of Ukrainian Banks,
“"EMA" Ukrainian Interbank Payment Systems Member Associa-
tion, "Ukrainian Credit-Banking Union” Association, First Stock
Trading System, Ukrainian Interbank Currency Exchange, Inter-
regional Stock Union, The First Credit Bureau of Ukraine.
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Address of the Chairman
of the Supervisory Board 7

Dr. Horst Beck
Chairman
of the Supervisory Board
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THE YEAR 2008 WAS DIFFICULT AND CHALLENGING, GLOBALLY, FOR THE UKRAINE AND
FOR FIRST UKRAINIAN INTERNATIONAL BANK. DURING THE FOURTH QUARTER OF 2008
THE UKRAINE STARTED TO FULLY FEEL THE NEGATIVE AFFECTS OF THE GLOBAL FINANCIAL
AND ECONOMIC CRISIS. AS A DEVELOPING COUNTRY DEPENDING HEAVILY ON INTERNA-
TIONAL TRADE THE UKRAINE WAS HIT HARD. THE INDUSTRIAL PRODUCTION CONTRACT-
ED IN 2008, MANY JOBS WERE LOST AND ECONOMIC OUTLOOK AND PERFORMANCE OF
MANY OF THE UKRAINIAN COMPANIES DETERIORATED.

As a result the local currency depreciated and the Ukraine’s in-
ternational credit standing was substantially affected. The situa-
tion now is characterized by foreign exchange market instability,
deteriorating investment climate but most importantly the col-
lapse of confidence in all areas. All financial market participants in
Ukraine, including FUIB, are hurt by these factors.

Against this background First Ukrainian International Bank
showed a strong performance in 2008 and kept its status as one
of the most stable banks in the Ukraine. Our corporate business
assets have grown by 10,1% to USD 1.447bn by the end of
2008. Not considering the devaluation of the Hryvnia UAH the
growth would have been close to 28%. Our retail business assets
have grown in by 44,6% (58,6% respectively) to USD 582min.
Although there were significant challenges, FUIB took advantage
of opportunities and continues to strengthen its position in the fi-
nancial industry in the Ukraine through further market expansion,
a well executed strategy and the build up of a strong professinal
leadership team.

Building on its successful strategy FUIB started a few new projects
to better understand our customers and to even further improve
and tailor our product offerings to their needs. As a result of these
projects the bank will better understand our customers profitabil-
ity, which will allow the bank to improve its strategy and tailor its
pricing policy in the future. Overall FUIB further improved its cli-
ent orientation, introduced more products and extended its reach
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through further investment into the branch network. We are
closer to our goal to be a real nation-wide bank. The number of
points of sales have increased by 21% in 2008. FUIB now offers
its banking services in 141 branches and sub-branches across the
country. With the exception of Zakarpatye, we are now present in
all regions of the Ukraine.

Although international markets have been difficult to access and
receiving international funding was limited, FUIB was able to raise
foreign funds. Using different instruments and tapping into new
regional markets in the Middle East and Asia allowed FUIB to
raise more than USD 200mln in additional international funding
in 2008. International investors continue to have confidence in
FUIB and its ability to weather the present financial crisis.

The Bank’s strong domestic and international standing has been
supported by the continuous commitment and support of its
shareholders and our strong risk management systems. In 2008
alone the shareholders increased the authorized capital of the
bank by more than UAH 1bn. By end of 2008 the total equity of
the bank amounted to UAH 2,62 1bIn. Our strong risk manage-
ment systems allowed us to expand reach and customer volume
while keeping the overall risk at acceptable levels and keep the
quality of our customer credit portfolio.

In 2008 we completed our search for a highly professional lead-
ership team at the top. Rafal Juszczak was appointed Chairman
of the Management Board. Dmitriy Yurgens, Sergey Chernenko
and Robert Dzialak have become Management Board members.
Together with Alexandra Voropaeva and Gennadiy Molodchinny
the bank now has a strong, highly professional team, which has
the full trust and support of the supervisory board and is highly
regarded and respected by employees and customers of FUIB. |
am confident that this team will lead the bank through these diffi-
cult times and provide leadership and ideas for a successful future
of the Bank.

First
Ukrainian
International
Bank

We presently are experiencing one of the worst economic con-
ditions in years. The Bank has been successful in sustaining its
strong market position. None of this would have been possible
without the strong support, commitment and hard work of all its
employees. | would like to take the opportunity to thank all our
employees for their commitment, work and extra effort and time
they spend to support the success of FUIB. If we continue to work
hard and continue to believe in the future of the bank, we will be
able to get through these difficult times.

Last not least, | would like to thank all our customers and inves-
tors for continuing to do business with FUIB and for choosing our
bank as their financial partner. FUIB will continue to provide ex-
cellent financial services and is standing by its customers in these
difficult times.

Unfortunately conditions will continue to be difficult for some
time ahead. However | am very confident that FUIB will be able
to manage the challenges, sustain its strong market position and
eventually will evolve as an even stronger bank in the Ukraine.

Dr. Horst Beck
Chairman of the Supervisory Board

%ﬁf /A
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FUIB Supervisory Board
and Management Board 7

*as of 01.04.08
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FUIB SUPERVISORY BOARD

Dr. Horst Beck
Chairman of the Supervisory Board

Oleg Popov
Member of the Supervisory Board

Ilya Arkhypov
Member of the Supervisory Board

Serhiy Kurilko
Member of the Supervisory Board

FUIB MANAGEMENT BOARD

Rafal Marcin Juszczak
Chairman of the Management Board

Oleksandra Voropaieva
Deputy Chairman of the Management Board

Gennadii Molodchinnyi
Deputy Chairman of the Management Board

Robert Andrzej Dzialak
Deputy Chairman of the Management Board

Serhiy Chernenko
Deputy Chairman of the Management Board

Dmytro Yurgens
Deputy Chairman of the Management Board
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Report of Management Board

GDP DYNAMICS IN UKRAINE

BUSINESS ENVIRONMENT

2004 2005 2006 2007 2008
In 2008 the Ukrainian economy and the financial market experi- GDP, UAH bln 345 442 544 713 951
enced the significant impact of the global financial and economic
Crisis. % growth 12,1% 2,7 % 7.3 % 7,6 % 2,1%
The production output decreased by 3.1%, while in 2007 this in-
dicator showed the 10.2% growth. = % growth “ GDP, UAH bln.
Within the year, the real GDP growth pace reduced by 5.5% up
t02.1%.

900

The inflationary processes sped up: consumer price index (infla- %
tion index) increased to 122.3% versus 116.6% in 2007. 800 16
Decrease of the funding volumes due to significant outflow of 700 14
the clients’ funds and restricted access to the international capi-
tal markets became the main problem of the Ukrainian banking 600 12
system. 500 10
The fourth quarter of 2008 turned out to be the toughest time for 200 .
the banking system as rapid devaluation of the national currency
and growing distrust of the population in the banks resulted in 300 6
the mass outflow of funds from the individual deposit accounts.
As a result, the banking system experienced the extreme liquid- 200 4
ity deficit, deterioration of the assets quality and threat of bank-
ruptcy of some Ukrainian banks. 100 ?
Due to the hryvnia devaluation versus the American dollar and the 0 . : 0
euro the individuals' capacity of repaying their debts to the banks, 2004 2005 2006 2007 2008
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especially the foreign currency loans, decreased, which led to the INDUSTRIAL PRODUCTION GROWTH

growth of the non-performing loans.

The required liquidity level of the banking sector was achieved by
means of the considerable injections to the authorised capital and 2004 2005 2006 2007 2008
attraction of the external borrowings from the international bor-

rowings markets. However, the external resource market actually Lﬂdus”ia' pro‘i;,’dio” Qrcc’j""th to 5o . o 0% 1
closed due to the international financial crisis. € corresponding pero 2% A £ £ 2
of previous year, %

Irrespective of the crisis events, the slowdown in the banking sys-
tem growth remained actually unnoticed due to revaluation of the
foreign currency loans and deposits because of higher exchange
rates of the foreign currencies:

e THE BANKING ASSETS INCREASEDBY55% . ......... (in 2007 - by 76 %): %

- loans issued to legal entities increased by 70% . . ... .. (63 %) 15,0
- loans issued to individualsby 76 % . . ............. (98 %)

e THE BANKING LIABILITIES INCREASEDBY52% . . ... ... (in 2007 - by 78 %): e
- individual deposits increasedby31% . ............ (54 %) 10,0
- corporatedepositsby23% . .. ................. (49 %). .

In general , the remaining fundamental problems, production
recession, the foreign exchange market instability, and the in-
vestment climate deterioration resulted in worsening the assets
quality and higher costs for formation of the loan impairment
provisions, which, in its turn, had a negative impact on the banks
profitability . g

-2,5

-5,0
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INFLATION DYNAMICS NET BANKING ASSETS
2004 2005 2006 2007 2008 2004 2005 2006 2007 2008
Inflation Dynamics 12,3 % 10,3 % 11,6 % 16,6 % 22,3 % Net banking assets, UAH bln 134 214 340 599 926
Growth rate of net assets 34 % 59 % 59 % 76 % 54 %
= it Rl nerbenkingassers
% UAH bln.
25 1000
900
20
800
05 700
600
10 500
400
. A
2004 2005 2006 2007 2008 300
200
100
0

2004 2005 2006 2007 2008
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PERFORMANCE RESULTS

In 2008, the Bank branch network increased by 24 sales points,
at the year-end comprising 11 branches and 130 sub-branches
covering all 24 regions of Ukraine. In October 2008, the Bank
Odessa Branch was relocated to the newly constructed premises.

In spite of the unfavourable conditions for the banking busi-
ness development, including the national currency devaluation
and lower level of the population trust in the banks, in 2008
the FUIB assets increased by 3.4% from USD 2 241.2 million
up to USD 2 317.8 million (+35% during the first nine months
of 2008).

Under the conditions of the restricted access to the internation-
al capital markets and tension on the clients’ deposit market at
the year-end, FUIB, like the majority of the Ukrainian banks,
concentrated its efforts on the liquidity maintenance.

In 2008, the clients’ funds with FUIB increased from USD 832.2
million up to USD 863.5 million. As a result of the hryvnia de-
valuation, the corporate balances with FUIB decreased from
USD 420.5 million up to USD 404.4 million. The individual bal-
ances with the Bank increased from USD 411.7 million up to
USD 459.0 million.

In spite of the restricted access to the international borrowings
market, in 2008 FUIB managed to increase the international
borrowings volume from USD 757.6 million up to USD 768.9
million.

To maintain the balance-sheet liquidity, in December 2008,
the Bank attracted funds from the NBU. As of 31.12.2008, the
Bank debt to the NBU made up USD 66.8 million.

Due to implementation of the efficient liquidity management
policy, the Bank complied with all economic regulations set by
the National Bank of Ukraine, requirements to the obligatory

11
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provision with the NBU, and other normative requirements set
by the banking control and supervision bodies.

Implementing the Bank development strategy, at the beginning
of 2008 the Bank shareholders invested UAH 1 010 million in
FUIB by means of the authorised capital increase. Thus, in spite
of the negative impact of the national currency devaluation, at
the 2008 year-end, the Bank capital adequacy ratio, calculated
in accordance with the recommendations of the Basel Commit-
tee on Banking Supervision, amounted to 21.37%, the norm
being 15%; the Bank regulatory capital adequacy ratio (H2),
calculated according to the NBU methodology, amounted to
14.66%, the norm being not less than 10%.

The actions taken with the view to increasing the lending vol-
umes in the first half of 2008 resulted in the USD 133.2 mil-
lion growth of the corporate loan portfolio up to USD 1 447.2
million; the individual loan portfolio increased by USD 179.5
million, amounting to USD 582.3 million.

Under the conditions of the growing risks of the securities op-
erations, the Bank stopped using this financial instrument as
a measure of the liquidity management, which resulted in the
USD 83.7 million decrease of the volume of the securities for
sale to USD 39.0 million.

Worsening of the economic environment in the second half of
2008 and the national currency devaluation resulted in the de-
terioration of the assets quality, which had a significant impact
on the Bank 2008 financial result.

The Bank 2008 operating income after provisioning amounted
to USD 85.2 million, which is USD 5.0 million below the 2007
level. It is worth mentioning, that the Bank managed to gener-
ate a higher income on all the operating income items.

In the reporting year, as compared to 2007, the volume of the
Bank active operations increased resulting in the USD 64.2 mil-
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lion growth of the net interest income before provisioning up to
USD 136.1 million.

The growth of the volumes of the documentary operations and
card products sales made the biggest contribution to the in-
crease of the net fee and commission income from USD 27.1
million in 2007 up to USD 32.1 million in 2008.

Nevertheless, the significant expenses for provision for loan im-
pairment, credit commitments, and securities (USD 116.3 mil-
lion in the reporting year, as compared to USD 16.2 million in
2007) resulted in the operating income decrease.

FUIB KEY PERFORMANCE INDICATORS

FUIB Key Performance Indicators

KPIs

First
Ukrainian
International
Bank

In 2008, the operating expensed amounted to USD 77.7 mil-
lion, which USD 25.7 million higher than the 2007 level. The
operating expenses increased due to, first of all, significant
growth of the number of the Bank sales points within the pre-
ceding two years, and the respective increase of the Bank per-
sonnel, growth of prices and fees.

Thus, the 2008 Bank profit before taxation decreased by USD
30.7 million, as compared to its 2007 level, amounting to USD
7.5 million. Breaking-up of the deferred tax liability by decreas-
ing the time differences increased the Bank 2008 net profit up
to USD 15.3 million.

2008 2007

Balance Sheet

Net assets

Due from other banks
Securities

Loans to clients
Liabilities

Due to the NBU

Due to other banks
Corporate deposits
Individual deposits
Other borrowed funds
Equity capital
Statement of Income

Net interest income

12

2,317,815 2,241,217
113,573 112,376
33,542 122,791
1,902,146 1,675,942
1,866,655 1,758,497

66,805

62,570 71,566
404,443 420,453
459,031 411,739
768,920 757,602
451,160 482,720
136,135 71,982
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KPlIs 2008 2007
Allowance for loan impairment -103,213 -14,824
Net fee and commission income 32,134 27,115
Income from trade and other income 20,150 5,971
Operating income 85,206 90,244
Operating expenses -77,713 -52,041
Profit before income tax expense 7.493 38,203
Income tax expense 7,769 -10,163
Net income 15,262 28,040
Capital Adequacy (according to the requirements of the Basel Committee on Banking Supervision)
Risk weighted assets and off-balance-sheet liabilities and market risk 2,172,787 2,369,998
Tier 1 capital and Tier 2 capital 464,390 504,035
Tier 1 capital and Tier 2 capital / Risk weighted assets and off-balance-sheet liabilities and market risk 21.37% 21.27%
Liquidity
Assets, up to 1 month / Liabilities , up to 1 month 0.76 0.92
Assets, up to three months / Liabilities, up to 3 months 0.74 0.96
Income / Expenses Ratio
Operating expenses / Oprating income (before allowance for loan impairment) 41% 50%
Net Interest Spread
Profitability of productive assets: Interest income/ Interest-generating average assets for the year 11.5% 10.8%
Cost of interest-bearng liabilities: Interest expenses/ Interest-bearing average liabilities for the year 7.7% 6.9%
Net interest spread 3.8% 3.8%
Profitability
Profitability of assets: Net income / Assets as at the year-end 0.7% 1.3%
Profitability of equity capital: Net income / Equity capital as at the year-end 3.4% 5.8%
Credit Risk
Allowance for loan impairment/ Total loans to clients (at the year-end) 6.3% 2.4%
Non-performing loans / Total loans to clients 5.2% 0.8%
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CORPORATE BANKING

In 2007 the Bank’s activity was characterised by the aggressive
growth of the performance indicators, that is why in 2008 main-
tenance of the growth trends and strengthening of the positions
taken up by the Bank in the previous year were the main task for
the FUIB Corporate Business.

Last year, FUIB commenced active cooperation with a number
of the leading Ukrainian enterprises including “Snack Export” Ltd
(“"Kozatska Rozvaga” TM, “Flint" TM, “Macho” TM, “Morski” TM,
etc.), “Kerchenskiy Strilochnyi Zavod”, CJSC "Avlita” stevedoring
company, OJSC “Morskoi Industrialnyi Complex”, “YuM “Proliv"
Ltd, JSC“NORD", CJSC “Donetskiy Metallurgiynyi Zavod”, “DZCM
"Astor” Ltd, OJSC "Druzhkivskyi Zavod Metalevyh Vyrobiv”, “JV
“Ukrainskaya Vostochnaya Rybnaya Kompania” Ltd, "TERA”
Group, “Dresdner Fensterbau” Group, CJSC “Pologivskiy Oliy-
noextractsiynyi Zavod”, “Klion"Ltd, “TKS" Group, CJSC “lvano-
dolynskiy Spetskarier”, “Kovelsilmash”Ltd, “Favorit” Retail Chain
Ltd.

Irrespective of the tough macroeconomic situation and impact
of the global financial crisis, in 2008 FUIB managed not only to
maintain its positions on the corporate banking market, but also
to improve considerably a significant number of its performance
indicators.

Thus, in 2008 the number of the Bank’s corporate clients showed
a positive dynamics: the corporate clients’ base increased by 3
467 enterprises (including large corporate clients (LCC) — 139,
middle corporate clients (MCC) — 424, Small to Medium Enter-
prises (SME) — 2 904). Within the same period the number of
new clients attracted by the Bank Corporate Business became
1.43 times as big as in 2007. Thus, as of January 31, 2008 the
number of the FUIB corporate clients amounted to 12 598.

In addition to increasing the clients base the Bank Corporate
Business activity in 2008 was characterised by the considerable

14
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growth of the generated income. Thus, the gross profit from ren-
dering services to corporate clients increased by USD 96.7 mil-
lion, or 75.3 %, and amounted to USD 225.2 million (in 2007
- USD 128.5 million).

DYNAMICS OF THE FUIB CORPORATE CLIENTS BASE STRUCTURE

. o— e
A
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In 2008 the Bank also implemented successfully a number of very
important projects in the area of documentary operations, includ-
ing some large-scale projects (e.qg., the limit of one of them was
USD 75 million). At present, the Bank trade finance portfolio, by
the way, the largest one in Ukraine, amounts to USD 300 million.
At the year beginning, the Bank attracted more than USD 140
million direct investments .

Since the first half of 2008 the Ukrainian securities market has
experienced the impact of the global financial crisis. Due to for-
eign investors outflow from the stock market it has undergone
significant changes. At the end of 2008 several technical defaults
occurred on the securities market. Nevertheless, the majority of
companies did manage to restructure their debts either by means
of the capital transfer to the loan or by reaching an agreement
with the holders on prolongation of the repayment period.

Notwithstanding the aforementioned, on the securities market
FUIB achieved significant results in three basic business lines:

- debt securitises issue: 5 issues of corporate bonds amounting to
UAH 270 million were arranged. The fee received by the Bank for
the issue arrangement and corporate bonds placement made up
UAH 1.43 million. The Bank also carried out the issue and place-
ment of its own bonds in the amount of UAH 300 million.

- commission operations: for acting as the securities paying agent
alongside with the commission operations performed on behalf
of the Bank clients — UAH 201.5 thousand.

- active operations with securities: as of January 31, 2008 the
Bank securities portfolio made up UAH 437 million. The trad-
ing income for 2008 was UAH 2.3 million, the interest income
generated from the securities operations amounted to UAH 96.8
million.

By the results of the tradings on the First Stock Trade System
(FSTS) during 2008 the Bank occupied the leading positions as to

15
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the volume of the corporate bonds trade. FUIB was performing
actively the bills discounting operations as well. As of January 31,
2008 the portfolio of discounted bills amounted to UAH 265 mil-
lion. The interest income from the bills discounting operations in
2008 was UAH 40.6 million, the income from the bills avalisation
operations amounted to UAH 667 thousand.

The increase of the Bank share capital in the second quarter of
2008 enabled FUIB to increase the financing limits per one bor-
rower. As of January 31, 2008 the corporate loan portfolio
exceeded USD 1 400 million; without taking into account the
currency rate fluctuations the increase was more than USD 800
million, or 67.4 %.

DYNAMICS OF THE CORPORATE LOANS

01.01.08 01.01.09 01.01.08 01.01.09

National currency Foreign currency
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2007 saw active development of the Bank business in the SME
segment. That is why during the first half of 2008 the Bank con-
tinued implementing the programme of delegating the broader
lending authorities to the Bank branch level which was started in
2007. Within the framework of this programme due to the in-
crease of the branch limits and decrease of the credit application
consideration time, 277 standard credit products were launched
at the branch level to the total limit of USD 32.1 million. The ne-
cessity to strengthen the control over the credit risks due to the
market factors effect in the second half of 2008 forced the Bank
to call off the lending authorities delegated to the branches and
the SME lending process became completely centralised. Moreo-
ver, within the SME segment integration programme the Bank
launched a new “Refinancing Loan” credit product.

During the two previous years FUIB activity in the corporate bank-
ing sector was aimed at active loan portfolio growth. However,
2008 turned out to be the year of the global crisis and respec-
tive resources deficit on the international markets. So all Ukrain-
ian banks, FUIB being no exception, had to turn to the domestic
resources market. Thus the Bank had to modify the system of the
corporate products sale. Extension of the deposit products line
became one of the key priority issues aimed at the increase of
the resources base as well. That is why last year FUIB launched a
number of new services oriented at its corporate clients,: flexible
deposit, deposit allowing replenishment , “deposit + credit facil-
ity» combination, deposit with possible decrease of the deposit
amount”.

Thanks to the product diversification, the number of the corpo-
rate depositors increased from 239 to 425, which enabled the
Bank to take the 11th place among the Ukrainian banks in terms
of the corporate loan portfolio volume (as at 2008 year-begin-
ning, FUIB ranked only 22nd).

External causes and development trends of the Ukrainian banking
market necessitated amendmentsin the Bank internal structure;
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FUIB re-structured its corporate business line taking into account
the system of enhanced control over the loan portfolio quality.

Alongside with the improvement of the performance figures the
Bank paid great attention to the client service quality. First of
all, the Bank implemented the programme aimed at improving
the professional level of the operating service employees as it is
these specialists that the clients resort to for solving the majority
of the banking issues they are interested in.

With a view to taking a firm stand on new business—territories
and establishing partner relationships with its existing clients in
2008 FUIB held 11 master classes with the participation of 173
enterprises. As a result, 26 enterprises became the Bank clients.

RETAIL BANKING

Irrespective of deterioration of the operating environment on the
financial markets, FUIB has remained loyal to its private clients
and continued implementing its Comfortable Bank Strategy be-
coming closer to its individual clients.

In the previous year the Bank branch network increased by
22.6 % comprising 141 sales points as of January 2008. Moreo-
ver, with a view to providing its clients with comfort and conven-
ience FUIB installed 508 ATMs and united more than 2 250 ATMs
of its partner banks in the “Radius” ATM network and the ATMs
of JSCB “Ukrsotsbank” all over Ukraine. As of 31.12.2008, FUIB
installed 2 238 POS-terminals, which makes up 2.49 % of the
total number of POS-terminals installed throughout Ukraine.

The wide range of the high-quality banking services and client
service level, considerable banking experience and spotless repu-
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tation enabled the Bank to enlarge its clients base by 17.8% up to
566.7 thousand clients as of December 31, 2008.

In 2008 the Bank individual loan portfolio increased by 45% as
compared with the previous year amounting to USD 585 129
thousand. The Bank managed to achieve this result due to revi-
sion of the terms of the existing programmes and implementa-
tion of new “Car Loan — 7.77" innovative product. With a view
to boosting the product sales the marketing actions in the target
channels were taken. As a result more than 8 200 Bank clients
became the owners of new cars.

At the end of 2008, in the conditions of sharp foreign currency
exchange rates fluctuations the Bank launched the products ena-
bling its clients to decrease the repayment load on the existing
loans — “Refinancing of the Foreign Currency Loans to the Hryvnia
Ones”, “"Repayment Holidays”, "Interest Holidays”, and “Loan for
Purchase of the Property Pledged with FUIB".

Irrespective of the crisis events, the individual approach, mar-
keting innovations and expansion of the FUIB deposit products
range resulted in an increase of the balances of the individual
current and deposit accounts. In- 2008, the individual deposits
increased by 11.4% amounting to USD 458 707 thousand as at
the year-end. In the previous year the Bank extended consid-
erably the functions of the deposits, including “growing deposit
rates”, overdraft on security of the deposit rights, withdrawal of
the deposit amount in full without loss of the accrued interest.
FUIB also launched “Currency Cocktail”, i.e.a multicurrency de-
posit allowing the Bank’s clients to deposit their funds with the
Bank in three currencies, which minimises the currency risks and
maximises the income. There are innovative deposits “Super In-
creasing” and “Super Deposit” which are also attractive for the
Bank’s clients.

The improvement of the client service quality is one of the stra-
tegic tasks of the FUIB retail business. To ensure a high client
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service level and provide a permanent control over the service
quality in 2008 the Bank launched the “Client Service Manage-
ment” project. Within the framework of the project initial stage,
during November — December 2008, FUIB jointly with Branch-
marking carried out the mystery shopping research at the Bank
sales points. Upon summarising the research results, it is planned
to work out and implement the respective measures aimed at in-
creasing the customer service quality standards.

In 2008, the Bank paid a lot of attention to improvement of the
VIP-Client Service: the Bank ran the “Exclusive Partnership” de-
posit promotion action within the framework of which the clients
received the banking services packages and souvenirs for free. In
addition, “Partner Gold"” and “Partner Platinum” new deposit pro-
grammes were launched. Moreover, pursuing the aim of render-
ing a higher quality service FUIB set up special-purpose VIP-Client
Service sectors in its Kyiv and Donetsk branches

CARD PROCESSING CENTRE

Continuing the extension of the clients base for rendering card
processing services and acting as the guarantor bank to the banks
obtaining the member status of MasterCard Worldwide and Visa
International international payment systems, in 2008 the FUIB
Card Processing Centre started rendering acquiring services to
seven more Ukrainian banks: OJSC “AKTABABK”, OJSC “"MO-
TOR-BANK”, OJSC "ASTRA BANK", 0JSC “Zlatobank”, OJSC JSCB
“Lviv”, OJSC "FOLKSBANK" and OJSC “CB "Acordbank”.

At present the FUIB Card Processing Centre renders services to 38
partner banks. As at 2008 year-end FUIB, together with its part-
ner banks, issued more than 2 billion IPS MasterCard Worldwide
and Visa International payment cards and installed 1997 ATMs.
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Thus, the united ATM network of FUIB and its partner banks
(“Radius” network) and ATMs of JSCB “Ukrsotsbank” comprised
3077 ATMs. Within the same period the network of POS-termi-
nals of FUIB and its partner banks comprised 3006 terminals, the
number of the cash withdrawal POS-terminals was 1914.

In May 2008, to implement new and additional services aimed
at further rendering the required services to the payment card
holders the Bank upgraded successfully the ITM card processing
system software to PR 3.0. Due to the transfer of the systemto a
new authorization platform, in 2008 migration to authorization
platform IPS Mastercard World wide BankNet was performed to
provide further opportunity to process transactions via Master-
Card payment cards.

During 2008 the Bank continued the work on transfer of the ex-
isting terminal equipment connected to the Card Processing Cen-
tre to acceptance and acquiring of the IPS chip cards (Diebold IX
and WincorNixdorf ATMs, Hypercom T42xx POS-terminals).

To extend the model range of the equipment connected to the
FUIB Card Processing Centre and render new services to the part-
ner banks in the fourth quarter of 2008 the Bank implemented
and tested the cash acceptance service at the NCR ATMs with the
cash-in function that will enable the banks - clients of the FUIB
Card Processing Centre to organise the full-function self-service
areas using this equipment type.

FINANCIAL MARKETS OPERATIONS

FUIB operations on the financial markets are performed by the
Treasury Division and the International Borrowings Division.

The Treasury Division performs operations on the foreign ex-
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change and resource markets. The main responsibility of the Di-
vision is the day-to-day management of the FUIB consolidated
currency position and liquidity. With a view to generating the
trading income and fee income the Division performs the foreign
currency sale and purchase operations both for hryvnia and with-
out its participation on the Ukrainian and international currency
markets both on behalf of the Bank clients and at the Bank’s own
expense. In 2008 FUIB started developing and implementing new
treasury operation products to meet the Bank clients’ needs. It is
worth mentioning that in the previous year the performance of
the Treasury Division was successful even under the conditions of
considerable instability of the national currency exchange rate, its
fluctuations resembling some swing: hryvnia strengthening un-
til the autumn end was followed by its sharp devaluation at the
year-end.

The Bank funds attraction and placement operations on the capi-
tal market are performed with a view to generating the interest
income from placement of both foreign and national currency
funds, performance of the arbitrage operations and complying
with the NBU provisioning norms. In 2008, as during the preced-
ing periods, the unsecured lending for the interval ranging from
“overnight” up to “one week” and “swap” operations, their term
ranging “from one to three months” remained the main market
instruments.

Speaking about the International Borrowing Division it is worth
mentioning that the volume of the funds attracted by this Bank
unit did not undergo significant changes as compared to that as
at 2007 year-end (USD 533 million) amounting to USD 532 mil-
lion. In 2008 the syndicated loans amounting to USD 204 million
were one of the main sources of the international borrowings. In
June 2008 the Bank arranged the syndicated loan in the amount
of USD 50 million, the majority of the investors being the banks
located in the countries of the Middle East and Asia. The lending
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rate was LIBOR 1.85% p.a. This loan enabled the Bank to diver-
sify the base of its investors and made the Bank name more rec-
ognisable on new financial markets. The loan was organised by
VTB Bank Europe Plc, GarantiBank International, and ING Bank
NV. Irrespective of the fact that arrangement of the loan with this
base of investors was the debut for the Bank and one of the first
ones among the Ukrainian banks on the whole, a high level of
trust in FUIB on the part of the international financial institutions
enabled the Bank to increase the ultimate loan amount by USD 20
million within the syndication process as compared to the prelimi-
nary planned one.

The arrangement of the syndicated loanin the amount of USD 154
million in August 2008 became another important event for the
Bank. The loan term was 1 year, the rate was LIBOR 1.95% p.a.
This loan amount was the largest one for the whole Bank history.
As a result of the oversubscription on the part of the international
investors within the syndication period the loan amount exceeded
significantly the initially planned one — USD 100 million. The loan
was organised by Standard Bank Plc, Raiffeisen Zentralbank Os-
terreich AG, Landesbank Berlin AG, Bayerische Landesbank, and
UnicreditGroup. The bilateral loans play an important role in the
Bank funding as well. Thus, in May 2008, the Bank attracted USD
50 million from one of the largest global banks. It should be noted
that FUIB managed to attract such a significant amount due to the
long-term productive relationship with the leading global finan-
cial institutions.

Throughout its whole history FUIB has been maintaining close
cooperation with the international financial institutions. In 2008,
the Bank rolled over the credit facility in the amount of USD 18
million arranged with the Black Sea Trade and Development Bank
it has been cooperating with closely since 2004.

In addition to the funds attraction performed by the International
Borrowings Division on the international markets, the Documen-
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tary Operations Division also attracts the funds on behalf of the
Bank. Within the 12 months of the preceding year, the Division
attracted USD 140 million direct investments from the external
markets.

INFORMATION TECHNOLOGIES

FUIB implements the information platform on the basis of the
centralised integration principles as a thoroughly designed and
coherent ideology determining the further development of the
Bank IT-architecture for the years to come.

The Bank uses extensively the advanced technologies for the de-
velopment of IT-infrastructure with the application the Service
Oriented Architecture (SOI) on basis of the ESB (Enterprise Sys-
tem Bus) corporate data bus and other technologies. This solution
simplifies the integration of the new Automated Systems (AS)
into the Bank business processes, speeds up implementation of
new business processes and reconfiguration of the existing ones,
provides for the recurrent (non-excessive) use of the existing IT-
services in various business processes. Consolidation of the IT-re-
sources on basis of the cutting edge virtualisation technologies,
terminal servers, thin-clients designed by reputable IT leaders
VMW, Microsoft, and HP enables the Bank to decrease the costs
for the IT-infrastructure development and maintenance.

The centralised management (administration) of the informa-
tion infrastructure ensures better IT-service quality, manageabil-
ity and reliability of the AS functioning. Thanks to application of
Andromeda AS - the highly automated client service system — it
takes only several minutes to deposit the client’s funds with the
Bank. Thanks to the high level of integration of all Bank informa-
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tion systems all types of the client payments are processed in the
Bank corporate system within 15-20 minutes.

At present, First Ukrainian International Bank is implementing the
project on construction of the new Data Processing Centre (DPC)
on the basis of the advanced technologies, which will ensure a
higher failure-tolerance level of the Bank information system.

The Bank continues developing the powerful technological and
communication infrastructure. Applying the latest innovations,
including implementation of the unified logging in the informa-
tion systems at all the Bank structural units, and using the tech-
nique of the computations transfer to the terminal servers with
the application of the thin-clients FUIB achieves a higher level of
the administration centralisation without increase of the IT-em-
ployees number.

To provide the data security FUIB continues implementing the
advanced information technologies and procedures. Last year,
the majority of the FUIB ATMs were connected to the Bank an-
tivirus protection system, which enabled FUIB to decrease the
threats of the virus attacks on the AMTs to the controllable level
and improve the ATM reliability.

In connection with replacement of the corporate Internet proxy
server ISALongAnalyser new system of control over the Internet
traffic was developed, which made it possible to cut the esti-
mated information-security-related expenses and maintain the
high level of control over the use of the Internet resources.
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RISK MANAGEMENT

The risk management at FUIB is carried out by two separate struc-
tural units — Market and Operational Risk Management and the
Credit Risk Management.

Risk management at the Bank is a transparent, graded and for-
malised process involving all the respective Bank business units
and bodies — from the sales points to the Supervisory Board.

The market risks and liquidity risk are managed by the Bank As-
sets and Liabilities Committee (ALCO). The Committee meetings
are held weekly or monthly depending on the situation. The Com-
mittee meetings are devoted to consideration of the issues related
to management of the Bank liquidity, currency and interest risks,
approval of the deposit and lending rates, structure and volume
of the Bank assets and liabilities. The Bank applies the prospec-
tive estimation with the 9-month horizon and the scenario stress
testing of the liquidity position for the purpose of managing
the liquidity risks. The comprehensive analysis of the cash flows
enables the Bank to predict at the early stage the results of the
crisis events impact on the Bank liquidity and respond timely to
possible negative consequences. For interest risks management
the Bank applies the quantitative interest risk estimation system
by modelling the net interest income at risk. This lets the Bank
carry out the prospective estimation of the net interest income
changes due to the market interest rate.change. The Bank also
applies the quantitative capital duration estimation for the inter-
est risks management. The market risk management is based on
the quantitative estimation of the currency risk by the Value at
Risk methodology and scenario stress-testing. The materials for
the Assets and Liabilities Committee meetings are prepared by
the Market and Operational Risk Management.

For the operating risks management FUIB applies the system of
reporting and diagnostics of the key indicators of all types of op-
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erating risks, system of responding to the operating risks and
prevention of their occurrence in the future. These systems were
developed in compliance with the requirements of the Basel Com-
mittee on Banking Supervision and the NBU recommendations.
The Bankers Blanket Bond (BBB) agreement is another constitu-
ent of the operating risk management. The functions of the Mar-
ket and Operating Risk Management also include standardisation
and control over granting the rights of access to the internal infor-
mation resources, implementation of the insurance programmes,
and reengineering of the Bank business processes.

Thefinancial analysis is based on both universal approaches aimed
at the maximum business process acceleration (automated scor-
ing models, etc) and individual expert analysis (first of all, with
respect to large corporate clients, investment projects, etc.). The
financial analysis and the standardized scoring models are be-
ing improved and adapted permanently according to the exter-
nal economic environment situation and the Bank own defaults
base. To optimize the lending process the Bank attracted, on a
tender basis, the globally reputable “Experian CIS Limited” for
consulting on the development of efficient target retail business
process. On basis of the consulting results the Bank commenced
integration of the target business process model upgraded in ac-
cordance with the best world practice and made the decision on
purchasing the “Experian CIS Limited” software for automation
of the decision-making system and development of the analysis
and reporting instruments.

The Bank has a multi-level system of the existing loan portfolio
maintenance and monitoring covering both the work carried
out at the sales points and the analytical work of the Head Of-
fice experts. This system is supported by the clear and transpar-
ent reporting and control system. FUIB carries out comprehensive
analysis of the credit risks and improves the procedures of control
over the credit risks on a permanent basis.
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In 2008 the procedures of identification, detection and control
over the credit risk concentration were significantly improved.
These procedures enable the Bank to improve control over the
credit risk concentrations by various financial instruments, econ-
omy sectors, regions, credit currencies, concentrations per the
borrowers’ groups, and provide for strict control over the limits
of lending to the insiders.

In 2008 in the retail business segment the approach to control
over the authenticity of the data submitted by the clients under-
went a cardinal revision; the integrated systems of fraud preven-
tion were implemented: data verification, data validation, etc.

Since last year, the Bank has implemented the new standards of
assessment and formation of the loan impairment provisions that
to a greater extent comply with the requirements of the Inter-
national Financial Reporting Standards. The newly implemented
approach enabled the Bank to assess the quality of the Bank loan
portfolio more accurately and ensure the Bank strength by suffi-
cient coverage of the credit risks the Bank exposes itself to. Real-
izing the importance of high quality work with the pledged prop-
erty for the credit risk control in 2008 the Bank revised the system
of control over the pledged property; the procedure of coopera-
tion with the valuators, including requirements to the property
valuation report and performance of the expert assessment was
revised, the system and procedure of controlling and reviewing
the reports executed by the external experts at the decision-mak-
ing stages and portfolio monitoring underwent changes as well.

Due to the crisis events in the fourth quarter of 2008 the growth
of the share of the overdue debts in the loan portfolios of the
banks was observed. To overcome the consequences of the fi-
nancial crisis the Bank commenced implementation of a number
of programmes: approaches to granting new loans were revised,
stricter requirements to the borrowers' financial standing were
introduced, terms of the credit products were changed as well to
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ensure more secure and safer state of theBank, stricter require-
ments to the credit risk concentration were approved. The Bank
actively works at stabilisation of the clients who suffered from
the crisis events in the economy. And it should be noted that these
actions are taken on basis of the thorough analysis of the eco-
nomic and financial activity of the borrowers. The Bank aims at
improving the structure of the credit deals (submission of ad-
ditional collateral and guarantees, control over the cash flows,
etc.). The aforementioned actions alongside with the mechanism
of preventive revealing of potentially problem loans enable the
Bank to control the volumes and dynamics of the overdue debts.

HUMAN RESOURCES MANAGEMENT

[OThe Bank will be able to achieve its strategic goal only provided
its professional team works in a well coordinated way striving for
the Bank development.

At present, the FUIB personnel is, first of all, the team of the ef-
fective broad-minded managers possessing strategic vision of
the banking business; it is the team that is not afraid of changes
and is ready to develop itself together with the Bank.

Higher personnel efficiency is the most important constituent of
the FUIB competitive advantages.

The Bank experience in opening new sales points has revealed im-
portance of the thorough personnel recruitment as the FUIB staff
members must be highly-qualified and able to perform the set
tasks quickly and properly. In 2008 the human resources man-
agement procedures were further improved, a new approach to
the job applicants selection was implemented. Special attention is
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paid to general competency of the Bank employees: professional-
ism, ambition, and orientation at achieving the common goals.
The applicant’s’ skills are analysed to ensure that the applicant
suits the position they apply for and the Bank as a whole, its cor-
porate culture, that is why both the professional qualification and
skills, and personal characteristics are taken into account.

In order to to reveal and assess the required skills the unified
templates of the structured job interviews of the applicants for
the positions of specialists and middle management were im-
plemented. Compulsory professional and psychological testing is
performed both at the recruitment stage and upon completion of
the Adaptation Programme to assess the applicants’ suitability to
the Bank job requirements. In 2008 in the personnel training area
the focus was made on intensification of the in-house training
carried out by the corporate trainers for both the corporate and
individual business specialists in charge of the banking services
sale.

In the area of the middle management training the project aimed
at developing the managerial skills of the heads of the structural
units and managers of the sub-branches at all Bank branches was
implemented.

The remote training was further developed: the Bank launched
the “Payments” electronic training course intended for a wide
circle of the staff members. The Bank pays great attention to the
personnel retention. As a result of implementation of the complex
actions and irrespective of the growth of the personnel turnover
level on the Ukrainian labour market on the whole, the personnel
turnover at FUIB decreased by 20%, in the management category
its level for 2008 was the lowest for the three preceding years.

In the reporting year the HR Management continued elaborat-
ing the labour productivity measurement schemes; the respective
schemes were developed for the employees of the IT Division.
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To develop the personnel motivation system the “Best in Profes-
sion” competition was held at the Bank level, the nominations be-
ing “Best Credit Expert”, “Best Bank Cashier”, “The Most Dynamic
Sales Point”, etc.

In autumn 2008 the Bank organised the first “FUIB Cup” mini
football tournament with a view to making this competition the
Bank good tradition.

During the year a number of the team building events were held
at all the Bank branches, their main goal being the development
of the positive in-house relationships and mutual confidence be-
tween the staff members as well adaptation of the employees
who joined the Bank team recently, and strengthening of the
Bank team, its slogan being “Together We are the First”!

CORPORATE SOCIAL RESPONSIBILITY

First Ukrainian International Bank strives for complying with the
best standards in all spheres of its business activity including the
sphere of the business social responsibility that is one of the most
important aspects of the Bank development strategy, its integral
constituent since the Bank foundation.

Efficient corporate management and the system of values are
the grounds the FUIB business activity is based on. Attraction
and retention of the highly professional employees is one of the
key priorities of First Ukrainian International Bank in the social
responsibility sphere. FUIB invests in the personnel training and
development of the efficient labour conditions policy; develops
the human resources by implementation of the training programs
and courses aimed at improving the professional level of its em-
ployees.
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The Bank ensures the stable remuneration of its employees that
complies with the social requirements and guarantees the provi-
sion of the fringe benefits on behalf of the Bank management in
the form of the employees’ social package comprising the em-
ployees’ social protection, health protection, training and profes-
sional development, and corporate team building events.

For some years the students of a number of Ukrainian higher
education establishments have received practical training at the
Bank. FUIB is also active in the occupational guidance programs
participating in the “Career days" organised by higher educational
establishments and local authorities.

Support of the important national cultural and artistic projects as
well as help rendered to the medical institutions and educational
establishments is another important issue of the FUIB social cor-
porate responsibility policy.

For 15 years FUIB has been a partner of the “Stars of the World
Ballet” international festival organised by Vadim Pisarev, a famous
ballet dancer. With a view to contributing to development of the
Ukrainian culture under the auspices of FUIB the festival geog-
raphy was extended. In 2008 the performances held within the
“Stars of the World Ballet” programme turned out to be a stag-
gering success on the stages of Donetsk and Odessa.

Realising the importance of raising young talented ballet danc-
ers, for 15 years the Bank has been supporting permanently
Vadim Pisarev Choreographic School, the only choreographic art
educational establishment in the region. Under the auspices of
FUIB the school set up its branches in Donetsk region that are now
successfully functioning in Horlivka and Mariupol .

Since 1997 the Bank has been rendering help to “Nadezhda”
(Hope) Donetsk Children’s Oncohematological Centre. FUIB par-
ticipates in supplying the Centre with the equipment, upgrades
its technical base and software on a permanent basis, allocates
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funds for purchase of medicines, helps the medical personnel in
organising jolly events for their little patients. In 2008 the Bank
launched “Hope for Life” charity programme aimed at raising
funds for purchase of the special purpose blood cells separating
equipment. The participants of this programme are the Bank em-
ployees, partners and clients, the programme is currently under
way.

In 2008 the Bank also launched and implemented partially the
“FUIB - to its Future Partners” programme within the framework
of which the Bank installed a number of modern children’s play-
grounds in Mykolaiv, Zaporizzya, Sevastopol, and Donetsk.

FUIB strives for making its social and charity activity contribute
to the permanent and harmonious development of the Ukrainian
society.

OUTLOOK FOR 2009

According to the set priorities, in 2009 FUIB will concentrate
on maintaining the adequate liquidity level, managing the loan
portfolio quality and keeping to the operating expenses economy
regime.

To maintain the adequate liquidity level the Bank plans to increase
the highly-liquid assets on the interbank market. The Bank being
reputable on the international borrowings market, FUIB will con-
tinue developing partner relationships with the foreign investors.
In 2009 the funds of the private clients will remain the important
source of the Bank funding on the domestic market.

In conditions of the financial crisis aggravation and production
recession in the Ukrainian real economy sector FUIB will continue
to pursue the prudent lending policy aimed first of all not at in-
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creasing the lending volumes, but at maintaining the high loan
portfolio quality and decreasing the problem assets both in the
retail and corporate business.

In 2009 the Bank does not plan to extend its branch network.
Special attention will be paid to efficiency and performance of the
existing sales points.

Irrespective of the financial-economic crisis in 2009 the Bank
plans to maintain its current position in the rating of the banks in
terms of the assets.

I am confident that FUIB is able to respond quickly and flexibly to
all market developments and | believe in the Bank future as FUIB
has a reliable base, the professionalism of our employees being
its key element.

Rafal Juszczak
Chairman of the FUIB Management Board
Donetsk-Kyiv, April 2009
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Independent Auditors’ Report

TO THE SHAREHOLDERS AND THE BOARD OF DIRECTORS
OF CLOSED JOINT STOCK COMPANY FIRST UKRAINIAN INTERNATIONAL BANK

We have audited the accompanying financial statements of Closed Joint Stock Company First Ukrainian International Bank (the “Bank”),
which comprise the balance sheet as at 31 December 2008, and the statement of income, statement of changes in equity and statement
of cash flows for the year then ended, and a summary of significant accounting policies and other explanatory notes.

Management'’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with International Finan-
cial Reporting Standards. This responsibility includes: designing, implementing and maintaining internal control relevant to the preparation
and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error; selecting and applying
appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.

Auditors’ Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The
procedures selected depend on the auditors’ judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made by management, as well as evaluating
the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
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Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position of the Bank as at 31 December 2008,
and its financial performance and its cash flows for the year then ended in accordance with International Financial Reporting Standards.

22 April 2009
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Balance Sheet as at 31 December 2008

Notes 2008 2007
Assets
Cash on hand and in transit 6 57,418 57,223
Balance with the National Bank of Ukraine 7 41,668 54,856
Due from other banks 8 113,573 112,376
Loans to customers 9 1,902,146 1,675,942
Investment securities available-for-sale 10 33,542 122,791
Securities pledged under repurchase agreements — available-for-sale 10 162 20,101
Current income tax assets 7,097
Other assets 12,707 19,722
Property and equipment 11 142,100 171,063
Investment property 11 4,979 4,406
Intangible assets 11 2,423 2,737
Total assets 2,317,815 2,241,217
Liabilities
Due to the National Bank of Ukraine 12 66,805
Due to other banks 13 62,570 71,566
Customer accounts 14 863,474 832,192
Eurobonds issued 15 283,739 282,896

The notes set out on pages 36 to 108 form an integral part of these financial statements
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Notes 2008 2007
Bonds issued 16 37,601 59,586
Other borrowed funds 17 485,181 474,706
Current income tax liability - 2,205
Other liabilities 18 55,449 11,263
Deferred tax liability 26 11,836 24,083
Total liabilities 1,866,655 1,758,497
Equity
Share capital 20 344,897 325,868
Share premium 7.377 11,247
Revaluation reserve for premises 56,380 67,556
Revaluation reserve for investment securities available-for-sale (1,900) 32
Translation differences reserve (264,583) 6,410
Other reserve 241,594 (2,856)
Retained earnings 67,395 74,463
Total equity 451,160 482,720
Total liabilities and equity 2,317,815 2,241,217

Signed on behalf of the Management Board on 22 April 2009.
Rafal Juszczak S’M/Z\/ 0. M. Moshkalova
(Chairman of the Management Board) (Chief Accountant)

The notes set out on pages 36 to 108 form an integral part of these financial statements
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Statement of Income for the Year
Ended 31 December 2008

Notes 2008 2007
Interest income 22 307,094 168,275
Interest expense 22 (170,959) (96,293)
Net interest income 22 136,135 71,982
Allowance for loan impairment 9 (103,213) (14,824)
Net interest income after allowance for loan impairment 32,922 57,158
Fee and commission income 23 44,249 37,436
Fee and commission expense 23 (12,115) (10,321)
Net fee and commission income 23 32,134 27,115
Net gains from dealing in foreign currencies 12,721 3,997
Foreign exchange translation result 17,956 824
Net gains from investment securities available-for-sale 2,944 315
Provision for credit related commitments 30 (7,020) (1,343)
Allowance for impairment of investment securities available-for-sale 10 (6,029)
Other income and expenses 24 (422) 2,178
Operating income 85,206 90,244
Operating expenses 25 (77,713) (52,041)
Profit before income tax expense 7,493 38,203
Income tax benefit/ (expense) 26 7,769 (10,163)
Net profit for the year 15,262 28,040

The notes set out on pages 36 to 108 form an integral part of these financial statements
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Statement of Cash Flows for the Year
Ended 31 December 2008

2008 2007
Cash flows from operating activities
Interest income received 304,122 163,520
Interest expense paid (169,034) (77,987)
Fee and commission income received 44,329 37,333
Fee and commission expense paid (11,944) (10,322)
Income received from trading in foreign currencies 12,721 3,997
Other income received 1,893 772
Operating expenses paid (64,682) (42,447)
Income tax paid (9.444) (5,282)
Cash flows from operating activities before changes in operating assets and liabilities 107,961 69,584
Net (increase)/decrease in operating assets:
Mandatory reserve balance with the National Bank of Ukraine (9,387) (15,337)
Due from other banks (12,335) 8,247
Loans to customers (696,383) (1,008,398)
Other assets (422) (5,280)
Net increase /(decrease) in operating liabilities:
Due to the National Bank of Ukraine 66,805
Due to other banks 15,626 17,019
Customer accounts 233,162 321,892

The notes set out on pages 36 to 108 form an integral part of these financial statements
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2008 2007
Other liabilities (3,588) 1,169
Net cash used in operating activities (298,561) (611,104)
Cash flows from investing activities
Purchase of property and equipment and intangible assets (26,855) (44,684)
Proceeds from sale of property and equipment 383 283
Purchase of investment securities (381,694) (2,033,342)
Proceeds from sale and redemption of investment securities 429,824 1,965,756
Net cash from investing activities 21,658 (111,987)
Cash flows from financing activities
Proceeds from Eurobonds issued - 271,657
Proceeds from bonds issued 98,898 59,887
Redemption of bonds issued (103,525)
Proceeds from other borrowed funds 511,089 464,239
Redemption of other borrowed funds (496,409) (286,661)
Share issue 208,176 235,004
Net cash from financing activities 218,229 744,126
Effect of exchange rate changes on cash and cash equivalents 35,726 480
Net increase in cash and cash equivalents (22,948) 21,515
Cash and cash equivalents at the beginning of the year 167,160 145,645
Cash and cash equivalents at the end of the year (Note 6) 144,212 167,160

The notes set out on pages 36 to 108 form an integral part of these financial statements

33 Annual report 2008



First
Ukrainian
International
Bank

Comfortable Bank.

Statement of Changes in Equity for the Year Ended 31 December 2008
(in thousands of US dollars)

Statement of Changes in Equity for the Year
Ended 31 December 2008

Revaluation
reserve for . .
Share Share investment Revaluation Tfanslatlon Other Retained Total
: . . reserve for differences . .
capital premium securities . reserve earnings equity
available- premises reserve
for-sale

Balance at 1 January 2007 90,864 11,247 (43) 31,269 6,410 (2,856) 45,669 182,560
Revaluation of premises - - - 49,389 - - - 49,389
Depreciation transfer on revalued (754) i i 754
premises
Net gains on change in fair value
of investment securities avaiable- - - 398 - - - - 398
for-sale
Realised gains on investment
securities available-for-sale (315) ) i i i (315)
Tax effect recorded directly in i i (8)  (12,348) i i - (12.356)
equity
Net income recognised directly in 75 36,287 i i 754 37.116
equity
Net profit for the year - - - - 28,040 28,040
Total recognised income - - 75 36,287 - - 28,794 65,165
Share issue (Note 20) 235,004 - - - - - - 235,004
Balance at 31 December 2007 325,868 11,247 32 67,556 6,410 (2,856) 74,463 482,720
Revaluation of premises - - - 23,309 - - - 23,309

The notes set out on pages 36 to 108 form an integral part of these financial statements
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Depreciation transfer on revalued i i i (1,005) 1,005

premises

Revaluation of investment securi-

ties available-for-sale ) ) (2,314) ) ) ) - (2,314)
Tax effect recorded directly in

equity - - 407 (5,827) - - - (5,420)
Net income recognised directly in i (1,907) 16,477 i i 1005 15575
equity

Net profit for the year - - - - - - 15,682 15,682
Total recognised income - - (1,907) 16,477 - - 16,687 31,257
Share issue (Note 20) 208,176 - - - - - - 208,176
Translation differences (189,147) (3,870) (25) (27,653) (270,993) 244,450 (23,755) (270,993)
Balance at 31 December 2008 344,897 7,377 (1,900) 56,380 (264,583) 241,594 67,395 451,160

The notes set out on pages 36 to 108 form an integral part of these financial statements
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Notes to the Financial Statements
for the Year Ended 31 December 2008

1. PRINCIPAL ACTIVITIES

Closed joint stock company First Ukrainian International Bank (the “Bank”) was established on 20 November 1991 and commenced opera-
tions in April 1992. The Bank provides a full range of banking services, including taking deposits and granting loans, investing in securities,
transfer of payments in Ukraine and abroad, exchange of currencies and issuance and processing of payment cards.

The registered office of the Bank is located at: 2-a Universytetska Street, Donetsk, Ukraine. As at 31 December 2008, it had 11 branches
throughout Ukraine. The Bank had 3,271 employees as at 31 December 2008 (2007 — 2,829 employees).

The Bank’s shareholders as at 31 December 2008 are “SCM FINANCE" (89.9% of share capital), Ukrainian Steel Holdings Ltd (USH)
(10.0% of share capital) and a private shareholder (0.1% of share capital) (31 December 2007: “SCM FINANCE" — 99.8% of share capital,
and a private shareholder — 0.2% of share capital). The ultimate controlling party of the Bank is a Ukrainian citizen, Mr. R.L. Akhmetov.

2. OPERATING ENVIRONMENT OF THE BANK

The Ukrainian economy while deemed to be of market status, continues to display certain characteristics consistent with that of an econ-
omy in transition. These characteristics include, but are not limited to, low levels of liquidity in the capital markets, high inflation and the
existence of currency controls which cause the national currency to be illiquid outside of Ukraine. The stability of the Ukrainian economy will
be significantly impacted by the Government'’s policies and actions with regard to administrative, legal, and economic reforms. As a result,
operations in Ukraine involve risks that are not typical for developed markets.

The Ukrainian economy is vulnerable to market downturns and economic slowdowns elsewhere in the world. The ongoing global financial
crisis has resulted in considerable instability in the capital markets, significant deterioration in the liquidity of banks, much tighter credit con-
ditions where credit is available, and significant devaluation of the national currency against major currencies. Furthermore, in the fourth
quarter of 2008, international agencies began to downgrade the country’s credit ratings. Whilst the Ukrainian Government is introducing
various stabilisation measures aimed at providing liquidity and supporting debt refinancing for Ukrainian banks, there continues to be un-
certainty regarding access to capital and its cost for the Bank and its counterparties. These factors could affect the Bank's financial position,
results of operations and business prospects.

In addition, the borrowers of the Bank may have been affected by a deterioration in their own liquidity, which could in turn impact their
ability to repay the amounts due to the Bank. Due to the fall in values in both global and Ukrainian securities markets, the Bank may face the
consequences of a significant decrease in the fair value of securities pledged as collateral against loans extended by the Bank. Similarly, the
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decrease in values in the Ukrainian real estate market may affect recoverability of the Bank’s loans secured by pledges of property. To the
extent that information is available, the Bank has reflected revised estimates of expected future cash flows in its impairment assessment.

Management believes it is taking appropriate measures to support the sustainability of the Bank'’s business in the current circumstances.

3. BASIS OF PREPARATION
GENERAL

These financial statements have been prepared in accordance with International Financial Reporting Standards (“IFRS").

The financial statements are prepared under the historical cost convention except for investment properties, premises, derivative financial
instruments and available-for-sale investments that have been measured at fair value.

The financial statements are presented in thousands of US dollars (“USD") unless otherwise indicated.
INFLATION ACCOUNTING

The Ukrainian economy was regarded as being hyperinflationary for the ten-year period ended 31 December 2000. As such, the Bank
has applied IAS 29 “Financial accounting in hyperinflationary economies”. The effect of applying IAS 29 is that non-monetary items were
restated using the Consumer Price Index to measuring units current at 31 December 2000, and these restated values were used as a basis
for accounting in subsequent accounting periods.

CHANGES IN ACCOUNTING POLICIES
The Bank has adopted the following amended IFRS during the year:

Reclassification of Financial Assets — Amendments to IAS 39 “Financial instruments: Recognition and measurement” and IFRS 7 “Financial
instruments: Disclosures”

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

The following reclassifications have been made to 2007 balances:

Amount Previously reported Reclassified Comment

240 Operating expenses Other income and expenses To achieve better presentation

To present the accumulated currency
2,856 Retained earnings Other reserve translation differences on the equityitems
as a separate component (Note 20)

4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
FINANCIAL ASSETS

Initial recognition

Financial assets in the scope of IAS 39 are classified as either financial assets at fair value through profit or loss, loans and receivables,
held-to-maturity investments, or available-for-sale financial assets, as appropriate. When financial assets are recognised initially, they are
measured at fair value, plus, in the case of investments not at fair value through profit or loss, directly attributable transaction costs. The
Bank determines the classification of its financial assets upon initial recognition.

Date of recognition

All regular way purchases and sales of financial assets are recognised on the settlement date i.e. the date that an asset is delivered to or by
the Bank. Regular way purchases or sales are purchases or sales of financial assets that require delivery of assets within the period generally
established by regulation or convention in the marketplace.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active market.
They are not entered into with the intention of immediate or short-term resale and are not classified as trading securities or designated as
investment securities available-for-sale. Such assets are carried at amortised cost using the effective interest method. Gains and losses are
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recognised in the statement of income when the loans and receivables are derecognised or impaired, as well as through the amortisation
process.

Available-for-sale financial assets

Available-for-sale financial assets are those non-derivative financial assets that are designated as available-for-sale or are not classified
as financial assets at fair value through profit or loss, held-to-maturity financial assets or loans and receivables. After initial recognition
available-for sale financial assets are measured at fair value with gains or losses being recognised as a separate component of equity until
the investment is derecognised or until the investment is determined to be impaired at which time the cumulative gain or loss previously
reported in equity is included in the statement of income. Interest calculated using the effective interest method is recognised in the state-
ment of income.

Determination of fair value

The fair value for financial instruments traded in active market at the balance sheet date is based on their quoted market price or dealer price
quotations (bid price for long positions and ask price for short positions), without any deduction for transaction costs.

For all other financial instruments not listed in an active market, the fair value is determined by using appropriate valuation techniques.
Valuation techniques include net present value techniques, comparison to similar instruments for which market observable prices exist,
option pricing models and other relevant valuation models.

Offsetting

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

CASH AND CASH EQUIVALENTS

Cash equivalents are held for the purpose of meeting short-term cash commitments rather than for investment or other purposes. For an
investment to qualify as a cash equivalent it must be readily convertible to a known amount of cash and be subject to an insignificant risk
of changes in value. Cash and cash equivalents include balances on correspondent accounts and overnight deposits due from other banks,
cash on hand and balance with the NBU, excluding mandatory reserve balance.

PRECIOUS METALS

Gold and other precious metals are recorded at the NBU bid prices, which approximate fair values and are quoted at a discount to London
Bullion Market rates. Changes in the NBU bid prices are recorded as translation differences from precious metals in foreign exchange trans-
lation result.
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MANDATORY RESERVE BALANCE

The mandatory reserve balance is carried at amortised cost and represents funds, which are not available to finance the Bank day-to-day
operations and hence are not considered as part of cash and cash equivalents for the purposes of the cash flow statement.

SALE AND REPURCHASE AGREEMENTS

Sale and repurchase agreements (“repo agreements”) are treated as secured financing transactions. Securities sold under sale and repur-
chase agreements are retained in the balance sheet. The securities are not reclassified in the balance sheet unless the transferee has the right
by contract or custom to sell or repledge the securities, in which case they are reclassified as securities pledged under sale and repurchase
agreements. The corresponding liability is presented within amounts due to other banks or other borrowed funds. Securities purchased
under agreements to resell (“reverse repo”) are recorded as amounts due from credit institutions or loans to customers as appropriate. The
difference between sale and repurchase price is treated as interest and accrued over the life of repo agreements using the effective yield
method.

Securities lent to counterparties are retained in the balance sheet. Securities borrowed are not recorded in the balance sheet, unless these
are sold to third parties, in which case the purchase and sale are recorded within gains less losses from trading securities in the statement
of income. The obligation to return them is recorded at fair value as a trading liability.

DERIVATIVE FINANCIAL INSTRUMENTS

In the normal course of business, the Bank enters into various derivative financial instruments including forwards and swaps in the foreign
exchange and capital markets. Such financial instruments are held for trading and are recorded at fair value. The fair values are estimated
based on quoted market prices or pricing models that take into account the current market and contractual prices of the underlying instru-
ments and other factors. Derivatives are carried as assets when their fair value is positive and as liabilities when it is negative. Gains and
losses resulting from these instruments are included in the statement of income as net gains from investment securities available-for-sale
or net gains from foreign currencies dealing, depending on the nature of the instrument.

PROMISSORY NOTES

Promissory notes are included in investment securities available-for-sale or in loans to customers, depending on their substance and are
recognised and subsequently remeasured and accounted in accordance with the accounting policies for these categories of assets.

IMPAIRMENT OF FINANCIAL ASSETS

The Bank assesses at each balance sheet date whether there is any objective evidence that a financial asset or a group of financial assets is
impaired. A financial asset or a group of financial assets is deemed to be impaired if, and only if, there is objective evidence of impairment as
aresult of one or more events that occurred after the initial recognition of the financial asset (anincurred ‘loss event’) and that loss event (or
events) has an impact on the amount or timing of the estimated future cash flows of the financial asset or group of financial assets that can
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be reliably estimated. Evidence of impairment may include indications that the borrower or a group of borrowers is experiencing significant
financial difficulty, default or delinquency in interest or principal payments, the probability that they will enter bankruptcy or other financial
reorganisation and where observable data indicate that there is a measurable decrease in the estimated future cash flows, such as changes
in arrears or economic conditions that correlate with defaults.

Due from other banks and loans to customers

For due from other banks and loans to customers carried at amortised cost, the Bank first assesses individually whether objective evidence
of impairment exists individually for financial assets that are individually significant, or collectively for financial assets that are not individu-
ally significant. If the Bank determines that no objective evidence exists that impairment was incurred for an individually assessed financial
asset, whether significant or not, it includes the asset in a group of financial assets with similar credit risk characteristics and collectively
assesses them for impairment. Assets that are individually assessed for impairment and for which an impairment loss is, or continues to be,
recognised are not included in a collective assessment of impairment.

If there is objective evidence that an impairment loss has been incurred, the amount of the loss is measured as the difference between the
assets' carrying amount and the present value of estimated future cash flows (excluding future expected credit losses that have not yet been
incurred). The carrying amount of the asset is reduced through the use of an allowance account and the amount of the loss is recognised in
the statement of income. Interest income continues to be accrued on the reduced carrying amount based on the original effective interest
rate of the asset. Loans together with the associated allowance are written off when there is no realistic prospect of future recovery and
all collateral has been realised or has been transferred to the Bank. If, in a subsequent year, the amount of the estimated impairment loss
increases or decreases because of an event occurring after the impairment was recognised, the previously recognised impairment loss is
increased or reduced by adjusting the allowance account. If a future write-off is later recovered, the recovery is credited to the statement
of income.

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

For the purposes of a collective evaluation of impairment, financial assets are grouped on the basis of the Bank'’s internal credit grading
system that considers credit risk characteristics such as asset type, industry, geographical location, collateral type, past-due status and
other relevant factors.

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

Available-for-sale financial investments

For available-for-sale financial investments, the Bank assesses at each balance sheet date whether there is objective evidence that an invest-
ment or a group of investments is impaired.

In the case of equity investments classified as available-for-sale, objective evidence would include a significant or prolonged decline in
the fair value of the investment below its cost. Where there is evidence of impairment, the cumulative loss — measured as the difference
between the acquisition cost and the current fair value, less any impairment loss on that investment previously recognised in the statement
of income — is removed from equity and recognised in the statement of income. Impairment losses on equity investments are not reversed
through the statement of income; increases in their fair value after impairment are recognised directly in equity.

In the case of debt instruments classified as available-for-sale, impairment is assessed based on the same criteria as financial assets carried
at amortised cost. Future interest income is based on the reduced carrying amount and is accrued using the rate of interest used to discount
the future cash flows for the purpose of measuring the impairment loss. The interest income is recorded in the statement of income. If, in
a subsequent year, the fair value of a debt instrument increases and the increase can be objectively related to an event occurring after the
impairment loss was recognised in the statement of income, the impairment loss is reversed through the statement of income.

Renegotiated loans

Where possible, the Bank seeks to restructure loans rather than to take possession of collateral. This may involve extending the payment
arrangements and the agreement of new loan conditions. Once the terms have been renegotiated, the loan is no longer considered past
due. Management continuously reviews renegotiated loans to ensure that all criteria are met and that future payments are likely to occur.
The loans continue to be subject to an individual or collective impairment assessment, calculated using the loan’s original effective interest
rate.

FINANCIAL GUARANTEES

Financial guarantees represent irrevocable assurances to make payments in the event that a customer cannot meet its obligations to third
parties and carry the same credit risk as loans. Financial guarantees are initially recognised at their fair value, which is normally evidenced
by the amount of fees received. This amount is amortised on a straight line basis over the life of the commitment. At each balance sheet
date, the financial guarantees are measured at the higher of (1) the unamortised balance of the amount at initial recognition and (I1) the
best estimate of expenditure required to settle the commitment at the balance sheet date. Any increase in the liability relating to financial
guarantees is taken to the statement of income.
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OTHER CREDIT RELATED COMMITMENTS

In the normal course of business, the Bank enters into other credit related commitments including loan commitments and letters of credit.
When a loss is considered probable, provisions are recorded against other credit related commitments.

DERECOGNITION OF FINANCIAL ASSETS AND LIABILITIES
Financial assets

The Bank derecognises financial assets (or, where applicable, a part of a financial asset or part of a group of similar financial assets) when
(1) the contractual rights to the cash flows from the financial asset expire or (II) the Bank transfers its contractual rights to receive the cash
flows of the financial asset, or retaines the contractual rights to receive the cash flows of the financial asset, but assumes a contractual obli-
gation to pay these cash flows of the financial asset and (l11) the Bank either (a) transfers substantially all the risks and rewards of ownership
of the financial asset, or (b) neither transferred nor retained substantially all risks and rewards of ownership of the financial asset but has
not retained control of this asset.

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

Where an existing financial liability is replaced by another from the same lender on substantially different terms, or the terms of an existing
liability are substantially modified, such an exchange or modification is treated as a derecognition of the original liability and the recognition
of a new liability, and the difference in the respective carrying amounts is recognised in the statement of income.

PROPERTY AND EQUIPMENT

Property and equipment, other than premises, acquired after 31 December 2000 are stated at cost, less accumulated depreciation and any
accumulated impairment, where required. Property and equipment, other than premises, acquired prior to 31 December 2000 are stated
at cost, restated to the equivalent purchasing power of the Ukrainian hryvnia at 31 December 2000 less accumulated depreciation and any
accumulated impairment, where required.

Following initial recognition at cost, the premises of the Bank are carried at revalued amount, which is the fair value at the date of the revalu-
ation less any subsequent accumulated depreciation and subsequent accumulated impairment losses. Valuations are performed frequently
enough to ensure that the fair value of a revalued asset does not differ materially from its carrying amount.

Any revaluation surplus is credited to the revaluation reserve included in equity, except to the extent that it reverses a revaluation decrease
of the same asset previously recognised in the statement of income, in which case the increase is recognised in the statement of income. A
revaluation deficit is recognised in the statement of income, except that a deficit directly offsetting a previous surplus on the same asset is
directly offset against the surplus in the revaluation reserve for premises.
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The revaluation reserve is transferred directly to retained earnings when the surplus is realised, i.e. either on the retirement or disposal of the
asset, or as the asset is used by the Bank; in the latter case, the amount of the surplus realised is the difference between depreciation based
on the revalued carrying amount of the asset and depreciation based on the asset’s original cost.

Construction in progress is carried at cost, less provision for any impairment in value. Upon completion, assets are transferred to premises
or leasehold improvements at their carrying value. Construction in progress is not depreciated until the asset is available for use.

The carrying values of property and equipment are reviewed for impairment when events or changes in circumstances indicate that the
carrying value may not be recoverable.

Costs related to repairs and renewals are charged when incurred and included in other operating expenses, unless they qualify for capitali-
sation.

Depreciation is calculated on a straight line basis over the estimated useful lives of the assets using the following annual rates:

Premises 2%
Leasehold improvements 20% or over the term of lease if shorter than 5 years
Computers and other equipment 20-33%

The asset’s residual values, useful lives and methods are reviewed, and adjusted as appropriate, at each financial year-end.
INTANGIBLE ASSETS
All of the Bank's intangible assets have a definite useful life and include capitalised computer software and licences.

Acquired computer software licences are capitalised on the basis of the costs incurred to acquire and bring to use the specific software. De-
velopment costs that are directly associated with identifiable and unique software controlled by the Bank are recorded as intangible assets
if inflow of incremental economic benefits exceeding costs is probable. Capitalised costs include staff costs of the software development
team and an appropriate portion of relevant overheads.

All other costs associated with computer software, e.g. its maintenance, are expensed when incurred. Capitalised computer software and
licences are amortised on a straight line basis over expected useful lives of 3 to 10 years.

INVESTMENT PROPERTY

Investment property is property, which is held by and not occupied by the Bank, to earn rental income or for capital appreciation.
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Investment property is initially recognised at cost, including transaction costs, and subsequently measured at fair value, which reflects
market conditions at the balance sheet date. Gains and losses resulting from changes in the fair value of investment property are recorded
in the statement of income in ‘Other income and expenses’ in the year in which they arise.

BORROWINGS

Issued financial instruments or their components are classified as liabilities, where the substance of the contractual arrangement results
in the Bank having an obligation either to deliver cash or another financial asset to the holder, or to satisfy the obligation other than by
the exchange of a fixed amount of cash or another financial asset for a fixed number of own equity instruments. Such instruments include
amounts due to the National Bank of Ukraine, due to other banks, customer accounts, Eurobonds issued, bonds issued and other borrowed
funds. After initial recognition, borrowings are subsequently measured at amortised cost using the effective interest method. Gains and
losses are recognised in the statement of income when the borrowings are derecognised as well as through the amortisation process.

SHARE CAPITAL

Ordinary shares are classified as equity. Share premium represents the excess of contributions over the nominal value of the shares issued.
Gains and losses arising on the sale of treasury shares are shown as adjustments to share premium.

FOREIGN CURRENCY TRANSLATION

The Ukrainian hryvnia is utilised as the functional currency as the majority of the transactions are denominated, measured, or funded in
Ukrainian hryvnia. Transactions in other currencies are treated as transactions in foreign currencies. Monetary assets and liabilities denomi-
nated in foreign currencies are retranslated at the functional currency rate of exchange ruling at the balance sheet date. Gains and losses
resulting from the translation of foreign currency transactions are recognised in the statement of income as foreign exchange translation
results. Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using the exchange rates as
at the dates of the initial transactions.

The Bank uses the US dollar as the currency in which it presents its financial statements, which means that balance sheet items are translated
into US dollars at the exchange rate ruling at the year end. Income statement items are translated at the exchange rate at the date of the
transaction. Equity items other than the net profit or loss for the period that is included in the balance of retained earnings are translated at
the closing rate existing ruling at the date of each balance sheet presented. All exchange differences resulting from translation of balance
sheet items and income statement items are recognised as a separate component of equity.

The US dollar (“USD") has been selected as the presentation currency for the Bank for the following reasons:
- Asignificant portion of the transactions of the Bank are denominated in USD;

- The USD is the currency in which the Management of the Bank manages business risks and exposures, and measures the performance of
its business.
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As at 31 December 2008, the exchange rate of the Ukrainian hryvnia as established by the NBU was UAH 7.7 to 1 US dollar (2007: UAH
5.05) and UAH 10.85546 to 1 euro (2007: UAH 7.41946).

INCOME TAXES

Income taxes have been provided for in the financial statements in accordance with Ukrainian legislation enacted or substantively enacted
by the balance sheet date. The income tax charge comprises current tax and deferred tax and is recognised in the statement of income ex-
cept if it is recognised directly in equity because it relates to transactions that are also recognised, in the same or a different period, directly
in equity.

Current tax is the amount expected to be paid to or recovered from the taxation authorities in respect of taxable profits or losses for the
current and prior periods. Taxable profits or losses are based on estimates if financial statements are authorised prior to filing relevant tax
returns. Taxes, other than on income, are recorded within operating expenses.

Deferred income tax is provided using the balance sheet liability method for tax loss carry forwards and temporary differences arising
between the tax bases of assets and liabilities and their carrying amounts for financial reporting purposes. In accordance with the initial
recognition exemption, deferred taxes are not recorded for temporary differences on initial recognition of an asset or a liability in a transac-
tion other than a business combination if the transaction, when initially recorded, affects neither accounting nor taxable profit. Deferred
tax balances are measured at tax rates enacted or substantively enacted at the balance sheet date which are expected to apply to the period
when the temporary differences will reverse or the tax loss carry forwards will be utilised. Deferred tax assets for deductible temporary
differences and tax loss carry forwards are recorded only to the extent that it is probable that future taxable profit will be available against
which the deductions can be utilised.

RECOGNITION OF INCOME AND EXPENSES

Interest and similar income and expense

Interest income and expense are recorded in the statement of income for all financial instruments measured at amortised cost and interest
bearing securities classified as available-for-sale at the effective interest method. The effective interest rate is the rate that exactly discounts
estimated future cash payments or receipts through the expected life of the financial instrument or, when appropriate, a shorter period to
the net carrying amount of the financial asset or financial liability. When calculating the effective interest rate, the Bank estimates cash flows
considering all contractual terms of the financial instrument (for example, prepayment option) but does not consider future credit losses.
The calculation includes all fees paid or received between the parties to the contract that are an integral part of the effective interest rate,
transaction costs and all other premiums or discounts.

Once the recorded value of a financial asset or a group of similar financial assets has been reduced due to an impairment loss, interest in-
come continues to be recognised using the original effective interest rate applied to the new carrying amount.
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Fee and commission income

Fees, commissions and other income and expense items, including fees for issuance of guarantees, are generally recorded on an accrual
basis by reference to completion of the specific transaction assessed on the basis of the actual service provided as a proportion of the total
services to be provided. Commitment fees for loans or borrowings which are probable of being drawn down, are deferred (together with
related direct costs) and recorded as an adjustment to the effective interest on the loan or borrowings. Commissions and fees arising from
negotiating, or participating in the negotiation of a transaction for a third party, such as the acquisition of loans, shares or other securities
or the purchase or sale of businesses, are recorded on completion of the underlying transaction.

FIDUCIARY ACTIVITIES

Assets and liabilities held by the Bank in its own name, but on the account of third parties, are not reported on the balance sheet. Commis-
sions received from such business are shown in fee and commission income within the statement of income.

PROVISIONS FOR CONTINGENCIES

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

RETIREMENT AND OTHER EMPLOYEE BENEFIT OBLIGATIONS

The Bank contributes to the Ukrainian State pension scheme, social insurance and employment funds in respect of its employees. The Bank’s
pension scheme contributions are expensed as incurred. In addition, the Bank has no post-retirement benefits.

OPERATING LEASES

Leases of assets under which the risks and rewards of ownership are effectively retained by the lessor are classified as operating leases.
Lease payments under an operating lease are recognised as expenses on a straight-line basis over the lease term and included into other
operating expenses.

The Bank presents assets subject to operating leases in the balance sheet according to the nature of the asset. Lease income from operat-
ing leases is recognised in the income statement on a straight-line basis over the lease term as other income. The direct costs incurred in
modernisation are added to the carrying amount of the leased asset..

SEGMENT REPORTING

A segment is a distinguishable component of the Bank that is engaged either in providing products or services (business segment) or in
providing products or services within a particular economic environment (geographical segment), which is subject to risks and rewards
that are different from those of other segments. Segments with a majority of revenue earned from sales to external customers and whose
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revenue, result or assets are ten percent or more of all the segments are reported separately. Geographical segments of the Bank have been
reported separately within these financial statements based on the ultimate domicile of the counterparty, e.g. based on economic risk rather
than legal risk of the counterparty.

FUTURE CHANGES IN ACCOUNTING POLICIES
Standards and interpretations issued but not yet effective
Improvements to IFRS

In May 2008, the IASB issued amendments to IFRS, which resulted from the IASB’s annual improvements project. They comprise amend-
ments that result in accounting changes for presentation, recognition or measurement purposes as well as terminology or editorial amend-
ments related to a variety of individual IFRS standards. Most of the amendments are effective for annual periods beginning on or after 1
January 2009, with earlier application permitted. The Bank is currently evaluating the potential impact that the adoption of the amend-
ments will have on its financial statements.

IAS 1 Presentation of Financial Statements (Revised)

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

Amendments to IFRS 2 “Share-based Payment” — Vesting Conditions and Cancellations

Amendment to IFRS 2 were issued in January 2008 and become effective for annual periods beginning on or after 1 January 2009. This
amendment clarifies the definition of vesting conditions and prescribes the accounting treatment of an award that is effectively cancelled
because a non-vesting condition is not satisfied. This amendment will have no impact on the financial position or performance of the
Bank.

IFRS 3 “Business Combinations” (revised in January 2008) and IAS 27 “Consolidated and Separate Financial Statements”
(revised in January 2008).

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

IFRS 8 “Operating Segments”

IFRS 8 becomes effective for annual periods beginning on or after 1 January 2009. This Standard requires disclosure of information about
the Bank’s operating segments and replaces the requirement to determine primary (business) and secondary (geographical) reporting seg-
ments of the Bank. Adoption of this Standard will not have any impact on the financial position or performance of the Bank. The Bank deter-
mined that the operating segments would be the same as the business segments previously identified under IAS 14 ‘Segment Reporting”.

Amendments to IAS 32 “Financial Instruments: Presentation” and IAS 1 “Presentation of Financial Statements” — Puttable
Financial Instruments and Obligations Arising on Liquidation.

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

IAS 23 "Borrowing Costs"(Revised)

A revised IAS 23 Borrowing costs was issued in March 2007, and becomes effective for financial years beginning on or after 1 January
2009. The standard has been revised to require capitalisation of borrowing costs when such costs relate to a qualifying asset. A qualifying
asset is an asset that necessarily takes a substantial period of time to get ready for its intended use or sale. In accordance with the transi-
tional requirements in the Standard, the Bank will adopt this as a prospective change. Accordingly, borrowing costs will be capitalised on
qualifying assets with a commencement date after 1 January 2009. No changes will be made for borrowing costs incurred to this date that
have been expensed.

Amendment to IAS 39 “Financial Instruments: recognition and measurement” — Eligible Hedged Items.

The amendment to IAS 39 was issued in August 2008, and becomes effective for annual periods beginning on or after 1 July 2009. The
amendment addresses the designation of a one-sided risk in a hedged item, and designation of inflation as a hedged risk or portion in par-
ticular situations. It clarifies that an entity is permitted to designate a portion of the fair value changes or cash flow variability of a financial
instrument as hedged item. Management does not expect the amendment to IAS 39 to affect the Bank’s financial statements as the Bank
has not entered into any such hedges.

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

These amendments were issued in May 2008, and become effective for annual periods beginning on or after 1 January 2009. The revi-
sion to IAS 27 will have to be applied prospectively. The amendments to IFRS 1 allow an entity to determine the cost of investments in a
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subsidiary, jointly controlled entity or associate in its opening IFRS financial statements in accordance with IAS 27 or using a deemed cost.
The amendment to IAS 27 requires all dividends from a subsidiary, jointly controlled entity or associate to be recognized in the income state-
ment in the separate financial statements. The new requirements affect only the parent’s separate financial statements and do not have an
impact on the consolidated financial statements.

IFRIC 15 “Agreements for the Construction of Real Estate”

IFRIC Interpretation 15 was issued in July 2008 and is applicable retrospectively for annual periods beginning on or after 1 January 2009.
IFRIC 15 clarifies when and how revenue and related expenses from the sale of a real estate unit should be recognized if an agreement be-
tween a developer and a buyer is reached before the construction of the real estate is completed. The interpretation also provides guidance
on how to determine whether an agreement is within the scope of IAS 11 “Construction Contracts” or IAS 18 “Revenue” and supersedes
the current guidance for real estate in the Appendix to IAS 18. The Bank expects that this interpretation will have no impact on the Bank’s
financial statements.

IFRIC 17 “Distribution of Non-Cash Assets to Owners”

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

IFRIC 18 “Transfers of Assets from Customers”

IFRIC 18 was issued in January 2009 and becomes effective for financial years beginning on or after 1 July 2009 with early application per-
mitted, provided valuations were obtained at the date those transfers occurred. This interpretation should be applied prospectively. IFRIC
18 provides guidance on accounting for agreements in which an entity receives from a customer an item of property, plant and equipment
that the entity must then use either to connect the customer to a network or to provide the customer with ongoing access to a supply of
goods or services or to do both. The interpretation clarifies the circumstances, in which the definition of an asset is met, the recognition of
the asset and its measurement on initial recognition, the identification of the separately identifiable services, the recognition of revenue and
the accounting for transfers of cash from customers. IFRIC 18 will have no impact on the financial position or performance of the Bank, as
the Bank does not receive assets from customers.
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5. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS IN APPLYING ACCOUNTING POLICIES

The Bank makes estimates and assumptions that affect the reported amounts of assets and liabilities within the next financial year. Esti-
mates and judgements are continually evaluated and are based on the Management’s experience and other factors, including expectations
of future events that are believed to be reasonable under the circumstances. Management also makes certain judgements, apart from those
involving estimations, in the process of applying the accounting policies. Judgements that have the most significant effect on the amounts
recognised in the financial statements and estimates that can cause a significant adjustment to the carrying amount of assets and liabilities
within the next financial year include:

FAIR VALUE OF FINANCIAL INSTRUMENTS

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

ALLOWANCE FOR IMPAIRMENT OF LOANS AND ADVANCES

The Bank regularly reviews its loan portfolios to assess impairment. In determining whether an impairment loss should be recorded in the
statement of income, the Bank makes judgements as to whether there is any observable data indicating that there is a measurable decrease
in the estimated future cash flows from a portfolio of loans before the decrease can be identified with an individual loan in that portfolio.
Management uses estimates based on historical loss experience for assets with credit risk characteristics and objective evidence of impair-
ment similar to those in the portfolio when scheduling its future cash flows. The methodology and assumptions used for estimating both the
amount and timing of future cash flows are reviewed regularly to reduce any differences between loss estimates and actual loss experience.

FAIR VALUE OF PREMISES

As stated in Note 4, the premises of the Bank are subject to revaluation on a regular basis. Such revaluations are based on the results of work
of independent valuers. The basis for their work is the sales comparison approach which is further confirmed by the income capitalisation
approach. When performing the revaluation certain judgements and estimates are applied by the valuers in determination of the compari-
son of premises to be used in the sales comparison approach, the useful life of the assets revalued, the capitalisation rate to be applied
for the income capitalisation approach. Capitalisation rates applied by the Bank varied from 8% to 23%, depending upon the location of
the premises. Changes in assumptions about these factors could affect reported fair values. The valuation is based on comparative sales of
premises with the a price per square metre varying from USD 400 to USD 9,266 (2007: from USD 796 to USD 9,952), depending upon the
location of the premises. To the extent that the price per square metre differs by plus or minus 5 percent, the fair value of premises would be
USD 6,174 thousand higher or USD 6,174 thousand lower (2007: USD 7,272 thousand higher or USD 7,272 thousand lower).
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RELATED PARTY TRANSACTIONS

In the normal course of business the Bank enters into transactions with its related parties. IAS 39 requires initial recognition of financial
instruments based on their fair values. Judgement is applied in determining if transactions are priced at market or non-market interest
rates, where there is no active market for such transactions. The basis for such judgement is the pricing for similar types of transactions with
unrelated parties and effective interest rate analysis.

6. CASH AND CASH EQUIVALENTS

For the purpose of the cash flow statement cash and cash equivalents comprised the following:

2008 2007
Current accounts and overnight deposits with other banks 80739 81307
Cash on hand and in transit 57418 57 223
Current account with the National Bank of Ukraine (other than mandatory reserve balance, Note 7) 6 055 28630
Total cash and cash equivalents 144 212 167 160

7. BALANCE WITH THE NATIONAL BANK OF UKRAINE

As at 31 December 2008, the balance on the current account with the National Bank of Ukraine equalled USD 41,668 thousand (2007:
USD 54,856 thousand). In 2008, the mandatory reserve balance is calculated on the basis of a simple average over a monthly period
(2007: a simple average over a monthly period) and as at 31 December 2008 should be maintained at the level of nil to 7 per cent (31
December 2007: 6 to 8 percent) of certain obligations of the Bank. As such, the balance can vary from day-to-day. For December 2008,
the Bank's mandatory reserve requirement was USD 35,613 thousand (for December 2007: USD 26,226 thousand).

As at 31 December 2008, in accordance with the NBU regulations the Bank was required to maintain the balance on account with the NBU
at the level not less than 100% of the mandatory reserve balance for the preceding month (31 December 2007: not less than 90% of the
mandatory reserve balance for the preceding month).

The Bank met the NBU obligatory reserve requirements as at 31 December 2008 and 2007.
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8. DUE FROM OTHER BANKS

2008 2007
Current accounts and overnight deposits with other banks
- OECD countries 70470 74829
- Non-OECD countries 5314 6 199
- Domestic 5029 438
803813 81466
Term deposits with other banks
- Domestic - 13 885
- OECD countries 32760 6681
32760 20566
Reverse sale and repurchase agreements with other banks
- Domestic - 10344
Total due from other banks 113573 112 376

Current accounts and overnight deposits with other banks included accrued interest income of USD 74 thousand (2007: USD 159 thousand).

During 2008, the Bank placed with and received short-term funds from Ukrainian banks in various currencies. As at 31 December 2008,
the Bank placed an equivalent of USD 298,491 thousand as deposits with Ukrainian banks and received an equivalent of USD 333,686
thousand from the same Ukrainian banks in different currencies (31 December 2007: placed an equivalent of USD 610,099 thousand
and received an equivalent of USD 610,148 thousand). These deposits were treated as currency swaps for the purpose of these financial
statements and were reported on a net basis at USD 2,416 thousand in other assets and at USD 37,611 thousand in other liabilities (31
December 2007: USD 49 thousand in other liabilities) (Note 18, 19).

As at 31 December 2008, term deposits placed with other banks in OECD and non-OECD countries of USD 11,611 thousand (2007: USD
6,681 thousand) represented security deposits against import letters of credit and guarantees issued by the Bank in favour of its clients.
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9. LOANS TO CUSTOMERS
2008 2007

Corporate loans 1413906 1281745
Loans to individuals 582 349 402 842
Discounted bills 33245 20584
Reverse sale and repurchase agreements - 11583

2029500 1716754
Allowance for loan impairment (127 354) (40812)
Total loans to customers 1902 146 1675942

As at 31 December 2008, the total gross amount of non-performing loans was USD 104,716 thousand (2007: USD 13,978 thousand).
Non-performing loans include overdue loans with a delinquency term of over 60 days.

Included in gross loans to customers as at 31 December 2008 were loans of USD 1,856,429 thousand (2007: USD 1,559,751 thousand)
with fixed interest rates and loans of USD 173,071 thousand (2007: USD 157,003 thousand) with floating interest rates.
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Allowance for impairment of loans to customers

First

Bank

A reconciliation of the allowance for impairment of loans to customers by class is as follows:

Ukrainian
International

Corp?rate : I._ogns to Discount_ed Total

oans individuals bills
Balance at 1 January 2008 32,639 7,889 284 40,812
Charge for the year 67,085 34,920 1,208 103,213
Loans written off during the year as uncollectable (379) (4) (383)
Exchange rate impact (11,897) (3,019) (1,372) (16,288)
Balance at 31 December 2008 87,448 39,786 120 127,354
Individual impairment 83,233 30,892 114,125
Collective impairment 4,215 8,894 120 13,229
87,448 39,786 120 127,354
before deducting any ncidualy sssessed impainment alowance 183,924 126,765 310,689
Corprrate _ Loans to Discount_ed Total

oans individuals bills
Balance at 1 January 2007 22,155 3,725 19 25,899
Charge for the year 10,390 4,169 265 14,824
Loans written off during the year as uncollectable (10) (10)
Exchange rate impact 94 5 99
Balance at 31 December 2007 32,639 7,889 284 40,812
Individual impairment 16,260 2,953 19,213
Collective impairment 16,379 4,936 284 21,599
32,639 7,889 284 40,812
Gross amount of loans, individually determined to be impaired, before 35313 15,976 51289

deducting any individually assessed impairment allowance
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Individually impaired loans
As at 31 December 2008, interest income accrued on impaired loans amounted to USD 2,447 thousand (2007: USD 160 thousand).

The fair value of collateral that the Bank holds relating to loans individually determined to be impaired as at 31 December 2008 amounts to
USD 237,347 thousand (2007: USD 64,415 thousand). In accordance with Ukrainian legislation, loans may only be written off with the
approval of the Board of Directors and, in certain cases, with the respective decision of the Court.

Collateral and other credit enhancements

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

The main types of collateral obtained are as follows:
« For securities lending and reverse repurchase transactions: cash or securities,
» For commercial lending: charges over real estate property, inventory and trade receivables, property rights for deposit,
« For retail lending: property rights for movable and immovable property, property rights for deposit.

The Bank also obtains guarantees from parent companies for loans to their subsidiaries.

Management monitors the market value of collateral, requests additional collateral in accordance with the underlying agreement, and
monitors the market value of collateral obtained during its review of the adequacy of the allowance for loan impairment.

As at 31 December 2008, loans collateralised by customer deposits with the Bank amounted to USD 60,558 thousand (2007: USD 60,747
thousand) (Note 14).

Concentration of loans to customers

As at 31 December 2008, the Bank’s 20 largest borrowers, with aggregate loan amounts of USD 519,076 thousand, represented 26 % of
the gross loan portfolio (2007: 20 largest borrowers, with aggregate loan amounts of USD 498,461 thousand, represented 29% of the
gross loan portfolio).
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The loan portfolio of the Bank by economic sector is as follows:

2008 2007
Trade and agency services 679078 609 228
Individuals 582 349 402 842
Food industry and agriculture 279572 326510
Metallurgy 167 053 136508
Machine building 103109 69937
Chemical 48 943 28 667
Transport, communication and infrastructure 30584 23326
Mining 17 691 20626
Other 121121 99110
Total loans to customers (gross amount) 2029500 1716 754

The Bank's lending activities are conducted in Ukraine. The ability of borrowers to repay their debt is dependent on a number of factors
including the overall financial health of the borrower and the Ukrainian economy.

During year ended 31 December 2008, the Bank has not incurred a loss on initial recognition of loans at rates below market (2007: loss of
USD 427 thousand was recognised in the statement of income).

57 Annual report 2008



First
Ukrainian
International
Bank

Comfortable Bank.

Notes to the Financial Statements for the Year Ended 31 December 2008
(in thousands of US dollars)

10. INVESTMENT SECURITIES AVAILABLE-FOR-SALE

2008 2007
Corporate bonds 39043 116 764
Ukrainian Government debt securities - 5016
Municipal bonds - 1011
Allowance for impairment (5501) -
Total investment securities available-for-sale 33542 122791
2008 2007
Corporate bonds 690 20101
Allowance for impairment (528) -
Total securities pledged under repurchase agreements - available-for-sale 162 20 101
Movements in allowance for impairment of securities available-for-sale during the year were as follows:
2008 2007
Allowance for impairment as at 1 January - -
Charge for provision for allowance for impairment securities available-for-sale during the year 5501 -
Charge in allowance for impairment securities pledged under repurchase agreements — avail- 558 i
able-for-sale during the year
Allowance for impairment of investment securities available-for-sale 6029 _

as at 31 December
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11. PROPERTY AND EQUIPMENT, INVESTMENT PROPERTY AND INTANGIBLE ASSETS

Capital in-

Leasehold Computers . Total pro-  Invest- .
Premises improve- and other vestments in perty and ment izl Total
ments  equipment L equipment property assets
equipment

Cost or valuation
1 January 2008 164,478 4111 42,429 3,443 214,461 4,406 7,299 226,166
Additions 13,025 8 11,567 6,546 31,146 - 1,890 33,036
Disposals / write-offs (473) (566) (2,482) - (3,521) (45) (54) (3.620)
Transfers 5,148 2,887 (2,156) (8,472) (2,593) 2,593 . -
Revaluation 26,718 - - - 26,718 860 - 27,578
Impairment loss (3,895) - - - (3,895) (293) - (4,188)
Lopeaton topresentation (65,601)  (2,297)  (17,375) (806)  (86,079) (2,542) (3,087) (91,708)
As at 31 December 2008 139,400 4,143 31,983 711 176,237 4,979 6,048 187,264
Depreciation
and amortisation
1 January 2008 19,045 1,220 23,133 43,398 4,562 47,960
(Chfl‘g{gez‘;o)”he year 3,090 881 5,559 9,530 933 10,463
Disposals / write-offs (463) (301) (2,398) (3,162) (17)  (3,179)
Transfers - - - - - -
Revaluation 2,406 - - 2,406 - 2,406
Impairment loss (69) - - (69) - (69)
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Capital in-

Leasehold Computers vestments in Total pro-  Invest- Intanaible
Premises improve-  and other perty and ment 9 Total
ments equipment property and equipment property CERLLE
equipment
Translation to presentation
currency (8,088) (560) (9,318) (17,966) (1,853) (19,819)
As at 31 December 2008 15,921 1,240 16,976 34,137 3,625 37,762
Net book value as at 31 123,479 2,903 15,007 711 142,100 4,979 2,423 149,502
December 2008
Leasehold Computers . Caplt_a : Total Invest- .
. . investments in Intangible
Premises improve- and other d property and ment Total
ments equipment '°’°'°°.“V an equipment property assets
equipment
Cost or valuation
1 January 2007 85,121 2,133 30,361 858 118,473 2,861 7,753 129,087
Additions 17,145 - 7,019 17,315 41,479 - 1,072 42,551
Disposals / write-offs (7) (570) (1,356) - (1,933) - (1,526) (3.,459)
Transfers 5,777 2,548 6,405 (14,730) - - - -
Revaluation 56,685 - - - 56,685 1,545 - 58,230
Impairment loss (243) - - - (243) - - (243)
As at 31 December 2007 164,478 4,111 42,429 3,443 214,461 4,406 7,299 226,166
Depreciation and
amortisation
1 January 2007 10,100 1,646 19,352 31,098 4,962 36,060
Charge for the year (Note 25) 1,736 321 4,827 6,884 945 7,829
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Leasehold Computers . Caplt.{:ﬂ Total Invest- .

. . investments in Intangible
Premises improve- and other property and ment Total

ments equipment prope.rty Sl equipment property assets

equipment
Disposals / write-offs (7) (556) (1,314) (1,877) (1,345)  (3,222)
Transfers (77) (191) 268 - - -
Revaluation 7,296 - - 7,296 - 7,296
Impairment loss (3) - - (3) - 3)
As at 31 December 2007 19,045 1,220 23,133 43,398 4,562 47,960
Netbookvalueasat31 ;g 433 2,891 19,296 3,443 171,063 4,406 2,737 178,206
December 2007

As at 31 December 2008, the cost of fully depreciated assets still in use by the Bank amounted to USD 12,562 thousand (2007: USD
19,899 thousand).

As at 31 December 2008, the Bank’s main office, furniture, equipment and ATMs, with a net book value of USD 149,502 thousand (2007:
USD 174,709 thousand), were insured against risks of natural disasters, robbery, fire and unlawful acts of third parties.

The rental income received in respect of investment property for the year ended 31 December 2008 amounted to USD 690 thousand
(2007: USD 464 thousand) (Note 24). The operating and maintenance expenses related to investment property for the year ended 31
December 2008 were USD 38 thousand (2007: USD 31 thousand).

The Bank's premises and investment property were independently valued in December 2008 for the purposes of these financial statements.
The valuation was carried out by independent appraisers. The basis used for the appraisal was the sales comparison approach. This ap-
proach was confirmed by the income capitalisation approach.

As at 31 December 2008, the carrying amount of premises would have been USD 52,962 thousand (2007: USD 55,165 thousand) and
the carrying amount of investment property would have been USD 2,409 thousand (2007: USD 1,080 thousand) had these assets been
measured using the cost model.

The fair value gain of premises of USD 127 thousand and impairment of premises of USD 2,950 thousand (2007: USD 240 thousand) was
recorded in the statement of income (Note 24).

The fair value gain on investment property of USD 860 thousand (2007: USD 1,545 thousand) and the impairment of investment property
of USD 293 (2007: nil) was recorded in the statement of income (Note 24).
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12. DUE TO THE NATIONAL BANK OF UKRAINE

As at 31 December 2008, due to the National Bank of Ukraine was represented by a refinancing loan received on 10 December 2008 of
UAH 520,000 thousand (USD 69,986 thousand at UAH/USD exchange rate at the date of receipt). The loan bears interest at 18.5% p.a.
and matures in December 2009. As at 31 December 2008, carrying amount of this loan was USD 66,805 thousand. The loan is secured by
property rights over corporate loans with a fair value of UAH 874,791 thousand (USD 113,609 thousand).

13. DUE TO OTHER BANKS

2008 2007
Current accounts of other banks
- Domestic 41 887 27 160
- OECD countries 127 3902
- Non-OECD countries - 200
42014 31262
Term deposits of other banks
- Domestic 18092 6 007
- Non-OECD countries 2464 711
20556 6718
Repurchase agreements with other banks
- YKpaiHa - 33586
Total due to other banks 62570 71566

As at 31 December 2008, included in term deposits of other banks were USD 66 thousand (2007: USD 66 thousand) held as collateral for
commitments under import letters of credit and guarantees (Note 30).
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14. CUSTOMER ACCOUNTS

First
Ukrainian
International
Bank

2008 2007
Legal entities
- Current accounts 143026 176 610
- Term deposits 260749 243769
- Repurchase agreements 668 74
Individuals
- Current accounts 68 604 104 809
- Term deposits 390427 306 930
Total customer accounts 863474 832 192

As at 31 December 2008, the Bank’s 10 largest customers, with an aggregate amount of deposits of USD 175,801 thousand, represented
20% of customer accounts (2007: largest 10 customers, with an aggregate amount of deposits of USD 205,035 thousand, represented

25% of customer accounts).

As at 31 December 2008, included in customer accounts were deposits of USD 180,140 thousand (2007: USD 90,093 thousand) held as
collateral for loans to customers of USD 60,558 thousand (2007: USD 60,747 thousand) (Note 9) and loan commitments of USD 36,545
thousand (2007: USD 13,390 thousand). In addition, USD 11,015 thousand (2007: USD 15,743 thousand) is held as collateral for com-

mitments under import letters of credit, guarantees and promissory notes endorsements (Note 30).

In accordance with Ukrainian legislation, the Bank is obliged to repay time deposits of individuals upon demand of a depositor. In case a
term deposit is repaid upon demand of the depositor prior to maturity, interest on it is paid based on the interest rate for demand deposits,

unless a different interest rate is specified in the agreement.
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Economic sector concentrations within customer accounts are as follows:

First
Ukrainian
International
Bank

2008 2007
Individuals 459 031 411739
Trade and agency services 104 248 107 295
Machine-building 36088 75373
Mining and energy 49073 68027
Transport and infrastructure 20357 22550
Non-banking financial institutions 43420 20227
Metallurgy 14236 14 331
Chemical 13502 12231
Agriculture and food 17672 11717
Non-commercial institutions 8644 3830
Other 97 203 84872
Total customer accounts 863474 832192

15. EUROBONDS ISSUED

In February and May 2007, the Bank obtained a loan amounting to USD 275,000 thousand from Standard Bank Plc. The carrying value of
the loan as at 31 December 2008 amounted to USD 283,739 thousand (2007: USD 282,896 thousand). This loan was funded by 9.75%
loan participation notes (“Eurobonds”) issued by, but without recourse to, Standard Bank Plc, for the sole purpose of funding the loan to the
Bank. The loan matures in February 2010. The interest rate on the loan is 9.75% p.a. Interest payments are made semi-annually in arrears
on 14 February and 16 August of each year, commencing 16 August 2008.
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16. BONDS ISSUED

In June 2007, the Bank issued hryvnia denominated bonds of A series for the total nominal amount of USD 59,406 thousand (UAH
300,000 thousand) with interest of 12.0% p.a. and maturity in June 2010.

In April 2008, the Bank issued hryvnia denominated bonds of B series for the total nominal amount of USD 61,870 thousand (UAH
300,000 thousand) (carrying value of USD 27,078 thousand as at 31 December 2008). These bonds bear interest at 13.5% p.a. and
mature in April 2011.

2008 2007
Nominal value Carrying value Nominal value Carrying value
Bonds issued series B 26 699 27078
Bonds issued series A 10519 10523 59 406 59586
Total bonds issued 37 218 37601 59 406 59 586
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17. OTHER BORROWED FUNDS

2008 2007
Standard Bank London Limited 154 303 242 344
Cargill Financial Services International, Inc. 93068 159591
VTB Bank Europe Plc 49 156
HSBC Bank Plc 34 849
Deutsche Bank 21509 3960
ING Belgium SA/NV Brussels 18 487
Black Sea Trade and Development Bank 18315 18 328
Landesbank Berlin AG 16 692 1787
KBC Bank NV 16 023 8024
Credit Suisee Geneva 10427
Fortis Bank (Belgium) 9871 333
Other facilities 42 481 40339
Total other borrowed funds 485 181 474706

Loans from Standard Bank London Limited were denominated in US dollars and bear interest of LIBOR + 2% p.a. on the outstanding
amount with maturity 11 August 2009.

Loans from Cargill Financial Services International are denominated in US dollars and bear interest at a weighted average rate 9.5% p.a. on
the outstanding amount with maturity from 16 January 2009 to 11 September 2009.

Loans from VTB Bank Europe Plc are denominated in US dollars and bear interest at a weighted average rate LIBOR + 1.9% p.a. on the
outstanding amount with maturity 25 June 2009.
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Loans from HSBC Bank Plc are denominated in US dollars and bear interest at a weighted average rate LIBOR + 4.0% p.a. on the outstand-
ing amount with maturity 15 May 2009.

Loans from Deutsche Bank are denominated in euro and bear interest at a weighted average rate EURIBOR + 1.5% p.a. on the outstanding
amount with maturity from 23 January 2009 to 20 March 2014. The loans were received for the purpose of financing the acquisition of
import equipment by the Bank’s customers.

Loans from ING Belgium SA/NV Brussles are denominated in US dollars and bear interest at a weighted average Prevaling Interbank Market
Rate (as defined by ING Belgium SA/NV Brussles) + 2.75% p.a. on the outstanding amount with maturity on 16 January 2009. The loans
were received for the purpose of financing acquisition of import equipment by the Bank'’s customers.

Loans from Black Sea Trade and Development Bank are denominated in US dollars and bear interest of LIBOR + 3.5% p.a. on the outstand-
ing amount with maturity from 6 August 2009 to 13 October 2009.

Loans from Landesbank Berlin AG are denominated in euro and bear interest at a weighted average rate EURIBOR + 1.1% on the outstand-
ing amount with maturity from 22 January 2009 to 30 November 2014. The loans were received for the purpose of financing the acquisi-
tion of import equipment by the Bank’s customers.

Loans from KBC Bank NV are denominated in US dollars and bear interest at a weighted average rate LIBOR + 2.4% p.a. on the outstanding
amount with maturity from 30 July 2009 to 12 August 2009. The loans were received for the purpose of financing acquisition of import
equipment by the Bank’s customers.

Loans from Credit Suisse Geneva are denominated in US dollars and bear interest at a weighted average rate LIBOR + 3% p.a. on the out-
standing amount with maturity 20 April 2009. The loans were received for the purpose of financing acquisition of import equipment by
the Bank’s customers.

Loans from Fortis Bank (Belgium) N.V. are denominated in euro and US dollars and bear interest at a weighted average rate EURIBOR +
2.3% (for euro) and LIBOR + 2% (for US dollars) p.a. on the outstanding amount with maturity from 5 March 2009 to 20 December
2010. The loans were received for the purpose of financing the acquisition of import equipment by the Bank’s customers.

Included in other facilities is USD 42,481 thousand, which represents funds received from other banks for the purposes of financing the
acquisition of import equipment by the Bank’s customers. These facilities are denominated in US dollars, euro and Swiss francs and bear
interest at a weighted average rate of 7.5% (for euro), 6.4% (for US dollars) and 5.9% (for Swiss francs) p.a. on the outstanding amount
with maturity from 12 January 2009 to 2 December 2013.
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18. OTHER LIABILITIES

2008 2007
Derivative financial liabilities (Note 8) 37611 49
Provision for credit related commitments (Note 30) 8 499 2584
Amounts payable to employees 2539 3298
Other taxes payable 840 424
Software costs payable under licensing agreements 376 1042
Payable under operations with plastic cards 127 1127
Other accruals and deferred income 5457 2739
Total other liabilities 55449 11263
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19. DERIVATIVE FINANCIAL INSTRUMENTS

The Bank enters into derivative financial instruments for trading purposes. The table below shows the fair values of derivative financial
instruments, recorded as assets or liabilities, together with their notional amounts. The notional amount, recorded gross, is the amount of
a derivative's underlying asset, reference rate or index and is the basis upon which changes in the value of derivatives are measured. The

notional amounts indicate the volume of transactions outstanding at the year end and are not indicative of the credit risk.

The Bank had outstanding foreign exchange contracts with banks as at 31 December 2008:

2008
ARG R (5 Sotforelgh Positive fair value (Negative fair value)
currency currency)
Currency forwards 217015 (217 561) 613 (1159)
Currency swaps 298 491 (333 686) 2416 (37611)
Total 515 506 (551 247) 3029 (38 770)

The Bank had outstanding foreign exchange contracts with banks as at 31 December 2007:

2007
Purchase of foreign (Sale of foreign Positive fair value (Negative fair value)
currency currency)
Currency forwards 380824 (380966) 910 (1052)
Currency swaps 610099 (610 148) 1502 (1551)
Total 990 923 (991 114) 2412 (2603)

The resulting net fair value gain or loss was recorded in the gains less losses from dealing with foreign currencies.
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20. EQUITY

As at 31 December 2008, the Bank's authorised share capital comprises 10,968,880 ordinary shares (31 December 2007: 6,577,280
shares) with a nominal value of UAH 230 (USD 29.87 at 31 December 2008 exchange rate of UAH 7.7 for USD 1) per share. All shares
have equal voting rights.

31 December 2008 31 December 2007
Number of Nominal Inflation adjusted Number of Nominal Inflation adjusted
shares amount amount shares amount amount
Ordinary shares/ Total share ;) g5 ggq 327,641 344,897 6,577,280 299,559 325,868

capital

In 2008, the Bank has issued 4,391,600 additional shares with a nominal value of UAH 230 (USD 29.87 at 31 December 2008 exchange
rate of 7.7 UAH for 1 USD) per share. Contributions from shareholders were received in cash. As at 31 December 2008, all shares were
fully paid and registered.

NATURE AND PURPOSE OF OTHER RESERVE

Other reserve is used to record accumulated currency translation differences arising as a result of translation of equity items into the Bank’s
presentation currency at the closing rate ruling at the balance sheet date.

21. SEGMENT ANALYSIS

The Bank's primary format for reporting segment information is business segments. The Bank is organised on a basis of three main business
segments:

- Retail banking — representing private banking services, private customer current accounts, savings, deposits, investment savings prod-
ucts, custody, credit and debit cards, consumer loans and mortgages.

- Corporate banking — representing direct debit facilities, current accounts, deposits, overdrafts, loan and other credit facilities, foreign
currency and derivative products.

- Investment banking and treasury — representing trading in financial instruments, structured financing.
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Transactions between the business segments are on normal commercial terms and conditions. Funds are ordinarily reallocated between
segments, resulting in funding cost transfers disclosed in operating income. Interest charged for these funds is based on the Bank’s cost of
capital. There are no other material items of income or expense between the business segments. Segment assets and liabilities comprise
operating assets and liabilities, being the majority of the balances sheet, but excluding taxation. Internal charges and transfer pricing adjust-

ments have been reflected in the performance of each business segment.

Segment information for the main reportable business segments of the Bank as at 31 December 2008 is set out below:

2008 Retai : Corporate Inve_stment

etail banking banking bankingand  Unallocated Total

treasury
Assets
Segment assets 693,627 1,435,297 181,794 - 2,310,718
Current tax assets - - - 7,097 7,097
Total assets 693,627 1,435,297 181,794 7,097 2,317,815
Liabilities
Segment liabilities 473,177 423,971 957,671 - 1,854,819
Current and deferred tax liabilities - - - 11,836 11,836
Total liabilities 473,177 423,971 957,671 11,836 1,866,655
Other segment items
Capital expenditure 20,378 11,318 1,340 - 33,036
Allowance for loan impairment (34,920) (67,689) (604) - (103,213)
Provision for securities - - (6,029) - (6,029)
Depreciation and amortisation expense (6,455) (3,585) (423) - (10,463)
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Segment information for the main reportable business segments of the Bank for the year ended 31 December 2008 is set out below:

20 - . Corporate Inve_stment o
08 Retail banking banking banking and Unallocated Eliminations Total
treasury

External revenues 100,784 220,965 47,711 18,476 - 387,936
Revenues from other segments - 97,036 - (97,036) -
Total revenues 100,784 220,965 144,747 18,476 (97.036) 387,936
Total revenues comprise:

- Interest income 71,598 203,165 129,367 - (97,036) 307,094
- Fee and commission income 25,164 15,367 3,718 - - 44,249
- Other revenues 4,022 2,433 11,662 18,476 - 36,593
Total revenues 100,784 220,965 144,747 18,476 (97,036) 387,936
Segment result (40,282) (9,212) 42,590 14,397 - 7.493
Income tax expense - - - 7,769
Profit the year 15,262
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Segment information for the main reportable business segments of the Bank as at 31 December 2007 is set out below:

2007 Retail  Corporate MRS e Total

banking banking tregsau': natocate ot
y

Assets

Segment assets 492 703 1420153 280 839 47522 2241 217

Total assets 492703 1420153 280 839 47 522 2241 217

Liabilities

Segment liabilities 412 866 689 345 622570 7428 1732209

Current and deferred tax liabilities - - 26 288 26 288

Total liabilities 412 866 689 345 622570 33716 1758497

Other segment items

Capital expenditure 21603 19510 485 953 42 551

Allowance for loan impairment (4169) (10 655) - (14 824)

Depreciation and amortisation expense (1812) (4 383) (113) (1521) (7 829)
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Segment information for the main reportable business segments of the Bank for the year ended 31 December 2007 is set out below:

2007 Retail  Corporate | WIS\ ed Eliminat Total
banking banking tregsaur: nallocate iminations ota
y
External revenues 38,420 128,342 34,920 11,621 213,303
Revenues from other segments 2,504 7,761 30,400 (40,665) -
Total revenues 40,924 128,342 42,681 42,021 (40,665) 213,303
Total revenues comprise:
- Interest income 28,501 113,042 36,997 30,400 (40,665) 168,275
- Fee and commission income 12,341 14,182 3,256 7.657 37,436
- Other revenues 82 1,118 2,428 3,964 7,592
Total revenues 40,924 128,342 42,681 42,021 (40,665) 213,303
Segment result (285) 31,269 (2,821) 10,040 38,203
Income tax expense (10,163)
Profit for the year 28,040
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Geographical segments. Segment information for the main geographical segments of the Bank is set out below as at 31 December 2008
and as at 31 December 2007 and for the years then ended.

Ukraine OECD Non-OECD Total
2008
Segment assets 2,208,327 104,174 5,314 2,317,815
Total segment assets 2,208,327 104,174 5,314 2,317,815
External revenues 384,156 3,257 523 387,936
Capital expenditure 33,036 - - 33,036
Credit related commitments 333,389 1,083 97 334,569
2007
Segment assets 2,151,669 81,804 7,744 2,241,217
Total segment assets 2,151,669 81,804 7,744 2,241,217
External revenues 207,791 5,265 247 213,303
Capital expenditure 42,551 - - 42,551
Credit related commitments 389,405 1,600 708 391,713

External revenues and assets, and credit related commitments have been allocated based on the domicile of the counterparty. Cash on hand
and premises and equipment and capital expenditure have been allocated based on the country in which they are physically held.

Balances and revenues with OECD countries includes Austria, Belgium, Canada, Czech Republic, Denmark, Germany, Japan, Netherlands,
Poland, Sweden, Switzerland, United Kingdom, USA.
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22. INTEREST INCOME AND EXPENSE
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2008 2007
Interest income
Loans to customers
- legal entities 199,309 112,682
- individuals 71,598 25,997
Due from other banks 11,034 15,231
Securities 25,153 14,365
Total interest income 307,094 168,275
Interest expense
Individuals
- term deposits (48,050) (20,238)
- current accounts (1,142) (857)
Legal entities
- term deposits (31,329) (14,334)
- current accounts (4,229) (1,795)
Due to NBU (748)
Due to other banks (6,686) (8,075)
Eurobonds issued (27,640) (21,530)
Bonds issued (8,256) (3,492)
Other borrowed funds (42,879) (25,972)
Total interest expense (170,959) (96,293)
Net interest income 136,135 71,982
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23. FEE AND COMMISSION INCOME AND EXPENSE
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2008 2007
Payment cards 23665 17072
Foreign currency exchange 6791 5932
Payments 3352 2946
Documentary operations 6 654 4167
Cash deposits and withdrawals 2536 1873
Other 1251 5446
Fee and commission income 44 249 37 436
Payment cards (9940) (7 535)
Cash collections (896) (713)
Reuters (326) (349)
Payments (435) (403)
Documentary operations (444) (246)
Other (74) (1075)
Fee and commission expense (12 115) (10 321)
Net fee and commission income 32134 27 115
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24, OTHER INCOME AND EXPENSES
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2008 2007
Income from revaluation of investment property (Note 11) 860 1545
Impairment of investment property (Note 11) (293) -
Income from revaluation of premises (Note 11) 127 -
Impairment of premises (Note 11) (2 950) (240)
Rental income (Note 11) 690 464
Penalties received 611 130
Loss on disposal of property and equipment (58) (17)
Other income 684 317
Other expense (93) (21)
Total other income and expenses (422) 2178
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25. OPERATING EXPENSES

2008 2007

Salary, employee benefits and compulsory contributions to State funds 37275 25037
Depreciation and amortisation (Note 11) 10 463 7 829
Maintenance of premises and equipment 6 099 4755
Lease of premises 4546 2768
State duties and taxes, other than on income 3653 1764
Advertising, entertainment, representative offices maintenance 3054 2382
Audit, legal, consulting services 2238 742
Communication 1932 1631
Security services 1108 952
Training 582 336
Charitable contributions 270 189
Other 6493 3656
Total operating expenses 77713 52 041

Included in salary, employee benefits and compulsory contributions to State funds are statutory social security and pension contributions of
USD 9,073 thousand (2007: USD 6,001 thousand). Pension contributions are made into State pension fund which is a defined contribu-
tion plan.
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26. INCOME TAXES

Income tax expense was comprised of the following:

2008 2007
Current tax charge 142 6 555
Deferred tax (benefit) /expense (7911) 3608
Income tax (benefit) /expense for the year (7 769) 10163

The income tax rate applicable to the Bank's income is 25 % (2007: 25 %). A reconciliation between the expected and the actual income
tax expense is provided below:

2008 2007
Profit before income tax expense 7493 38203
Theoretical tax charge at the applicable statutory rate (25 %) 1873 9551
Tax effect of items which are not deductible or assessable for taxation purposes:
- Income assessable for tax purposes only 88 95
- Income recognised in financial reporting only (4913) (147)
- Non deductible expenses 1032 824
- Expenses deductible for tax purposes only -
- Exchange rate differences on recognition of current and deferred income tax (5619)
- Other non temporary differences (230) (160)
Income tax (benefit)/ expense for the year (7 769) 10163
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Deferred tax assets and liabilities as at 31 December and their movements for the respective years comprise:

Credited /(charged)

Credited/ Translation to

31 December to statement of (charged) to resentation 31 December
2007 ementot - ctatementof P 2008
changes in equity . currency
income
Tax effect of deductible and taxable
temporary differences
Allowance for loan impairment and credit
related commitments (2.327) 7,986 801 6.460
Investment securities available-for-sale 1,328 407 1,584 (457) 2,862
Property and equipment and investment (25,949) (5.827) (434) 10.398 (21,812)
property ' ! ' '
Accrued interest and commission income 2,407 977 (828) 2,556
Accrued interest and commission expense 429 (299) (148) (18)
Other 29 (1,903) (10) (1,884)
Net deferred tax liability (24,083) (5.420) 7,911 9,756 (11,836)
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Credited/(charged) Credited/(charged)

31 December 31 December

2006 o equtty o come 2007
Tax effect of deductible and taxable temporary
differences
?glr%vr\:]aipr;z;ct)sr loan impairment and credit related 2036 . (4.363) (2.327)
Investment securities available-for-sale 14 (8) 1,322 1,328
Property and equipment and investment property (11,862) (12,348) (1,739) (25,949)
Accrued interest and commission income 722 - 1,685 2,407
Accrued interest and commission expense 1,099 - (670) 429
Other (128) - 157 29
Net deferred tax liability (8,119) (12,356) (3,608) (24,083)
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27.RISK MANAGEMENT
INTRODUCTION

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

The independent risk control process does not include business risks such as changes in the environment, technology and industry. They are
monitored through the Bank’s strategic planning process.

Risk Management Process

Risk management policy, monitoring and control are conducted by a number of specialised bodies and units within the Bank. The bod-
ies most actively involved in such management are: Credit Risk Management Division and the Market and Operational Risk Management
Division, reporting linearly to the Chairman of the Board and functionally to the Credit Council and the Assets and Liabilities Management
Committee.

Supervisory Board

The Supervisory Board has the highest degree of authority with respect to the Bank’s risk management, and is empowered through the
Bank’s Charter to approve any transactions on behalf of the Bank for amounts in excess of 20% of the value of the Banks equity capital.

Board of Directors

The Board of Directors is generally responsible for the activities of the Bank, including those relating to risk management. The Board of
Directors delegates its powers with respect to the overall asset and liability management of the Bank to the Assets and Liabilities Manage-
ment Committee, approves the composition of this Committee and the Tariff Committee. In addition, the Board of Directors is responsible
for development and preliminary approval of the Bank's credit policy.

Assets and Liabilities Committee

Assets and Liabilities Committee is responsible for managing the Bank’s assets and liabilities and the overall financial structure. It is also
primarily responsible for the interest, currency and liquidity risks of the Bank.

Credit Risk Management Division
Credit Risk Management Department is responsible for implementing and maintaining credit risk related procedures.
Market and Operational Risk Management Division

Market and operational risk management division is responsible for development of risk management methodologies, procedures and re-
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porting, which allows to perform a quantitative assessment of liquidity, interest and currency risks. This department is monitoring the above
mentioned risks on a daily basis and controls implementation of Assets and Liabilities Management Committee decisions.

Risk measurement and reporting systems

The Bank's risks are measured using a method which reflects both the expected loss likely to arise in normal circumstances and unexpected
losses, which are an estimate of the ultimate actual loss based on statistical models. The models make use of probabilities derived from
historical experience, adjusted to reflect the economic environment. The Bank also runs worse case scenarios that would arise in the event
that extreme events which are unlikely to occur do, in fact, occur.

Monitoring and controlling risks is primarily performed based on limits established by the Bank. These limits reflect the business strategy
and market environment of the Bank as well as the level of risk that the Bank is willing to accept, with additional emphasis on selected in-
dustries. In addition the Bank monitors and measures the overall risk bearing capacity in relation to the aggregate risk exposure across all
risks types and activities.

Information compiled from all the businesses is examined and processed in order to analyse, control and identify early risks. This informa-
tion is presented and explained to the Board of Directors, Assets and Liabilities Management Committee, Credit Council and the head of
each respective business division. The report includes the information on aggregate credit exposure, credit metric forecasts, hold limit
exceptions, liquidity and interest rate risks and risk profile changes. On a monthly basis detailed reporting of liquidity, currency and interest
rate risks, industry, customer and geographic risks takes place. Senior management assesses the appropriateness of the allowance for credit
losses on a quarterly basis. The Board of Directors receives a comprehensive risk report once a quarter which is designed to provide all the
necessary information to assess and conclude on the risks of the Bank.

Risk mitigation

As part of its overall risk management, the Bank uses derivatives and other instruments to manage exposures resulting from changes in
interest rates, foreign currencies, equity risks, credit risks, and exposures arising from forecast transactions.

The Bank actively uses collateral to reduce its credit risks (see below for more detail).
Excessive risk concentration

Concentrations arise when a number of counterparties are engaged in similar business activities, or activities in the same geographic region,
or have similar economic features that would cause their ability to meet contractual obligations to be similarly affected by changes in eco-
nomic, political or other conditions. Concentrations indicate the relative sensitivity of the Bank’s performance to developments affecting a
particular industry or geographical location.

In order to avoid excessive concentrations of risks, the Bank’s policies and procedures include specific guidelines to focus on maintaining a
diversified portfolio. Identified concentrations of credit risks are controlled and managed accordingly.
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CREDIT RISK

The Bank takes on exposure to credit risk which is the risk, that a counterparty will be unable to pay amounts in full when due. The Bank
structures the levels of credit risk it undertakes by placing limits on the amount of risk accepted in relation to one borrower, or groups of
borrowers. Such risks are monitored on a revolving basis and subject to a regular review. Limits on the level of credit risk by borrower are
approved regularly by the Credit Council and Credit Committee of the Bank.

Exposure to credit risk is managed through regular analysis of the ability of borrowers and potential borrowers to meet interest and principal
repayment obligations and by changing these lending limits where appropriate. Exposure to credit risk is also managed, in part, by obtain-
ing collateral and corporate guarantees.

Derivative financial instruments
Credit risk arising from derivative financial instruments is, at any time, limited to those with positive fair values, as recorded in the balance sheet.
Credit-related commitments risks

The Bank makes available to its customers guarantees which may require that the Bank make payments on their behalf. Such payments are
collected from customers based on the terms of the letter of credit. They expose the Bank to similar risks to loans and these are mitigated
by the same control processes and policies.

The table below shows the maximum exposure to credit risk for the components of the balance sheet, including derivatives. The maximum
exposure is shown gross, before the effect of mitigation through the use of master netting and collateral agreements and after deducting
any allowance for impairment.

2008 2007
Balance with the NBU (Note 7) 41,668 54,856
Due from other banks (Note 8) 113,573 112,376
Loans to customers (Note 9) 1,902,146 1,675,942
Investment securities available-for-sale (Note 10) 33,542 122,791
Securities pledged under repurchase agreements - available-for-sale (Note 10) 162 20,101
Other assets 3,048 4,036
Financial contingencies and commitments (Note 30) 191,882 224,884
Total credit risk exposure 2,286,021 2,214,986
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Where financial instruments are recorded at fair value, the amounts shown above represent the current credit risk exposure but not the
maximum risk exposure that could arise in the future as a result of changes in values.

For more detail on the maximum exposure to credit risk for each class of financial instrument, references shall be made to the specific notes.
The effect of collateral and other risk mitigation techniques is shown below.

Credit quality of financial assets

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

Neither past due nor impaired

_Ov.er_due or

As at 31 December 2008 Note High rating Stapadt?r:g stan dgf(lzlou:’;’t::; Inclilr\'rl\l:;l;i?:elz ol
Due from other banks 8 85,751 22,114 5,708 - 113,573
Loans to customers 9

- Corporate loans 178,715 423,937 533,491 277,763 1,413,906
- Loans to individuals 160,930 283,723 4,248 133,448 582,349
- Discounted bills - 33,245 - - 33,245
Investment securities available-for-sale 10 4,515 14,664 13,255 6,609 39,043
Souritespedged s repurchase 1 - - S e e
Total 429,911 777,683 556,702 418,510 2,182,806
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Neither past due nor impaired Overdue or

As at 31 December 2007 Note High rating Starnacl?;g standgfcliorvgt?rl:; mdill)rl'nl:zl;i;:lelz ol
Due from other banks 8 100,652 6,492 5,232 - 112,376
Loans to customers

- Corporate loans 240,905 674,228 331,299 35,313 1,281,745
- Loans to individuals 132,712 248,613 5,541 15,976 402,842
- Discounted bills 16,302 - 4,282 - 20,584
- Reverse sale and repurchase agreements 11,583 - - - 11,583
Investment securities available-for-sale 10 37,160 69,657 15,974 - 122,791
Secuispledgedunder epuchsecses1p 20,10 - - o
Total 559,415 998,990 362,328 51,289 1,972,022

It is the Bank's policy to maintain accurate and consistent risk ratings across the credit portfolio. This facilitates focused management of the
applicable risks and the comparison of credit exposures across all lines of business, geographic regions and products. The rating system is
supported by a variety of financial analytics, combined with processed market information to provide the main inputs for the measurement
of counterparty risk. Allinternal risk ratings are tailored to the various categories and are derived in accordance with the Bank's rating policy.
The attributable risk ratings are assessed and updated regularly.

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

As at 31 December 2008, the Bank has past due but not impaired loans:

As at 31 December 2008 Upto30days From31to60days From61to90days Morethan 91 days Total
Loans to customers

- Corporate loans 88,764 5,075 - - 93,839
- Loans to individuals 6,683 - - - 6,683
Total 95,447 5,075 - - 100,522
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As at 31 December 2007, the Bank did not have past due but not impaired loans.

Of the total aggregate amount of gross past due but not impaired loans to customers, the fair value of collateral that the Bank held as at 31
December 2008 was USD 163,708 thousand. See ‘Collateral and other credit enhancements’ in Note 9 for the details of types of collateral
held.

See Note 9 for more detailed information with respect to the allowance for impairment of loans to customers.
Impairment assessment

The main considerations for the loan impairment assessment include whether any payments of principal or interest are overdue by more
than 60 days or there are any known difficulties in the cash flows of counterparties, credit rating downgrades, or infringement of the
original terms of the contract. The Bank addresses impairment assessment in two areas: individually assessed allowances and collectively
assessed allowances.

Individually assessed allowances

The Bank determines the allowances appropriate for each individually significant loan on an individual basis. [tems considered when deter-
mining allowance amounts include the sustainability of the counterparty’s business plan, its ability to improve performance once a financial
difficulty has arisen, projected receipts and the expected dividend payout should bankruptcy ensue, the availability of other financial sup-
port and the realisable value of collateral, and the timing of the expected cash flows. The impairment losses are evaluated at each reporting
date, unless unforeseen circumstances require more careful attention.

Collectively assessed allowances

Allowances are assessed collectively for losses on loans to customers that are not individually significant (including credit cards, residential
mortgages and unsecured consumer lending) and for individually significant loans where there is not yet objective evidence of individual
impairment. Allowances are evaluated at each reporting date with each portfolio receiving a separate review.

The collective assessment takes account of impairment that is likely to be present in the portfolio even though there is not yet any objective
evidence of the impairment in an individual assessment. Impairment losses are estimated by taking into consideration of the following infor-
mation: historical losses on the portfolio, current economic conditions, the appropriate delay between the time a loss is likely to have been
incurred and the time it will be identified as requiring an individually assessed impairment allowance, and expected receipts and recoveries
once impaired. The impairment allowance is then reviewed by credit management to ensure alignment with the Bank’s overall policy.

Financial guarantees and letters of credit are assessed and provision made in a similar manner as for loans.
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CARRYING AMOUNT PER CLASS OF FINANCIAL ASSETS WHOSE TERMS HAVE BEEN RENEGOTIATED

The table below shows the carrying amount for renegotiated financial assets, by class.

2008 2007
Loans to customers
- Corporate loans 19536 2677
Total 19536 2677

LIQUIDITY RISK AND FUNDING MANAGEMENT

Liquidity risk is the risk that the Bank will be unable to meet its payment obligations when they fall due under normal and stress circum-
stances. To limit this risk, management has arranged diversified funding sources in addition to its core deposit base, manages assets with
liquidity in mind, and monitors future cash flows and liquidity on a daily basis.

The Bank maintains a portfolio of diverse assets that can be easily liquidated in the event of an unforeseen interruption of cash flow. The
Bank also has committed lines of credit that it can access to meet liquidity needs. In addition, the Bank maintains certain level of funds with

the NBU (including mandatory reserve balance) and on correspondent accounts with other banks to meet its own and clients’ obligations.

The liquidity position is assessed and managed by the Bank, based on certain liquidity ratios established by the NBU. As at 31 December,
these ratios were as follows:

Ratio 2008, % 2007, %

N4 “Instant Liquidity Ratio” (cash and balances on correspondent accounts / liabilities repayable on 69 69 57 48
demand) (minimum required by the NBU — 20%) ' '

N5 “Current Liquidity Ratio” (assets receivable or realisable within 31 days / liabilities repayable 79 71 77 78
within 31 days) (minimum required by the NBU — 40%) ! '

N6 “Short-term Liquidity Ratio” (certain assets with original maturity up to 1 year / liabilities with
original maturity up to 1 year including off-balance sheet commitments) (minimum required by the 29,47 42,10
NBU - 20%)
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Analysis of financial liabilities by remaining contractual maturities

The table below summarises the maturity profile of the Bank’s financial liabilities at 31 December 2008 based on contractual undiscounted
repayment obligations. Repayments which are subject to notice are treated as if notice were to be given immediately. However, the Bank
expects that many customers will not request repayment on the earliest date the Bank could be required to pay and the table does not reflect
the expected cash flows indicated by the Bank’s deposit retention history.

From 1 to

From 3 to

From 6 to

More than

As at 31 December 2008 Up to 1 month 3 months 6 months 12 months 12 months Total
Due to the NBU 104 1,998 3,115 73,001 78,218
Due to other banks 55,070 - 704 7,524 63,298
Derivative financial instruments

amount to pay 451,202 73,980 28,523 553,705

amount to receive (441,453) (56,344) (21,401) (519,198)
Customer accounts 364,866 169,341 216,318 137,747 2,047 890,319
Eurobonds issued - 13,406 13,406 288,406 315,218
Bonds issued 864 - 38,979 39,843
Other borrowed funds 31,240 22,083 177,462 231,631 44,425 506,841
Other liabilities 127 126 251 504
E;’;?I'it‘;;‘;’i“°”“ted financial 462,020 224,590 443,700 463,309 335,129 1,928,748
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From 1 to From 3 to From 6 to More than

As at 31 December 2007 Up to 1 month 3 months 6 months 12 months 12 months Total
Due to other banks 70,855 450 270 71,575
Derivative financial instruments

amount to pay 913,741 40,637 35,156 4,195 993,729

amount to receive (913,535) (40,537) (34,799) (4,199) (993,070)
Customer accounts 334,027 80,327 175,996 178,598 95,526 864,474
Eurobonds issued - 10,386 332,078 342,464
Bonds issued 156 - 77,023 77,179
Other borrowed funds 15,996 7,122 97,626 343,367 61,366 525,477
Other liabilities 1,192 150 99 199 529 2,169
Total undiscounted finandial 422,432 98,535 274,348 522,160 566,522 1,883,997
liabilities
The table below shows the contractual expiry by maturity of the Bank’s financial commitments and contingencies.

Upto 1 month From3to12months From 1to5years Morethan5 years Total

2008 52,557 109,247 22,621 15,956 200,381
2007 85,150 70,439 71,879 227,468

The Bank expects that not all of the contingent liabilities or commitments will be drawn before expiry of the commitments.
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MARKET RISK = NON-TRADING

Market risk is the risk that the fair value or future cash flows of financial instruments will fluctuate due to changes in market variables such
as interest rates, foreign exchanges, and other prices. The Bank manages exposures to market risk for non-trading portfolios. Non-trading
positions are managed and monitored using other sensitivity analysis. Except for the concentrations within foreign currency, the Bank has

no significant concentration of market risk.
Interest rate risk

Interest rate risk arises from the possibility that changes in interest rates will affect future cash flows or the fair values of financial instru-
ments. The following table demonstrates the sensitivity to a reasonable possible change in interest rates, with all other variables held con-

stant, of the Bank’s income statement.

The sensitivity of the statement of income is the effect of the assumed changes in interest rates on the net interest income for one year,
based on the floating rate non-trading financial assets and financial liabilities held at 31 December 2008.

2008 2007

Change in interestrate,  Effect on profit before Change ininterestrate, Effect on profit before

I Gl basis points income tax expense basis points income tax expense
Libor +50 (714) +75 (291)
Libor -25 357 -125 485
Euribor +125 (3) +75 169
Euribor -75 2 -150 (338)

Currency risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in foreign exchange rates. The Management
Board has set limits on positions by currency based on the NBU regulations. Positions are monitored on a daily basis.

The tables below indicate the currencies to which the Bank had significant exposure at 31 December 2008 on its non-trading monetary
assets and liabilities and its forecast cash flows. The analysis calculates the effect of a reasonably possible movement of the currency rate
against hryvnia, with all other variables held constant on the statement of income (due to the fair value of currency sensitive non-trading
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monetary assets and liabilities). The effect on equity does not differ from the effect on the statement of income. A negative amount in the
table reflects a potential net reduction in the statement of income or equity, while a positive amount reflects a net potential increase.

2008 2007
Currency Changein curren%y Eff_ect on profit before Change in currenf)y Eff_ect on profit before
rate, % income tax expense rate, % income tax expense
US dollars +30.0 1,006 +4.0 1,182
US dollars -22.0 (738) -2.0 (597)
Euro +34.0 461 +10.1 493
Euro -34 (461) -8.4 (410)

OPERATIONAL RISK

Operational risk is the risk of loss arising from systems failure, human error, fraud or external events. When controls fail to perform, op-
erational risks can cause damage to reputation, have legal or regulatory implications, or lead to financial loss. The Bank cannot expect to
eliminate all operational risks, but through a control framework and by monitoring and responding to potential risks, the Bank is able to
manage the risks. Controls include effective segregation of duties, access, authorisation and reconciliation procedures, staff education and
assessment processes, including the use of internal audit.
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28. FAIR VALUES OF FINANCIAL INSTRUMENTS

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

2008 2007
Carrying - Unrecc_;gnised Carrying : Unrec_ognized
value air value income value Fair value income/
(expense) expense
Financial assets
Cash on hand 57,418 57,418 - 57,223 57,223
Balance with the NBU 41,668 41,668 - 54,856 54,856
Due from other banks 113,573 113,573 - 112,376 113,098 722
Loans to customers 1,902,146 1,719,961 (182,185) 1,675,942 1,708,351 32,409
Investrient securities 33,542 33,542 . 122,791 122,791
om0 0
Financial liabilities
Due to the NBU 66,805 66,805 - -
Due to other banks 62,570 62,570 - 71,566 71,566
Customer accounts 863,474 844,783 18,691 832,192 806,744 25,448
Eurobonds issued 283,739 103,620 180,119 282,896 257,125 25,771
Bonds issued 37,601 36,242 1,359 59,586 59,688 (102)
Other borrowed funds 485,181 484,583 598 474,706 470,589 4117
Total unrecognized change in _ _ 18,582 _ _ 88,365

unrealised in fair value
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The following describes the methodologies and assumptions used to determine fair values for those financial instruments which are not
already recorded at fair value in the financial statements.

Assets for which fair value approximates carrying value

For financial assets and financial liabilities that are liquid or having a short term maturity (less than three months) it is assumed that the
carrying amounts approximate their fair value. This assumption is also applied to demand deposits, savings accounts without a specific
maturity and variable rate financial instruments.

Fixed rate financial instruments

The fair value of fixed rate financial assets and liabilities carried at amortised cost are estimated by comparing market interest rates when
they were first recognised with current market rates offered for similar financial instruments. The estimated fair value of fixed interest bear-
ing deposits is based on discounted cash flows using prevailing money-market interest rates for debts with similar credit risk and maturity.
For quoted debt issued the fair values are calculated based on quoted market prices. For those notes issued where quoted market prices
are not available, a discounted cash flow model is used based on a current interest rate yield curve appropriate for the remaining term to
maturity.

Financial instruments recorded at fair value

The following table shows an analysis of financial instruments recorded at fair value, between those whose fair value is based on quoted
market prices, those involving valuation techniques where all the model inputs are observable in the market, and those where the valuation
techniques involve the use of non-market observable inputs.

ST Valuation Valuation
As at 31 December 2008 : techniques - market techniques - non-market Total
ket price . .
observable inputs observable inputs
Financial assets
Investment securities available-for-sale 11,737 21,805 - 33,542
Securities pledged under repurchase i 162 i 162

agreements - available-for-sale
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T e Valuation Valuation
As at 31 December 2007 rice techniques — market techniques - non-market Total
P observable inputs observable inputs
Financial assets
Investment securities available-for-sale 66,746 14,226 41,819 122,791
Securities pledged under repurchase 20,101 ) i 20,101

agreements - available-for-sale

Certain financial instruments are recorded at fair value using valuation techniques as current market transactions or observable market
data are not available. Their fair value is determined using discounted cash flow analysis. The potential effect of using reasonably possible
alternative assumptions for valuing financial instruments would reduce the fair value by USD 567 thousand.
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29. MATURITY ANALYSIS OF FINANCIAL ASSETS AND LIABILITIES

The table below shows an analysis of financial assets and liabilities according to when they are expected to be recovered or settled. See Note
27 "Risk Management” for the Bank’s contractual undiscounted repayment obligations.

As at 31 December 2008 Imonth  3months  Gmonthe 1amonthe 12mentns 1o
Assets

Cash on hand and in transit 57,418 - - - - 57.418
Balances with the NBU 41,668 - - - - 41,668
Due from other banks 101,964 108 9,470 1,987 44 113,573
Loans to customers 146,638 144,624 172,991 353,998 1,083,895 1,902,146
Investment securities available-for-sale 738 10,588 15,504 6,712 - 33,542
reements - svalablectorsale ¢ 162 : : : : 162
Other assets 1,213 721 482 - - 2,416
Total assets 349,801 156,041 198,447 362,697 1,083,939 2,150,925
Liabilities

Due to the NBU - - - 66,805 - 66,805
Due to other banks 55,037 - 704 6,829 - 62,570
Customer accounts 363,793 165,707 206,646 125,507 1,821 863,474
Eurobonds issued - 13,749 - - 269,990 283,739
Bonds issued 864 - 36,737 - - 37,601
Other borrowed funds 31,144 20,476 173,366 223,603 36,592 485,181
Other liabilities 11,295 18,977 7,591 - 251 38,114
Total liabilities 462,133 218,909 425,044 422,744 308,654 1,837,484
Net (112,332) (62,868)  (226,597) (60,047) 775,285 -
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The Bank’s capability to repay its liabilities relies on its ability to realise an equivalent amount of assets within the same period of time.
There is a significant deficit in the period less than one year, resulting from a significant concentration of loans received from international
financial institutions (Note 17). Any significant withdrawal of these funds would have an adverse impact on the operations of the Bank.
Management believes that this level of funding will remain with the Bank for the foreseeable future and that in the event of withdrawal of
funds, the Bank would be given sufficient notice so as to realise its liquid assets to enable repayment.

The maturity analysis does not reflect the historical stability of current accounts. Their liquidation has historically taken place over a longer
period than indicated in the tables above. Management believes that despite the current economic situation the stability of current accounts
will remain. These balances are included in amounts due up to 1 month in the tables above.

Included in amounts due to customers are term deposits of individuals. In accordance with the Ukrainian legislation, the Bank is obliged to
repay such deposits upon demand of a depositor (Note 14).

Subsequent to the year end, the Bank received two liquidity support loans from the National Bank of Ukraine (Note 33).

As 3t 31 December 2007 Imonth  Smonthe Gmonthe 12monthe 1zmonths oW
Assets

Cash on hand and in transit 57,223 - - - - 57,223
Balances with the NBU 54,856 - - - - 54,856
Due from other banks 105,695 86 1,845 982 3,768 112,376
Loans to customers 118,792 96,536 146,066 317,652 996,896 1,675,942
Investment securities available-for-sale 52,855 14,724 21,030 33,984 198 122,791
i]egrz‘gﬂ_e;vﬂﬁggl‘ffg?izgep“rChase agree- 1,221 399 14,487 3,994 - 20,101
Total assets 390,642 111,745 183,428 356,612 1,000,862 2,043,289
Liabilities

Due to other banks 70,855 450 261 - - 71,566
Customer accounts 334,101 80,327 175,996 178,598 63,170 832,192
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As at 31 December 2007 Up to From 1 to From 3 to From6to More than Total

1 month 3 months 6 months 12 months 12 months

Eurobonds issued - 10,386 - - 272,510 282,896
Bonds issued 180 - - - 59,406 59,586
Other borrowed funds 15,995 7,123 97,625 341,170 12,793 474,706
Other liabilities 1,203 149 140 197 529 2,218
Total liabilities 422,334 98,435 274,022 519,965 408,408 1,723,164
Net (31.692) 13,310 (90,594) (163,353) 592,454 -

30. CONTINGENCIES AND COMMITMENTS

LEGAL

The Bank is involved in various legal proceedings in the ordinary course of business. On the basis of its own estimates and internal profes-
sional advice, Management does not believe the result of any such actions will have a material adverse effect on the Bank’s financial position
or results of operations.

TAX AND OTHER REGULATORY COMPLIANCE

Ukrainian legislation and regulations regarding taxation and other operational matters, including currency exchange control and custom
regulations, continue to evolve. Legislation and regulations are not always clearly written and are subject to varying interpretations by local,
regional and national authorities, and other governmental bodies. Instances of inconsistent interpretations are not unusual. Management
believes that its interpretation of the relevant legislation is appropriate and that the Bank has complied with all regulations and paid or ac-
crued all taxes and withholdings that are applicable.

At the same time there is a risk that transactions and interpretations that have not been challenged in the past may be challenged by the
authorities in the future, although this risk significantly diminishes with passage of time. It is not practical to determine the amount of unas-
serted claims that may manifest, if any, or the likelihood of any unfavourable outcome.
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CAPITAL EXPENDITURE COMMITMENTS

As at 31 December 2008, the Bank had capital expenditure commitments in respect of purchase of equipment of USD 1,196 thousand
(2007: USD 9,404 thousand). The Bank’s Management has already allocated the necessary resources in respect of this commitment. The
Bank’s Management believes that future income and funding will be sufficient to cover this commitment and any similar commitments.

COMPLIANCE WITH COVENANTS

The Bank is subject to certain covenants related primarily to other borrowed funds. Non-compliance with such covenants may result in
negative consequences for the Bank including growth in the cost of borrowings and declaration of default. In particular, the Bank is required
to maintain certain level of equity, capital adequacy ratio, liquid assets to total assets ratio, maximum exposure to a single party to capital,
maximum exposure to a single party which is a connected party to the Bank to capital, ratio of operating expenses to operating results, ratio
of fixed and intangible assets to capital. Failure to comply with these requirements could lead to early withdrawal of funds by the creditors
upon their discretion.

As at 31 December 2008, the Bank was in breach of a financial covenant related to minimum level of equity. Such violation was due only to
the devaluation of Ukrainian hryvnia against the US Dollar from UAH 5.05 for USD 1 as at 1 January 2008 to UAH 7.7 for USD 1 as at 31
December 2008. According to the terms of the respective loan agreement, the lender may by notice to the Bank cancel further draw downs
of the loan or declare the loan be payable on demand. Up to the date of issuance of these financial statements, no notice was received by
the Bank from the lender and, consequently, the loan is presented in these financial statements according to its contractual maturity.

CREDIT RELATED COMMITMENTS

Guarantees and standby letters of credit, which represent irrevocable assurances that the Bank will make payments in the event that a cus-
tomer cannot meet its obligations to third parties, carry the risk of clients’ defaults or inability to perform the contract with a counterparty.
The Bank manages its risk of loss by requiring a significant proportion guarantees to be secured with deposits in the Bank. Documentary and
commercial letters of credit, which are written undertakings by the Bank on behalf of a customer authorising a third party to draw drafts on
the Bank up to a stipulated amount under specific terms and conditions, are collateralised by the underlying shipments of goods to which
they relate or cash deposits and therefore carry less risk than a direct borrowing.

Commitments to extend credit represent unused portions of authorisations to extend credit in the form of loans, guarantees or letters of
credit. With respect to credit risk on commitments to extend credit, the Bank is potentially exposed to loss. However, due to its revocable
nature the Bank is able to refuse to issue the loans, guarantees or letters of credit to the customer due to deterioration of the customer’s
solvency.

The total outstanding contractual amount of undrawn credit lines, letters of credit, and guarantees does not necessarily represent future
cash requirements, as these financial instruments may expire or terminate without being funded.
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Letters of credit issued by the Bank are as follows:

First
Ukrainian
International
Bank

2008 2007
Confirmed export letters of credit 1083 2112
Import letters of credit 103 905 104 020
Cash collateral (Note 13, 14) (3382) (8131)
Provision for import letters of credit (8243) (1322)
Total letters of credit 93363 96 679
Guarantees issued are as follows:

2008 2007
Guarantees and promissory note endorsements 95 393 121336
Cash collateral (Note 13, 14) (7 699) (7678)
Provision for guarantees (256) (1262)
Total guarantees 87438 112 396

The amount of undrawn commitments to extend credit issued by the Bank as at 31 December 2008 was USD 145,269 thousand (2007:
USD 180,054 thousand). As at 31 December 2008 and 2007, the Bank did not have irrevocable commitments to extend credit.

As at 31 December 2008, the Bank did not have any bond underwriting commitments (2007: USD 990 thousand).
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Movements in provision for credit related commitments are as follows:
2008 2007
Provision for credit related commitments as at 1 January 2584 1213
Charge for provision for credit related commitments during the year 7020 1343
Exchange rate impact (1105) 28
Provision for credit related commitments as at 31 December (Note 18) 8499 2584

OPERATING LEASE COMMITMENTS

Where the Bank is the lessee, the future minimum lease payments under operating leases of premises are as follows:

2008 2007
Not later than 1 year 3595 3775
Later than 1 year and not later than 5 years 7 946 8821
Later than 5 years 12 852 10 662
Total operating lease commitments 24 393 23 258

FIDUCIARY ASSETS

These assets are not included in the Bank’s balance sheet as they are not assets of the Bank. The nominal values disclosed below are nor-
mally different from the fair values of the respective securities.

2008 2007
Nominal value Nominal value

Shares in companies and other securities held on behalf of customers 18118 3945
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31. RELATED PARTY TRANSACTIONS

For the purposes of these financial statements, parties are generally considered to be related if one party has the ability to control the other
party, is under common control, or can exercise significant influence over the other party in making financial or operational decisions as
defined by IAS 24 "Related Party Disclosures”. In considering each possible related party relationship, attention is paid to the substance of
the relationship, not merely the legal form.

In the normal course of business the Bank enters into transactions with significant shareholders and companies with which the Bank has
significant shareholders in common. These transactions include settlements, loans, deposits, trade finance and foreign currency transac-
tions. The outstanding balances as at 31 December 2008 and as at 31 December 2007 and income and expenses for the years then ended
are as follows:

Parent Entities under Other

B R ey company common control LELEL L related parties
Assets

Loans to customers (interest rate, % p.a) - 44,651 (21.7) 229 (9.6) 1,276 (11.7)
Allowance for loan impairment - (143) - (102)
Other assets - 327 - -
Liabilities

Due to other banks (interest rate, % p.a) - 1,431 (0.4)

Customer accounts (interest rate, % p.a) 12 (0.5) 58,803 (12.7) 923(11.5)  4,653(11.7)

Credit related commitments

Guarantees - 1,440 - -
Provision for credit related commitments - (5) - -
Revocable commitments to extend credit - 5,918 - -

Income / expense

Interest income - 5,198 21 133
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SRR L fed U corrr’ié;)raer?; c0|l1s1nr:|i<t)i: sc::tdrili R related pg::;:;
Interest expense (21) (4,220) (103) (425)
Fee and commission income 15 1,952 1 2
Fee and commission expense - (344) - -
Trade income - 33 - -
Other income 3 31 - -
Allowance for loan impairment - 492 3 (94)
Recovery of provision for credit related commitments - (5) - -
Insurance expense - (251) - -
As at 31 December 2007 cor:T)rae:; corli]n:‘i;i:sc:::ﬂ i: Management L ::ealf:iig
Assets

Investment securities available-for-sale - 1,712(12.8) - -
Loans to customers (interest rate, % p.a) - 22,311 (12.0) 356 (8.8) 831(11.3)
Allowance for loan impairment - (308) (3) (8)
Other assets - 415 - -
Liabilities

Due to other banks (interest rate, % p.a) - 1,687 (0.5) - -
Customer accounts (interest rate, % p.a) 14 (0.5) 20,846 (3.4) 526 (10.4) 4,180 (9.0)
Credit related commitments

Guarantees - 75 - -
Provision for credit related commitments - (1,209) - -
Promissory note endorsements - 1,140 - .
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As at 31 December 2007 corrr’mé;)raer?; corf1nnt1i;i:sc::tdr i‘i Management ez f;?ttizg
Revocable commitments to extend credit - 14,325 - -
Non-confirmed letters of credit - 1,525 - -
Income / expense

Interest income - 1,649 19 24
Interest expense (36) (1,049) (7) (45)
Fee and commission income 9 2,091 2 3
Fee and commission expense - (440) - (m
Trade income - (14) - -
Other income 6 24 - -
Allowance for loan impairment - (89) - -
Recovery of provision for credit related commitments - 15 - -
Lease expense - (3) - -
Insurance expense - (248) - -

The allowance for loan impairment in respect of loans to related parties has been assessed on a portfolio basis in respect of the majority of loans.

During the year movements on related parties’ loan accounts were as follows:

Parent Entities under M Other related

anagement .
company  common control parties
Loans granted to related parties during the year - 162,222 390 719
Amounts repaid by related parties during the year - (140,676) (431) (231)
Other change - 794 (86) (43)
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During 2007 the year movements on related parties’ loan accounts were as follows:
Parent Entities under Other related
Management .
company  common control parties
Loans granted to related parties during the year - 177,282 535 816
Amounts repaid by related parties during the year - 163,728 322 36

In 2008, the remuneration of members of the Management Board comprised salaries of USD 1,454 thousand (2007: USD 826 thousand),
compulsory contributions to the State funds of USD 26 thousand (2007: USD 29 thousand) and other benefits of USD 4 thousand (2007:
USD 6 thousand). In 2008, benefits paid to the Supervisory Council were USD 162 thousand (2007: 177 thousand).

32. CAPITAL

The Bank maintains an actively managed capital base to cover risks inherent in the business. The adequacy of the Bank's capital is monitored
using, among other measures, the ratios established by the Basel Capital Accord 1988 and the ratios established by the NBU in supervising
the Bank.

During 2008, the Bank had complied in full with all its externally imposed capital requirements.

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

The Bank manages its capital structure and makes adjustments to it in the light of changes in economic conditions and the risk character-
istics of its activities. In order to maintain or adjust the capital structure, the Bank may adjust the amount of dividend payment to share-
holders, return capital to shareholders or issue capital securities. No changes were made in the objectives, policies and processes from the
previous years.
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NBU capital adequacy ratio

The NBU requires banks to maintain a capital adequacy ratio of 10% of risk-weighted assets, computed based on UAR. As at 31 December

2008 and 2007, the Bank's capital adequacy ratio on this basis was as follows:

2008 2007

Main capital 385081 348 028
Additional capital 65377 87 400
Less: deductions from capital - -
Total capital 450458 435428
Risk weighted assets 3072626 2898337
14,66 % 15,02 %

Capital adequacy ratio

Regulatory capital consists of Tier 1 capital, which comprises paid in registered share capital, share premium, reserves created in accord-
ance with the Ukrainian legislation less net book value of intangible assets, capital investment in intangible assets and losses of current
and prior years. The other component of regulatory capital is Tier 2 capital, which includes standard provisions for interbank and customer
loans, property revaluation reserve, current year profit decreased for the amount of accrued income overdue for more than 30 days net of

provision for doubtful accrued interest, subordinated long-term debt, retained earnings of prior years.

Capital adequacy ratio under Basel Capital Accord 1988

The Bank’s capital adequacy ratio, computed in accordance with the Basel Capital Accord 1988, with subsequent amendments including

the amendment to incorporate market risks, as at 31 December 2008 and 2007, comprised:

2008 2007

Tier 1 capital 396,680 415,164
Tier 2 capital 67,710 88,871
Total capital 464,390 504,035
Risk weighted assets 2,172,787 2,369,998
Tier 1 capital ratio 18.26% 17.52%
21.37% 21.27%

Total capital ratio

107 Annual report 2008



First
Ukrainian
International
Bank

Comfortable Bank.

Notes to the Financial Statements for the Year Ended 31 December 2008
(in thousands of US dollars)

33. SUBSEQUENT EVENTS

In January 2009, the Bank obtained a liquidy support loan from the National Bank of Ukraine of UAH 500,000 thousand (USD 64,935
thousand at the exchange rate of UAH 7.7 for USD 1). The loan bears interest at 18.5% p.a. and matures in December 2009. The loan is
secured by property rights over the Bank’s premises with a fair value of UAH 617,780 thousand (USD 80,231 thousand at the exchange
rate of UAH 7.7 for USD 1).

In March 2009, the Bank signed another loan agreement with the National Bank of Ukraine to obtaine liquity support loan of UAH 1,336,900
thousand (USD 173,623 thousand at the exchange rate of UAH 7.7 for USD 1). The loan bears interest at 16.5% p.a. and matures in March
2010. The loan is secured by property righst over the Bank's premises with a fair value of UAH 186,508 thousand (USD 24,222 thousand
at the exchange rate of UAH 7.7 for USD 1) and loans to customers of UAH 1,932,951 thousand (USD 251,033 thouand at the exchange
rate of UAH 7.7 for USD 1). As the date of issue of these financial statements, the Bank has received all amount of loan.

Signed on behalf of the Management Board on 22 April 2009.

Rafal Juszczak M 0. M. Moshkalova
(Chairman of the Management Board) (Chief Accountant)
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