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Independent auditor’s report

To the sole shareholder and Supervisory Board of
Sovcombank PJSC

Report on the audit of the consolidated financial statements
Opinion

We have audited the consolidated financial statements of Sovcombank PJSC (hereinafter,
“the Bank’) and its subsidiaries (hereinafter, “the Group”), which comprise the consolidated
statement of comprehensive income for the year ended 31 December 2018, and

the consolidated statement of financial position as at 31 December 2018, consolidated
statement of cash flows and consolidated statement of changes in equity for the year then
ended, and notes to the consolidated financial statements, including a summary of significant
accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the Group as at 31 December 2018, and

its consolidated financial performance and its consolidated cash flows for the year ended

31 December 2018 in accordance with International Financial Reporting Standards (IFRS).

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISA). Our
responsibilities under those standards are further described in the Auditor’s responsibilities for
the audit of the consolidated financial statements section of our report. We are independent of
the Group in accordance with the International Ethics Standards Board for Accountants’ Code of
Ethics for Professional Accountants (IESBA Code) and ethical requirements that are relevant to
our audit of the consolidated financial statements in the Russian Federation, and have fulfilled
our other ethical responsibilities in accordance with these requirements and the IESBA Code.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide

a basis for our qualified opinion.

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most
significance in our audit of the consolidated financial statements of the current period. These
matters were addressed in the context of our audit of the consolidated financial statements

as a whole, and in forming our opinion thereon, and we do not provide a separate opinion on
these matters. For each matter below, our description of how our audit addressed the matter is
provided in that context.

A member firm of Ernst & Young Global Limited
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We have fulfilled the responsibilities described in the Auditor’s responsibility for the audit of the
consolidated financial statements section of our report, including in relation to these matters.
Accordingly, our audit included the performance of procedures designed to respond to our
assessment of the risks of material misstatement of the consolidated financial statements.

The results of our audit procedures, including the procedures performed to address the matters
below, provide the basis for our audit opinion on the accompanying consolidated financial

statements.

Key audit matter

How our audit addressed the key audit matter

Allowance for impairment of loans to customers

Estimation of the allowance for impairment of loans
to customers is a key area of judgment for the
Group’s management. Identification of impairment
indicators and increase in the credit risk,
determination of the recoverable amount,
probability of default and loss given default require
judgments and assumptions, as well as the analysis
of many factors including analysis of the borrower
rating models, analysis of financial position of the
borrowers, expected future cash flows and
collateral value on loans. The Group management
approach to assessing and managing credit risk is
described in Note 2 “Basis of preparation” to the
consolidated financial statements.

The use of various models and assumptions may
significantly affect the estimates of the impairment
allowance. Due to the significance of loans to
customers and the subjectivity of judgments, the
estimation of the impairment allowance is a key
audit matter.

Our audit procedures included an analysis of the
methodology for assessing the allowance for
impairment of loans to customers. We focused on
identification of indicators of increase in the credit
risk and impairment, which may be different for
different types of products and customers. We also
paid attention to significant individually impaired
loans, as well as loans mostly exposed to the risk of
individual impairment.

With respect to collective assessment of loans to
customers for impairment we verified input data and
analyzed assumptions used by the Group, and
reviewed borrower rating models that include the
analysis of the financial position and probability of
default depending on the rating assigned.

To estimate the allowance for impairment of loans to
customers on an individual basis, we analyzed the
expected future cash flows, including in case of
foreclosure on collateralized property.

During our audit procedures we analyzed
management assumptions used to estimate the
allowance for impairment of loans to customers.

We reviewed the information about the allowance for
impairment of loans to customers disclosed in

Note 21 “Loans to customers and bonds measured at
amortized cost” and Note 2 “Basis of preparation”.

Fair value of financial assets not quoted in active markets

The Group invests in various types of financial
assets recognized in the consolidated statement of
financial position at fair value as at the reporting
date. A significant portion of financial assets
recognized at fair value are not quoted in an active
market and are classified within Level 2 of the fair
value hierarchy. Fair value measurement of Level 2
bonds using the discounted cash flows method
involved the use of yield to maturity on the issuers’
bonds that are equivalent to the measured bonds.

Due to the significant impact on the consolidated
financial statements, fair value measurement of
financial assets not quoted in active markets is
one of the key audit matters.

A member firm of Ernst & Young Global Limited

Our audit procedures involved recalculating the fair
value of assets not traded in active markets on a
selective basis and analyzing comparability of
equivalent financial instruments used in fair value
measurement models.

We reviewed information disclosed in Note 20
“Financial instruments at FVPL” and Note 39
“Fair value” to the consolidated financial statements.
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Key audit matter How our audit addressed the key audit matter

Approach to assessing purchase price allocation upon business combination

In April 2018, the Group acquired control over In the course of the audit procedures, we reviewed
JSB Rosevrobank. This purchase is disclosed in the transaction documentation required to assess
detail in Note 40 “Business combinations”. We purchase price allocation upon business combination,
believe that assessing the purchase price allocation tested the estimation of the fair value of assets and
is a matter of most significance in the audit of the liabilities on a selective basis, and engaged our

consolidated financial statements, as the financial = experts in this field to review the valuation methods
result from this acquisition in the amount of excess and assumptions used.

of the fair value of the acquiree’s net assets over
the consideration paid totaled RUB 3,186 MM and
significantly affected the Group’s net profit. Fair
value measurement of assets and liabilities require
the use of significant estimates and assumptions by
management and is one of the key audit matters.

We reviewed information disclosed in Note 40
“Business combinations” to the consolidated financial
statements for completeness and compliance with
the requirements of International Financial Reporting
Standards.

Other information included in the 2018 Annual report of Sovcombank PJSC

Other information consists of the information included in the Annual Report of Sovcombank PJSC
for 2018, other than the consolidated financial statements and our auditor’s report thereon.
Management is responsible for the other information.

Our opinion on the consolidated financial statements does not cover the other information and
we do not express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read
the other information when it is provided to us and, in doing so, consider whether the other
information is materially inconsistent with the consolidated financial statements or our
knowledge obtained in the audit or otherwise appears to be materially misstated. If, based on

the work we have performed, we conclude that there is a material misstatement of this other
information, we are required to report that fact. We have nothing to report in this regard.

Responsibilities of management and the Supervisory Board for the consolidated financial
statements

Management is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with IFRSs, and for such internal control as management
determines is necessary to enable the preparation of consolidated financial statements that are
free from material misstatements, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the
Group’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless management either intends to
liquidate the Group or to cease operations, or has no realistic alternative but to do so.

The Supervisory Board is responsible for overseeing the Group’s financial reporting process.

A member firm of Ernst & Young Global Limited
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Auditor’s responsibilities for the audit of the consolidated financial statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatements, whether due to fraud or error, and
to issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with ISA will always
detect a material misstatement when it exists. Misstatements can arise from fraud or error and
are considered material if, individually or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these consolidated financial
statements.

As part of an audit in accordance with ISA, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

> Identify and assess the risks of material misstatements of the consolidated financial
statements, whether due to fraud or error, design and perform audit procedures responsive
to those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for our opinion. The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal control.

> Obtain an understanding of internal control relevant to the audit 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 Group’s internal control.

> Evaluate the appropriateness of accounting policies used and the reasonableness of
estimates and related disclosures made by management.

> Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the Group’s ability
to continue as a going concern. If we conclude that a material uncertainty exists, we are
required to draw attention in our auditor’s report to the related disclosures in the
consolidated financial statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained up to the date of our
auditor’s report. However, future events or conditions may cause the Group to cease to
continue as a going concern.

> Evaluate the overall presentation, structure and content of the consolidated financial
statements, including the disclosures, and whether the consolidated financial statements
represent the underlying transactions and events in a manner that achieves fair
presentation.

> Obtain sufficient appropriate audit evidence regarding the financial information of the
entities or business activities within the Group to express an opinion on the consolidated
financial statements We are responsible for the direction, supervision and performance of
the group audit. We remain solely responsible for our audit opinion.

We communicate with the Supervisory Board regarding, among other matters, the planned scope

and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

A member firm of Ernst & Young Global Limited
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We also provide the Supervisory Board with a statement that we have complied with relevant
ethical requirements regarding independence, and have communicated with it all relationships
and other matters that may reasonably be thought to bear on our independence, and where
applicable, related safeguards.

From the matters communicated with the Supervisory Board, we determine those matters that
were of most significance in the audit of the consolidated financial statements of the current
period and are therefore the key audit matters. We describe these matters in our auditor’s report
unless law or regulation precludes public disclosure about the matter or when, in extremely rare
circumstances, we determine that a matter should not be communicated in our report because
the adverse consequences of doing so would reasonably be expected to outweigh the public
interest benefits of such communication.

Report in accordance with the requirements of Article 42 of Federal Law No. 395-1 of
the Russian Federation Concerning Banks and Banking Activities of 2 December 1990

Management of the Bank is responsible for the compliance by the banking group, where the Bank
is the parent credit institution (hereinafter, the “Banking Group”) with the mandatory prudential
ratios established by the Central Bank of the Russian Federation (hereinafter, the “Bank of
Russia”) and for the conformity of internal control and organization of the risk management
systems of the Banking Group with the requirements set forth by the Bank of Russia in respect of
such systems.

In accordance with the requirements of Article 42 of Federal Law No. 395-1 of the Russian
Federation Concerning Banks and Banking Activities of 2 December 1990 (hereinafter,

the “Federal Law”), during the audit of the Group’s consolidated financial statements for the year
ended 31 December 2018, we determined:

1) Whether the Banking Group complied as at 1 January 2019 with the obligatory ratios
established by the Bank of Russia;

2)  Whether internal control and organization of the risk management systems of the Banking
group conformed to the requirements set forth by the Bank of Russia for such systems in
respect of the following:

. Subordination of risk management departments;

. The existence of methodologies, approved by the Bank’s respective authorized
bodies, for detecting and managing risks that are significant to the Bank and for
performing stress-testing; the existence of a reporting system at the Bank pertaining
to its significant risks and capital;

. Consistency in applying and assessing the effectiveness of methodologies for
managing risks that are significant to the Bank;

. Oversight functions performed by the Supervisory Board and executive management
to ensure that the Bank complies with internally established risk limits and capital
adequacy requirements, and applies the risk management procedures in an effective
and consistent manner.

A member firm of Ernst & Young Global Limited
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This work included procedures selected based on our judgment, such as inquiries, analysis,
studying of documents, comparison of the requirements, procedures and methodologies
approved by the Bank with the requirements set forth by the Bank of Russia, and the
recalculation, comparison and reconciliation of numerical values and other information.

The findings from our work are provided below.
Compliance by the Banking Group with prudential ratios established by the Bank of Russia

We found that the values of prudential ratios calculated by the Banking Group as at 1 January
2019 were within the limits established by the Bank of Russia.

We did not perform any procedures in respect of accounting data of the Banking Group, except
for those procedures we considered necessary to express our opinion on the fair presentation of
the Group’s consolidated financial statements.

Conformity of internal controls and organization of the risk management systems of the
Banking Group with the requirements set forth by the Bank of Russia in respect of such
systems

. We found that, in accordance with the regulations and recommendations issued by
the Bank of Russia, as at 31 December 2018 the Bank’s internal audit division was
subordinated and accountable to the Supervisory Board, and the Bank’s risk management
departments were not subordinated or accountable to the departments that take
the respective risks.

. We found that the Bank’s internal documents effective as at 31 December 2018 that
establish the methodologies for detecting and managing credit, market, operational risks,
interest rate risk of the banking book, as well as the liquidity risk, that are significant to the
Banking Group, and stress-testing have been approved by the Bank’s authorized bodies in
accordance with the legal acts and recommendations issued by the Bank of Russia. We also
found that, as at 31 December 2018, the Bank had a reporting system pertaining to credit,
market, operational risks, interest rate risk of the banking book, as well as the liquidity risk
that were significant to the Banking Group and pertaining to its capital.

. We found that the periodicity and consistency of reports prepared by the Bank’s risk
management departments and internal audit function during the year ended
31 December 2018 with regard to the management of the Bank’s credit, market,
operational risks, interest rate risk of the banking book, as well as the liquidity risk of the
Banking Group, complied with the Bank’s internal documents and that those reports
included observations made by the Bank’s risk management departments and internal audit
function regarding the effectiveness of the Bank’s relevant risk management methods.

. We found that, as at 31 December 2018, the authority of the Supervisory Board and
executive management bodies of the Bank included control over compliance of the Banking
Group with internally established risk limits and capital adequacy requirements. For the
purpose of control over the effectiveness and consistency of the risk management
procedures applied by the Bank during the year ended 31 December 2018, the Supervisory
Board and executive management bodies of the Bank regularly reviewed the reports
prepared by the Bank’s risk management departments and internal audit division, and
the measures suggested to address the findings.

A member firm of Ernst & Young Global Limited
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The procedures pertaining to the internal control and organization of the risk management
systems were conducted by us solely for the purpose of determining the conformity of certain
elements of the internal control and organization of the risk management systems of the Banking
Group, as listed in the Federal Law and described above, with the requirements set forth by

the Bank of Russia.

The partner in charge of the audit resulting in this independent auditor's report is G.A. Shinin.

G.A. Shinin
Partner
Ernst & Young LLC

24 April 2019

Details of the audited entity

Name: Sovcombank PJSC
Record made in the State Register of Legal Entities on 1 September 2014, State Registration Number 1144400000425.

Address: Russia 156000, Kostroma, prospect Tekstilshchikov, 46.
Details of the auditor

Name: Ernst & Young LLC

Record made in the State Register of Legal Entities on 5 December 2002, State Registration Number 1027739707203.
Address: Russia 115035, Moscow, Sadovnicheskaya naberezhnaya, 77, building 1.

Ernst & Young LLC is a member of the Self-regulated organization of auditors “Russian Union of auditors”
(Association) ("SRO RUA™). Ernst & Young LLC is included in the control copy of the register of auditors and audit
organizations, main registration number 11603050648.
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Sovcombank PJSC Consolidated financial statements

Consolidated statement of comprehensive income
for the year ended 31 December 2018

2018 2017
Notes RUB MM RUB MM

Interest income calculated using the EIR method 7 62,298 42,374
Other interest income 7 25,125 26,349
Interest expense 7 (37,754) (34,482)
Obligatory deposit insurance (2,190) (1,263)
Net interest income 47,479 32,978
Allowances for credit losses 10 (8,800) (4,438)
Net interest income after allowance for credit losses 38,679 28,540
Fee and commission income 8 24,535 20,282
Fee and commission expense 9 (4,538) (2,232)
Net fee and commission income 19,997 18,050
Net (loss)/gain on financial instruments at fair value through profit or loss (8,588) 11,567
Net gain on available-for-sale assets - 1,067
Net gain on derecognition of financial assets at fair value through

other comprehensive income 657 -
Net gain from foreign exchange and transactions with precious metals 11 770 2,670
Other impairment, provisions and expenses attributable to

non-controlling interests 16 (1,222) (2,718)
Share of profit of joint ventures 258 126
Share of profit of associates 287 -
Other operating income 12 4,896 1,725
Operating income 55,734 61,027
Revenue and other gains from other non-banking business 13 700 =
Cost and other losses from other non-banking business 13 (759) -
Net loss from other non-banking business (59) =
Revaluation of buildings and investment property (119) (78)
Personnel expenses 14 (19,554) (13,397)
Other general and administrative expenses 15 (15.177) (10,893)
Profit before income tax expense 20,825 36,659
Income tax expense 17 (3,276) (7,088)
Profit for the period 17,549 29,571
Profit for the period attributable to:
- shareholders of the Bank 17,437 29,571
- non-controlling interests 112 -
Other comprehensive income
Other comprehensive income to be reclassified subsequently to

profit or loss when specific conditions are met
Net amount of change in the fair value of debt instruments at fair value

through other comprehensive income, net of tax (844) =
Amount reclassified to profit or loss as a result of disposal of debt

investments at fair value through other comprehensive income, net of tax 592 -

Amount reclassified to profit or loss as a result of reclassification of debt
investments at fair value through other comprehensive income to

financial instruments at fair value through profit or loss, net of tax 252 -
= (782)

Revaluation reserve for available-for-sale investment securities, net of tax
Other comprehensive income not to be reclassified subsequently to

profit or loss
Net realized gains on investment securities at fair value through

other comprehensive income, net of tax (18) =
Revaluation of buildings, net of tax 227 33
Other comprehensive income, net of tax 209 (749)
Total comprehensive income = 17,758 28,822
Comprehensive income attributable to: /
- shareholders of the Bank 17,646 28,822

- non-controlling interests

Approved on 24 April 2019

Mr. Dmitry Gu
Chairman of thé Management Board Financial Dirécto

The consolidated statement of comprehensive incBme is to be read in conjunction with notes 1 to 45,
and forming an integral part of, the consolidated financial statements. 10



Sovcombank PJSC Consolidated financial statements

Consolidated statement of financial position
as at 31 December 2018

2018 2017
Notes RUB MM RUB MM

Assets
Cash and cash equivalents 18 109,817 39,962
Mandatory cash balances with the CBR 4,991 2,975
Placements with banks and bonds measured at amortized cost
- held by the Group 19 35,614 9,338
- pledged under sale and repurchase agreements 19 12,921 =

Financial instruments at fair value through profit or loss
- held by the Group 20 114,261 140,043
- pledged under sale and repurchase agreements 20 110,779 209,098
Investments securities at fair value through other comprehensive

income (2017: investment securities available for sale) 22 691 31935
Loans to customers and bonds measured at amortized cost
- held by the Group 21 455,413 262,729
- pledged under sale and repurchase agreements 21 86,065 3,516
Investment in associates 424 8,224
Investments in joint ventures 927 506
Assets held for sale & 425
Investment property 23 56 58
Property and equipment and intangible assets 24 10,650 4,942
Goodwill 42 1,505 728
Current income tax asset 3,156 1,153
Deferred tax asset 33 427 459
Other assets 25 19,707 1,408
Total assets 967,404 689,499
Liabilities
Due to the CBR 27 859 -
Due to banks 28 190,255 194,135
Due to customers 26 598,874 358,914
Debt securities issued 29 8,479 15,744
Other borrowed funds 30 16,924 15,381

Deferred tax liability 33 5,158 5,244
Subordinated debt 31 13,993 6,799
Other liabilities 32 18,831 7,864
Total liabilities 853,368 604,081
Equity
Share capital 34 1,871 1,716
Other capital contributions 19,100 2,852
Revaluation reserve for investment securities at fair value

through other comprehensive income (133) 806
Perpetual subordinated bonds 34 6,975 -
Revaluation reserve for buildings 349 122
Retained earnings 83,896 78,302
Total equity attributable to shareholders of the Bank 112,058 83,798
Non-controlling interests 1,978 1,620
Total equity 114,036 85,418

967,404 689,499

Total equity and liabilities

Approved on 24 April 2019

/

Vo
Mr. Dmitry Gus MF. Dmitry Bafyéhnikov
Chairman of tHe Management Board Financial Djfector

' (S XY
4%;

The consolidated statement of financial position is to be read in conjunction with notes 1 to 45,
and forming an integral part of, the consolidated financial statements. 11



Sovcombank PJSC

Consolidated financial statements

Consolidated statement of cash flows
for the year ended 31 December 2018

Cash flows from operating activities

Interest received

Interest paid

Fees and commissions received

Fees and commissions paid

Net realized gain/(loss) on financial instruments at fair value
through profit or loss

Net realized gain from foreign exchange and transactions with
precious metals

Other operating income received

Net loss from other non-banking business

Personnel and other general administrative expenses paid
Cash flows from operating activities

(Increase)/decrease in operating assets

Mandatory cash balances with the CBR

Placements with banks

Financial instruments at fair value through profit or loss
Loans to customers

Other assets

Increase/(decrease) in operating liabilities

Due to customers

Due to the CBR and other banks

Promissory notes issued

Other liabilities

Net cash flows from operating activities before income tax

Income tax paid
Cash flows from operating activities

Cash flows from investing activities

Acquisition of subsidiaries, net of cash received

Acquisition of associates

Sales of subsidiaries and associates, net of cash disposed

Acquisition of property and equipment and intangible assets

Proceeds from disposal of property and equipment and
intangible assets

Proceeds from disposal of investment property

Acquisition of investment securities at fair value through other
comprehensive income

Proceeds from sale and redemption of investment securities at
fair value through other comprehensive income

Acquisition of securities at amortized cost

Proceeds from sale and redemption of securities at amortized cost

Cash flows from investing activities

Cash flows from financing activities
Acquisition of non-controlling interests
Contributions from shareholders
Proceeds from bonds issued
Redemption of bonds issued
Subordinated debt received
Subordinated debt repaid

Perpetual subordinated debt received
Perpetual subordinated debt repaid
Distributions to shareholders

Cash flows from financing activities
Net increase (decrease) in cash and cash equivalents

Effect of exchange rate changes on cash and cash equivalents
Cash and cash equivalents at the beginning of the period

Cash and cash equivalents at the end of the year

2018 2017

Notes RUB MM RUB MM
84,601 67,437
(36,201) (27,397)
24,633 20,798
(4,522) (2,112)
7,557 (1,649)
(18,306) (1,635)
4,785 1,540
(59) -
(32,106) (22,814)
30,382 34,168
(681) 42
(9,139) (9,545)
60,134 (47,335)
(41,633) (34,769)
(16,768) (850)
90,915 79,945
(25,303) 5,686
(861) (258)
1,169 (767)
88,215 26,317
(3,589) (6,453)
84,626 19,864
40 (4,057) (755)
(3,206) (1,637)
394 -
(2,847) (710)
36 20
442 72
(38,782) (2,802)
73,974 -
(54,575) -
8,645 -
(19,976) (5,812)
(5,879) -
16,403 470
30 10,367
(8,777) (3,032)
15,552 -
(6,022) (1,470)
5,355 1,302
(6,717) -
(7,320) (3,592)
2,625 4,045
67,275 18,097
2,580 400
39,962 21,465
18 109,817 39,962

The consolidated statement of cash flows is to be read in conjunction with notes 1 to 45,
and forming an integral part of, the consolidated financial statements.

12



Sovcombank PJSC

Consolidated financial statements

Consolidated statement of changes in equity

for the year ended 31 December 2018

As at 1 January 2017

Net profit for the period
Other comprehensive income for the period
Total comprehensive income

Perpetual subordinated loans received

Payments on perpetual subordinated loans (Note 34)
Dividends (Note 34)

Contributions from participants

Non-controlling interests

As at 31 December 2017

As at 1 January 2018

Effect of transition to IFRS 9 (Note 2)

Balance as at 1 January 2018 recalculated
in accordance with IFRS 9

Net profit for the period
Other comprehensive income for the period
Total comprehensive income

Dividends (Note 34)

Payments on perpetual subordinated loans (Note 34)

Perpetual subordinated bonds issued (Note 34)

Revaluation of perpetual subordinated bonds

Accrued interest on perpetual subordinated bonds

Tax effect recognized in respect of perpetual
subordinated bonds

Conversion of a perpetual subordinated loan (Note 34)

Reclassification of the net change in fair value of
equity instruments at derecognition

Issue of ordinary shares (Note 34)

Acquisition of subsidiary (Note 40)

Acquisition/sale of non-controlling interests

As at 31 December 2018

Revaluation Total equity
Revaluation reserve for Perpetual attributable to Non-
Share Other capital reserve investment  subordinated Retained shareholders controlling Total
capital contributions  for property securities debt earnings of the Bank interests capital
RUB MM RUB MM RUB MM RUB MM RUB MM RUB MM RUB MM RUB MM RUB MM
1,716 2,382 89 1,588 5,770 52,249 63,794 122 63,916
- - - - - 29,571 29,571 - 29,571
- - 33 (782) - - (749) - (749)
- - 33 (782) - 29,571 28,822 - 28,822
- - - - (5,770) @) (5,777) - (5,777)
_ _ - - - (458) (458) - (458)
- - - - - (3,053) (3,053) - (3,053)
- 470 - - - - 470 - 470
- - - - - - - 1,498 1,498
1,716 2,852 122 806 - 78,302 83,798 1,620 85,418
1,716 2,852 122 806 - 78,302 83,798 1,620 85,418
- - - - - (3,357) (3,357) - (3,357)
1,716 2,852 122 806 - 74,945 80,441 1,620 82,061
- - - - - 17,437 17,437 112 17,549
- - 227 (18) - - 209 - 209
- - 227 (18) - 17,437 17,646 112 17,758
- - - - - (7,320) (7,320) - (7,320)
_ _ - - - (490) (490) - (490)
- - - - 5,650 - 5,650 - 5,650
- - - - 1,325 (1,325) - - -
- - - - - (195) (195) - (195)
- - - - - 357 357 - 357
- 6,717 - - - - 6,717 - 6,717
- - - (921) - 921 - - -
155 9,531 - - - - 9,686 - 9,686
- - - - - - - 5,636 5,636
- - - - - (434) (434) (5,390) (5,824)
1,871 19,100 349 (133) 6,975 83,896 112,058 1,978 114,036

The consolidated statement of changes in equity is to be read in conjunction with notes 1 to 45, and forming an integral part of, the consolidated financial statements. 13



Sovcombank PJSC Notes to 2018 consolidated financial statements

Background

Principal activities

These consolidated financial statements include the financial statements of Public Join-Stock Company (PJSC)
Sovcombank (the “Bank” or “Sovcombank™) and its subsidiaries (together referred to as the “Group” or “Sovcombank
Group”). Note 44 discloses a list of principal consolidated subsidiaries included into these consolidated financial
statements of the Group.

Sovcombank, the parent company of the Group, was established in 1990 as “Buoykombank” Limited Liability Company
in Buoy, Kostroma Region, Russian Federation. The current major ultimate beneficial owners acquired the Bank,
renamed it into Sovcombank and relocated its head office to the city of Kostroma in 2002. In September 2014,

the Bank changed its legal form from limited liability company to open joint-stock company. In December 2014,

the Bank changed its legal form from an open joint-stock company to a public joint-stock company. These
reorganizations, first into the open joint-stock company and then into the public joint-stock company, had no effect on
the principal activities of the Bank or its shareholder structure.

The Bank’s registered legal address is 46, prospect Tekstilshchikov, Kostroma, 156000, Russia. Sovcombank operates
under a general banking license No. 963 issued by the Central Bank of the Russian Federation (the “CBR” or the “Bank
of Russia”) on 27 November 1990. The Bank also holds brokerage, dealership and depositary licenses of a
professional securities market participant issued by the Federal Securities Market Commission (FSMC) on 27 January
2009. The Bank is a member of the deposit insurance system managed by State Corporation Deposit Insurance
Agency (DIA) since 15 September 2005.

The Group’s principal business activity is retail and corporate banking, and investment banking services. This includes
accepting term deposits and issuing commercial loans denominated in Russian rubles and foreign currencies; providing
financial services, including investment banking services; dealing with securities and derivative financial instruments.
The Group includes RTS-Tender (the largest digital platform enabling access to public procurement) and Fintender

(a platform that provides bank guarantees online). These digital platforms enable access to public and municipal
procurement for 514 thousand companies, mostly micro-, small and medium-sized businesses, as well as individual
entrepreneurs. The Group operates primarily in the Russian Federation.

The Group has 2,648 offices located in 1,051 cities and towns across 75 constituent entities of the Russian Federation
(31 December 2017: 2,418 offices located in 1,031 cities and towns across 74 constituent entities of the Russian
Federation).

The Group’s customers can withdraw and deposit cash though 4,663 ATMs and cash-in terminals (31 December 2017:
4,119 ATMs and cash-in terminals).

The Group serves 4.4 million individuals: 3.9 million borrowers, 0.5 million depositors, and 0.4 million corporate
customers.

The Bank has 15,700 employees (31 December 2017: 11,480 employees).

Shareholders

Ownership, % Ownership, %

31 December 31 December
Shareholders 2018 2017
Sovco Capital Partners N.V. 91.7% 100.0%
Other beneficiaries 8.3% -

As at 31 December 2018 and 31 December 2017, the Group was not ultimately controlled by any single beneficiary
owner (Note 34).

A group of Russian businessmen, including the key members of Sovcombank management and the Supervisory Board
of the Bank, owns Sovco Capital Partners N.V., a holding company registered in the Netherlands, which is not
controlled by any ultimate beneficial owner.

Sovco Capital Partners N.V. is a tax resident of the Russian Federation since 1 January 2016.
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Sovcombank PJSC Notes to 2018 consolidated financial statements

Background (continued)

Shareholders (continued)

In August 2018, Sovcombank increased its share capital by RUB 9,686 MM by issuing new ordinary shares (Note 34).
The shares were acquired by third-party investors (“Other beneficiaries”) presented in the table below. As a result,
Sovco Capital Partners N.V. decreased its ownership of the Group from 100.0% to 91.7%.

Ownership, %
31 December

Other beneficiaries 2018
Russia-China Investment Fund 2.2%
llya Brodskiy 1.9%
Public Investment Fund 1.7%
Qatar Investment Authority 1.1%
Andrey Suzdaltsev 0.6%
SBI Holdings, Inc. 0.6%
Other 0.3%
Total ownership 8.3%
A short description of Other beneficiaries is presented below:

> Russia-China Investment Fund (“RCIF”) is a private equity fund established by the Russian Direct Investment

Fund (“RDIF") and China Investment Corporation (“CIC"). RCIF is a sovereign investment fund of the Russian
Federation. CIC is a sovereign wealth fund of the People’s Republic of China.

> Public Investment Fund is a sovereign fund of the Kingdom of Saudi Arabia.

> llya Brodskiy and Andrey Suzdaltsev are co-founders of Rosevrobank JSB (Note 40).
> Qatar Investment Authority is a sovereign wealth fund of the Government of Qatar.

> SBI Holdings, Inc. is a public investment company headquartered in Tokyo, Japan.

> “Other” beneficiaries represent Middle-Eastern sovereign funds.

Corporate governance

The Bank’s Supervisory Board comprises nine persons:

> Mikhail Kuchment (Chairman of the Bank’s Supervisory Board).
> Nikolai Varma (Independent Director).

> Mikhail Klyukin (one of the ultimate owners of the Bank).

> Aleksey Fisun (one of the ultimate owners of the Bank).

> Dmitry Khotimskiy (Chief Investment Director of the Bank).
> Sergey Khotimskiy (First Deputy Chairman of the Management Board).

> Dmitry Gusev (Chairperson of the Management Board of the Bank).
> Anatoly Braverman (First Deputy General Director of RDIF).
> llya Brodskiy (President of the Bank).

Dmitry Khotimskiy, Sergey Khotimskiy, Dmitry Gusev and llya Brodskiy are ultimate beneficial owners of the Bank, hold
management positions in the Bank and participate in the Group’s daily operating management.

Mikhail Kuchment, Mikhail Klyukin and Aleksey Fisun are ultimate beneficial owners of the Bank but are not employed
by and are not directly involved in the operating management of the Bank.

Anatoly Braverman and Nikolai Varma are not employed by and are not directly involved in the operating management
of the Bank.

Ms. Ya Li, the investment director of RCIF, is the supervisor of the Bank’s Supervisory Board.
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Sovcombank PJSC Notes to 2018 consolidated financial statements

Background (continued)
Operating environment

The Group operates predominantly in the Russian Federation. Russia continues to carry out economic reforms and to
develop its legal, tax and regulatory frameworks.

The Russian economy demonstrates a strong correlation to changes in oil and other commaodities prices and to
a limited extent is affected by economic sanctions imposed on Russia by a number of countries. The Russian
Government and the Bank of Russia have taken consistent and effective measures in response to changes of
commodity prices. The floating official exchange rate, inflation targeting and active support of the financial sector
lowered the inflation rate and relatively stabilized the Russian economy.

The combination of these factors may have a negative impact on the Group’s future financial position, results of
operations and business prospects. Management believes that it is taking all appropriate measures to support the
sustainability of the Group’s business in the current circumstances.

Basis of preparation
General

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

The Bank and its subsidiaries maintain accounting records and prepare financial statements in accordance with
Russian accounting and banking legislation and related instructions (“Russian Accounting Standards”, or “RAS") as
required by the regulation. The consolidated financial statements are based on the RAS accounting records and
financial statements, as adjusted and reclassified in order to comply with IFRS.

The consolidated financial statements have been prepared under the historical cost convention except as disclosed in
the summary of significant accounting policies below. For example, trading and available-for-sale investment securities,
derivative financial instruments, investment property, and buildings are measured at fair value.

The consolidated financial statements are presented in millions of Russian rubles (‘RUB MM”), unless otherwise
indicated.

Changes in accounting policies

The Group applied IFRS 15 and IFRS 9 for the first time. The nature and effect of the changes as a result of
the adoption of these new accounting standards are described below.

The Group applied for the first time certain amendments to the standards, which are effective for annual periods
beginning on or after 1 January 2018. The Group has not early adopted any standards, interpretations or amendments
that have issued but are not yet effective. The nature and impact of each amendment are described below:

IFRS 15 Revenue from Contracts with Customers

IFRS 15, issued in May 2014 and amended in April 2016, establishes a five-step model that will apply to revenue
arising from contracts with customers. Under IFRS 15, revenue is recognized at an amount that reflects the
consideration to which an entity expects to be entitled in exchange for transferring goods or services to a customer.
The standard does not apply to income related to financial instruments or leases, and therefore does not impact
the majority of the Group’s income, including interest income, net gains/(losses) from investment securities, lease
income regulated by IFRS 9 Financial Instruments and IAS 17 Leases. Adoption of this standard did not have any
effect on the financial position or performance of the Group.

IFRS 9 Financial Instruments

IFRS 9 replaces IAS 39 Financial Instruments: Recognition and Measurement for annual periods on or after 1 January
2018. The Group has not restated comparative information for 2017 for financial instruments in the scope of IFRS 9.
Therefore, the comparative information for 2017 is reported under IAS 39 and is not comparable to the information
presented for 2018. Differences arising from the adoption of IFRS 9 have been recognized directly in equity as at

1 January 2018 and are disclosed below.
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Sovcombank PJSC Notes to 2018 consolidated financial statements

Basis of preparation (continued)
Changes in accounting policies (continued)
(a) Classification and measurement

Since 1 January 2018, at initial recognition a financial asset is classified as measured at amortized cost, at fair value
through other comprehensive income (FVOCI) or at fair value through profit or loss (FVPL). A financial asset shall be
measured at amortized cost if both of the following conditions are met and if the Group selected not to measure it at

FVPL:

> The financial asset is held within a business model whose objective is to hold financial assets in order to collect
contractual cash flows; and

> The contractual terms of the financial asset give rise on specified dates to cash flows that are solely payments
of principal and interest on the principal amount outstanding.

A debt instrument shall be measured at FVOCI if both of the following conditions are met and if the Group selected not
to measure it at FVPL:

> The financial asset is held within a business model whose objective is achieved by both collecting contractual
cash flows and selling financial assets; and

> The contractual terms of the financial asset give rise on specified dates to cash flows that are solely payments
of principal and interest on the principal amount outstanding.

Under IFRS 9, all debt financial assets that do not meet a “solely payment of principal and interest” (SPPI) criterion, are
classified at initial recognition at FVPL.

Under this criterion, debt instruments that do not correspond to a “basic lending arrangement”, such as instruments
containing embedded conversion options or “non-recourse” loans, are measured at FVPL. For debt financial assets
that meet the SPPI criterion, classification at initial recognition is determined based on the business model, under
which these instruments are managed:

> Debt financial instruments that are managed on a “hold to collect” basis are measured at amortized cost.
> Debt financial instruments that are managed on a “hold to collect and for sale” basis are measured at FVOCI.
> Instruments that are managed on another basis are measured at FVPL.

Equity financial assets are required to be classified at initial recognition as FVPL unless an irrevocable designation is
made to classify the instrument as FVOCI. For equity investments classified as FVOCI, all realized and unrealized
gains and losses, except for dividend income, are recognized in other comprehensive income with no subsequent
reclassification to profit and loss.

The classification and measurement of financial liabilities remains largely unchanged from the current IAS 39
requirements.

Derivatives will continue to be measured at FVPL. Embedded derivatives are no longer separated from a host financial
asset.

(b) Impairment

The adoption of IFRS 9 has fundamentally changed the Group’s accounting for loan impairment by replacing the

IAS 39 incurred loss approach with the forward-looking expected credit loss (ECL) approach. Starting 1 January 2018,
ECLs are a probability-weighted estimate of credit losses, that is, the present value of all future cash shortfalls.

The ECL estimate should reflect an objective amount of losses and is to be calculated through analyzing a range of
possible scenarios.

The Group uses four key indicators to measure ECLSs:

> The Exposure at Default (EAD) is an estimate of exposure at a future default date.
> The Probability of Default (PD) is an estimate of the likelihood of default over a given time horizon.
> The Loss Given Default (LGD) is an estimate of the loss arising on default, based on the difference between

the contractual cash flows due and those that the lender would expect to receive, including from the realization
of any collateral. It usually expressed as a percentage of the EAD.

> The Discount Rate is an instrument used to discount expected losses to their present value at the reporting
date. The Discount Rate is the effective interest rate (EIR) of the financial instrument or a rate approximating
the EIR existing as at the loan issuance date.
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Sovcombank PJSC Notes to 2018 consolidated financial statements

Basis of preparation (continued)
Changes in accounting policies (continued)

Lifetime is the maximum period for measuring ECLs. For credit-related commitments and financial guarantees, this
period is equal to the maximum period stipulated in the agreement, when an entity has a present contractual obligation
to extend a loan. For credit cards issued to individuals, this period is determined using internal statistical data.

Lifetime ECLs (LTECLs) comprise losses arising on every possible default event over the remaining life of the financial
instrument.

The 12-month ECLs (12mECLSs) is the portion of LTECL that represents the ECLs that result from default events on
a financial instrument, which may occur within the 12 months after the reporting date, or, if shorter, the remaining
contractual term of the financial instrument.

Purchased or originated credit impaired (POCI) assets are financial assets that are credit-impaired at initial recognition.

Defaulted and credit-impaired assets. A loan is credit-impaired is the borrower failed to make contractual payments on
time for more than 90 days or if other qualitative factors exist.

The definition of default given above applies to all types of the Group’s financial instruments.

Significant increase in credit risk (SICR). SICR assessment is performed both individually and collectively. Corporate
loans and bonds (federal loan bonds, municipal and corporate bonds and state-owned enterprise bonds), as well as
loans to constituent entities of the Russian Federation and municipalities, interbank loans carried at amortized cost or
at FVOCI, are individually assessed for SICR by monitoring events and circumstances listed below. The Group’s risk
department monitors and analyzes criteria used for SICR identification on a regular basis.

The Group concludes that there has been a SICR related to a financial asset if one or more of the following quantitative
or qualitative criteria are met:

For corporate loans, bonds (state, municipal and corporate bonds and state-owned enterprise bonds), loans to
constituent entities of the Russian Federation and municipalities, interbank loans:

> 31 to 90 days overdue;

> Inclusion in the list of potentially non-performing loans based on the results of credit risk monitoring procedures.

For retail loans:
> 31 to 90 days overdue;

> Loan renegotiation following adverse changes in the borrower’s credit standing and measures taken to recover
the loan as at the reporting date.

The ECL allowance is based on the credit losses expected to arise over the life of the asset (LTECL), unless there has
been no significant increase in credit risk since origination, in which case, the allowance is based on the 12 month
expected credit losses (12mECL). The 12mECL is the portion of LTECL that represents the ECLs from default events
on a financial instrument, which may occur within the 12-months after the reporting date. Both LTECL and 12mECL are
calculated on either an individual basis or a collective basis, depending on the nature of the underlying portfolio of
financial instruments.

The Group has established a policy perform an assessment, at the end of each reporting period, of whether there has
been a significant increase in a financial instrument’s credit risk since initial recognition, by considering the change in
the risk of default occurring over the remaining life of the financial instrument. Based on the above process, the Group
classifies financial instruments as follows:

Stage 1: Financial instruments whose credit risk has not significantly increased since the date of initial
recognition. The allowance for such instruments is accrued in the amount equal to the 12mECL,
and the respective interest income is calculated based on the gross carrying amount.

Stage 2: Financial instruments whose credit risk has significantly increased since the date of initial
recognition. The allowance for such instruments is accrued in the amount equal to the LTECL,
and the respective interest income is calculated based on the gross carrying amount.

Stage 3: Credit-impaired financial instruments, with the allowance is made in the amount equal to the
LTECL and the interest income is accrued based on amortized cost.

POCI assets: Purchased or originated credit-impaired (POCI) assets are assets that are credit-impaired on
initial recognition. POCI financial assets are recorded at fair value at initial recognition, and
interest income is subsequently recognized based on a credit-adjusted EIR. ECLs are measured
as lifetime, and, at the reporting date, the Group records only cumulative changes in LTECL,
which have occurred since the date of initial recognition.
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Sovcombank PJSC Notes to 2018 consolidated financial statements

Basis of preparation (continued)
Changes in accounting policies (continued)
The Group performs assessment of credit-impaired assets both on individual and collective basis.

The Group collectively assesses the following types of loans: consumer loans, credit cards, mortgage loans, car loans,
loans to small businesses and other loans to customers, as well as some corporate loans. This approach involves
splitting the portfolio into homogeneous segments based on borrowers’ data, including data on failures to perform
payment obligations, defaults and historical write-offs.

Principles of assessment on an individual and collective basis. When estimating ECLs on a collective basis, the Group
calculates PD, LGD and EAD by types of loans. Individual assessment is usually based on assessment of expected
future cash flows on a financial asset based the most probable settlement scenario.

Expert judgments should be regularly reviewed to reduce any differences between estimated and actual losses.

Principles of collective assessment. When assessing an ECL allowance on a collective basis, loans are grouped based
on similar credit risk characteristics so that the risk exposure within a group is similar as well.

Such characteristics include, for example, the type of customer or credit product, etc.

The amount of ECLs is determined by estimating credit risk parameters (EAD, PD and LGD) for all future periods over
the life of the collectively assessed segment. This method helps to efficiently calculate ECLs for all future periods,
which are subsequently discounted to their present value as at the reporting date and aggregated. The discount rate
used to calculate ECLs is an initial effective interest rate or a rate approximating it.

Below is an overview of the key principles for calculating credit risk parameters.
EAD values are determined based on the expected payment schedule depending on the product type.

To calculate ECL, two types of PD are used: thel2-month and the lifetime PD.

> The 12-month PD (12mPD) is a loss curve during the 12 months following the reporting date (or over
the remaining life of the financial instrument if it is shorter than 12 months). The 12mPD is assessed based on
the most recent available data on past default events, and may be adjusted to reflect forecast information.

> The lifetime PD (LTPD) is a loss curve over the remaining life of the financial instrument. This parameter is
assessed based on the most recent available data on past default events, and may be adjusted to reflect
forecast information.

When calculating the LTPD, the Group applies statistical methods, depending on the segment and type of product,
e.g., building LTPD curves based on historical information on default events, the 12mPD extrapolation based on
migration matrices, etc.

The LGD is an estimate of expected losses on defaulted loans, made by the Group on a collective basis, based on
the most recent available statistical data on repayments.

(c) Effect of transition to IFRS 9

The following tables set out the impact of adopting IFRS 9 on the statement of financial position and retained earnings
as at 1 January 2018 including the effect of replacing IAS 39 incurred credit loss calculations with IFRS 9 ECL.
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Notes to 2018 consolidated financial statements

Basis of preparation (continued)

Changes in accounting policies (continued)

A reconciliation between the carrying amount under IAS 39 with the carrying amount under IFRS 9 as at 1 January

2018 is as follows:

IAS 39 measurement  Reclassi- Remeasurement IFRS 9 measurement

Financial assets Notes Category Amount fication ECL Other Amount Category
Cash and cash equivalents L&R* 39,962 - - - 39,962 AC?
Mandatory cash balances with

the CBR L&R 2,975 - - - 2,975 AC
Placements with banks L&R 9,338 - - - 9,338 AC
Financial Instruments at FVPL

(trade securities and

derivatives) FVPL 349,141 - - - 349,141 FVPL
Investment securities — equity AFS® 3,935 - - - 3,935 FVOCI (equity

securities at FVOCI instruments)
Loans to customers L&R 266,245 (883) (4,197) - 261,165 AC
To: financial assets at FVOCI - (883) - - (883)
Other financial assets at FVOCI n/a 883 - - 883 FVPL
From: loans to customers -

amortized cost - 883 - - 883
Non-financial assets - - - - -
Deferred tax asset 459 - - - 459
Total assets 672,055 - (4,197) - 667,858
Financial liabilities
Due to banks AC 194,135 - - - 194,135 AC
Due to customers AC 358,914 - - - 358,914 AC
Debt securities issued AC 15,744 - - - 15,744 AC
Other borrowed funds AC 15,381 - - - 15,381 AC
Subordinated debt AC 6,799 - - - 6,799 AC
Derivative financial liabilities FVPL 317 - - - 317 FVPL
Non-financial liabilities
Deferred tax liability 5,244 - (840) - 4,404
Provisions for financial

guarantees n/a 120 - - - 120 n/a
Total liabilities 596,654 - (840) - 595814
1 L&R-loans and receivables.
2 AC - amortized cost.
3 AFS- available for sale.
A The Group has elected to irrevocably designate its previous AFS equity instruments as equity instruments at

FVOCI.

B The Group’s analysis indicated that as at initial recognition, certain loans to customers did not meet the SPPI

criterion. Therefore, the Group reclassified such loans previously measured at amortized cost as financial
assets at FVPL as at 1 January 2018.

The impact of transition to IFRS 9 on retained earnings is as follows:

Reserves and
retained earnings

Retained earnings

Closing balance under IAS 39 (31 December 2017) 78,302
Revaluation on reclassification of financial assets from measured at amortized cost to

measured at FVPL -
Recognition of ECL under IFRS 9, including those for instruments at FVOCI (4,197)
Related deferred tax 840
Opening balance under IFRS 9 (1 January 2018) 74,945
Total changes in equity due to adoption of IFRS 9 (3,357)
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Basis of preparation (continued)

Changes in accounting policies (continued)

The following table reconciles the aggregate opening loan impairment allowances under IAS 39 and provisions for loan
commitments and financial guarantee contracts in accordance with IAS 37 Provisions, Contingent Liabilities and

Contingent Assets to the ECL allowances under IFRS 9.

Allowance for loan
impairment as per

IAS 39/ 1AS 37 Amortization of  ECL under IFRS 9
at 31 December credit-impaired (as at 1 January
2017 Remeasurement assets 2018)
Allowance for impairment of
Loans to customers (9,025) (4,197) (347) (13,569)
Financial guarantees (120) - - (120)
(9,145) (4,197) (347) (13,689)

IFRIC Interpretation 22 Foreign Currency Transactions and Advance Consideration

The Interpretation clarifies that, in determining the spot exchange rate to use on initial recognition of the related asset,
expense or income (or part of it) on the derecognition of a non-monetary asset or non-monetary liability relating to
advance consideration, the date of the transaction is the date on which an entity initially recognizes the non-monetary
asset or non-monetary liability arising from the advance consideration. If there are multiple payments or receipts in
advance, then the entity must determine the date of the transactions for each payment or receipt of advance
consideration. This Interpretation had no impact on the Group’s consolidated financial statements.

Transfers of Investment Property — Amendments to IAS 40

The amendments clarify when an entity should transfer property, including property under construction or development
into, or out of investment property. The amendments state that a change in use occurs when the property meets, or
ceases to meet, the definition of investment property and there is evidence of the change in use. A mere change in
management’s intentions for the use of a property does not provide evidence of a change in use. The amendments had
no impact on the Group’s consolidated financial statements.

IAS 28 Investments in Associates and Joint Ventures - clarification that measuring investees at FVPL is an
investment-by-investment choice

The amendments clarify that an entity that is a venture capital organization, or other qualifying entity, may elect to
measure its investments in associates and joint ventures at FVPL. This election is made separately for each investment
at initial recognition. If an entity, that is not itself an investment entity, has an interest in an associate or joint venture
that is an investment entity, the entity may, when applying the equity method, elect to retain the fair value measurement
applied by that investment entity associate or joint venture to the investment entity associate’s or joint venture’s
interests in subsidiaries. This election is made separately for each investment entity associate or joint venture, at the
later of the date on which: (a) the investment entity associate or joint venture is initially recognized; (b) the associate or
joint venture becomes an investment entity; and (c) the investment entity associate or joint venture first becomes a
parent. The amendments had no impact on the Group’s consolidated financial statements.

Significant accounting policies
Basis of consolidation

Subsidiaries, which are those entities in which the Group has more than half of the voting rights or otherwise exercises
control over their operations, are consolidated. Subsidiaries are consolidated from the date, on which control is
transferred to the Group, and are no longer consolidated from the date that control ceases. All intra-group transactions,
balances and unrealized gains on transactions between group companies are eliminated in full; unrealized losses are
also eliminated unless the transaction provides evidence of an impairment of the asset transferred. Where necessary,
accounting policies for subsidiaries have been changed to ensure consistency with the policies adopted by the Group.

A change in the ownership interest of a subsidiary, without a loss of control, is accounted for as an equity transaction.
Losses within a subsidiary are attributed to the non-controlling interest even if that results in a deficit balance.

If the Group loses control over a subsidiary, it derecognizes the assets (including goodwill) and liabilities of the
subsidiary, the carrying amount of any non-controlling interests, the cumulative translation differences, recorded in
equity; recognizes the fair value of the consideration received, the fair value of any investment retained and any surplus
or deficit in profit or loss and reclassifies the parent’s share of components previously recognized in other
comprehensive income to profit or loss or retained earnings, as appropriate.
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Significant accounting policies (continued)
Business combinations

Business combinations are accounted for using the acquisition method. The cost of an acquisition is measured as the
aggregate of the consideration transferred measured at acquisition date fair value and the amount of any non-
controlling interests in the acquiree. For each business combination, the acquirer measures the non-controlling interest
in the acquiree that are present ownership interests either at fair value or at the proportionate share of the acquiree’s
identifiable net assets and other components of non-controlling interests at their acquisition date fair value. Acquisition
costs incurred are expensed.

When the Group acquires a business, it assesses the financial assets and liabilities assumed for appropriate
classification and designation in accordance with the contractual terms, economic circumstances and pertinent
conditions as at the acquisition date. This includes the separation of embedded derivatives in host contracts by
the acquiree.

If the business combination is achieved in stages, the acquisition date fair value of the acquirer’s previously held equity
interest in the acquiree is remeasured to fair value at the acquisition date through profit and loss.

Any contingent consideration to be transferred by the acquirer is recognized at fair value at the acquisition date.
Subsequent changes to the fair value of the contingent consideration that is deemed to be an asset or liability will be
recognized in accordance with IFRS 9 either in profit or loss or as change to other comprehensive income. If the
contingent consideration is classified as equity, it shall not be remeasured until it is finally settled within equity.

Goodwill is initially measured at cost being the excess of the consideration transferred over the Group’s net identifiable
assets acquired and liabilities assumed. If this consideration is lower than the fair value of the net assets of the
subsidiary acquired, the difference is recognized in profit or loss.

After initial recognition, goodwill is measured at cost less any accumulated impairment losses. For the impairment
testing, goodwill acquired in a business combination is, from the acquisition date, allocated to each of the Group’s
cash-generating units that are expected to benefit from the combination, irrespective of whether other assets or
liabilities of the acquiree are assigned to those units.

Where goodwill forms part of a cash-generating unit and part of the operation within that unit is disposed of, the
goodwill associated with the operation disposed of is included in the carrying amount of the operation when
determining the gain or loss on disposal of the operation. Goodwill disposed of in this circumstance is measured based
on the relative values of the operation disposed of and the portion of the cash-generating unit retained.

Acquisition of subsidiaries from parties under common control
Acquisitions of subsidiaries from parties under common control are accounted for using the pooling of interests method.

The assets and liabilities of the subsidiary transferred under common control are recorded in these consolidated
financial statements at the carrying amounts of the transferring entity (the “Predecessor”) at the date of the transfer.
Related goodwill inherent in the predecessor’s original acquisition is also recorded in these consolidated financial
statements. Any difference between the total book value of net assets, including the Predecessor’s goodwill, and the
consideration paid is accounted for in these consolidated financial statements as an adjustment to equity attributable to
shareholders.

These means consolidated financial statements, including corresponding figures, are presented as if the subsidiary had
been acquired by the Group on the date it was originally acquired by the Predecessor.

Investments in associates and joint ventures

Associates are entities, in which the Group generally has between 20% and 50% of the voting rights, or is otherwise
able to exercise significant influence, but which it does not control or jointly control.

Jointly controlled entities are joint ventures that involve the establishment of a corporation, partnership or other entity in
which each venture has an interest. A joint venture is a contractual arrangement whereby two or more parties
undertake an economic activity that is subject to joint control.

Investments in associates and joint ventures are accounted for under the equity method and are initially recognized at
cost, including goodwill. Goodwill arising as a result of an investment in associates or joint ventures is not tested for
impairment separately. Subsequent changes in the carrying amount reflect the post-acquisition changes in the Group’s
share of net assets of the associate or joint venture. The Group’s share of its associates’ or joint ventures’ profits or
losses is recognized in the consolidated statement of profit or loss, and its share of movements in reserves is
recognized in other comprehensive income.
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Significant accounting policies (continued)
Investments in associates and joint ventures (continued)

If an acquisition is achieved in stages, initial cost of investments in associates includes fair value of investments
recorded in lines “Investment securities available for sale” or “Financial instruments at FVPL” at the moment of
acquisition of significant influence.

If the Group’s share of losses in an associate equals or exceeds its interest in the associate, the Group does not
recognize further losses, unless the Group is obliged to pay to, or on behalf of, the associate.

Unrealized gains on transactions between the Group and its associates are eliminated to the extent of the Group’s
interest in the associates; unrealized losses are also eliminated unless the transaction provides evidence of an
impairment of the asset transferred.

Fair value measurement

The Group measures financial instruments at FVPL and FVOCI and non-financial assets, such as investment property
and property and equipment (land and buildings), at each reporting date.

The fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. The fair value measurement is based on the presumption that
the transaction to sell the asset or transfer the liability takes place either:

> In the principal market for the asset or liability; or

> In the absence of a principal market, in the most advantageous market for the asset or liability.

The principal or the most advantageous market must be accessible by the Group. The fair value of an asset or a
liability is measured using the assumptions that market participants would use when pricing the asset or liability,
assuming that market participants act in their economic best interest. A fair value measurement of a non-financial asset
takes into account a market participant’s ability to generate economic benefits by using the asset in its highest and best
use or by selling it to another market participant that would use the asset in its highest and best use.

The Group uses valuation techniques that are appropriate in the circumstances and for which sufficient data are
available to measure fair value, maximizing the use of relevant observable inputs and minimizing the use of
unobservable inputs. All assets and liabilities for which fair value is measured or disclosed in the financial statements
are categorized within the fair value hierarchy, described as follows, based on the lowest level input that is significant to
the fair value measurement as a whole:

> Level 1 — quoted (unadjusted) market prices in active markets for identical assets or liabilities;

> Level 2 — valuation techniques for which the lowest level input that is significant to the fair value measurement is
directly or indirectly observable;

> Level 3 — valuation techniques for which the lowest level input that is significant to the fair value measurement is
unobservable.

For assets and liabilities that are recognized in the financial statements on a recurring basis, the Group determines
whether transfers have occurred between levels in the hierarchy by re-assessing categorization (based on the lowest
level input that is significant to the fair value measurement as a whole) at the end of each reporting period.

The fair value of the Group’s investment property and property and equipment is determined based on reports of
independent appraisers, who hold a recognized and relevant professional qualification and who have recent
experience in valuation of property of similar location and category. Depending on the development stage of the market
where the properties comparable with the ones under assessment are sold, either the cost approach or the
comparative approach is used.

Financial assets and liabilities

Initial recognition

Date of recognition

All regular way purchases and sales of financial assets and liabilities are recognized on the trade date, i.e. the date that
the Group commits to purchase the asset or the liability. Regular way purchases or sales are purchases or sales of

financial assets and liabilities under a contract that requires delivery of assets and liabilities within the period generally
established by regulation or convention in the marketplace.
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Significant accounting policies (continued)

Financial assets and liabilities (continued)

Initial measurement

The classification of financial instruments at initial recognition depends on their contractual terms and the business
model for managing the instruments. Financial instruments are initially measured at fair value, including transaction
costs, except when financial assets and financial liabilities are measured at FVPL.

Measurement categories of financial assets and liabilities

From 1 January 2018, the Group classifies all its financial assets based on the business model used to manage the
assets and the asset’s contractual terms, measured at either:

> Amortized cost;
> FVOCI;
> FVPL.

The Group classifies and measures its derivative and trading instruments at FVPL. The Group may designate financial
instruments as at FVPL, if so doing eliminates or significantly reduces measurement or recognition inconsistencies.

Before 1 January 2018, the Group classified its financial assets as loans and receivables (at amortized cost), assets
measured at FVPL, assets available for sale or held to maturity (at amortized cost).

Financial liabilities, other than loan commitments and financial guarantees, are measured at amortized cost or at FVPL
when they are held for trading, are derivative instruments or the fair value designation is applied.

Amounts due from credit institutions, loans to customers, investment securities measured at amortized cost

Before 1 January 2018, amounts due from credit institutions and loans to customers included non-derivative financial
assets with fixed or determinable payments that were not quoted in an active market, other than those:

> That the Group intended to sell immediately or in the near term;

> That the Group, upon initial recognition, designated as at FVPL or as available-for-sale at its own discretion;

> Those for which the Group could collect the amount substantially less than the amount of its initial investment
for reasons other than deterioration of the asset’s credit quality. Such assets were classified as available for
sale.

From 1 January 2018, the Group measures amounts due from credit institutions, loans to customers, and other
financial investments at amortized cost, only when the following two conditions are met:

> The financial asset is held within a business model with the objective to hold financial assets in order to collect
contractual cash flows;

> The contractual terms of the financial asset provide for the receipt on specified dates of cash flows that are
solely payments of principal and interest on the principal amount outstanding (SPPI).

These terms are detailed below.
Business model assessment

The Group performs an assessment of the business model under which financial assets are held at the aggregated
portfolios level, which ensures best understanding of the business management.

> The analysis is based on the following observable data: How the performance of the business model and the
financial assets held within that business model are evaluated and reported to the entity’s key management
personnel;

> The risks that affect the performance of the business model (and the financial assets held within that business

model) and, in particular the way those risks are managed,;

> How managers of the business are compensated (for example, whether the compensation is based on the fair
value of the assets managed or on the contractual cash flows collected);

> The expected frequency, value and timing of sales are also important aspects of the Group’s assessment.
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Significant accounting policies (continued)

Financial assets and liabilities (continued)

The business model assessment is based on reasonably expected scenarios without taking “worst case” or “stress
case” scenarios into account. If cash flows after initial recognition are realized in a way that is different from the Group’s
original expectations, the Group does not change the classification of the remaining financial assets held in that
business model, but incorporates such information when assessing newly originated or newly purchased financial
assets going forward.

The SPPI test

As a second step of its classification process the Group assesses contractual terms of the financial asset to determine
whether the contractual cash flows related to the asset are solely payments of principal and interest on the principal
amount outstanding (meet the SPPI test).

“Principal” for the purpose of this test is defined as the fair value of a financial asset at initial recognition and may
change over the life of the financial asset (for example, if there are repayments of principal or amortization of the
premium/discount).

The most significant elements of interest within a lending arrangement are typically the consideration for the time value
of money and credit risk. To make the SPPI assessment, the Group applies judgment and considers relevant factors
such as the currency in which the financial asset is denominated, and the period for which the interest rate is set.

In contrast, contractual terms that introduce a more than de minimis exposure to risks or volatility in the contractual
cash flows that are unrelated to a basic lending arrangement do not give rise to contractual cash flows that are solely
payments of principal and interest on the amount outstanding. In such cases, the financial asset is required to be
measured at FVPL.

Debt instruments at FVOCI

From 1 January 2018, the Group applies the new category under IFRS 9 of debt instruments measured at FVOCI when
both of the following conditions are met:

> The instrument is held within a business model, the objective of which is achieved by both collecting contractual
cash flows and selling financial assets;

> The contractual terms of the financial asset meet the SPPI test.

Debt instruments at FVOCI are subsequently measured at fair value, and gains or losses from changes in the fair value
are recognized in OCI. Interest income and gains or losses from the change in exchange rates are recognized in profit
or loss in the same manner as in the case of financial assets at amortized cost. In the process of derecognition, the
cumulative gain or loss, previously recognized in OCI, are reclassified from OCI to profit or loss.

ECL for debt instruments measured at FVOCI do not reduce the carrying amount of these financial assets in the
statement of financial position, which continue to be measured at fair value. Instead, an amount equal to the allowance
for expected losses that would arise if the assets were measured at amortized cost is recognized in OCI as an
accumulated impairment amount, with a corresponding charge to profit or loss. The accumulated loss recognized in
OCl is recycled to the profit and loss upon derecognition of the asset.

Equity instruments at FVOCI

From 1 January 2018, upon initial recognition, the Group occasionally elects to classify irrevocably some of its equity
investments as equity instruments at FVOCI when they meet the definition of an equity instrument under IAS 32
Financial Instruments: Presentation and are not held for trading. Such classification is determined on an instrument-by-
instrument basis.

Gains and losses on these equity instruments are never recycled to profit or loss. Dividends are recognized in profit or
loss as other income when the right to the dividend has been established, except when the Group benefits from such
proceeds as a recovery of part of the cost of the instrument. In such case, profit is recognized in OCI. Equity
instruments at FVOCI are not subject to an impairment assessment. Upon disposal of these instruments,

the accumulated revaluation reserve is transferred to retained earnings.
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Significant accounting policies (continued)

Financial assets and liabilities (continued)

Financial guarantees, letters of credit and loan commitments

The Group issues financial guarantees, letters of credit and loan commitments.

Financial guarantees are initially recognized in the financial statements at fair value, being the premium received.
Subsequent to initial recognition, the Group measures its liability under each guarantee at the higher of the initially
recognized amount less accumulated amortization recognized in the consolidated income statement, and, according to
IAS 37 (prior to 1 January 2018), the best estimate of expenditure required to settle any financial obligation arising as a
result of the guarantee, or, according to IFRS 9 (from 1 January 2018), of estimated allowance for ECL.

Undrawn loan commitments and letters of credits are commitments under which, over the duration of the commitment,
the Group is required to provide a loan with pre-specified terms to the customer. Similar to financial guarantee
contracts, under IAS 37, a provision was made if they were an onerous contract but, from 1 January 2018, these
contracts are in the scope of the ECL requirements.

The Group occasionally issues loan commitments at below market interest rates. Such commitments are recognized
initially at fair value and subsequently are measured at the higher of the amount of the allowance for ECL and the
initially recognized amount net of accumulated income, if applicable.

Performance guarantees

Performance guarantees are contracts that provides compensation if the other party to the contract fails to perform its
contractual obligation. Performance guarantees do not transfer credit risk. The risk under performance guarantee
contracts is the possibility that the other party fails to perform the contractual obligation. Accordingly, performance
guarantees are not financial instruments and, therefore, do not fall within the scope of IFRS 9.

Held-to-maturity investments

Before 1 January 2018, non-derivative financial assets with fixed or determinable payments and fixed maturities were
classified as held to maturity when the Group had the intention and ability to hold them to maturity. Investments
intended to be held for an undefined period were not included in this category. Held-to-maturity investments were
subsequently measured at amortized cost. Gains and losses were recognized in profit or loss when the investments
were impaired, as well as through the amortization process.

Loans and receivables

Before 1 January 2018, loans and receivables were non-derivative financial assets with fixed or determinable payments
that were not quoted in an active market. They were not entered into with the intention of immediate or short-term
resale and were not classified as trading securities or investment securities available for sale. Such assets were carried
at amortized cost using the effective interest rate method. Gains and losses were recognized in profit or loss when the
loans and receivables were derecognized or impaired, as well as through the amortization process.

Available-for-sale financial assets

Before 1 January 2018, available-for-sale financial assets were those non-derivative financial assets that were
designated as available for sale or were not classified in any of the three preceding categories. After initial recognition
available-for sale financial assets were measured at fair value with gains or losses being recognized in other
comprehensive income until the investment was derecognized or until the investment was determined to be impaired.
at which time the cumulative gain or loss previously reported in other comprehensive income was reclassified to the
consolidated statement of profit or loss. However, interest calculated using the effective interest rate method was
recognized in profit or loss.

Reclassification of financial assets and liabilities

From 1 January 2018, the Group does not reclassify financial assets after their initial recognition, apart from exceptional
cases, when the Group changes the business model for managing the financial assets. Financial liabilities are never
reclassified. In 2018, due to the acquisition of Rosevrobank (Note 40), the Group changed the business model for
managing a part of its financial assets (Note 6). The Group did not reclassify its financial assets or liabilities in 2017.
Cash and cash equivalents

The Group classifies cash, nostro accounts with the CBR and other banks, due from other banks and other credit

institutions with an original maturity of less than 90 days as Cash and cash equivalents. The minimum mandatory
reserve deposit with the CBR is not considered to be a cash equivalent due to restrictions on its use by the Group.
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Significant accounting policies (continued)
Precious metals

Gold and other precious metals are recorded at the CBR bid prices, which approximate fair values and are quoted at a
discount to London Metal Exchange rates. Changes in the CBR bid prices are recorded as translation differences from
precious metals in other income.

Repurchase and reverse repurchase agreements and securities lending

Securities sold under sale and repurchase (repo) agreements are accounted for as secured financing transactions,
with the securities retained in the consolidated statement of financial position and the counterparty liability included in
amounts payable under repo transactions within deposits and balances from banks or current accounts and deposits
from customers, as appropriate. The difference between the sale and repurchase prices represents interest expense
and is recognized in profit or loss over the term of the repo agreement using the effective interest method.

Securities purchased under agreements to resell (reverse repo) are recorded as amounts receivable under reverse
repo transactions within cash and cash equivalents, placements with banks or loans to customers, as appropriate.
The difference between the purchase and resale prices represents interest income and is recognized in profit or loss
over the term of the sale and repurchase agreement using the effective interest method.

If assets purchased under an agreement to resell are sold to third parties, the obligation to return securities is recorded
as a trading liability and measured at fair value.

Securities lent to counterparties are retained in the consolidated statement of financial position. Securities borrowed
are not recorded in the consolidated statement of financial position 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 consolidated statement of
profit or loss. The obligation to return them is recorded at fair value as a trading liability.

Derivative financial instruments

In the normal course of business, the Group enters into various derivative financial instruments including futures,
forwards, swaps and options and other instruments in the foreign exchange and capital markets. Such financial
instruments are held for trading and are initially 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
instruments 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 consolidated profit or loss as net
gains/(losses) from trading securities or net gains/(losses) from foreign currencies dealing, depending on the nature of
the instrument.

An embedded derivative is a component of a hybrid instrument that also includes a non-derivative host contract with
the effect that some of the cash flows of the combined instrument vary in a way similar to a stand-alone derivative.

An embedded derivative causes some or all of the cash flows that otherwise would be required by the contract to be
modified according to a specified interest rate, financial instrument price, commodity price, foreign exchange rate, index
of prices or rates, credit rating or credit index, or other variable, provided that, in the case of a non-financial variable,

it is not specific to a party to the contract. A derivative that is attached to a financial instrument, but is contractually
transferable independently of that instrument, or has a different counterparty from that instrument, is not an embedded
derivative, but a separate financial instrument.

According to IAS 39, derivatives embedded in financial assets, liabilities and non-financial host contracts, were carried
separately and recognized at fair value, if they met the definition of a derivative financial instrument (see above), their
risks and characteristics were not closely linked to those of the host contracts and the host contracts were not held for
sale and were not measured at FVPL. The embedded derivatives separated from the host contract were carried at fair
value in the trading portfolio with changes in fair value recognized in the consolidated income statement.

Since 1 January 2018, with the introduction of IFRS 9, the Group has accounted in this way for derivatives embedded

in financial liabilities and non-financial host contracts. The Group classifies financial assets based on the business
model and SSPI assessment.

Offsetting
Financial assets and liabilities are offset and the net amount is reported in the consolidated statement of financial

position when there is a legally enforceable right to set off the recognized amounts and there is an intention to settle on
a net basis, or to realize the asset and settle the liability simultaneously.
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Significant accounting policies (continued)
Property and equipment and intangible assets
Owned assets

Items of property, equipment and intangible assets are carried at cost, less accumulated depreciation and accumulated
impairment losses, except for buildings that are recorded at revalued amounts, as described below.

Where an item of property and equipment comprises major components having different useful lives, they are
accounted for as separate items of property and equipment.

Leased assets

Lease under which the Group assumes substantially all risks and rewards of ownership are classified as finance
leases. Property and equipment acquired by way of finance lease is stated at the amount equal to the lower of its fair
value and the present value of the minimum lease payments at inception of the lease, less accumulated depreciation
and impairment losses.

Revaluation

Land and buildings of the Group are measured at revalued amounts. The frequency of revaluation depends upon

the movements in the fair values of the items being revalued. A revaluation increase on land and buildings is
recognized directly in other comprehensive income (in equity) except to the extent that it reverses a previous
revaluation decrease recognized in profit or loss, in which case it is recognized in profit or loss. A revaluation decrease
on land and buildings is recognized in profit or loss except to the extent that it reverses a previous revaluation increase
recognized as other comprehensive income directly in equity, in which case it is recognized directly in other
comprehensive income (in equity).

Depreciation
Depreciation is charged to profit or loss on a straight-line basis over the estimated useful life of individual asset.

Depreciation commences on the date of acquisition or, in respect of internally constructed assets, from the time
an asset is completed and ready for use. Land is not depreciated. The estimated useful lives are as follows:

Buildings 20-50 years
Computers and ATMs 2-5 years
Motor vehicles 3-5 years
Furniture and equipment 3-7 years
Intangible assets Over 1 year and

not later than 10 years
Intangible assets
Intangible assets that are acquired by the Group are stated at cost less accumulated amortization and impairment losses.

Acquired computer software licenses are capitalized on the basis of the costs incurred to acquire and bring to use
the specific software.

Investment property

Investment property is property held either to earn rental income or for capital appreciation or for both, but not for sale
in normal course of business, or for the use in production or supply of goods or services or for administrative tasks.
Investment property is measured at fair value with any change recognized in profit or loss.

When the use of an investment property changes so that it is reclassified as property and equipment, its fair value at
the date of reclassification becomes its cost for subsequent accounting.

Goodwill

Goodwill acquired in a business combination is initially measured at cost being the excess of the consideration
transferred over the net identifiable assets acquired and liabilities assumed. Goodwill on an acquisition of a subsidiary
an joint venture is included in goodwill and other intangible assets. Goodwill on an acquisition of an associate is
included in the investments in associates. Following initial recognition, goodwill is measured at cost less any
accumulated impairment losses.

Goodwill is reviewed for impairment, annually or more frequently if events or changes in circumstances indicate that
the carrying amount may be impaired.
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Significant accounting policies (continued)
Goodwill (continued)

For the impairment testing, goodwill acquired in a business combination is, from the acquisition date, allocated to each
of the Group’s cash-generating units, or groups of cash-generating units, that are expected to benefit from the
synergies of the combination, irrespective of whether other assets or liabilities of the acquiree are assigned to those
units or groups of units. Each unit or group of units, to which the goodwill is so allocated:

> Represents the lowest level within the Group at which the goodwill is monitored for internal management; and
> Is not larger than the operating segment before aggregation as defined in IFRS 8 Operating Segments before
aggregation.

Impairment is determined for goodwill by assessing the recoverable amount of the cash-generating unit (or group of
cash-generating units), to which the goodwill relates. Where the recoverable amount of the cash-generating unit (group
of cash-generating units) is less than the carrying amount, an impairment loss is recognized. Impairment losses relating
to goodwill cannot be reversed in future periods.

Repossessed assets

The assets repossessed by the Group following litigation to recover amounts due under loans and held for sale in
the near term to cover losses arising from lending activities are classified as inventories in accordance with IAS 2.
In accordance with IAS 2, the Group measures these assets at the lower of cost and net realizable value.

Rent
i. Finance — Group as lessee

The Group recognizes finance leases as assets and liabilities in the consolidated statement of financial position at the
date of commencement of the lease term at amounts equal to the fair value of the leased property or, if lower, at the
present value of the minimum lease payments. In calculating the present value of the minimum lease payments, the
discount factor used is the interest rate implicit in the lease, when it is practicable to determine; otherwise, the Group’s
incremental borrowing rate is used. Initial direct costs are included as part of the asset. Lease payments are
apportioned between the finance charge and the reduction of the outstanding liability. The finance charge is allocated
to periods during the lease term so as to produce a constant periodic rate of interest on the remaining balance of

the liability for each period.

The costs identified as directly attributable to activities performed by the lessee under the finance lease agreement, are
included as part of the amount recognized as an asset under the lease.

ii. Finance — Group as lessor

The Group recognizes lease receivables at value equal to the net investments in the lease, starting from the date of
commencement of the lease term. Finance income is based on a pattern reflecting a constant periodic rate of return on
the net investment outstanding. Initial direct costs are included in the initial measurement of the lease receivables.

iii. Operating — Group as lessee

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 recognized as expenses on a straight-line basis
over the lease term and included in other operating expenses.

iv. Operating — Group as lessor

The Group presents assets subject to operating leases in the consolidated statement of financial position according to
the nature of the asset. Lease income from operating leases is recognized in the consolidated profit or loss on a
straight-line basis over the lease term as other income. The aggregate cost of incentives provided to lessees is
recognized as a reduction of lease income over the lease term on a straight-line basis. The aggregate cost of
incentives provided to lessees is recognized as a reduction of lease income over the lease term.

Promissory notes
Promissory notes purchased are included in trading securities, or in due from credit institutions or in loans to

customers, depending on their substance and are accounted for in accordance with the accounting policies for these
categories of assets.
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Significant accounting policies (continued)
Borrowings

Issued financial instruments or their components are classified as liabilities, where the substance of the contractual
arrangement results in the Group 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 current accounts and deposits from customers, deposits
and balanced from banks, promissory notes, subordinated debt. After initial recognition, borrowings are subsequently
measured at amortized cost using the effective interest method. Gains and losses are recognized in the consolidated
profit or loss when the borrowings are derecognized as well as through the amortization process.

Renegotiated loans

From 1 January 2018, the Group derecognizes a financial asset, such as a loan to a customer, when the terms and
conditions have been renegotiated to the extent that, substantially, it becomes a new loan, with the difference
recognized as a derecognition gain or loss, to the extent that an impairment loss has not already been recorded.
The newly recognized loans are classified as Stage 1 for ECL measurement, unless the new loan is deemed to be
POCI. When assessing whether or not to derecognize a loan to a customer, amongst others, the Group considers
the following factors:

> Change in currency of the loan;
> Change in counterparty;
> If the modification is such that the instrument would no longer meet the SPPI criterion.

If the modification does not result in cash flows that are substantially different, the modification does not result in
derecognition. Based on the changes in cash flows discounted at the original EIR, the Group recognizes gains or
losses from the modification that are recorded within interest income calculated using the effective interest rate method
in the consolidated statement of profit or loss before the impairment loss is recognized.

For modifications not resulting in derecognition, the Group also reassesses whether there has been a significant
increase in credit risk or whether the assets should be classified as credit-impaired. Once an asset has been classified
as credit-impaired as a result of a modification, it will remain in Stage 3 for a minimum 6-month probation period.

In order for the restructured loan to be reclassified out of Stage 3, regular payments of more than an insignificant
amount of principal or interest should be made during at least half of the probation period in accordance with the
modified payment schedule.

Impairment of financial assets under IAS 39

Prior to 1 January 2018, the Group assessed at each reporting date whether there was any objective evidence that a
financial asset or a group of financial assets was impaired. A financial asset or a group of financial assets was deemed
to be impaired if, and only if, there was objective evidence of impairment as a result of one or more events that had
occurred after the initial recognition of the asset (an incurred “loss event”) and that loss event (or events) had an impact
on the estimated future cash flows of the financial asset or the group of financial assets that could be reliably
estimated. Evidence of impairment might include indications that the borrower or a group of borrowers was
experiencing significant financial difficulty, default or delinquency in interest or principal payments, the probability that
they would enter bankruptcy or other financial reorganization and where observable data indicated that there was a
measurable decrease in the estimated future cash flows, such as changes in arrears or economic conditions that
correlated with defaults. For available-for-sale financial instruments, evidence of impairment also included significant or
prolonged decline in fair value of investment below its cost.

The Group individually assessed whether there was any objective evidence of impairment for individually significant
financial assets or collectively assessed whether there was any objective evidence of impairment for financial assets
that were not individually significant.

If there was objective evidence that an impairment loss had been incurred, the amount of the loss was measured as
the difference between the asset’s carrying amount and the present value of estimated future cash flows (excluding
future credit losses that had not yet been incurred) discounted at the financial asset’s original effective interest rate or
the difference between the original cost of the investment and its fair value in case of available-for-sale financial assets.
The carrying amount of the asset was reduced, and the amount of the loss was recognized in profit or loss. Interest
income continued to be accrued on the reduced carrying amount based on the original effective interest rate of the
asset or at the interest rate used to discount the future cash flows for the measuring the impairment loss in case of
available-for-sale financial assets. Assets together with the respective allowance were written off when there no
realistic prospect of future recovery, and all collateral had been realized or transferred to the Group. If, in a subsequent
year, the amount of the estimated impairment loss decreased because of an event occurring after the impairment had
been recognized, the previously recognized impairment loss was reversed in consolidated statement of profit or loss,
except for equity investments available-for-sale, for which increase in their fair value after impairment were recognized
in other comprehensive income.
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Significant accounting policies (continued)
Impairment of financial assets under IAS 39 (continued)

Financial assets were grouped on the basis of the Group’s internal credit grading system that considered credit risk
characteristics, such as asset type, industry, geographical location, collateral type, past-due status and other relevant
factors.

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

Information on the impairment measurement under IFRS 9 is provided in Note 37.
Derecognition of financial assets and liabilities
Financial assets

A financial asset (or, where applicable, a part of a financial asset or part of a group of similar financial assets) is
derecognized in the statement of financial position where:

> The rights to receive cash flows from the asset have expired.

> The Group has transferred the right to receive cash flows from the asset, or has assumed an obligation to pay
them in full without material delay to a third party under a “pass-through” arrangement.

> The Group either (a) has transferred substantially all the risks and rewards of the asset, or (b) has neither
transferred nor retained all the risks and rewards of the asset, but has transferred control of the asset.

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

Where continuing involvement takes the form of a written and/or purchased option (including a cash-settled option or
similar provision) on the transferred asset, the extent of the Group’s continuing involvement is the amount of the
transferred asset that the Group may repurchase, except that in the case of a written put option (including a
cash-settled option or similar provision) on an asset measured at fair value, the extent of the Group’s continuing
involvement is limited to the lower of the fair value of the transferred asset and the option exercise price.

Securitization

The Group may securitize financial assets through the sale of these assets to special purpose entities which issue
securities to investors. The transferred assets may qualify for derecognition in full or in part. Interests in the securitized
financial assets may be retained by the Group and are primary classified as loans and receivables. Gains or losses on
securitizations are based on the carrying amount of the financial assets derecognized and the retained interest, based
on their relative fair values at the date of transfer.

In 2018, the Group did not securitize financial assets. As at 31 December 2018, the Group held no securitized assets
on its balance sheet.

Write-off
From 1 January 2018, financial assets are written off either partially or in their entirety only when the Group has
stopped pursuing the recovery. If the amount to be written off is greater than the accumulated loss allowance,

the difference is first treated as an addition to the allowance that is then applied to the gross carrying amount.
Any subsequent recoveries are credited to credit loss expense. A write-off constitutes a derecognition event.
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Significant accounting policies (continued)

Derecognition of financial assets and liabilities (continued)

Financial liabilities

A financial liability is derecognized when the obligation under the liability is discharged or canceled 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
recognized in profit or loss.

Credit-related commitments

The Group enters into credit related commitments, comprising undrawn loan commitments, letters of credit and
guarantees, and provides other forms of credit insurance.

Financial guarantees are contracts that require the Group to reimburse the holder (beneficiary) of the guarantee for a
loss it incurs because the Group’s customer (principal of the financial guarantee) fails to make payment when due in
accordance with the terms of a debt instrument.

A financial guarantee liability is recognized initially at fair value net of associated transaction costs, and is measured
subsequently at the higher of the amount initially recognized less cumulative amortization and the amount of provision
for losses under the guarantee. Provisions for losses under financial guarantees and other credit-related commitments
are recognized when losses are considered probable and can be measured reliably.

Any increase in the liability relating to financial guarantees is taken to the consolidated statement of profit or loss.
The premium received is recognized in the consolidated statement of profit or loss on a straight-line basis over the life
of the guarantee.

Financial guarantee liabilities and allowance for other credit related commitments are included in other liabilities.
Assets classified as held for sale

The Group classifies a non-current asset (or a disposal group) as held for sale if its carrying amount will be recovered
principally through a sale transaction rather than through continuing use. For this to be the case, the non-current asset
(or disposal group) must be available for immediate sale in its present condition subject only to terms that are usual
and customary for sale of such assets (or disposal groups) and its sale must be highly probable.

The sale qualifies as highly probable if the Group’s management is committed to a plan to sell the non-current asset
(or disposal group) and an active program to locate a buyer and complete the plan must have been initiated. Further,
the non-current asset (or disposal group) must have been actively marketed for sale at a price that is reasonable in
relation to its current fair value and in addition the sale should be expected to qualify for recognition as a completed
sale within one year from the date of classification of the non-current asset (or disposal group) as held for sale.

The Group measures an asset (or disposal group) classified as held for sale at the lower of its carrying amount and fair
value less costs to sell. The Group recognizes an impairment loss for any initial or subsequent write-down of the asset
(or disposal group) to fair value less costs to sell if events or changes in circumstance indicate that their carrying
amount may be impaired.

Provisions

Provisions are recognized when the Group has a present legal or constructive obligation as a result of past events, and
it is probable that an outflow of resources embodying future 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 Group does not have any pension arrangements other than participation in the state pension system of the
Russian Federation, which requires current contributions by the employer calculated as a percentage of current gross

salary payments; such expense is charged in the period the related salaries are earned. In addition, the Group has no
significant post-employment benefits.
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Significant accounting policies (continued)
Share capital

Ordinary shares and non-redeemable preference shares with discretionary dividends are both classified as equity.
External costs directly attributable to the issue of new shares, other than on a business combination, are shown as a
deduction from the proceeds in equity. Any excess of the fair value of consideration received over the par value of
shares issued is recognized as additional paid-in capital.

Treasury shares

Where the Bank purchases its own shares, the consideration paid, including any attributable transaction costs, net of
income taxes, is deducted from total equity as treasury shares until they are cancelled or reissued. Where such shares
are subsequently sold or reissued, any consideration received is included in equity. Treasury shares are stated at
weighted average cost.

Dividends

Dividends are recognized as a liability and deducted from equity at the reporting date only if they are declared before or
on the reporting date. Dividends are disclosed when they are proposed before the reporting date or proposed or
declared after the reporting date but before the consolidated financial statements are authorized for issue.

Taxation

Income tax comprises current and deferred tax. Income tax is recognized in profit or loss except to the extent that it
relates to items of other comprehensive income or transactions with shareholders of the Group recognized directly in
equity, in which case it is recognized within other comprehensive income or directly within equity.

Current tax expense is the expected tax payable on the taxable income for the year, using tax rates enacted or
substantially enacted at the reporting date, and any adjustment to tax payable in respect of previous years.

Deferred tax is provided using the balance sheet liability method for temporary differences between the carrying
amounts of assets and liabilities for financial reporting and the amounts used for taxation. The following temporary
differences are not provided for: goodwill not deductible for tax, the initial recognition of assets or liabilities that affect
neither accounting nor taxable profit and temporary differences related to investments in subsidiaries, associates and
joint ventures where the parent is able to control the timing of the reversal of the temporary difference and it is probable
that the temporary difference will not reverse in the foreseeable future. The amount of deferred tax provided is based
on the expected manner of realization or settlement of the carrying amount of assets and liabilities, using tax rates
enacted or substantially enacted at the reporting date.

A deferred tax asset is recognized only to the extent that it is probable that future taxable profits will be available
against which the temporary differences, unused tax losses and unused tax credits can be utilized. Deferred tax assets
are reduced to the extent that it is no longer probable that the related tax benefit will be realized.

Russia also has various operating taxes that are applied to the Group’s activities. These taxes are included as a part of
other operating expenses.

Recognition of income and expenses

Revenue is recognized to the extent that it is probable that the economic benefits will flow to the Group and the
revenue can be reliably measured. The following specific recognition criteria must also be met before revenue is
recognized:

Interest and similar income and expense

From 1 January 2018, the Group calculates interest revenue on debt financial assets measured at amortized cost or at
FVOCI by applying the effective interest rate to the gross carrying amount of financial assets other than credit-impaired
financial assets (before 1 January 2018: by applying the effective interest rate to the amortized cost of financial assets).
The EIR is the rate that exactly discounts estimated future cash payments or receipts through the expected life of the
financial instrument or a shorter period, where appropriate, to the net carrying amount of the financial asset or financial
liability. The calculation takes into account all contractual terms of the financial instrument (for example, prepayment
options) and includes any fees or incremental costs that are directly attributable to the instrument and are an integral
part of the effective interest rate, but not future credit losses. The carrying amount of the financial asset or financial
liability is adjusted if the Group revises its estimates of payments or receipts. The adjusted carrying amount is
calculated based on the original effective interest rate and the change in the carrying amount is recorded as interest
revenue or expense.
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Recognition of income and expenses (continued)

When a financial asset becomes credit-impaired, the Group calculates interest revenue by applying the effective
interest rate to the net amortized cost of the financial asset. If the financial asset cures and is no longer credit-impaired,
the Group reverts to calculating interest revenue on a gross basis.

In case of purchased or originated credit-impaired (POCI) financial assets, the Group calculates interest income
applying the effective interest rate adjusted for the credit risk to the amortized cost of the financial asset. An effective
interest rate adjusted for the credit risk is an interest rate that at initial recognition discounts estimated future cash flows
(including credit losses) to the amortized cost of the POCI assets.

Interest income on all financial assets at FVPL is recognized using the contractual interest rate in “Other interest
income” in the consolidated income statement.

Fee and commission income

The Group earns fee and commission income from a diverse range of services it provides to its customers. Fee income
can be divided into the following two categories:

Fee income earned from services that are provided over a certain period of time

Fees earned for the provision of services over a period of time are accrued over that period. These fees include
commission income and fees for asset management, custody and other management and advisory services. Loan
commitment fees for loans that are likely to be drawn down and other credit related fees are deferred (together with any
incremental costs) and recognized as an adjustment to the effective interest rate on the loan.

Fee income from providing transaction services

Fees arising from negotiating or participating in the negotiation of a transaction for a third party — such as the
arrangement of the acquisition of shares or other securities or the purchase or sale of businesses — are recognized on
completion of the underlying transaction. Fees or components of fees that are linked to a certain performance indicator
are recognized once the corresponding criteria have been met.

Customer loyalty programs

The Group offers several customer loyalty programs. Such programs are recognized depending on who is identified as
a customer, as well as the Group’s role in a contract (agent or principal). For point-based programs, the Group
generally recognized a liability for the accumulated points at the moment when a customer uses them. Cashbacks on
plastic card transactions reduce interest income.

Dividend income
Revenue is recognized when the Group’s right to receive the payment is established.
Foreign currency translation

The consolidated financial statements are presented in Russian rubles, which is the Group’s functional and
presentation currency. Each entity in the Group determines its own functional currency, and items included in the
financial statements of each entity are measured using that functional currency. Transactions in foreign currencies are
initially recorded in the functional currency, converted at the rate of exchange ruling at the date of the transaction.
Monetary assets and liabilities denominated in foreign currencies are retranslated at the functional currency rate of
exchange ruling at the reporting date. Gains and losses resulting from the translation of foreign currency transactions
are recognized in the consolidated statement of profit or loss as gains less losses from foreign currencies.
Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using the
exchange rates as of the dates of the initial transactions. Non-monetary items measured at fair value in a foreign
currency are translated using the exchange rates at the date when the fair value was determined.

Differences between the contractual exchange rate of a transaction in a foreign currency and the exchange rate of the
CBR on the date of the transaction are included in gains less losses from dealing in foreign currencies. The official
exchange rates of the CBR at 31 December 2018 and 31 December 2017 were RUB 69.4706 and RUB 57.6002 to
USD 1, respectively.
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Significant accounting policies (continued)
Foreign currency translation (continued)

As at the reporting date, the assets and liabilities of the entities whose functional currency is different from the
presentation currency of the Group are translated into Russian rubles at the rate of exchange ruling at the reporting
date and their statements of profit or loss are translated at the weighted average exchange rates for the year.

The exchange differences arising on the translation are taken to other comprehensive income. On disposal of a
subsidiary or an associate whose functional currency is different from the presentation currency of the Group,

the deferred cumulative amount recognized in other comprehensive income relating to that particular entity is
recognized in profit or loss. Any goodwill arising on the acquisition of a foreign operation and any fair value adjustments
to the carrying amounts of assets and liabilities arising on the acquisition are treated as assets and liabilities of

the foreign operations and translated at the closing rate.

Segment reporting

The Group determines operating segments based on its organizational structure. Operational segments are based on
the aggregated management accounts provided to the Supervisory Board. The Group’s segment reporting is based on
the following operating segments: Retail banking, Corporate banking and Treasury.

As the Group’s business primarily takes place in the Russian Federation and the largest proportion of its revenues and
financial result is received from the operations within the territory of the Russian Federation, the Group does not use
the geographical segmentation of its business.

Contingent assets and liabilities

Contingent liabilities are not recognized in the consolidated statement of financial position but are disclosed unless the
possibility of any outflow in settlement is remote. Contingent assets are not recognized in the consolidated statement of
financial position but disclosed when an inflow of economic benefits is probable.

Standards issued but not yet effective

The standards and interpretations that are issued, but not yet effective, up to the date of issuance of the Group’s
consolidated financial statements are disclosed below. The Group intends to adopt these standards, if applicable, when
they become effective.

IFRS 16 Leases

IFRS 16 was issued in January 2016 and it replaces IAS 17 Leases, IFRIC 4 Determining whether an Arrangement
Contains a Lease, SIC-15 Operating Leases — Incentives and SIC-27 Evaluating the Substance of Transactions
Involving the Legal Form of a Lease. IFRS 16 sets out the principles for the recognition, measurement, presentation
and disclosure of leases and requires lessees to account for all leases under a single on-balance sheet model similar
to the accounting for finance leases under IAS 17. The standard provides for two types of recognition exemptions

for lessees: for leases of “low-value” assets (e.g. computers) and short-term leases (i.e. leases with a lease term of

12 months or less). At the inception of the lease, the lessee will recognize a liability to make lease payments

(i.e. a lease liability) and an asset granting the right to use an underlying asset over the lease term (i.e. a right-of-use
asset). Lessees will be required to separately recognize the interest expense on the lease liability and the depreciation
expense on the right-of-use asset.

Lessees will be also required to remeasure the lease liability upon the occurrence of certain events (e.g., a change in
the lease term, a change in future lease payments resulting from a change in an index or rate used to determine those
payments). The lessee will generally recognize the amount of the remeasurement of the lease liability as an adjustment
to the right-of-use asset.

Lessor accounting under IFRS 16 is substantially unchanged from today’s accounting under IAS 17. Lessors will
continue to classify all leases using the same classification principle as in IAS 17 and distinguish between two types of
leases: operating and finance leases.

In addition, IFRS 16, which becomes effective for annual periods beginning on 1 January 2019, requires lessors and
lessees to make more extensive disclosures than under IAS 17.

The Group plans to apply IFRS 16 retrospectively and recognize the cumulative effect of initial application of IFRS 16
at the date of initial application. The Group will apply this standard to agreements that were previously identified as
lease agreements with the application of IAS 17 and IFRIC 4. Accordingly, the Group will not apply the standard to
agreements that were not previously identified as lease agreements with the application of IAS 17 and IFRIC 4.

The Group will use exemptions specified in the standard with regard to lease agreements that expire within 12 months
from the date of initial application, as well as with regard to leases of low-value underlying assets. The Group has lease
agreements for certain office equipment (e.g. personal computers, printers and copiers) the value of which is
considered low.
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Standards issued but not yet effective (continued)
IFRS 17 Insurance Contracts

In May 2017, the IASB issued IFRS 17 Insurance Contracts, a comprehensive new financial reporting standard for
insurance contracts covering recognition and measurement, presentation and disclosure. Once effective, IFRS 17 will
replace IFRS 4 Insurance Contracts that was issued in 2005. IFRS 17 applies to all insurance contracts (i.e., life
insurance and insurance other than life insurance, direct insurance and reinsurance) regardless of the type of entity
that issues them, as well as to certain guarantees and financial instruments with discretionary participation conditions.
A few scope exceptions will apply. The overall objective of IFRS 17 is to provide an accounting model for insurance
contracts that is more useful and consistent for insurers. In contrast to the requirements in IFRS 4, which are largely
based on grandfathering previous local accounting policies, IFRS 17 provides a comprehensive model for insurance
contracts, covering all relevant accounting aspects. The core of IFRS 17 is the general model supplemented by:

> Certain modifications for insurance contracts with direct participation features (the variable fee approach);

> A simplified approach (the premium allocation approach) mainly for short-duration contracts.

IFRS 17 is effective for reporting periods beginning on or after 1 January 2021, with comparative figures required. Early
application is permitted, provided the entity also applies IFRS 9 and IFRS 15 on the date it first applies IFRS 17. This
standard is not applicable to the Group.

IFRIC Interpretation 23 Uncertainty over Income Tax Treatment

The Interpretation addresses the accounting for income taxes when tax treatments involve uncertainty that affects the
application of IAS 12 and does not apply to taxes or levies outside the scope of IAS 12, nor does it specifically include
requirements relating to interest and penalties associated with uncertain tax treatments. The Interpretation specifically
addresses the following issues:

> Whether an entity considers uncertain tax treatments separately;

> The assumptions an entity makes about the examination of tax treatments by tax authorities;

> How an entity determines taxable profit (tax loss), tax bases, unused tax losses, unused tax credits and tax
rates;

> How an entity considers changes in facts and circumstances.

An entity must determine whether to consider each uncertain tax treatment separately or together with one or more
other uncertain tax treatments. The approach that better predicts the resolution of the uncertainty should be followed.
The interpretation is effective for annual periods beginning on or after 1 January 2019. The Group will apply
interpretation from its effective date. Since the Group operates in a complex tax environment, the adoption of this
interpretation may affect the Group’s consolidated financial statements. In addition, the Group may need to establish
processes and procedures to obtain information that is necessary to apply the Interpretation on a timely basis.

Amendments to IFRS 9 Prepayment Features with Negative Compensation

Under IFRS 9, a debt instrument can be measured at amortized cost or at FVOCI provided that the contractual cash
flows are “solely payments of principal and interest on the principal amount outstanding” (the SPPI criterion) and the
instrument is held within the appropriate business model for that classification. The amendments to IFRS 9 clarify that a
financial asset passes the SPPI criterion regardless of the event or circumstance that causes the early termination of
the contract and irrespective of which party pays or receives reasonable compensation for the early termination of the
contract.

The amendments should be applied retrospectively and are effective for annual periods beginning on 1 January 2019,
with earlier application permitted. These amendments have no impact on the consolidated financial statements of the
Group.

Amendments to IFRS 10 and IAS 28 Sale or Contribution of Assets between an Investor and its Associate or Joint Venture

The amendments address the conflict between in IFRS 10 and IAS 28 in dealing with the loss of control of a subsidiary
that is sold or contributed to an associate or joint venture. The amendments clarify that the gain or loss resulting from
the sale or contribution of assets that constitute a business, as defined in IFRS 3, between an investor and its
associate or joint venture, is recognized in full. Any gain or loss resulting from the sale or contribution of assets that do
not constitute a business, however, is recognized only to the extent of unrelated investors’ interests in the associate or
joint venture. The IASB has deferred the effective date of these amendments indefinitely, but an entity that early adopts
the amendments must apply them prospectively. The Group will apply these amendments when they become effective.
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Amendments to IAS 19 Plan Amendment, Curtailment or Settlement

The amendments to IAS 19 address the accounting when a plan amendment, curtailment or settlement occurs during a
reporting period. The amendments specify that when a plan amendment, curtailment or settlement occurs during the
annual reporting period, an entity is required to:

> Determine current service cost for the remainder of the period after the plan amendment, curtailment or
settlement, using the actuarial assumptions used to remeasure the net defined benefit liability (asset) reflecting
the benefits offered under the plan and the plan assets after that event;

> Determine the net interest applicable to the remaining part of the period after the plan amendment, curtailment
or settlement with the use of a net liability (asset) under the defined benefit plan, reflecting the consideration
under the plan and assets of the plan after this event; and the discount rate used to remeasure this net liability
(asset) under the defined benefit plan.

The amendments also clarify that an entity first determines any past service cost, or a gain or loss on settlement,
without considering the effect of the asset ceiling. This amount is recognized in profit or loss. An entity then determines
the effect of the asset ceiling after the plan amendment, curtailment or settlement. Any change in that effect, excluding
amounts included in the net interest, is recognized in other comprehensive income.

These amendments are applied to the plan amendment, curtailment or settlement occurred on the date of or after the
first annual period beginning on or after 1 January 2019, with early application permitted. These amendments will be
applied only to the Group’s future plan amendment, curtailment or settlement.

Amendments to IAS 28 Long-term Interests in Associates and Joint Ventures

The amendments clarify that an entity applies IFRS 9 to long-term interests in an associate or joint venture to which the
equity method is not applied but that, in substance, form part of the net investment in the associate or joint venture
(long-term interests). This clarification is relevant because it implies that the expected credit loss model in IFRS 9
applies to such long-term interests.

The amendments also clarify that, in applying IFRS 9, an entity does not take into account any losses of the associate
or joint venture, or any impairment losses on the net investment, recognized as adjustments to the net investment in
the associate or joint venture that arise from applying IAS 28 Investments in Associates and Joint Ventures.

The amendments should be applied retrospectively and are effective for annual periods beginning on or after
1 January 2019, with early application permitted. Since the Group does not have such long-term interests in an
associate or a joint venture, these amendments will not have any impact on its consolidated financial statements.

Annual improvements 2015-2017 cycle (issued in December 2017)

These improvements include:

IFRS 3 Business Combinations

The amendments clarify that, when an entity obtains control of a business that is a joint operation, it applies the
requirements for a business combination achieved in stages, including remeasuring previously held interests in the
assets and liabilities of the joint operation at fair value. In doing so, the acquirer remeasures its entire previously held
interest in the joint operation.

An entity should apply those amendments to business combinations for which the acquisition date is on or after the
beginning of the first annual reporting period beginning on or after 1 January 2019, with early application permitted.
These amendments will apply to future business combinations of the Group.

IFRS 11 Joint Arrangements

A party that participates in, but does not have joint control of, a joint operation might obtain joint control of the joint
operation in which the activity of the joint operation constitutes a business as defined in IFRS 3. The amendments
clarify that the previously held interests in that joint operation are not remeasured.

An entity should apply those amendments to transactions in which it obtains joint control on or after the beginning of

the first annual reporting period beginning on or after 1 January 2019, with early application permitted. At present,
these amendments are not applicable to the Group but may apply to future transactions.
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Standards issued but not yet effective (continued)
IAS 12 Income Taxes

The amendments clarify that the income tax consequences of dividends are linked more directly to past transactions or
events that generated distributable profits than to distributions to owners. Therefore, an entity should recognize the
income tax consequences of dividends in profit or loss, other comprehensive income or equity according to where the
entity originally recognized those past transactions or events.

An entity should apply those amendments to annual reporting periods beginning on or after 1 January 2019, with early
application permitted. When an entity first applies those amendments, it applies them to the income tax consequences
of dividends recognized on or after the beginning of the earliest comparative period. Since the Group’s current practice
is in line with these amendments, the Group does not expect any effect on its consolidated financial statements.

IAS 23 Borrowing Costs

The amendments clarify that an entity treats as part of general borrowings any borrowing originally made to develop
a qualifying asset when substantially all of the activities necessary to prepare that asset for its intended use or sale are
complete.

An entity should apply those amendments to borrowing costs incurred on or after the beginning of the annual reporting
period in which the entity first applies those amendments. An entity should apply those amendments to annual
reporting periods beginning on or after 1 January 2019, with early application permitted. Since the Group’s current
practice is in line with the amendments, the Group does not expect any effect on its consolidated financial statements.

Significant accounting judgments and estimates
Judgments

In the process of applying the Group’s accounting policies, Management makes the following judgments, apart from
those involving estimates, which have the most significant effect on the amounts recognized in the consolidated
financial statements.

Estimation uncertainty

In the process of applying the Group’s accounting policies, management used its judgments and made estimates in
determining the amounts recognized in the financial statements. The most significant use of judgments and estimates
are as follows:

Fair value of financial instruments (Note 39)

Where the fair values of financial assets and financial liabilities recorded in the statement of financial position 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 judgment is required in establishing fair values.

Expected credit losses / impairment losses on financial assets

The measurement of impairment losses both under IFRS 9 and IAS 39 across all categories of financial assets requires
judgment, in particular, the estimation of the amount and timing of future cash flows and collateral values when
determining ECL / impairment losses and the assessment of a significant increase in credit risk. These estimates are
driven by a number of factors, changes in which can result in different levels of allowances. The Group’s calculation of
ECL is the result of applying complex models that include a number of underlying assumptions regarding the choice of
variable inputs and their interdependencies. Elements of the ECL calculation models that are considered accounting
judgments and estimates include:

> The Group’s internal credit grading model, which assigns PDs to individual grades;

> The Group’s criteria for assessing if there has been a significant increase in credit risk, so allowances for
impairment of financial assets should be measured on the lifetime ECL basis, and qualitative assessment;

> The segmentation of financial assets when their ECL are assessed on a collective basis;

> Development of ECL models, including various formulae and the choice of inputs;

> Determination of interrelations between macroeconomic scenarios and economic inputs, such as unemployment

levels and collateral values, and the effect on PDs, EADs and LGDs;

> Selection of forward-looking macroeconomic scenarios (Urals oil price, effective ruble exchange rate) and their
probability weightings to derive economic inputs for ECL calculation models.
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Judgments (continued)

The allowance recognized in the consolidated statement of financial position at 31 December 2018 amounted to
RUB 8,800 MM (2017: RUB 4,438 MM). More details are provided in Note 10.

Reclassification of financial assets

Assessment whether a change in circumstances justify the change of the Group’s business model regarding specific
portfolios of financial assets is a significant judgment. More details are provided in Note 6.

Goodwill impairment

The Group determines whether goodwill is impaired on an annual basis. This requires an estimation of the value in use
of the cash-generating units to which the goodwill is allocated. Estimating the value in use requires the Group to make
an estimate of the expected future cash flows from the cash-generating unit and also to choose a suitable discount rate
in order to calculate the present value of those cash flows. The carrying amount of goodwill at 31 December 2018 was
RUB 1,505 MM (31 December 2017: RUB 728 MM). More details are provided in Note 42.

Revaluation of buildings and investment property

Following initial recognition at cost, buildings are carried at a revalued amount, which is the fair value at the date of the
revaluation less any subsequent accumulated depreciation and subsequent accumulated impairment losses.
Revaluation is performed annually, on the basis of reports of independent appraisers, who hold a recognized and
relevant professional qualification and who have recent experience in valuation of property of similar location and
category, in order to avoid significant differences between fair value of the revalued asset and its carrying amount.

Deferred tax

When determining the amount of deferred tax assets which may be recognized in the financial statements, the Group’s
management assesses the probability that the deferred tax asset will be used. The use of the deferred tax asset
depends on taxable profit obtained in periods when timing differences may be used against it. When conducting the
assessment, the management takes into account the regulatory restriction on utilization of deferred tax assets, future
expected taxable profit, as well as tax planning strategies.

Based on the historical data on income tax amounts, as well as future expected taxable profit in periods when timing
differences may be used against it, the Group’s management considers it possible to use the deferred tax asset
recognized in the Group’s financial statements.

Segment information

The Group has three operating segments:

> Retail banking (Retail): providing banking services to low- and middle-income retail customers, micro-, small
business customers and individual entrepreneurs residing primarily in small towns. These services include
issuance of mortgage, car and consumer loans, credit and installment cards, placement of term deposits and
servicing current accounts, as well as a wide range of insurance products provided by third-party insurance
companies and pension funds. Retail enables 514 thousand micro-, small and medium-sized businesses and
individual entrepreneurs participate in public procurement through the Group’s proprietary digital platform.

> Corporate banking (CB): extending bilateral and syndicated loans, providing investment and banking services,
providing trade finance services, transacting with precious metals, providing term deposits and settlement and
transactional services to medium-sized and major Russian corporations, state-owned companies and the
constituent entities of the Russian Federation.

> Treasury operations (Treasury): managing portfolio of securities on Group’s balance sheet; managing capital,
risk and liquidity; foreign exchange dealings, trading derivative financial instruments; and mergers and
acquisitions (“M&A”).
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Segment reporting (continued)

Group management monitors the operating results of each segment separately to make decisions about allocation of
resources and assessing performance. In 2018, the Group changed its segment reporting due to the merger with

Rosevrobank JSCB (“Rosevrobank”):

> Retail: retail segment of Sovcombank merged with retail segment of Rosevrobank;

> Corporate banking: a part of Corporate and Investment Business segment of Sovcombank related to servicing
corporate customers merged with Corporate Banking and International Business of Rosevrobank and formed a

segment of Corporate banking;

> Treasury operations: a part of Corporate and Investment Business segment of Sovcombank related to
management of securities portfolio, management of capital, risks and liquidity merged with Treasury Banking

Transactions of Rosevrobank.

To make the historical information comparable with the current segments, segment reporting was adjusted

retrospectively.
2018
Retail CB Treasury  Adjustments Total
RUB MM RUB MM RUB MM RUB MM RUB MM

Revenue
Interest income 33,681 15,994 37,748 - 87,423
Fee and commission income 17,654 6,870 11 - 24,535
Net gain on derecognition of financial assets

at FVOCI - - 657 - 657
Net foreign exchange gain and net gain on

currency derivatives - 722 48 - 770
Other operating income - - 5,441 - 5,441
Inter-segment revenue 13,114 1,100 - (14,214) -
Total revenue 64,449 24,686 43,905 (14,214) 118,826
Expenses
Interest expense (21,462) (7,520) (8,772) - (37,754)
Obligatory deposit insurance (1,883) (307) - - (2,190)
Fee and commission expense (3,413) (662) (463) - (4,538)
Net loss on financial instruments at FVPL - - (8,588) - (8,588)
Allowances for credit losses (4,019) (1,318) (3,463) - (8,800)
Other impairments and provisions - (862) (360) - (1,222)
Personnel expenses (12,514) (4,361) (2,679) - (19,554)
Net loss from other non-banking business - - (59) - (59)
Other expenses (11,008) (1,841) (2,447) - (15,296)
Inter-segment expenses - - (14,214) 14,214 -
Total expenses (54,299) (16,871) (41,045) 14,214 (98,001)
Segment results 10,150 7,815 2,860 - 20,825
Income tax expense (3,276)

Profit for the period

17,549
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Segment reporting (continued)

Revenue

Interest income

Fee and commission income

Net gain on financial instruments at FVPL

Net foreign exchange gain and net gain on
currency derivatives

Net gains on available-for-sale assets

Other operating income

Inter-segment revenue
Total revenue

Interest expense

Obligatory deposit insurance
Fee and commission expense
Allowance for loan impairment
Other impairment and provisions
Payroll, including bonuses
Other expenses

Inter-segment expenses

Total expenses

Segment results

Income tax expense

Profit for the period

The following table presents assets and liabilities of the Group’s operating segments:

Segment assets
Segment liabilities

Segment assets
Segment liabilities

2017
Retail CB Treasury  Adjustments Total
RUB MM RUB MM RUB MM RUB MM RUB MM
26,512 10,073 32,138 - 68,723
16,004 4,204 74 - 20,282
- 267 11,300 - 11,567
- - 2,670 - 2,670
- - 1,067 - 1,067
48 221 1,582 - 1,851
14,884 - - (14,884) -
57,448 14,765 48,831 (14,884) 106,160
(21,514) (2,934) (10,034) - (34,482)
(1,221) (42) - - (1,263)
(1,636) (78) (518) - (2,232)
(3,808) (105) (525) - (4,438)
(102) (1,734) (882) - (2,718)
(9,646) (1,693) (2,058) - (13,397)
(9,439) (955) (577) - (10,971)
- (3,464) (11,420) 14,884 -
(47,366) (11,005) (26,014) 14,884 (69,501)
10,082 3,760 22,817 - 36.659
(7,088)
29,571
31 December 2018
Retail CB Treasury Total
RUB MM RUB MM RUB MM RUB MM
213,819 233,800 519,785 967,404
349,768 260,758 242,842 853,368
31 December 2017
Retail CB Treasury Total
RUB MM RUB MM RUB MM RUB MM
156,503 109,793 423,203 689,499
288,271 73,325 242,485 604,081
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Reclassification

Integration of Rosevrobank and Sovcombank began in 2Q 2018. Due to the integration, the Group reorganized the
business and revised business models for managing the portfolio of securities. The Group split the portfolio of
securities into investment and trading sub-portfolios for IFRS 9 classification on 1 July 2018. The Group changed its
organizational structure as appropriate. Effective interest rate on securities classified as securities measured at
amortized cost varied from 4.6% to 15.8% on 1 July 2018.

2018
Loans to Placements with
customers and banks and bonds
bonds measured at measured at

amortized cost amortized cost Total
RUB MM RUB MM RUB MM

Fair value as at the date of reclassification 128,026 26,110 154,136
Carrying amount as at 31 December 135,846 28,415 164,261
Fair value as at 31 December 135,210 28,544 163,754
Losses from changes in the fair value of financial

instruments reclassified in 2018, which would have

been recognized from the reclassification date up to

31 December if the reclassification had not been made (1,551) (140) (1,691)
Interest income recognized in profit or loss for the year 7,774 1,695 9,469
Provision recognized after reclassification (813) (125) (938)

The Group completed the integration with Rosevrobank on 1 October 2018. Due to this, starting from October 2018,
the Group transferred securities received by the Group as a result of the acquisition of Rosevrobank (Note 40) from
the portfolio of securities measured at FVOCI to the portfolio of financial instruments measured at FVPL.

2018
Financial
instruments at
FVPL
RUB MM
Carrying amount (fair value) as at the date of reclassification 33,999
Carrying amount (fair value) as at 31 December 30,018
Net losses on securities at FVOCI, net of tax, recognized prior to the reclassification (252)
Gains on changes in the fair value of financial instruments reclassified in 2018,
which would have been recognized in comprehensive income for the period from
the reclassification date up to 31 December if the reclassification had not been made 58
Gains on provision decrease recognized after reclassification 65
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Net interest income

2018 2017
RUB MM RUB MM

Interest income calculated using EIR method
Retail loans 34,698 26,630
Corporate loans and bonds measured at amortized cost 24,203 15,532
Investment securities at FVOCI 1,481 -
Placements with banks and financial institutions and bonds measured at

amortized cost 1,916 212
Total interest income calculated using EIR method 62,298 42,374
Other interest income
Financial instruments at FVPL 22,182 22,883
Net gains on foreign currency swaps 2,943 3,466
Total other interest income 25,125 26,349
Total interest income 87,423 68,723
Interest expense
Due to customers (28,866) (23,952)
Due to banks (4,264) (7,116)
Other borrowed funds (2,329) (2,280)
Promissory notes and bonds issued (2,199) (1,033)
Subordinated debt (1,096) (101)
Total interest expense (37,754) (34,482)
Obligatory deposit insurance (2,190) (1,263)
Net interest income 47,479 32,978

The comparative data for the twelve months ended 31 December 2017 present net gains on swaps denominated in
foreign currencies as a separate line in order to ensure comparability with the current period data. Previously, net gains
on foreign currency swaps formed a part of interest income from placements with banks and financial institutions.

The Group enters into swaps denominated in foreign currencies through the Moscow Exchange in order to decrease
the cost of funding.

Interest expense on “Other borrowed funds” mainly relates to the interest expense on the loan provided by State

Corporation “Deposit Insurance Agency” for the financial rehabilitation of “Express-Volga Bank” JSC (hereinafter,
the “EVB”") in September 2015.

Fee and commission income

2018 2017
RUB MM RUB MM

Financial protection program membership 10,655 9,944
Plastic card operations 5,285 4513
Issuance of bank guarantees 3,227 2,876
Settlement operations 2,448 965
Income from electronic trading platforms 817 340
Agent fee for selling insurance products 507 434
Securities underwriting 446 487
Currency control 426 24
Lending operations 247 297
Cash operations 222 91
Agent fees due from pension funds 63 223
Other 192 88

24,535 20,282
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Fee and commission expense

2018 2017
RUB MM RUB MM

Agent services (2,142) (1,497)
Plastic card operations (1,176) (344)
Settlement operations (618) (72)
Depositary services (201) (165)
Interest expense on subordinated loan issued by DIA (84) (64)
Banking guarantees and letters of credit (28) -
Other (289) (90)

(4,538) (2,232)

Agent services mainly include agency commissions paid by the Bank to third party agents for selling financing products
of the Group. The increase in expenses on this item in 2018 was due to an increase in the corresponding fee and
commissions income.

Interest expense on the subordinated loan issued by the DIA relates to the subordinated loans in the form of securities
from the DIA of RUB 6,375 MM (Note 31). The DIA provided the subordinated loans in the form of securities which
were recorded as off-balance sheet items. For this reason, the related interest expense cannot be recognized in
interest expense and is recognized as a part of fee and commission expense. In 2018, the Group sold these securities
with the nominal value of RUB 6,275 MM and recognized the related interest expense from the sale date and reporting
date within “Interest expense”.

Allowance for credit losses, other impairment losses and provisions

The table below shows allowances for ECL of financial instruments recorded in the consolidated statement of profit or
loss for the year ended 31 December 2018:

POCI
Notes Stage 1 Stage 2 Stage 3 assets Total

Placements with banks and bonds

measured at amortized cost 19 (153) - - - (153)
Loans to customers and bonds

measured at amortized cost 21 (3,006) (2,323) (2,477) (797) (8,603)
Financial guarantees 35 (38) - - - (38)
Loan commitments 35 (6) - - - (6)
Total allowance for credit losses (3.203) (2,323) (2,477) (797) (8,800)
Net foreign exchange gain and transactions with precious metals

2018 2017
RUB MM RUB MM
Dealing (15,912) (2,797)
Net gains from currency derivative financial instruments (10,072) 5,868
Revaluation 26,754 (1,401)
770 2,670

“Dealing” represents a financial result from exchange-traded foreign currency contracts entered into by the Group in
order to hedge long and short foreign currency positions to comply with the regulatory requirements.

“Net gains on currency derivative financial instruments” represents a financial result on OTC long-term swap contracts
entered into by the Group in order to hedge long and short foreign currency positions.

“Revaluation” is a financial result from the revaluation of net assets and liabilities denominated in foreign currency.
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Other operating income

2018 2017
RUB MM RUB MM
Bargain purchase gain (Note 40) 3,186 -
Gain on loan repayment obligations to DIA 1,332 -
Disposal of foreclosed assets 108 176
Income from operating sublease 35 29
Gain from asset restructuring - 1,089
Revaluation of investments in associates - 106
4,896 1,725

“Bargain purchase gain” is a difference between the fair value of net assets of Rosevrobank and the value of
Sovcombank’s investments into Rosevrobank as at the date of the Bank’s acquisition of control in Rosevrobank in April

2018. See Note 40 for details.

“Gain on loan repayment obligations to DIA” represents income received by the Group from debt repayments to EVB
based on the decision of the Arbitration Court in relation to the bankruptcy proceedings for Probusinessbank JSCB.

“Gain from asset restructuring” in 2017 represents cash received by the Group as a compensation for a conversion of
bonds issued by a Russian bank to subordinated debt with the same nominal value and maturity of 2030.

Other non-banking business

In August and October 2018, Sovcombank purchased 100% of the issued share capital of GMCS Management LLC
and 74.99% of the issued share capital of BTE LLC (Note 40). Revenue and expenses of these companies presented
in separate lines of the statement of profit and loss because GMCS Management LLC and BTE LLC engaged in

non-banking business.

The table below presents a breakdown of the financial results from non-banking business for 2018:

2018
RUB MM
Revenue and other income from software implementation and support services 458
Revenue and other income from ATM maintenance services 242
Revenue and other gains from other non-banking business 700
Cost and other expenses from software implementation and support services (491)
Cost and other expenses from ATM maintenance services (268)
Cost and other losses from other non-banking business (759)
Net loss from other non-banking business (59
2018
RUB MM
Contractual assets (presented within other assets) 60
Deferred income (presented within other liabilities) 19
Personnel expenses
2018 2017
RUB MM RUB MM
Payroll, including bonuses (15,795) (10,762)
Payroll-related taxes (3,759) (2,635)
(19,554) (13,397)

The increase in payroll, including bonuses in 2018 was mainly due to an increase in headcount in the retail and corporate
segments from 11,480 employees as at 31 December 2017 to 15,700 employees as at 31 December 2018, due to the
acquisition of Rosevrobank (Note 40), and due to the growth of bonuses for achieving key performance indicators.
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Other general and administrative expenses

2018 2017
RUB MM RUB MM

Advertising and marketing (2,933) (2,354)
Rent (2,631) (2,009)
Professional and cash collection (1,821) (1,229)
Depreciation and amortization (1,430) (883)
Inventory (1,210) (2,039)
Software support (1,071) (742)
Telecommunication and postal services (1,070) (534)
Maintenance of property and equipment (901) (638)
Transport and business travel (796) (571)
Security (280) (202)
Taxes other than income tax (232) (229)
Property insurance (149) (138)
Other (653) (325)

(15,177) (10,893)

Other general and administrative expenses grew in 2018 in comparison with those in 2017 mainly due to the expansion
of the retail network, the increase in the headcount, acquisition of Rosevrobank (Note 40), cost of integration with
Rosevrobank, expenses on new retail products and upgrade of the Group’s IT infrastructure.

Rent increased to RUB 2,631 MM in 2018 from RUB 2,009 MM in 2017 due to the expansion of the Group’s retail
network from 2,418 branches and mini-offices as at 31 December 2017 to 2,648 branches and mini-offices as at
31 December 2018, and due to the consolidation of Rosevrobank.

In 2018, professional services and cash collection increased to RUB 1,821 MM as compared to RUB 1,229 MM in 2017
due to the expansion of the Group’s retail network and significant expansion of the retail and corporate business,

in particular, increasing number of clients, development of new retail segments, e.g., car and mortgage lending, and
due to the consolidation of Rosevrobank.

Other impairment, provisions and expenses attributable to non-controlling interests

2018 2017
RUB MM RUB MM

Contingencies (2,091) 137
Other assets (139) (546)
Litigations (215) (934)
Foreclosed assets (26) (30)
Losses attributable to non-controlling interest - (1,095)
Reversal of impairment of investments in associates 249 -
Goodwill impairment (Note 42) - (250)

(1,222) (2,718)

Provisions for “Contingencies” related to the credit risk on the portfolio of non-financial bank guarantees primarily
issued to suppliers in accordance with Federal Laws No. 44-FZ and No.223-FZ. The volume of non-financial guarantee
portfolio was RUB 99,330 MM as at 31 December 2018 (31 December 2017: RUB 84,844 MM) (Note 35).

Provisions for litigations mainly related to suits filed by creditors of Probusinessbank OJSC against the bankruptcy
administrator of Probusinessbank, a DIA representative, with regard to several transactions relating to the period
before the date on which Probusinessbank was declared bankrupt by the Arbitration Court (Note 36). The provision
covers the possible cash outflow from the Bank into Probusinessbank’s insolvency estate in respect of this litigation.

Losses attributable to non-controlling interest in 2017 represented expenses associated with income attributable to
non-controlling shareholders of Sovremenny Kommerchesky Innovatsionny Bank LLC. This income is recorded on an
item-by-item basis in the consolidated financial statement of comprehensive income. Sovremenny Kommerchesky
Innovatsionny Bank LLC and Sovcombank PJSC merged on 12 November 2018.
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Other impairment, provisions and expenses attributable to non-controlling interests
(continued)

Movements in other provisions for 2018 and 2017 are as follows:

Provisions Provisions Impairment of Provisions
for other Provisions  for contin- investments for foreclosed
assets for litigations  gencies in associates assets Total
As at 1 January 2017 102 134 710 656 35 1,637
Increase/(decrease)
for the period 546 934 (237) - 30 1,373
Write-off (106) - - - (106)
Extinction of liabilities - (25) - - (46) (71)
As at 31 December 2017 542 1,043 573 656 19 2,833
As at 1 January 2018 542 1,043 573 656 19 2,833
Transfer of ECL under
IFRS 9 (Note 2) - - (120) - - (120)
Increase/(decrease)
for the period 139 215 1,091 (249) 26 1,222
Extinction of liabilities - (93) - - @) (94)
As at 31 December 2018 744 1,165 1,544 407 44 3,904
Income tax expense
2018 2017
RUB MM RUB MM
Current income tax (2,350) (6,354)
Origination of temporary differences (926) (734)
(3,276) (7,088)
The current general income tax rate for legal entities in the Russian Federation is 20%.
Deferred tax for items charged or credited to other comprehensive income during the year was as follows:
2018 2017
RUB MM RUB MM
Net gains/(losses) on investment securities available for sale X 195
Revaluation of buildings (57 (8
Income tax charged to other comprehensive income (Note 33) (57) 187

Russian legal entities have to file individual corporate income tax declarations. The income tax rate for legal entities
(including banks) was 20% for 2018 and 2017. The income tax rate applicable to interest (coupon) income on federal
loan bonds and mortgage-backed bonds was 15% in 2018 and 2017. The income tax rate applicable to interest
(coupon) income on municipal bonds was 9% in 2018 and 2017. Dividends are taxed at the corporate income tax rate
of 9%, which may be reduced to 0% subject to certain criteria.

Reconciliation of effective income tax rate

2018 2017
RUB MM RUB MM

Profit before tax 20,825 36,659
Statutory tax rate 20% 20%
Theoretical income tax expenses at the statutory rate (4,165) (7,332)
Tax exempt income 775 -
Effect of non-deductible expenses - (463)
Effect of income on state securities taxed at different rates 257 425
Other (143) 282

(3,276) (7,088)
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Cash and cash equivalents

2018 2017
RUB MM RUB MM
Due from the CBR 62,798 24,695
Nostro accounts with Russian banks and financial institutions 27,183 8,207
Cash on hand 11,134 5,988
Short-term deposits and reverse REPO transactions with Russian banks
and financial institutions maturing in less than 90 days 7,095 921
Nostro accounts with OECD banks 817 16
Short-term deposits with OECD banks maturing in less than 90 days 790 135
109,817 39,962

The increase in “Due from the CBR” from RUB 24,695 MM as at 31 December 2017 to RUB 62,798 MM as at
31 December 2018 was mainly due to the placement of funds for averaging mandatory cash balances with the CBR
and due to the growth in the Group’s liabilities.

“Cash on hand” mainly comprises cash on hand and in Group’s ATMs (Note 1).
“Short-term deposits and reverse REPO transactions with Russian banks and financial institutions maturing in less than
90 days” include transactions with two banks and one non-banking credit institution with investment-grade ratings

assigned by rating agencies S&P, Fitch or Moody’s. The increase in the item at 31 December 2018 was due to the
placement of temporarily available cash of the Group.

Placements with banks and bonds measured at amortized cost

2018 2017
RUB MM RUB MM
Bonds of Russian banks held by the Group 17,140 32
Bonds of Russian banks pledged under sale and repurchase agreements 12,997 -
Term deposits with banks 7,317 6,283
Repurchase agreements 5,783 522
Collateral for derivative financial instruments (“DFI") 5,452 2,502
Total placements with banks and bonds measured at amortized cost 48,689 9,339
Less allowance for impairment (154) 1)
Placements with banks and bonds measured at amortized cost, net 48,535 9,338

The increase in “Bonds of Russian banks held by the Group” and “Bonds of Russian banks pledged under sale and
repurchase agreements” as at 31 December 2018 was because the Group separated its bond portfolio into investment
and trading portfolios (Note 6). Portfolio of investment securities issued by Russian banks is accounted for at amortized
cost.

Increase in “Repurchase agreements” at 31 December 2018 was mainly due to the placement of available cash with a
non-banking credit institution with an investment-grade rating assigned by rating agencies S&P, Fitch or Moody's.

For “Placements with banks and bonds measured at amortized cost” bear credit risk, the Group recognizes the
respective allowance for ECL. The table below presents movements in allowances for ECL for the year ended
31 December 2018:

Stage 1 Total
Balance as at 1 January 2018 1 1
Increase/(decrease) for the period 153 153
Balance at 31 December 2018 154 154
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Financial instruments at FVPL

2018 2017
RUB MM RUB MM

Held by the Group
Corporate bonds and eurobonds 61,088 59,467
Government and municipal bonds 25,601 27,863
State-owned enterprise bonds 22,010 43,269
Derivative financial instruments 5,337 9,240
Corporate shares 126 204
Shares in state-owned companies 99 -
Total financial instruments at FVPL held by the Group 114,261 140,043
Pledged under sale and repurchase agreements
Corporate bonds and Eurobonds 59,293 106,363
State-owned enterprise bonds 45,717 69,301
Government and municipal bonds 5,768 33,434
State-owned enterprise shares 1 -
Total financial instruments at FVPL pledged under sale and

repurchase agreements 110,779 209,098
Total financial instruments at FVPL 225,040 349,141
Securities at FVPL
The table below presents a breakdown of securities at FVPL by industry:

2018 2017
RUB MM % RUB MM %

Transport and infrastructure 42,850 19.5% 46,464 13.7%
Government and municipal institutions 31,368 14.3% 61,297 18.0%
Banks, including state-owned banks 28,643 13.0% 59,944 17.6%
Metallurgy 22,700 10.4% 39,157 11.5%
Leasing 17,497 8.0% 20,739 6.1%
Petrochemicals 13,304 6.1% 26,005 7.7%
Diversified holdings and other financial

institutions 12,951 5.9% 15,926 4.7%
Chemical industry 11,234 5.1% 5,893 1.7%
Mining 8,375 3.8% 16,031 4,70%
Telecommunications 7,344 3.3% 8,660 2.60%
Manufacturing 6,415 3.0% 15,503 4.60%
Construction and development 5,055 2.3% 9,242 2.70%
Energy 2,627 1.2% - 0.00%
Services 2,445 1.1% 6,838 2.00%
Trade 1,958 0.9% 4,041 1.20%
Agriculture and food processing 1,099 0.5% 3,784 1.10%
Other 3,838 1.6% 377 0.1%

219,703 100.0% 339,901 100.0%

The table below presents a breakdown of securities at FVPL by long-term issuer credit rating assigned by rating
agencies S&P, Fitch or Moody's. If a security or an issuer has credit ratings from several international rating agencies,

only the highest rating is taken into account.

Securities at FVPL

Issuers with credit rating from A+ to A-
Issuers with credit rating from BBB+ to BBB-
Issuers with credit rating from BB+ to BB-
Issuers with credit rating from B+ to B-

Issuers without rating by S&P, Fitch or Moody’s

Total securities at FVPL

2018 2017
128 -
67,617 85,953
103,604 184,003
25,048 51,533
23,306 18,412
219,703 339,901

As at 31 December 2018, maturities of these securities were within the following range: February 2019 — August 2049

(31 December 2017: January 2018 — August 2049).
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Financial instruments at FVPL (continued)
Securities at FVPL (continued)

As at 31 December 2018, the coupon rates were from 3.8% to 9.0% for USD-denominated debt securities, from
2.6% to 4.0% for EUR-denominated debt securities and from 5.2% to 15.0% for RUB-denominated debt securities
(31 December 2017: from 3.7% to 11.0% for USD-denominated debt securities, 7.5% for GBP-denominated debt
securities, and from 6.3% to 17.0% for RUB-denominated debt securities).

As at 31 December 2018, the share of the largest issuer in the aggregate portfolio of securities at FVPL was 9.5%.
The maturity of bonds of this issuer ranged from March 2019 to April 2041; coupon rate was 5.7%-10.5%

(31 December 2017: the share of the largest issuer (a state-owned financial institution) was 6.2%, maturity dates
ranged from March 2018 to September 2032; coupon rate was 4.5%-9.8%).

Derivative financial instruments
The Group manages interest and currency risks using derivative financial instruments.
The Group recognizes derivative financial instruments, including foreign currency contracts, currency and interest rate

swaps, as well as other derivative financial instruments at fair value. The table below shows the fair values of derivative
financial instruments, recorded as assets or liabilities in the financial statements:

2018 2017
Notional Fair value Notional Fair value
amount Asset Liability amount Asset Liability
RUB MM RUB MM RUB MM RUB MM RUB MM RUB MM
Interest rate swaps — foreign banks 151,585 3,379 1,919 68,544 2,056 -
Interest rate swaps — Russian banks 50,028 1,898 - 28,800 1,241 -
Cross-currency interest rate swaps —
foreign banks 13,894 - 639 - - -
Cross-currency interest rate swaps —
Russian banks 69,471 - 3,036 67,392 5,943 -
Currency forwards — foreign
companies 139 19 - - - -
Currency forwards — Russian
companies and banks 2,003 41 26 - - -
Credit default swaps —foreign banks 27,094 - 1,226 15,552 - 317
314,214 5,337 6,846 180,288 9,240 317

Total derivative assets or liabilities

Loans to customers and bonds measured at amortized cost

2018 2017
RUB MM RUB MM

Retail loans

Auto loans 74,978 56,706
Mortgage loans 57,801 30,228
Consumer loans 47,609 47,653
Credit cards 20,303 9,222
Total retail loans 200,691 143,809
Corporate loans and bonds measured at amortized cost

Corporate loans 149,063 83,262
Corporate bonds 96,127 10,551
Loans to small businesses and other loans to customers* 42,050 2,530
State-owned enterprise bonds 48,145 5,933
Government and municipal bonds 16,001 4,298
Loans to constituent entities and municipalities of the Russian Federation 6,347 24,887
Total corporate loans and bonds measured at amortized cost 357,733 131,461
Total loans to customers 558,424 275,270
Less: allowance for loan impairment (16,946) (9,025)
Loans to customers, net 541,478 266,245

*  This group also includes retail loans issued on individual terms, not exceeding RUB 200 MM.
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Loans to customers and bonds measured at amortized cost (continued)

As at 31 December 2018, “Corporate loans and bonds measured at amortized cost” of RUB 86,065 MM were
represented by corporate bonds, state-owned enterprise bonds and government and municipal bonds pledged under
repurchase agreements with banks (31 December 2017: RUB 3,516 MM) (Note 28).

As at 31 December 2018, the carrying amount of loans issued to the Group’s ten largest borrowers was RUB 77,134 MM
representing 13.8% of the total loan portfolio or 8.0% of the Group's total assets. As at 31 December 2017, the carrying
amount of loans issued to the Group’s ten largest borrowers was RUB 61,485 MM representing 22.3% of the total loan
portfolio or 8.9% of the Group’s total assets. As at 31 December 2018, the Group created an allowance for the impairment
of loans issued to the ten largest borrowers of RUB 462 MM (31 December 2017: RUB 399 MM).

Industry analysis of corporate loans and bonds

Corporate borrowers and bond issuers operate in the following industries:

2018 2017
RUB MM RUB MM

Metallurgy 52,618 576
Diversified holdings and other financial institutions 39,408 37,500
Transport and infrastructure 34,689 8,505
Manufacturing 21,598 853
Petrochemicals 11,883 6,446
Construction 10,894 5,728
Mining 10,883 -
Trade 10,531 8
Commercial real estate 10,007 7,328
Services 9,445 2,706
Chemical industry 8,391 143
Leasing 8,344 14,387
Agriculture and food processing 5,693 -
Telecommunications 5,479 2,069
Energy 4,657 5,222
Other 670 2,342

245,190 93,813

Finance lease receivables

Finance lease receivables form a part of the portfolio of loans to small businesses and other loans to customers at
31 December 2018. The analysis of finance lease receivables is as follows:

Later than
Not later than 1 year but not later Later than
1 year than 5 years 5 years
RUB MM RUB MM RUB MM
Gross investment in finance leases 222 149 -
Unearned future finance income on finance lease 41 15 -
Net investments in finance lease 263 164 -

Allowance for impairment of loans to customers and bonds measured at amortized cost

The tables below show the analysis of movements in the allowances for ECL for retail loans in 2018. Note 2 contains
the description of the credit risk measurement system employed by the Group and its approach to ECL measurement.

Consumer loans Stage 1 Stage 2 Stage 3 Total

Balance as at 1 January 2018 1,640 412 3,455 5,507
Transfers to Stage 2 (119) 119 - -
Transfers to Stage 3 (57) (1,148) 1,205 -
Increase/(decrease) for the period 227 998 1,193 2,418
Write-offs - - (4,394) (4,394)
Amortization of credit-impaired assets - - - -
Recovery of write-offs - - 954 954
Balance as at 31 December 2018 1,691 381 2,413 4,485
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Loans to customers and bonds measured at amortized cost (continued)

Allowance for impairment of loans to customers and bonds measured at amortized cost (continued)

Auto loans Stage 1 Stage 2 Stage 3 Total
Balance as at 1 January 2018 958 205 565 1,728
Transfers to Stage 2 (61) 61 - -
Transfers to Stage 3 (24) (661) 685 -
Increase/(decrease) for the period 336 749 794 1,879
Write-offs - - (1,035) (1,035)
Unwinding of discount - - 7 7
Recovery of write-offs - - 374 374
Balance as at 31 December 2018 1,209 354 1,390 2,953
Mortgage loans Stage 1 Stage 2 Stage 3 Total
Balance as at 1 January 2018 812 129 658 1,599
Transfers to Stage 2 (79) 79 - -
Transfers to Stage 3 27) (419) 446 -
Increase/(decrease) for the period (30) 370 (125) 215
Write-offs - - (202) (102)
Unwinding of discount - - 43 43
Recovery of writy-offs - - 191 191
Balance as at 31 December 2018 676 159 1111 1,946
Credit cards Stage 1 Stage 2 Stage 3 Total
Balance as at 1 January 2018 666 97 545 1,308
Transfers to Stage 2 (46) 46 - -
Transfers to Stage 3 (99) (229) 328 -
Increase/(decrease) for the period 318 150 305 773
Write-offs - - (901) (901)
Unwinding of discount - - 2 2
Recovery writy-offs - - [ [
839 64 356 1,259

Balance as at 31 December 2018

The table below shows the analysis of movements in allowances for ECL for the corporate loans and bonds measured
at amortized cost for 2018. Note 2 describes the credit risk measurement system employed by the Group and its

approach to ECL measurement.

Corporate loans, government and

municipal bonds, corporate bonds and POCI
state-owned enterprise bonds Stage 1 Stage 2 Stage 3 assets Total
Balance as at 1 January 2018 2,965 - - - 2,965
Transfers to Stage 2 (48) 48 - - -
Transfers to Stage 3 (2,011) - 2,011 - -
Increase/(decrease) for the period* 1,594 (21) 112 271 1,956
Write-offs - - - - -
Recovery of wri