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(e) Loan loss provisions

The allowance for loan losses is based on management's year-end assess-
ment of loans outstanding, the Bank's past loan loss experience as well as
known and potential risks related to the borrower.
Loan receivables are not accrued when the full collection of the principal or
interest is in doubt. Previously accrued but unpaid interests are reversed and
charged against interest income.

(f) Income taxes

Deferred income taxes are accounted for under the liability method and re-
flect the tax effect of all significant temporary differences between the tax ba-
sis of the respective asset or liability and its reported amount.

(g) Significant events affecting the IAS
Financial Statements

Following the default of the Russian Government on State treasury bills and
the subsequent default of Russian banks on the forward market, the Bank suf-
fered major losses in 1998. During this critical time, RZB Vienna remained
firmly committed to maintaining our presence in Russia and to settle all our
outstanding obligations. Aiming to show a positive equity position, our
shareholders increased RBA's capital by USD 150 million. These funds were
partially utilised to pay our counterparties on forward contract settlement af-
ter the Central Bank's termination of its moratorium in January 1999. We
have now settled all our previously outstanding forward commitments with
domestic and foreign counterparties.

Under the accrual principle, these losses were fully provisioned and record-
ed under IAS in 1998 whereas under the Russian cash accounting method;
they affected the Bank's 1999 P/L statement, prepared according to Central
Bank rules.
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Cash in hand, balances with the Central Bank and
post office banks
This item represents cash in hand and cash held with the Central Bank of
Russia, as well as compulsory reserves held with the Central Bank on cus-
tomer deposits. The increase of this item in 1999 is related to an increase of
liabilities with corporate and private customers.

Treasury bills and other eligible bills
This item represents the remaining value of the restructured short-term Russian
government GKO bills. The decline in book value for 1999 corresponds to a
partial reimbursement of the principal by the Government under the GKO re-
structuring schedule and the writing-down of assets booked in roubles and
translated into US Dollars at the year-end exchange rate.

On December 31st, 1998, as the GKO restructuring program was not yet in
place and the Russian government defaulted on repayment of the principal,
the entire outstanding amount of the GKOs was written off to P/L. This provi-
sion was reversed in 1999 according to the book value of the GKOs repor-
ted in line with the declared restructuring program.

Loans and advances to banks
This item represents short-term liquidity placement on international and do-
mestic financial markets. Following the 1998 banking crisis, we closed the
majority of credit lines on Russian banks. Instead, we placed our short-term
rouble liquidity with Russian subsidiaries of foreign banks.

Loans and advances to customers
This item represents current outstanding cash loans to corporate customers
and does not include unutilised committed facilities, which are recorded off-
balance sheet.

The increase in the loan portfolio during 1999 is related both to the utilisa-
tion of committed facilities signed prior to the reporting period as well as new
lending operations.

Interests in affiliated companies
This item represents RBA's equity investment in two subsidiary companies co-
founded by Raiffeisenbank Moscow under Russian legislation: OOO
"Raiffeisen Investment" and OOO "Raiffeisen Leasing".

Intangible assets
Intangible assets are part of the fixed asset inventory of the Bank. They are
reported in this category according to IAS classification rules. These items
are essentially software and low value items, including main office and
branch furniture. The increase in this item during 1999 mainly reflects the es-
tablishment of two new branches.

Tangible fixed assets
Fixed assets are booked in roubles at their historical value on the date of ac-
quisition. In accordance with the specific provisions of the RZB Consolidation
Rules, fixed assets were not revalued according to IAS Rule 29, "Financial
Reporting in Hyperinflation Economies".

Other assets
On December 31st 1998 we recorded, under this item, receivables under
forward contracts from Russian banks. During 1999, those receivables were
written off against financial losses although several forward receivables are
awaiting judicial decisions.

Prepayment and accrued income
This item represents regular accrued interests not yet paid as well as prepay-
ments for customs and for the purchase of fixed assets in the process of ac-
quisition.

Total assets

9,253,717

– 

33,410,474

70,121,126

42,711

71,446

2,133,743

6,643,794

1,298,918

122,975,929

31,091,805

15,301,518

119,124,935

127,031,565

32,666

232,901

2,367,839

114,960

4,376,478

299,674,667

2. Assets 1998 1999
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Deposits by Banks
This item represents our refinancing with lending institutions. In 1999 the por-
tion of our refinancing with our main shareholder RZB Vienna declined sig-
nificantly. We retain a firm refinancing line from RZB Head Office in the
amount of USD 150 m, which covers our liabilities with corporate and pri-
vate customers.

Deposits by Customers
This item includes both corporate and private client deposits. Most of the de-
posits are in the form of short-term demand deposits. The increase in
Customer deposits corresponds to an increase in the corporate and private
client base.

Other liabilities
The main part of this item in 1998 consisted of internal provisions created un-
der forward contracts when the Central Bank moratorium on forward settle-
ments was still in place. During 1999 these provisions were written off
against the P/L. At the end of 1999, this item represented mainly the out-
standing value of our own promissory notes issued as short-term financial in-
struments on the interbank market.

Accruals and deferred income
This item represents interests accrued but not yet paid on liabilities with cor-
porate customers and financial institutions.

Provisions for liabilities and charges
This item represents current provisions on outstanding doubtful loans report-
ed under this category according to IAS financial criteria. These amounts
represent provisions for RBA participation in syndicated loans extended to
Russian banks that, as of the reporting date, are in doubtful financial circum-
stances.

Subscribed capital
In March 1999 the Shareholders of the Bank made a capital increase of
USD 150 million to cover financial losses related to the 1998 banking crisis.
The capital increase helped to restore the Bank's equity position in compli-
ance with Central Bank regulatory requirements.

The subscribed capital is reflected at the RUR/USD exchange rate at the
date of the capital contribution. It actually represents the remaining USD va-
lue of the initial contribution of USD 15 million and the subsequent increase
by USD 150 million depreciated as a result of the rouble devaluation.

Profit reserves
This item represents the statutory profit reserve established in compliance with
Central Bank regulations.

Balance sheet profit / loss for the financial year
After the 1998 financial crisis, Raiffeisenbank suffered financial losses due to
the rouble devaluation and the restructuring of the Government GKO treas-
ury bills. The entire amount of the losses – USD 145,160,000 – was reflect-
ed in 1998 including the 100% provision on forward contracts. According to
Russian financials expressed on a cash basis, a portion of the financial losses-
related to the default of Russian banks on their forward commitments – were
recorded in 1999.

After those losses were fully booked in 1998 and subsequently covered by
the capital increase, we reported a net after-tax profit of USD 12,760,202
in the 1999 financial year.

Profit / loss brought forward
The P/L brought forward is accounted for in Russian roubles at the rate of the
previous reporting period and therefore devalues with the increase in the
USD/RUR  

Total liabilities  

133,347,223

59,940,142

64,858,397

2,069,137

2,273,653

3,793,704

535,593

(145,160,753)

1,318,833

122,975,929

101,749,176

168,192,808

3,725,557

2,100,898

2,500,000

130,234,814

310,740

12,760,202

(121,899,528)

299,674,667

3. Liabilities 1998 1999
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The itemization of the Profit and Loss statement corresponds to the aggregate
amount of USD 12,760,202 reported as retained earnings on the equity
side of our balance sheet.

1. Operating expenses 18,727,281
– of which, interest expenses 10,830,248
– of which, non-interest expenses 7,897,033

This item represents both operating expenses actually settled during the re-
porting period and those accrued but not paid during the period. The non-in-
terest expenses represent fees and commissions paid to financial and corpo-
rate counterparties as well as commission fees paid to RZB Head Office for
the USD 150 million committed refinancing facility to cover our liabilities
with customers.

2. General expenses 8,028,374
– of which, staff expenses 3,701,399
– of which, overhead expenses 4,155,194
– of which, depreciation allowance 171,781

Staff expenses represent the payroll fund of the Bank as well as contributions
to medical insurance, life and accident insurance, and meal allowances.
Overhead expenses represent other non-operating expenses of the Bank
such as rentals, expenses related to premises, communications, travel, legal
and consultancy fees, advertising, subscriptions, etc.
The depreciation allowance corresponds to the contribution to the deprecia-
tion fund of the Bank during the reporting period.

3. Taxes and duties 1,820,635

This item represents taxes and duties relating to the operating activities of the
Bank. According to existing Russian legislation, financial institutions pay – in
addition to the corporate profits tax – the turnover taxes applied on gross in-
come received during the reporting period.

4. Profit and loss statement 1999

Total expenses 28,576,290
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4. Operating income 1999

Interest income 19,345,010
– of which, interest received and

accrued for the period 13,583,835
– of which, income from

operations with securities 5,761,175

The interest income corresponds both to the corporate and interbank opera-
tions. The income from operations with securities reflects the proceeds from
the restructured GKO portfolio received during the reporting period.

Non interest income 21,991,482
– of which, fees and commissions received 4,256,399
– of which, open position revaluation 13,914,048
– of which, recovery of provisions 3,821,035

The income from the open position revaluation reflects both the trading posi-
tion of the Bank and the revaluation of the capital accounted for in roubles
but actually kept in US Dollars.

Total income 41,336,492

Retained earnings for 1999 12,760,202
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