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DenizBank Moscow
In Brief

BACKGROUND

DenizBank Moscow was established by
purchasing 100% of shares of Iktisat Bank
Moscow (registered on June 15, 1998 by the Bank
of Russia). It operated until the beginning of
2003 when it was acquired by DenizBank A.S. as
part of its strategy to expand into Russia and the
CIS. Subsequent to acquisition, the Bank's name
was changed to DenizBank Moscow (changing of
license and the name was registered by the Bank
of Russia on October 6, 2003) and its capital was
increased from USS$ 1.7 million to US$ 8 million.
Shares were distributed between DenizBank AG
and DenizBank A.S. with each holding share
capital of 51% and 49% respectively.

In 2004, DenizBank Moscow moved its Head
Office to a modern building in Moscow's newly
developed business district.

DenizBank Moscow is a member of the State
Deposit Insurance System, the Association of
Russian Banks, National Fund Association, SWIFT
and the Association of Russian-Turkish
Businessmen (RTIB).

BUSINESS GOAL

Increasing commercial and investment relations
between Turkey and Russia are providing a unique
opportunity for DenizBank Moscow to become a
large commercial bank offering credit, non-credit
and trade finance products to entrepreneurs
doing business in Russia. The Bank serves as the
‘first stop’ for DenizBank clients in Turkey
currently conducting business in Russia or for
those who desire to pursue possible business
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opportunities there. The presence of 000 Vestel
CIS, the electronics division of Zorlu Holding in
Russia and Tag Tekstil, the textiles division of
Zorlu Holding in Russia also provide the Bank with
valuable business potential and synergy.

In addition to its core business of commercial
banking, DenizBank Moscow has become an active
player in the Russian foreign exchange and money
markets as well as fixed-income securities trading
and investments.

Within the next five years, DenizBank Moscow
aims to become a commercial bank that serve as
a full financial service provider primarily to
Turkish-Russian businesses. Not limited to this
segment, the Bank will also serve Russian
companies in the commercial banking sphere.
The Bank is capable of delivering a wide range of
contemporary financial services to a large group
of corporate and individual clients utilizing high
business ethics, an adequate capital base and
diversified risk adjusted assets.

CORE BUSINESS AREAS

The core business areas of DenizBank Moscow are
Corporate, Commercial and Retail Banking.
Complementing these core business areas are
Correspondent Banking, providing the Bank with a
wide network of correspondent banks across
major trading partner countries around the globe
and the Treasury, overseeing the Bank’s funding
and securities trading business.



Financial
Highlights

(US$ thousands) 2004 2003
Due from banks 16,537 6,427
Trading securities 28,138 11,749
Loans and advances to customers 8,342 711
Total assets 56,620 21,221
Deposits from banks 37,140 9,426
Deposits from customers 10,229 3,992
Shareholders’ equity 8,972 7,670
Interest income 2,339 237
Interest expense (510) (72)
Net interest income 1,829 166
Operating income 4,296 1,757
Operating expenses (2,712) (1,022)
Net profit 1,302 431

Capital Adequacy Ratio

Number of staff
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Zorlu

Holding

DenizBank Moscow is a member of Zorlu Holding.

The history of Zorlu Holding goes back to the
early 1950s when it was established as a home-
based producer of textiles; it later grew into a
dynamic group of industrial companies, globally
recognized for high quality. Zorlu Holding is now
one of the largest and most extensive industrial
conglomerates in Turkey. With a total of 65
companies, Zorlu Holding has 15 large-scale
industrial concerns operating in the international
arena and three energy plants which provide
employment for 27,000 workers. In 2004, Zorlu
Holding companies achieved a total turnover of
USS 4.0 billion and an export volume of USS 2.6
billion.

Currently, Zorlu Holding concentrates on four
major business areas:

» Home textiles and polyester yarn,

« Electronics, consumer durables and information
technology,

« Financial services and

» Energy production.

Having steadily grown in the area of home textiles
during the 1980s, the "TAC" brand of the Zorlu
Holding Textiles Group has become the leading
brand in the Turkish home textiles industry. In
1994, the Holding acquired Vestel Electronics and
in 1996 began operations in the energy sector
through Zorlu Energy. The Holding further
increased the number of companies under its
management as it ventured into the financial
services sector in 1997 with the acquisition of
DenizBank.

Financial and Operational Highlights of Zorlu Holding

Total exports
Total imports
Total foreign trade volume
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Chairman’s
Statement

While 2004 was regarded as a relatively calm
year, a number of major developments took place
that could be felt well into the future. Oil prices hit
record highs, raising doubts over the sustainability
of economic growth in many countries around the
world, especially EU countries which are
struggling to cope with lower growth rates,

budget deficits and unemployment. The
appreciation of the Euro or conversely the
depreciation of the US dollar only helped to
worsen this situation for Euro zone countries. As a
result, the dynamics of international trade was
affected, helping the countries that have pegged
their currencies to the US dollar increase their
exports. Toward the end of 2004 and during the
first quarter of 2005, the FED successively
declared interest rate increases. Although at a
time by a small margin, these increases will
eventually increase the cost of funding for banks
and businesses in the medium term. The war in
Irag and terrorist attacks continued stirring up the
markets albeit to a lessening degree.

In Russia, banking regulations were speeded up in
an effort to raise public confidence in the banking
system. Trade volume between Turkey and Russia
increased as well as tourism. The leaders of the
two countries recently met in both Ankara and
Moscow declaring more economic collaboration.

Our mission at DenizBank Moscow is to facilitate
the development of Russian - Turkish business
relationships by providing a wide range of banking
services to companies of Turkish origin, as well as
to Russian companies involved in foreign trade. As

a part of the DenizBank Financial Services Group
in one of the important centers of Eastern Europe,
it is anticipated that DenizBank Moscow will serve
as a bridge facilitating commerce between Russia
and Europe through its widening presence in
European countries.

It is our desire to be a first-class provider of credit
and trade finance products. At present, while
penetrating into the marketplace more
extensively, we decided to focus on financial
markets as well. Banking in Russia requires special
expertise since market conditions are very much
country-specific. As we accumulate knowledge
and gain experience of local market practices day
by day and as the necessary licenses are received,
we shall focus on our core business of commercial
banking. Our experience will also help our clients
to gain information about doing business in
Russia.

We are a multi-cultural bank, our clients come
from different countries and our multi-national
employees have precious international knowledge
and experience. As a bank of multiple dimensions,
we currently strive to contribute to the well-being
of our corporate clients. It is anticipated that
shortly we shall launch new consumer and small
business banking services under our retail
banking license that meet the needs of our small
business customers and consumers.

Currently, one of the business lines we are
focusing on is the investment of Turkish
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REVIEW OF ACTIVITIES IN 2004

Corporate And Commercial Banking

Continued

At the end of 2004, credits were concentrated in
construction, manufacturing and services sectors.
These are the major sectors in which Turkish
companies operating in Russia are active. Since
tourism is a very important sector in the relationship
between Russia and Turkey, the credit portfolio in
2005 will reflect the importance of this sector.

Textile and electronics will gain importance in the
future since Zorlu Holding companies have a
strong presence in these sectors and their
counterparts in Russia make up the prospective
clients for the Bank. As DenizBank Moscow
expands its lending activities to more Russian
companies, its credit portfolio will become more
diversified. In the near future, the retail business of
DenizBank Moscow will grow as more companies
try to establish their own brands in Russia.

NPL RESERVE POLICY

DenizBank Moscow allocates reserves according
to Russian Central Bank regulations. Also, the
Bank's reserve policy complies with international
standards. The reserve requirement is assessed
periodically on a monthly basis.

In terms of International Financial Reporting
Standards, the Bank's allocated reserve ratio for
potential NPLs is 4%; for every NPL the Bank sets
aside 100% reserves after one month, following a
diligent and conservative provisioning policy.

SYNERGY WITH THE DFS GROUP AND ZORLU
HOLDING COMPANIES

Zorlu Holding companies operating in Russia do
business in the home textiles, energy and home
electronics sectors. In the area of corporate
banking, DenizBank Moscow is their home bank,
providing all banking services. Maintaining
banking relations with suppliers and distributors

of Zorlu Holding companies is one of the major
goals of DenizBank Moscow. Shares of the Zorlu
Holding companies in the total cash and non-cash
loans are 5.75% and 16.25%, respectively.

DenizBank Moscow provides the opportunity to
act as a first check-point for the clients of
DenizBank A.S., which are either currently active
in Russia or intend to do so. In this respect, the
customer portfolio of DenizBank A.S. is a great
asset to the expansion of DenizBank Moscow's
corporate banking activities. DenizBank Moscow
also reaches out to Turkish companies in Russia,
which currently are not customers of DenizBank
A.S. This two-sided synergy helps both banks
attain more customers.

Turkish companies operating in Russia, especially
those in tourism and construction industries,
generate ample cash flow. Through DenizBank
Moscow, this cash flow is directed toward
DenizBank branches in Turkey. Another area of
synergy is created when DenizBank Moscow
provides credit facilities to customers against
counter-guarantees of DenizBank A.S. in Turkey
and DenizBank AG in Austria. DenizBank
Moscow will cooperate more closely with
DenizBank AG thanks to its EU identity as

new frontiers are discovered in Europe.

Future plans

In 2005, DenizBank Moscow plans to expand its
corporate and commercial business portfolio by
adding new companies and concentrating on the
requirements of its current customers. To
accomplish these plans, the Bank will emphasize the
quality and distribution of its banking products and
services. While the primary focus will continue to be
on the Turkish companies in Russia, DenizBank
Moscow will expand its business relationships with
leading and creditworthy Russian and multi-national
companies.
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DenizBank Moscow provides the opportunity
to act as a first check-point for the clients of
DenizBank A.S., which are either currently active
in Russia or intend to do so.

Breakdown of the cash credit portfolio by industries

Manufacturing
Construction
Services

Other

Total

Breakdown of the credit portfolio by types

Cash credits

Non-cash credits

Total credit portfolio

Total cash credits/Total assets (in percentage)

Cash management services

Payment system regulations in Russia allow
payments only through bank accounts, making up
most of the business opportunities for the banking
system. DenizBank Moscow operates Additional
Cash Unit within the premises of the clients and
provides "Inkassation" Service (cash collection) for
numerous companies.

One cash management service at DenizBank
Moscow is the "Internet Based Bank-Client System",
that is used to receive instructions for Ruble
payments and International SWIFT transfers from
the client and convey all account details including
history. The data traffic is fully encrypted and
signed, reflecting high security technology.
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The Bank also provides consultations on the
currency legislation of the Russian Federation,
currency control themes and procedural assistance
in foreign trade operations. All schemes are
evaluated by experienced professional staff in
terms of legislative suitability and risk
management.

Another service is the Customs Card, which enables
companies to make their customs duty payments
utilizing a debit card provided by DenizBank
Moscow instead of taking the risk of making cash
payments. This application facilitates the customs
operations of corporate clients, making them safer.
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The wide branch
network and presence of:
DenizBank Financial
Services Group in
different regions of the
world allow DenizBank
Moscow to provide
low-cost services, reduce
the time of international
, money transfers,
widen the spectrum

of documentary
transactions and
introduce new services
that take customers’
needs into account.




REVIEW OF ACTIVITIES IN 2004

Financial
Institutions

The Financial Institutions Department in
DenizBank Moscow oversees the general funding
requirements of the Bank; it also carries out credit
analysis and research activities with respect to
both financial institutions and corporate
customers effecting debt issues in the market as
it maintains exposure management monitoring
and expands international banking relationships,
offering services to both Russian and
international bank counterparts.

With regard to cooperation with financial
institutions, DenizBank Moscow has targeted
establishing and maintaining relationships in trade
finance and treasury transactions with leading
Russian banks, subsidiaries of international banks
in Russia and Turkish banks.

Despite its relatively small balance sheet,
DenizBank Moscow capitalizes on the sound and
reliable reputation of its shareholder banks in
international markets; it enjoys a large
correspondence network, offers a wide range of
corporate, international and treasury products
and has a well educated and proactive team of
professional bankers.

The wide branch network and presence of
DenizBank Financial Services Group in different
regions of the world allow DenizBank Moscow to
provide low-cost services, reduce the time of
international money transfers, widen the

spectrum of documentary transactions and
introduce new services that take customers’
needs into account.

INTERNATIONAL BANKING PRODUCTS AND
SERVICES ON OFFER

DenizBank offers to its correspondent banks a
wide range of services:

» Correspondent banking services
- Account opening and maintenance in RUR,
US dollar and Euro currencies

+ FX and MM transactions

+ Trade Finance
- Advising, confirmation and negotiation of L/Cs
- Trade discounting and refinancing
- Trade guarantees and stand-by L/Cs
- Confirmed reimbursements
- Reimbursement financing

« Capital market transactions
- Trading in sovereign and corporate ruble-
denominated bonds and Russian Eurobonds

FlI STRATEGY

The main strategy of the Financial Institutions
Department is the enlargement of the funding
base provided by local, regional and foreign banks
other than its own funds and deposits. It also
widens the international and domestic
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Relying on the international experience and strong
reputation of shareholder banks, DenizBank Moscow
plans to develop business cooperation with leading

Russian and international banks.

correspondent networks of the Bank to provide
customers with more choices for their
international trade finance business.

The number and geographical coverage of banks
within the limits granted by the current
correspondent network encompassing major
financial institutions in Europe, USA and Asia,
presently meet the requirements of DenizBank
Moscow. This correspondence network will further
expand in line with an increase in international
trade activity of corporate customers. Potential
correspondents are spotted during course of the
work conducted by the FI Department to facilitate
the development of international trade businesses
of the Bank's customers.

PLANS FOR THE FUTURE

Relying on the international experience and
strong reputation of shareholder banks,
DenizBank Moscow plans to develop business
cooperation with leading Russian and
international banks.

With growth in the activity and number of the
Bank's customers, DenizBank Moscow plans to
participate in GSM 102-103 credit facilities
extended by the CCC of the US Department of
Agriculture and to increase the number of
correspondent banks and volume of trade finance
transactions in the coming years. Additionally,
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there are plans in the pipeline to enter into
syndicated loan and debt markets by issuing
corporate bonds. Consequently, within the scope
of corporate finance activities, DenizBank will also
act as an arranger in corporate bond issues of its
customers.

DenizBank Moscow will position itself in
international markets as a medium-size Russian
bank, backed by strong shareholder support and
capable of providing all kinds of high quality
correspondent banking services.



REVIEW OF ACTIVITIES IN 2004

Treasury

Being a relatively small bank has its advantages.
DenizBank Moscow's qualified staff possesses
international experience, flexibility and competence
in treasury dealings. This has made the Bank a
successful participant in Russian money and capital
markets.

The Bank's Treasury Department is divided into the
Fixed Income Desk, Money Market Desk, FX Desk and
the Treasury Marketing Unit (TMU). Within this
organizational set-up, the Treasury Department is
active in FX transactions (FX/RUR and FX/FX),
deposits, fixed income securities (in domestic and
international markets) and cash transfers.

TRADING GUIDELINES

DenizBank Moscow's trading guidelines can be
characterized as prudent, solution providing and
highly selective with regard to investing. Almost all
customer transactions are covered by a counter-deal
which enables the Treasury Department to quote
more competitive prices to customers.

Trading Volume

2004 2003

Total FX traded
Total amount of

US$ 396 million  US$ 45 million

securities traded US$ 63 million  US$ 14 million

Some of the Zorlu Holding companies located in
Russia are DenizBank Moscow's customers in FX
transactions. In 2004, Zorlu Holding's share of FX
trading volume was US$ 34 million.

Starting next year, DenizBank Moscow will focus on
retail banking activities which will require the
Treasury Department to reshape the scope of its
activities. It will focus more on TMU activities in an
effort to contribute to the Bank's overall profitability
with fee and commission income. However, at the
same time, the Bank will continue trading in Russian
fixed income markets, in which it has been very
successful in the past two years.

TRADING ENVIRONMENT

Russia is an important emerging market with
improving macro-economic performance. GDP
recorded a growth rate of 7.1% while gold/currency
reserves reached USS$ 120 billion, an increase of USS$
43 billion in 2004. As a result, Russian currency
appreciated by more than 4% in nominal terms. With
positive developments like these, investing in Russian
capital markets has become attractive, especially
after FitchRatings upgraded the sovereign risk to
investment grade.

DenizBank Moscow has tried to take advantage of
the improving economic scene in the last two years
by investing in Russian securities. Securities trading
increased by 443% in 2004 compared to 2003
utilizing the utmost care and adhering to market risk
management issues. The Bank invested mainly in
high-liquid sovereign and quasi-sovereign bonds. For
the next couple of years, the Bank expects that its
securities trading volume will decrease relatively
while increases will be achieved in TMU turnover and
direct loans.
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Human
Resources

DenizBank Moscow maintains a staff with excellent
educational backgrounds and experience in banking
and financial services. The pleasant working
environment at the Bank allows the staff to exhibit
their creativity which is in turn reflected on the
Bank's service quality.

DenizBank Moscow's recruitment policy is to "hire
the right person for the right job." Since the Bank is
a rapidly developing start-up, new staff is frequently
hired from other banks and financial institutions.
Creating a common corporate culture is the theme of
in-house training programs applied to new recruits in
addition to training in technical matters.

At the end of 2004, there were 39 employees in total
whose ages averaged 32; of these, 27 were female
employees. Three staff members possessed
post-graduate diplomas while 34 were university
graduates. Nineteen were fluent in at least one
foreign language and four were fluent in two foreign
languages. At the end of 2005, the number of staff
will increase to 50 and will double by the end of
2006.
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Information
Technology

In 2004, DenizBank Moscow's IT Department
completed some key projects, including the following:

+ Relocation to a new office and establish
communications lines (Reuters, Swift, Internet, PBX
phone lines)

Migration to Swift IP technology

» Upgrade all IT hardware

» Upgrade Core Banking Software (DOS) to new
DIASOFT 5NT BANK SYSTEM (Module Statements
& Settlements SQL based)

Installation of new special banking software
modules

+ Development of the DenizBank Moscow WEB Server
» Upgrade CBR software

Establish a VPN connection with DenizBank in
Turkey

In 2004, DenizBank Moscow invested in new
hardware and software almost totally renewing the
Bank's IT infrastructure. With new hardware and
software, highly educated, skillful staff members, full
integration of all banking departments, help-desk and
system support services to the users, knowledge of
banking technology, banking experience, control over
legal applications and well defined job descriptions in
place, DenizBank Moscow's IT Department is set to
excel in technology support.

Disaster recovery and business continuity plans will
be ready before the end of 2005.



REVIEW OF ACTIVITIES IN 2004

Risk

Management

Aware that a successful banking operation cannot be
sustained without due attention given to risk
management principles, DenizBank Moscow has,
since its very first day, developed a risk management
modeled after its shareholder banks. Continuously
upgrading its control systems, the Bank is striving to
create a universal and pervasive system allowing the
managers to monitor and act upon all aspects of
financial activity.

In addition to adhering to the requirements set forth
by the Central Bank of Russia and other state
regulatory bodies, the risk management system of
the Bank is comprised of controls over market,
credit, liquidity and operational risk. Following the
Basel Il guidelines, the Central Bank of Russia
nevertheless has yet to make it compulsory for
banks. Following its shareholder banks in their goal
to achieve full compliance with Basel Il, DenizBank
Moscow has taken solid steps to fully apply these

principles in the future. These prudent guidelines
ensure predictability and sustainability of profit and
a more stable capital base over the long term.

Next year, the Bank believes it will be at the same
level as its shareholder banks in the implementation
of Basel Il risk management principles taking into
consideration business challenges and local
conditions. The following three years will see a major
increase in DenizBank Moscow's business volume and
diversification into retail banking with many new
products and applications to be launched. Additional
risk management tools will be put into action when
required to deal with this volume increase.
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Financial Statements and Auditors’ Report
C]JSC Denizbank Moscow
31 December 2004
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Independent Auditors’ report

To the Shareholders of

CJSC Denizbank Moscow

13, bld.42, 2-nd Zvenigorodskaya st.
123022, Moscow

We have audited the accompanying balance sheet of CJSC Denizbank Moscow (the "Bank") as of 31 December 2004
and the related income statement, statement of changes in shareholders’ equity and statement of cash flows for the
year then ended. These financial statements are the responsibility of the Bank’s management. Our responsibility is to

express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with International Standards on Auditing. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by

management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a

reasonable basis for our opinion.

In our opinion, the aforementioned financial statements present fairly, in all material respects, the financial position

of the Bank as of 31 December 2004 and the results of its operations and cash flows for the year then ended in

accordance with International Financial Reporting Standards.

6)@45 (}beﬁon/ <;7Or

Moscow, Russian Federation
18 January 2005

32A Khoroshovskoe Shosse, 3rd Floor
Moscow 123007, Russia

T +7095 258 99 90

F +7 095580 91 96

E grant.thornton@gtrus.com

W http://www.gtrus.com

Member of Grant Thomton International

Poccus, 123007, Mockea
Xopotuesckoe wocce, 4.32A, 3 atax
T +7 095258 99 90

F +7 095 580 91 96

E grant.thornton@gtrus.com

W http://www.gtrus.com
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CJSC Denizbank Moscow
Income Statement

2004 2003

Notes USD’ 000 USD’ 000

Interest income 4 2,339 237
Interest expense 4 (510) (72)
Net interest income 1,829 165
Fee and commission income 364 230
Fee and commission expense (105) (54)
Net fee and commission income 259 176
Net income from securities S 687 186
Net foreign exchange result 1,521 1,230
Operating income 4,296 1,757
General administrative expenses 6 (2,413) (1,004)
Provision for impairment losses 7 (299) (18)
Operating expenses (2,712) (1,022)
Income before tax 1,584 735
Income tax expense 8 (282) (304)
Net Income 1,302 431

The financial statements were approved by the Board of Management of the Bank on 18 January 2005.

President & CEO Chief Accountant
Derya Kumru Shestakova Olga

The income statement is to be read in conjunction with the notes to, and forming part of, the financial statements.
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CJSC Denizbank Moscow
Balance Sheet

2004 2003

Notes USD’ 000 USD’ 000
ASSETS
Cash 1,115 323
Due from the Central Bank of the Russian Federation 9 1,742 1,595
Placements with banks and other financial institutions 10 16,537 6,427
Financial instruments held for trading 11 28,138 11,749
Loans to customers 12 8,342 711
Other assets 13 99 289
Property and equipment 14 647 127
Total Assets 56,620 21,221
LIABILITIES AND SHAREHOLDERS’ EQUITY
Deposits and balances from banks and other financial institutions 15 37,140 9,426
Current accounts and deposits from customers 16 10,229 3,992
Other liabilities 17 82 36
Deferred tax liabilities 18 197 97
Total Liabilities 47,648 13,551
Shareholders’ Equity
Share capital 19 14,915 14,915
Accumulated losses (5,943) (7,245)
Total Shareholders’ Equity 8,972 7,670
Commitments and Contingent liabilities 21,22
Total Liabilities and Shareholders’ Equity 56,620 21,221

The balance sheet is to be read in conjunction with the notes to, and forming part of, the financial statements.
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CJSC Denizbank Moscow
Statement of Cash Flows

2004
Notes USD’ 000
CASH FLOWS FROM OPERATING ACTIVITIES
Net income for the year 1,302
Adjustments for non-cash items
Depreciation 64
Interest expense 68
Interest income (548)
Impairment losses on loans to customers 299
Income tax expense 282
Fair value revaluation of financial instruments held for trading (545)
922
(Increase)/decrease in operating assets
Placements with banks and other financial institutions 27,582
Financial instruments held for trading (15,442)
Loans to customers (7,918)
Other assets 335
Increase/(decrease) in operating liabilities
Current accounts and deposits from customers 6,235
Other liabilities 53
Net cash provided from operating activities before income taxes paid 11,767
Income taxes paid (123)
Cash flows from operations 11,644
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property and equipment, net (584)
Cash flows from investing activities (584)
CASH FLOWS FROM FINANCING ACTIVITIES
Cash flows from financing activities -
Net increase in cash and cash equivalents 11,060
Cash and cash equivalents at beginning of year 8,334
Cash and Cash Equivalents at End of Year 24 19,394

The statement of cash flows is to be read in conjunction with the notes, to and forming part of,

the financial statements.
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CJSC Denizbank Moscow

Statement of Changes in Shareholders’ Equity

Share Accumulated

Capital losses Total

USD’ 000 USD’ 000 USD’ 000

Balance as of 1 January 2003 14,915 (7,676) 7,239
Net profit for the year - 431 431
Balance as of 1 January 2004 14,915 (7,245) 7,670
Net profit for the year - 1,302 1,302
Balance as of 31 December 2004 14,915 (5,943) 8,972

The statement of changes in shareholders’ equity is to be read in conjunction with the notes, to and forming part of,
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CJSC Denizbank Moscow
Notes to, and forming a part of, the financial statements for the year ended 31 December 2004

1. Background
(a) Background

CJSC Denizbank Moscow (the "Bank") is part of Zorlu Group, which is a significant financial and industrial group
in Turkey specialising in textile, electronics, energy production and financial services. The Bank was re-established on
19 May 2003 through the acquirement of CJSC Iktisat Bank (Moscow) and was re-registered on 19 September 2003.

The Bank’s predecessor, CJSC Iktisat Bank (Moscow) was initially established by Iktisat Bankasi T.A.S. as a joint
stock company under the legislation of the Russian Federation and was granted its general banking license in 1998.

As of today the principal activities of the Bank are deposit taking, lending and operations with securities and foreign
exchange. The activities of the Bank are regulated by the Central Bank of the Russian Federation ("the CBR"). As of
31 December 2004, the Bank carried out its activities in Moscow.

The average number of persons employed by the Bank during the year was approximately 37 (2003: 26).
(b) Russian business environment

Whilst there have been improvements in recent years in the economic situation in the Russian Federation, the
economy of the Russian Federation continues to display some characteristics of an emerging market. These
characteristics include, but are not limited to, the existence of a currency that is not freely convertible in most
countries outside of the Russian Federation. Consequently, operations in the Russian Federation involve risks, which
do not typically exist in other markets.

The prospects for future economic stability in the Russian Federation are largely dependent upon the effectiveness of
economic measures undertaken by the government, together with legal, regulatory and political developments, which
are beyond the Bank’s control.

In addition, economic conditions continue to limit the volume of activity in the financial markets. Market quotations
may not be reflective of the values for financial instruments, which would be determined in an efficient, active market
involving willing buyers and sellers. Management has therefore used the best available information to adjust market
quotations to reflect their best estimate of fair values, where considered necessary. The future business environment
may differ from management’s assessment. The impact of such differences on the operations and the financial
position of the Bank may be significant.

2. Basis of preparation

(a) Statement of compliance

The Bank maintains its accounting records in accordance with the legislative requirements of the Russian Federation.
The accompanying financial statements have been prepared from those accounting records and adjusted as necessary
to comply with the requirements of International Financial Reporting Standards ("IFRS"), as adopted by the

International Accounting Standards Board ("TASB"), and interpretations as adopted by the International Financial
Reporting Interpretations Committee of the IASB.
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(b) Historic cost basis

The financial statements are prepared on the historical cost basis except that the following assets and liabilities are
stated at their fair value: derivative financial instruments and financial instruments held for trading.

(c) Measurement and reporting currency

The national currency of the Russian Federation is the Russian rouble. The measurement and reporting currency
used in the preparation of these financial statements is United States Dollar ("USD"). The US Dollar has been used as
the measurement and presentation currency as management considers that the USD reflects the economic substance of
the underlying events and circumstances relevant to the Bank

All amounts in the financial statements have been rounded to the nearest thousand.

The RUR/USD exchange rate as of 31 December 2004 and 31 December 2003 was 27.7487 RUR/USD and 29.4545
RUR/USD respectively.

3. Significant accounting policies

The following significant accounting policies have been applied in the preparation of the financial statements. The
accounting policies have been consistently applied.

(a) Foreign currency transactions

Transactions in foreign currencies are translated to the appropriate measurement currency at the foreign exchange
rate ruling at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies at the
balance sheet date are translated to the measurement currency at the foreign exchange rate ruling at that date.
Foreign exchange differences arising on translation are recognised in the income statement. Non-monetary assets and
liabilities denominated in foreign currencies, which are stated at historical cost, are translated to the measurement
currency at the foreign exchange rate ruling at the date of the transaction.

(b) Cash and cash equivalents

The Bank considers cash, balances with Central Bank, placements with banks and financial institutions as well as
financial instruments held for trading with original maturity periods of less than one month to be cash and cash
equivalents.

(c) Financial instruments

(i) Classification

Trading instruments are those that the Bank principally holds for the purpose of short-term profit taking. These
include investments and derivative contracts that are not designated and effective hedging instruments, and liabilities
from short sales of financial instruments. All trading derivatives in a net receivable position (positive fair value), as

well as options purchased, are reported as an asset. All trading derivatives in a net payable position (negative fair
value), as well as options written, are reported as a financial liabilities held for trading.
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Originated loans and receivables are loans and receivables created by the Bank providing money to a debtor other
than those created with the intention of short-term profit taking. Originated loans and receivables comprise loans and
advances to banks and customers other than purchased loans.

Held-to-maturity assets are financial assets with fixed or determinable payments and a fixed maturity that the Bank
has the intent and ability to hold to maturity.

Available-for-sale assets are financial assets that are not held for trading purposes, originated by the Bank, or held to
maturity.

(1i1) Recognition

The Bank recognises financial instruments held for trading and available-for-sale on the date it commits to purchase
the instruments.

Held-to-maturity assets and originated loans and receivables are recognised on the day they are transferred to or
originated by the Bank.

(i11) Measurement
Financial instruments are measured initially at cost, including transaction costs.

Subsequent to initial recognition all trading instruments and all available-for-sale assets are measured at fair value,
except that any instrument that does not have a quoted market price in an active market and whose fair value cannot
be reliably measured is stated at cost, including transaction costs, less impairment losses.

All non-trading financial liabilities, originated loans and receivables and held-to-maturity assets are measured at
amortised cost less impairment losses. Amortised cost is calculated on the effective interest rate method. Premiums
and discounts, including initial transaction costs, are included in the carrying amount of the related instrument and
amortised based on the effective interest rate of the instrument.

(iv) Fair value measurement principals

The fair value of financial instruments is based on their quoted market price at the balance sheet date without any
deduction for transaction costs. If a quoted market price is not available, the fair value of the instrument is estimated
using pricing models or discounted cash flow techniques.

Where discounted cash flow techniques are used, estimated future cash flows are based on management’s best
estimates and the discount rate is a market related rate at the balance sheet date for an instrument with similar terms
and conditions. Where pricing models are used, inputs are based on market related measures at the balance sheet
date.

The fair value of derivatives that are not exchange-traded is estimated at the amount that the Bank would receive or

pay to terminate the contract at the balance sheet date taking into account current market conditions and the current
creditworthiness of the counterparties.
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(v) Gains and losses on subsequent measurement

Gains and losses arising from a change in the fair value of all trading instruments and available-for-sale securities are

recognised in the income statement.

(d) Derecognition

A financial asset is derecognised when the Bank loses control over contractual rights that comprise that asset. This
occurs when the rights are realised, expire or are surrendered. A financial liability is derecognised when it is
extinguished.

Available-for-sale assets and assets held for trading that are sold are derecognised and corresponding receivables from
the buyer for the payment are recognised as of the date the Bank commits to sell the asset. The Bank uses the specific

identification method to determine the gain or loss on derecognition.

Held-to-maturity instruments and originated loans and receivables are derecognised on the day they are transferred by
the Bank.

(e) Offsetting

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

(f) Property and equipment

(i) Owned assets

Items of property and equipment are stated at cost less accumulated depreciation and impairment losses.

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.

(ii) Leased assets

Leases in terms of which the Bank assumes substantially all the risks and rewards of ownership are classified as

finance leases.

Operating leases, the terms of which the Bank does not assume substantially all the risks and rewards of ownership,
are expensed.
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(111) Depreciation

Depreciation is charged to the income statement on a straight line basis over the estimated useful lives of the
individual assets. Depreciation commences the date of acquisition or, in respect of internally constructed assets, from
the time an asset is completed and ready for use. The estimated useful lives are as follows:

Leasehold improvements 10 - 50 years
Vehicles 4 years
Fixtures, fittings and other equipment 5 -10 years

(g) Impairment

The carrying amounts of the Bank’s assets, other than deferred tax assets, are reviewed at each balance sheet date to
determine whether there is any indication of impairment. If any such indication exists, the assets’ recoverable
amounts are estimated.

An impairment loss is recognised whenever the carrying amount of an asset or its cash-generating unit exceeds its

recoverable amount.

(h) Interest bearing borrowings

Interest-bearing borrowings are recognised initially at cost, net of any transaction costs incurred. Subsequent to
initial recognition, interest-bearing borrowings are stated at amortised cost with any difference between cost and

redemption value being recognised in the income statement over the period of the borrowings.

When borrowings are repurchased or settled before maturity, any difference between the amount repaid and the
carrying amount is recognised immediately in the income statement.

(1) Provisions

A provision is recognised in the balance sheet when the Bank has a legal or constructive obligation as a result of a
past event, and it is probable that an outflow of economic benefits will be required to settle the obligation. If the
effect is material, provisions are determined by discounting the expected future cash flows at a pre-tax rate that
reflects current market assessments of the time value of money and, where appropriate, the risks specific to the
liability.

(j) Dividends

The ability of the Bank to declare and pay dividends is subject to the rules and regulations of the Central Bank of
Russia and other Russian legislation.

Dividends in relation to shareholders’ equity are reflected as an appropriation of retained earnings as and when
declared.

(k) Taxation
Income tax on the profit or loss for the year comprises current and deferred tax. Income tax is recognised in the

income statement except to the extent that it relates to items recognised directly in equity, in which case it is
recognised in equity.
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Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or substantially
enacted at the balance sheet date, and any adjustment to tax payable in respect of previous years.

Deferred tax is provided using the balance sheet liability method, providing for temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation purposes.
Deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be available
against which the temporary differences can be utilised. Deferred tax assets and liabilities are measured at tax rates
that are expected to apply to the period when the asset is realised of the liability settled, based on tax rates that have
been enacted or substantively enacted at the balance sheet date.

(I) Comparative information

Comparative information has been restated to conform to changes in presentation in the current year.

These financial statements do not present comparative information in respect of the statement of cash flows for the
year 2003 as 31 December 2003 was the first time the Bank has prepared financial statements in accordance with
IFRS.

(m) Interest income and interest expense

Interest income and expense is recognized in the income statement as it accrues, taking into account the effective yield
of the asset or an applicable floating rate. Interest income and expense includes the amortisation of any discount or
premium or other differences between the initial carrying amount of an interest bearing instrument and its amount at
maturity calculated on an effective interest rate basis.

(n) Fee and commission income

Fee and commission income arises on financial services provided by the Bank including cash management services and
asset management services.

(o) Net securities trading income

Net trading income includes gains and losses arising from disposals and changes in the fair value of financial assets
and liabilities held for trading and available for sale.

4. Interest income and interest expense

2004 2003
USD’ 000 USD’ 000
Interest income
Debt securities 1,561 18
Loans to customers 508 181
Placements with banks and other financial institutions 270 38
Total Interest Income 2,339 237
Interest expense
Deposits and balances from banks and other financial institutions 510 72
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5. Net securities trading income

2004 2003
USD’ 000 UsD’ 000
Debt instruments 687 186
6. General administrative expenses
2004 2003
USD’ 000 UsD’ 000
Employee compensation 1,012 366
Occupancy 359 158
Taxes other than on income 280 180
Repairs and maintenance 205 37
Administrative expenses 138 82
Depreciation 64 31
Other 355 150
Total General Administrative Expenses 2,413 1,004
7. Provision for impairment losses
2004 2003
USD’ 000 UsD’ 000
Provision for impairment of loans to customers 299 49
Recovery of impairment of placements with banks and
other financial institutions - (31)
Net Provision for Impairment Losses 299 18
8. Income tax expense
2004 2003
USD’ 000 UsD’ 000
Current tax expense
Current year 182 207
Deferred tax expense
Origination of timing differences 100 97
Total Income Tax Expense 282 304
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The Bank’s applicable tax rate for 2004 was 24% (2003 — 24%). Deferred tax balances as of 31 December 2004 have
been determined using a tax rate of 24% (2003 — 24%).

Reconciliation of effective tax rate

2004 2003

UsD’ 000 USD’ 000

Income before tax 1,584 735

Income tax using the applicable tax rate 380 176

Net non-taxable income and non-deductible costs (98) 128

Total Income Tax Expense 282 304
9. Due from the Central Bank of the Russian Federation

2004 2003

UsD’ 000 USD’ 000

Nostro accounts 1,068 1,526

Minimum reserve deposit 674 69

Total Due from the Central Bank of the Russian Federation 1,742 1,595

The minimum reserve deposit is a mandatory non-interest bearing deposit calculated in accordance with regulations
issued by the CBR and whose withdrawability is restricted. The nostro balances represent balances with the CBR
related to settlement activity and were available for withdrawal at year end.

10. Placements with banks and other financial institutions

2004 2003

USD’ 000 UsD’ 000

Nostro accounts 10,663 5,748
Loans and deposits 5,874 679
Total Placements with Banks and Other Financial Institutions 16,537 6,427

Significant exposures
As of 31 December 2004, the Bank had one counterparty (2003: three counterparties) whose balance exceeded 10%
of the placements with banks and other financial institutions. The gross value of this exposure as of 31 December

2004 was 10,041 USD’ 000 (2003: 6,221 USD’ 000).

Analysis of movements in the provision for impairment

2004 2003
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UsD’ 000 UusD’ 000
Balance at beginning of year - (31)
Net recovery for the year - 31
Balance at End of Year - -

11. Financial instruments held for trading
2004 2003
UsD’ 000 usD’ 000

Debt instruments

Corporate bonds 18,299 6,938
Government bonds 5,832 4,811
Private sectors eurobonds 3,936 -
28,067 11,749
Foreign exchange derivative contracts 71 -
Total Financial Instruments Held for Trading 28,138 11,749

12. Loans to customers

Loans and advances to customers are issued primarily to customers located within the Russian Federation who
operate in the following economic sectors:

2004 2003

UsD’ 000 UsSD’ 000

Retail customers 76 _
Commercial customers

Construction, glass and mining 4,223 260

Consumer durables 2,821 500

Textile and leather 1,383 -

Other 187 -

8,690 760

Provision for impairment (348) (49)

Total Loans to Customers 8,342 711
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Analysis of movements in the provision for loan impairment

2004 2003

UsD’ 000 UsD’ 000

Balance at beginning of year 49 -
Net charge for the year 299 49
Balance at End of Year 348 49

Significant exposures

As of 31 December 2004, the Bank had three exposures to companies (2003: two companies), which individually

comprised more than 10% of loans to customers. The gross value of this exposures as of 31 December 2004 was

4,650 USD’ 000 (2003: 750 USD’ 000).

13. Other assets

2004 2003

UsD’ 000 USD’ 000
Tax prepayments 24 -
Other 75 289
Total Other Assets 99 289
14. Property and equipment

Fixtures,
Leasehold fittings and

USD’ 000 improvements other equipment Vehicles Total
Cost
At 1 January 2004 - 122 75 197
Additions 400 168 32 600
Disposals - (16) - (16)
At 31 December 2004 400 274 107 781
Depreciation
At 1 January 2004 - 50 20 70
Depreciation charge 11 35 18 64
At 31 December 2004 11 85 38 134
Carrying value
At 31 December 2003 - 72 55 127
At 31 December 2004 389 189 69 647
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15. Deposits and balances from banks and other financial institutions

2004 2003

USD’ 000 USD’ 000

Term deposits 33,248 5,225
Subordinated loans from shareholders 3,700 3,700
Vostro accounts 192 501
Total Deposits and Balances from Banks and Other Financial Institutions 37,140 9,426

Significant exposures
As of 31 December 2004 there were three exposures, which individually comprised more than 10% of deposits and
balances from banks and other financial institutions (2003: five). The gross value of these deposits as of 31 December

2004 was 30,878 USD’ 000 (2003: 8,925 USD’ 000).

16. Current accounts and deposits from customers

2004 2003

UsD’ 000 UsD’ 000

Current accounts and demand deposits 7,194 3,992
Term deposits 3,035 -
Total Current Accounts and Deposits from Customers 10,229 3,992

Significant exposures
As of 31 December 2004 there were five counterparties, which individually comprised more than 10% of current
accounts and deposits from customers (2003: three). Total value of these balances as of

31 December 2004 was 7,725 USD’ 000 (2003: 3,924 USD’ 000).

17. Other liabilities

2004 2003

UsD’ 000 UsD’ 000

Taxes payable 33 -
Accounts payable 22 33
Other 27 3
Total Other Liabilities 82 36
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18. Deferred tax assets and liabilities

Deferred tax assets and liabilities are attributable to the following items:

Assets Liabilities Net
USD’ 000 2004 2004 2004
Loans to customers 84 - 84
Financial instruments held for trading - (213) (213)
Property and equipment - (81) (81)
Others 30 (17) 13
Tax Assets/(Liabilities) 114 (311) (197)

19. Share capital

The authorised, issued and outstanding share capital comprises 42,000 ordinary shares. All shares have a par value
of RUR $5,869.

No dividends were declared and paid during 2004 and 2003.

20. Risk management

Management of risk is fundamental to the business of banking and is an essential element of the Bank’s operations.
The major risks faced by the Bank are those related to credit exposures, liquidity and movements in interest rates and
foreign exchange rates. These risks are managed in the following manner:

(i) Credit risk

Credit risk is the risk of financial loss occurring as a result of default by a borrower or counterparty on their
obligation to the Bank.

The Bank has developed policies and procedures for the management of credit exposures, including guidelines to limit
portfolio concentration and the establishment of a Credit Committee, which actively monitors the Bank’s credit risk.

The Bank’s credit policy is reviewed and approved by the Board of Management.

(ii) Interest rate risk

Interest rate risk is measured by the extent to which changes in market interest rates impact on margins and net
interest income. To the extent the term structure of interest bearing assets differs from that of liabilities, net interest
income will increase or decrease as a result of movements in interest rates.

Interest rate risk is managed by increasing or decreasing positions within limits specified by the Bank’s management.
These limits restrict the potential effect of movements in interest rates on current earnings and on the value of interest
sensitive assets and liabilities.

The Bank’s interest rate policy is reviewed and approved by the Board of Management.

See note 26 "Average effective interest rates".
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(iti) Liquidity risk

The Bank maintains liquidity management with the objective of ensuring that funds will be available at all times to
honour all cash flow obligations as they become due.

The Bank’s liquidity policy is reviewed and approved by the Board of Management.
See note 27 "Maturity analysis".
(iv) Foreign exchange rate risk

The Bank has assets and liabilities denominated in several foreign currencies. Foreign currency risk arises when the
actual or forecasted assets in a foreign currency are either greater or less than the liabilities in that currency.

The Bank’s foreign currency policy is reviewed and approved by the Board of Management.
See note 28 "Currency analysis".
21. Commitments

At any time the Bank has outstanding commitments to extend credit. These commitments take the form of approved
loans and credit card limits and overdraft facilities.

The Bank provides financial guarantees and letters of credit to guarantee the performance of customers to third
parties. These agreements have fixed limits and generally extend for a period of up to 1 year.

The contractual amounts of commitments are set out in the following table by category. The amounts reflected in the
table for commitments assume that amounts are fully advanced. The amounts reflected in the table for guarantees
and letters of credit represent the maximum accounting loss that would be recognised at the balance sheet date if
counterparties failed completely to perform as contracted.

Commitments on forward contracts

The notional or agreed amounts and fair values of derivative instruments held are set out in the following table.
These contracts were entered in December 2004 and mature in January 20035.

Notional or Positive
agreed amount fair value
USD’ 000 UsD’ 000

Contracted amount

Derivative foreign exchange contracts to buy

US dollars and sell Russian roubles 9,500 4
Derivative foreign exchange contracts to buy
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EUR and sell Russian roubles 5,655 67

22. Contingencies
(i) Insurance

The insurance industry in the Russian Federation is in a developing state and many forms of insurance protection
common in other parts of the world are not yet generally available. The Bank does not have full coverage for its
premises and equipment, business interruption, or third party liability in respect of property or environmental damage
arising from accidents on Bank property or relating to Bank operations. Until the Bank obtains adequate insurance
coverage, there is a risk that the loss or destruction of certain assets could have a material adverse effect on the
Bank’s operations and financial position.

(11) Litigation

Bank management is unaware of any actual, pending or threatened claims against the Bank.

(iii) Taxation contingencies

The taxation system in the Russian Federation is relatively new and is characterised by numerous taxes and frequently
changing legislation, which may be applied retroactively and is often unclear, contradictory, and subject to
interpretation. Often, differing interpretations exist among numerous taxation authorities and jurisdictions. Taxes
are subject to review and investigation by a number of authorities, which are enabled by law to impose severe fines,
penalties and interest charges.

These facts may create tax risks in the Russian Federation substantially more significant than in other countries.
Management believes that it has adequately provided for tax liabilities based on its interpretation of tax legislation.
However, the relevant authorities may have differing interpretations and the effects could be significant.

23. Related party transactions

Transactions with Zorlu Group

31 December 2004 Average 31 December 2003 Average
USD’ 000 Interest Rate USD’ 000 Interest Rate

Assets
Loans to customers 500 7% - -
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