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FOREWORD

Dear readers,

The Bank of Russia has prepared the next edition of the Banking Supervision Report.

In 2014, the Russian banking sector showed successful overall development, despite the uneasy external and
macroeconomic conditions. Corporations and banks experienced difficulties with external funding; under conditions
of falling prices for oil and other commodities the economic growth slowed down; depreciation of emerging market
currencies, including the ruble, triggered inflation growth.

In this situation, the Government of the Russian Federation and the Bank of Russia worked out a set of meas-
ures aimed at ensuring systemic stability of the banking sector and maintaining bank lending to key sectors of the
economy. The Bank of Russia develops new approaches in the monetary sphere, implements measures aimed at
maintaining financial infrastructure stability.

Amid sanctions against some banks, the resource base extended in 2014 primarily through internal funding
sources: corporate funds and household savings.

Corporate lending dynamics was more intense compared to 2013 due to the necessity to replace external funding
with loans from domestic banks.

Banks were more conservative in their risk assessment and created additional loan loss provisions. This contrib-
uted to lower profits of the banking sector in 2014 as compared with the previous year.

The Bank of Russia continued rehabilitation of the banking sector. As the financial markets regulator, it improved
the competitive environment and took measures to eliminate the regulatory arbitrage in the financial markets. The
Bank of Russia continued to implement measures to refine the banking sector from financially unstable organisations
unable to ensure safety of depositors' funds, as well as from banks involved in dubious transactions. Given economic
reasons, the Bank of Russia in cooperation with the state corporation Deposit Insurance Agency applied rehabilita-
tion mechanisms to problem banks.

A wide range of readers show a great amount of interest in problems associated with banking sector stability.
Hence, considerable attention in this Report is devoted to analysing global risks and assessing systemic stability of
the banking sector, using, inter alia, stress-testing methods.

Given the specifics of the current economic situation the Bank of Russia introduces international recommenda-
tions to the banking regulation. In 2014, it began to introduce new approaches to assessing bank capital adequacy —
Basel Il — into the banking practices. Operation under the new requirements demonstrated the ability of the vast
majority of banks to adequately respond to new regulatory standards even in a less favourable external environment.
The Report provides detailed information on main lines of further improvement of the banking regulation in the frame-
work of international approaches.

Elvira Nabiullina
Bank of Russia Governor
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I.1. General Economic
Conditions

l.1.1. Macroeconomics and External
Global Risks

1.1.1.1. EXTERNAL GLOBAL RISKS

In 2014, the prospects of global economic growth
deteriorated. According to the International Monetary
Fund (IMF) estimates, the global GDP growth rate in
2014 was 3.4%, same as in 2013, which turned out
worse than the projections at beginning of the year.
Meanwhile, growth accelerated in the United States
while in the euro area, Japan and large emerging mar-
kets (including China) macroeconomic indicators large-
ly fell short of the expectations.

This contributed to differences in the stance of the
monetary policy pursued by major central banks. The
US Federal Reserve (Fed) exited the quantitative eas-
ing program, while the European Central Bank (ECB)
announced a program of targeted longer-term refinanc-
ing operations (TLTRO), the Bank of Japan adhered
to its accommodative stance, and the People’s Bank of
China implemented a number of measures to ease its
monetary policy.

In the euro area the demand for bank loans from
companies and households persisted to be low; de-
flation risks exacerbated: in December 2014, for the
first time since 2009, a decline in consumer prices
by 0.2% in annual terms was recorded. And only in
the US the quantitative easing program allowed to
improve the situation in the economy. Following the
recession of 2009 — (—2.8)%2 of GDP growth — ac-
commodative measures in the monetary policy con-
tributed to the achievement of sustainable economic
growth (from 1.6% to 2.5% a year) and the reduction
of unemployment rate (from 9.3% to 5.6%) in the past
five years.

Under conditions of different monetary policy stanc-
es, the US dollar appreciated both against most reserve
currencies and emerging market currencies. In 2014,
the US dollar index to the basket of the key currencies
(DXY?) rose by 13%, while the index of the basket of
emerging market currencies (the JP Morgan EM cur-
rency index) fell by 12%.

The second half of 2014 saw a considerable de-
cline in oil prices (the price of Brent crude dropped
by 49%). According to the estimates of international
financial institutions, the decline in oil prices will gen-
erally have a positive impact on the global econo-
my. However, the decline in oil prices may also have
considerable negative impacts. During the reporting
period, deflationary risks in the European countries,
Japan and China aggravated, fiscal risks in oil ex-
porting countries increased as well. Certain risks to
the stability of global oil companies with high debt
burden arose.

Generally, amid the above tendencies, debt risks
are becoming increasingly important. Most countries of
the euro area are still characterised by excessive lev-
els of debt burden in the public sector, while the fiscal
consolidation has been practically exhausted. Many
emerging markets experienced a considerable increase
in the debt burden of the private sector in recent years.
Under conditions of expected US Federal Reserve rate
hike, in 2015 emerging markets may face capital out-
flow, further depreciation of their national currencies
and increasing cost of borrowing, which could result in
corporate defaults.

1.1.1.2. MACROECONOMICS

In 2014, the Russian economy was seriously chal-
lenged by geopolitical problems amid the exhaustion of
traditional sources of economic growth started in the
previous years. The private capital outflow from Russia
increased both due to the purchase of foreign cash by
households and corporates, and external debt repay-

' Targeted longer-term refinancing operations — for refinancing of credit institutions.

2 Hereinafter, for convenience, negative values in the text are given in brackets.

3 The US dollar index (USDX, DXY) is an index that reflects the US dollar rate against the basket of six major currencies, including the
euro (57.6%), the yen (13.6%), pound sterling (11.9%), Canadian dollar (9.1%), Swedish krona (4.2%) and Swiss franc (3.6%).
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ment by the Russian private sector whose refinancing
possibility was limited by the imposed sanctions.

In 2014, the international reserves of the Russian
Federation contracted by 124.1 billion US dollars to
385.5 billion US dollars as of 1 January 2015. The ade-
quacy of the international reserves of the Russian Fed-
eration, calculated in accordance with the international
standards in terms of the number of months of import
coverage of goods and services was 10.8 months (pre-
vious year — 13 months).

In early 2015, the external debt of the Russian
Federation was estimated at 597.3 billion US dollars,
in 2014 it contracted by 18% (the previous year it in-
creased by 15%).

The GDP growth fell to 0.6% in 2014. Business ac-
tivity reduced in almost all industries. Like in previous
years, the annual growth rate of the gross value added
(GVA) was mainly ensured by its increase in the sec-
tor of intermediary services (real estate transactions,
financial services) and in manufacturing industries. The
contribution of mining, construction, transport, produc-
tion and distribution of electricity, gas and water to the
GVA was small or negative.

A slowdown in the production growth in 2014 had
a negative impact on financial performance of compa-
nies. In some industries it was aggravated by cost in-
creases due to the tighter borrowing conditions in the
domestic and foreign markets, limited possibilities to
increase prices for finished products due to the low de-
mand and tough tariff restrictions.

The structure of aggregate demand changed. The
ruble depreciation and lower demand for imported
goods in 2014 resulted in higher positive contribution
of net exports to the GDP growth (up to 1.7 percentage
points against 0.5 percentage points in 2013). At the
same time, the positive contribution of final consump-
tion of households to the GDP growth declined from 2.5
to 0.7 percentage points. Amid declining annual growth
in real wages, the consumption level was maintained
by households' contracting propensity to save. The
share of households’ savings in the disposable income
fell from 11.1% to 7.9% during the year.

The contribution of the gross capital formation to
the GDP in 2014, as in 2013, was negative due to the
reduction in fixed capital investments and inventories.
Economic uncertainty, geopolitical risks, rising cost of
imported investment goods, lower net financial result of
enterprises, and higher cost of credit resources result-
ed in 2.7% decline in fixed capital investments in 2014
as compared with the previous year.

In 2014, under conditions of weaker demand and
contracting profits, companies improved their em-
ployment and wage strategies. Being unable to fully
transfer the rising costs into the price of their products,
companies chose to reduce labour remuneration, while
maintaining the number of employees expecting growth
recovery. The overall real wage growth slowed to 1.3%
in 2014, the lowest value for the past five years. At
the same time, the unemployment rate remained low
(slightly over 5%, seasonally adjusted) in 2014. It was
limited by long-term demographic factors that have
shaped a downward trend in the labour supply.

In December 2014, the annual consumer price
growth amounted to 11.4%.

The inflation rate increased primarily due to the di-
rect and indirect impact of the ruble depreciation which
resulted in higher prices for a wide range of goods
and services accounting for a considerable share or
imports or using imported raw materials and compo-
nents for their production. Besides, the ruble depreci-
ation spurred inflation expectations, resulting in a shift
in consumer preferences in favour of consumption and
a surge in prices of durable goods. Secondary effects
of exchange rate dynamics were also manifested by
higher domestic prices for goods, for which the ruble
efficiency of exports has increased (grains, oilseeds),
and their derivatives.

The total inflationary impact of the ruble deprecia-
tion was supplemented by specific factors in some mar-
kets of goods and services: a temporary ban on the
imports, poor harvest of some crops, and a launch of
a new funding mechanism for certain types of housing
services. In December 2014, food prices were gener-
ally higher than in December of the previous year by
15.4%, non-food prices - by 8.1%, services - by 10.5%.

Factors constraining growth of costs and prices
were weaker demand, low indexation of administered
prices and services, reduction (at the end of 2014) in
domestic producer prices in the mining sector that fol-
lowed the fall in the global oil prices.

I.1.2. Financial Markets

1.1.2.1. BANK OF RUSSIA OPERATIONS
TO REGULATE BANKING SECTOR LIQUIDITY

In 2014, amid increasing structural deficit of the
banking sector liquidity, resulting from the dynamics
of its formation factors, credit institutions’ demand for
the Bank of Russia refinancing operations continued to
grow.
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In 2014, the main factors of liquidity absorption from
the banking sector were the Bank of Russia’s interven-
tions in the domestic foreign exchange market held in
the framework of the Bank of Russia exchange rate
policy and aimed at maintaining financial stability and
increasing the volume of cash in circulation. Lower bal-
ances in general government accounts with the Bank
of Russia (including other operations), on the contrary,
contributed to liquidity inflow into the banking sector.

In 2014, repo transactions with the Bank of Rus-
sia continued to play an important role in the bank-
ing sector liquidity management. The average debt of
credit institutions on these operations for the period
under consideration increased by 0.7 trillion rubles
as against 2013 and amounted to 2.7 ftrillion rubles,
of which 2.6 trillion rubles — on auction-based repos.
Starting February 2014, the Bank of Russia stopped
its daily overnight repo auctions. To compensate for
the significant excess in demand for liquidity over
its supply the Bank of Russia held on certain days
fine-tuning repo auctions for a term of 1 to 6 days.
These transactions were most required in January,
March and late December 2014.

Loans secured with non-marketable assets or
guarantees were an important source of refinancing
in the reporting period. In 2014, the Bank of Russia
launched monthly auctions to provide 3-month loans

secured with non-marketable assets at a floating in-
terest rate, thus increasing the supply of funds to par-
tially compensate for the structural liquidity shortage.
Besides, in July 2014, an auction to provide 12-month
loans secured with non-marketable assets at a float-
ing interest rate was held. To bring down the impact
of Bank of Russia refinancing operations, the volume
of which increases as the structural liquidity shortage
comes up, on the maturity of credit institutions’ lia-
bilities, the maximum term of funds provision under
these auctions was increased from 12 to 18 months
in November 2014. In December, to compensate for
short-term liquidity needs, the Bank of Russia held an
auction for a term of 3 weeks. As a result, the Bank of
Russia’s claims on auction-based operations secured
with non-marketable assets increased by 1.8 trillion
rubles in 2014 and as of 1 January 2015 amounted to
2.4 trillion rubles.

Credit institutions’ average demand for loans se-
cured with non-marketable assets or guarantees at a
fixed interest rate remained at a stable level close to 500
billion rubles until the second week of December 2014.
The insufficiency of marketable collateral in December
2014 resulted in an increase in credit institutions’ debt
on these operations to 2.1 trillion rubles by early 2015.

As of 1 January 2015, repos accounted for about
38% of credit institutions’ total debt on Bank of Rus-

Chart 1.1. Liquidity factors and changes in banking sector debt on Bank of Russia
refinancing operations, billions of rubles
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Table 1.1. Changes in composition and parameters of Bank of Russia refinancing operations in 2014

Decisions on changes in the composition of operations:

In rubles

Refinancing in rubles.
Cancellation of daily overnight repo auctions.

Suspension of some instruments:

— Lombard auctions for all terms;

— 3-month and 12-month repo auctions;

— Lombard loans for terms of over 1 day;

— Standing deposit operations for terms of over 1 day;
— Deposit auctions for terms of over 1 week.

Fine-tuning operations are held in the form of repo auctions and deposit auctions for a term of 1 to 6 days, with respectively the minimum
and maximum rate equal to the Bank of Russia key rate.

February

Auctions to provide 3-week loans secured with non-marketable assets.

Lombard auction to provide 36-month loans.

December

In foreign currency

Introduction of standing overnight USD/RUB sell/buy FX swap.

September

Introduction of 1-week and 28-day FX repo auctions in US dollars and euros.

October

Introduction of 12-month FX repo auctions in US dollars and euros.

November

Introduction of auctions to provide 28-day and 365-day FX loans secured with a pledge of claim on FX loans.

December

Decisions on changes in operation parameters:

In rubles

Unification of rates for some instruments:
- 0On loans secured with non-marketable assets and guarantees, at fixed interest rates for terms from 2 to 365 days;
- On loans secured with gold, at fixed interest rates for terms from 2 to 365 days.

February

Increase from 365 to 549 days in the maximum terms of providing funds under the following operations: loans secured with non-marketable
assets or guarantees and loans secured with gold.

Provision of loans secured with non-marketable assets or guarantees and loans secured with gold for up to 90 days at a fixed interest rate,
for terms of 91 to 549 days at a floating interest rate linked to the Bank of Russia key rate (till 15 December 2014).

June

Termination of setting interest rates on suspended Bank of Russia operations except for standing 12-month repos.

July

Increase in terms of funds provision through auctions to provide loans secured with non-marketable assets, at a floating interest rate
for terms from 12 to 18 months.

Limiting the amount of ruble liquidity provided through FX swaps.

November

Termination of setting interest rates on 12-month standing repos.

Provision of loans secured with non-marketable assets or guarantees and loans secured with gold, for terms from 2 to 549 days at a floating
interest rate linked to the Bank of Russia key rate.

December

In foreign exchange

Setting the minimum interest rates on FX repos for all terms (1 week, 28 days, 12 months) equal to LIBOR rates in respective currencies
for comparable terms increased by 0.5 percentage points.

Setting the minimum interest rate on auction-based FX loans secured with a pledge of claim on FX loans for terms of 28 and 365 days equal
to LIBOR rates in respective currencies and for comparable terms increased by 0.75 percentage points.

December

Table 1.2. Changes in composition and parameters of Bank of Russia special refinancing instruments in 2014

Introducing a new mechanism of refinancing investment projects loans, through which credit institutions can raise funds from the Bank of Russia

Military Mortgage programme for up to 3 years (1095 calendar days)

for up to 3 years inclusive, secured with a pledge of claim on loans granted to finance investment projects, selected in accordance with the rules April
approved by the Government of the Russian Federation

Supplementing the mechanism for providing Bank of Russia loans secured with a pledge of claim on investment project loans, with loans Ma
secured with a pledge of bonds placed for investment project funding and included in the Bank of Russia Lombard List y
Introducing a new mechanism for credit institutions refinancing (pilot project) — Bank of Russia loans secured with mortgages issued under December

sia refinancing operations, and the share of loans operations, the share of repos was 53%, and the
secured with non-marketable assets or guarantees share of loans secured with non-marketable assets
amounted to 60%. In the total debt of credit institu- stood at 47% (for standing facilities — 4 and 90% re-

tions on Bank of Russia auction-based refinancing spectively).
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In 2014, credit institutions’ demand for Bank of Rus-
sia deposits remained low. The average debt on these
operations in the reporting year was 0.1 trillion rubles. In
some periods when liquidity supply exceeded credit in-
stitutions’ demand, the Bank of Russia held fine-tuning
operations — deposit auctions for terms of 1 to 6 days.
The volume of credit institutions’ deposits with the Bank
of Russia increased over the year by 0.3 trillion rubles
and as of 1 January 2015 amounted to 0.8 trillion rubles
due to the seasonal trends.

1.1.2.2. MONEY MARKET

During most of January—July 2014, amid the per-
sistent structural liquidity deficit, the MIACR rate on
interbank overnight ruble loans (IBL) was in the upper
range of the Bank of Russia interest rate corridor, de-
viating from the key rate by an average of 0.7 percent-
age points (see Chart 1.2).

In August-September 2014, a considerable increase
in credit institutions’ demand for US dollar liquidity re-
sulted in a decline of ruble rates on overnight FX swaps
to the lower bound of the Bank of Russia interest rate
corridor. Under these circumstances, short-term inter-

est rates on interbank ruble loans also decreased and
stabilised at the level of the Bank of Russia key rate.
Considerable sales of foreign currency by the Bank of
Russia in the framework of exchange rate policy in Oc-
tober 2014 (about 30 billion US dollars) contributed to
some improvement in the situation with dollar liquidity.
Under these conditions, ruble rates on FX swaps in-
creased and starting the second week of October 2014
the money market ruble rates were mainly in the upper
range of the Bank of Russia interest rate corridor.
December 2014 saw an increase in the money mar-
ket short-term rates due to a high uncertainty and fall-
ing confidence in the interbank market under conditions
of the considerable ruble depreciation and the shortage
of available market collateral with certain market par-
ticipants. These factors resulted in repeated situations
when money market rates exceeded the upper bound
of the Bank of Russia interest rate corridor. In Decem-
ber, the average spread between the IBL rate and the
Bank of Russia key rate was 2.0 percentage points.
Money market turnover grew significantly in the sec-
ond half of 2014 due to the higher borrowings of certain
major money market participants in the IBL segment

Chart 1.2. Spreads between interest rates and the Bank of Russia key rate and money market turnover
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and the growth of FX swaps in ruble terms resulting
from the depreciation of the Russian national currency.
In August-December 2014, the average daily turnover
of overnight ruble transactions in the money market (in-
terbank loans, interbank repos and FX swaps) amount-
ed to 1.8 trillion rubles against 1.5 trillion rubles in Jan-
uary—July 2014.

1.1.2.3. FOREIGN EXCHANGE MARKET

In 2014, currencies of emerging markets, including
the Russian ruble, depreciated considerably against
major world currencies. The depreciation of the Rus-
sian national currency was conditioned by high geo-
political risks, considerable decline in global oil prices
and higher demand of credit institutions for FX liquidity,
including for external debt servicing. In 2014, the official
exchange rate of the US dollar against the ruble rose
by 72% to 56.2376 rubles for one dollar as of 1 Jan-
uary 2015, the euro exchange rate against the ruble
increased by 52% to 68.3681 rubles for one euro, the
value of the dual-currency basket increased by 61% to
61.6963 rubles.

In 2014, volume of US dollar/ruble and euro/ruble
trade at the cash segment of the foreign exchange
market was relatively stable, averaging 7.5 billion
US dollars per day.

1.1.2.4. CORPORATE SECURITIES MARKET

In 2014, the situation in the corporate securities
market was determined by higher geopolitical and eco-
nomic risks, changes in investor sentiment and Bank of
Russia decisions on interest and exchange rate policy.

Downgrade of the Russian sovereign credit rating
and the ratings of some Russian companies and banks
by the leading international rating agencies, imposition
of sanctions against Russia, global oil price fall, ruble
depreciation and higher money market rates resulted
in considerably higher yields and volatility of Russian
corporate securities.

In the domestic stock market the volatility indica-
tors of the MICEX and RTS stock indices exceeded
the longstanding highs. The RTS index (calculated on
the basis of share prices denominated in US dollars)
decreased by the end of 2014 by 45.2% year-on-year,
approaching the lows of the most acute phase of the
global financial and economic crisis of 2008—-2009. The
MICEX index (calculated on the basis of share prices
denominated in rubles) fell less significantly, by 7.1%.
The capitalisation of the Moscow Exchange stock mar-
ket' decreased by 8.6% to 23.2 trillion rubles. The turn-
over of secondary trading in shares and depositary re-
ceipts on shares of Russian companies on the Moscow
Exchange increased in 2014 by 18.6% year-on-year, to

Chart 1.3. Value of the dual-currency basket and the volume of US dollar and euro trade on the Moscow Exchange

Billions of US dollars Rubles
25 90
- 80
20 1
- 70
15 |
60
10 Ll l‘ [}
Vl '”"“ 50
5 !
' i 40
0 30
Bl S S S S S S S i S R S S I R R S S S o
S S oo oo o005 058605 5
N AAAATATNANANNNNN
T A AN AN AN MMM S T ST 00N OO O N
o000l ooaoQ
DN T NO O~ OO N T ANO AN O W O T A
O AN O AN AN " N O AN M ANWNO—~ N O
[ Volume of trade

Closing value of the dual-currency basket (right-hand scale)

4
4
4
4
4
4
4
4
4
4
4
4
4
4
4
4
4
4
4
4
4

- —_ T TTrTT—_T—T—T— T— —

—_—_— e T — — — —

10.07.20
18.07.20
28.07.20
05.08.20
13.08.20
21.08.20
29.08.20
08.09.20
16.09.20
24.0
02.10.
10

20

28
06.
14
24
10
18.
26

02.

Source: Moscow Exchange.

' Stock market capitalisation data in the Moscow Exchange Main Market sector.
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10.1 trillion rubles. The share of bank equities in the to-
tal secondary trade turnover on the Moscow Exchange
remained unchanged approximating 40%.

For most of the reporting year, the issuing activity
in the domestic corporate bond market was low. Only
in December 2014 the corporate bond issue increased
significantly and reached the highest monthly value in
the history of the Russian corporate bond market. In
2014, the Moscow Exchange placed 218 new corpo-
rate bond issues and additionally placed 17 issues with
a total par value of 1,749 billion rubles, of which credit
institutions accounted for about 25%.

In the reporting year, the portfolio of corporate
bonds traded in the domestic market increased by
27.6% to 6.6 trillion rubles at par value' compared to
2013. Sectorwise, bank securities, which accounted for
about 31% of the total volume, remained the largest
segment of the portfolio.

In 2014, the secondary trading in corporate bonds
on the Moscow Exchange decreased by 30.9% year-
on-year, to 4.3 trillion rubles. The share of credit institu-
tion bonds exceeded 40%.

During the reporting period, the average yield of
corporate bonds in the secondary market increased by
216 basis points to 10.4% per annum year-on-year.

Institutional aspects of securities market devel-
opment. In 2014, the Russian financial market tended to
reduce the number of both credit and non-bank institu-
tions, licensed as professional securities market partici-
pants, and infrastructure organisations — their number de-
creased from 1,149 and 14 as of 1 January 2014 to 1,079
and 13 respectively as of 31 December 2014. These in-
cluded a decrease in the number of broker licences by
82 to 803, dealer licences — by 70 to 817, trust manager
licences — by 76 to 706, and depositary licences — by 36
to 579 during the period. The number of registrar licences
increased by 2 to 39, and the number of clearing organi-
sations reduced from 6 to 5 during the period. The num-
ber of trade organisers (exchanges) remained unchanged
with 8 exchange operating by the end of this period. At the
same time, about a half of professional securities market
participants — dealers and brokers, and more than a third
of trust managers held a banking licence.

During 2014, the Bank of Russia improved the fi-
nancial market regulation, primarily increasing availa-
bility of brokerage services. In the regions where the list
of financial services provided by banks was limited, cli-

' Source: Cbonds.ru news agency.

ent brokers will now be able to provide brokerage ser-
vices. The Bank of Russia continued improving finan-
cial market instruments, in particular the possibilities of
securitisation, which allows special purpose financial
companies to acquire property rights of debtors and
special purpose project finance companies to invest in
long-term investment projects.

1.1.3. Banking Sector Macroeconomic
Performance

The key macroeconomic indicators of the Russian
banking sector (see Table 2 of the Statistical Appendix)
are close to the benchmarks set by the Banking Sector
Development Strategy of the Russian Federation for the
period until 2015 (hereinafter, the Strategy), or exceed
them. Measures to increase capitalisation of Russian
banks taken by the Government of the Russian Federa-
tion and the Bank of Russia will help to achieve the tar-
get capital to GDP ratio of 14—15% set by the Strategy.

|.2. Institutional Aspects
of Banking Sector Development

.2.1. Quantitative Characteristics

The recent downward trend in the number of cred-
it institutions continued in 2014: it decreased by 89 to
834 during the reporting year (Chart 1.4).

Large multi-branch banks continued to optimise
their regional units in 2014. The total number of inter-
nal structural units of credit institutions decreased by
1,582 to 41,794 as of 1 January 2015 (43,376 as of
1 January 2014). The number of additional offices went
down from 24,486 to 23,301, cash and credit offices —
from 2,463 to 2,289, external cash desks — from 7,845
to 6,735. Meanwhile, the number of operation offices
increased from 8,436 to 9,273, and mobile banking ve-
hicles — from 146 to 196.

These structural changes resulted in a decrease in the
number of internal structural divisions per 100,000 resi-
dents from 30.3 as of late 2013 to 28.6 as of late 2014.

1.2.2. Regional Banking

In 2014, most Russian regions registered a reduc-
tion in the number of operating credit institutions: the
number of regional banks? fell from 425 to 375 due to

2 Regional banks are banks registered outside Moscow and the Moscow Region.
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the revocation or cancellation of banking licences (38),
merger with other credit institutions (4), and the change
of the credit institutions' registered address (10). Mean-
while, two credit institutions received banking licences.
The asset growth rate of regional banks (4.2%) was
several times lower than the asset growth rate in bank-
ing sector as a whole (35.2%). As a result, the share
of regional banks in the banking sector total assets
decreased significantly from 11.1% to 8.6% during the
year. The capital growth of regional banks amounted
to 2.8% (12.2% in the banking sector as a whole) in
2014. However, the decline in profits of these banks
(by 20.6% over the year) was two times less than the
decline in banking sector as a whole (40.7%).

The aggregate index of the density of banking ser-
vices' in most regions remained at the level of early
2014. Banking services are still most accessible in the
Central Federal District (especially in Moscow), fol-
lowed by the North-Western Federal District (banking
services are highly accessible in St. Petersburg). In
2014, the Urals Federal District registered a growth of
this indicator.

The North Caucasian, Southern and the Siberi-
an Federal Districts saw a reduction in the aggregate

index of the density of banking services in regions in
2014. The lowest value of this indicator was recorded
in the North Caucasian Federal District, including the
Chechen Republic, as well as the Republics of Dagh-
estan and Ingushetia (see Table 6.2 of the Statistical
Appendix).

As of 1 January 2015, 2 credit institutions registered
in the region, 18 branches and 510 internal structural
divisions of credit institutions® operate in the Crimea
Federal District. The institutional density of banking
services® in the Crimea Federal District amounted to
0.88, which is higher than the value of the index in a
number of Russian regions.

1.2.3. Banking Services Concentration

In 2014, banking concentration indicators continued
to increase. The share of the top 200 credit institutions
in banking sector total assets rose in the reporting year,
amounting to 96.5% at the end of the year (94.9% in
2013). In 2014, the share of the five largest banks ex-
panded from 52.7 to 53.6%.

The top 200 credit institutions accounted for 96.5%
of banking sector total capital as of 1 January 2015
(93.4% as of 1 January 2014), with the five largest

' The methodology used to calculate the index is explained in Section IV of this Report.

2 Including external cash desks.

3 The methodology used to calculate the index is explained in Section IV of this Report. The calculation of the index takes into account
the data on bank branches registered both in the Crimea Federal District and in other regions of the Russian Federation.
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Chart 1.5. Number of credit institutions with capital in excess of 300 million rubles and one billion rubles
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Table 1.3. Concentration in the retail deposit market

1 January 2011

1 January 2012 1 January 2013 1 January 2014 1 January 2015

HHI for deposits, % 0.236 0.225 0.216 0.227 0.213
Sberbank share of total deposits, % 47.9 46.6 457 46.7 45.0
Share of top five banks in terms of deposits

in total deposits, % 60.0 59.4 58.3 60.5 59.9

banks accounting for 51.6% (49.7% as of 1 January
2014).

The number of credit institutions with capital in ex-
cess of 300 million rubles' grew from 683 to 773 in
2014, and their share in the capital of Russian banks?
is close to 100% (99.9%). Of these, the number of
credit institutions with capital in excess of one billion
rubles changed slightly during the year and amounted
to 369 (these credit institutions accounted for 97.6%
of the capital of Russian banks) (Chart 1.5).

Quantitative estimates of concentration that are
commonly used internationally, in particular the Her-
findahl — Hirschman Index (HHI), show that in 2014 the

concentration in the main groups of assets and liabili-
ties was at the average level with an upward trend (ex-
cept for the deposit market). During the reporting year,
the asset concentration index increased from 0.107 to
0.108, HHI capital concentration index — from 0.098
to 0.103, the concentration of loans to resident non-fi-
nancial organisations — from 0.131 to 0.144. Based on
these figures, we can conclude that the concentration
of banking activities is moderate (Chart 1.6).

Concentration in the household deposit market
remains historically high, but 2014 saw a downward
trend in the HHI for these transactions (see Table 1.3
and Chart 1.6).

" In accordance with Federal Law No. 391-FZ, dated 3 December 2011, ‘On Amending the Federal Law On Banks and Banking Activity’
increasing the minimum capital to 300 million rubles for newly established banks from 1 January 2012, and for all credit institutions

from 1 January 2015.
2 Source: Cbonds.ru news agency.
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The Herfindahl-Hirschman Index is calculated as the sum of the squared unit weights of credit institutions in the total volume of the banking
sector. The index shows a degree of index concentration, where values range from 0 to 1. A value of less than 0.10 indicates a low level of
concentration, a value between 0.10 and 0.18 represents a medium level of concentration, and a value over 0.18 indicates a high level of

concentration.

1.2.4. Interaction between Banking
Sector and Non-Bank Financial
Organisations

In 2014 we witnessed continued consolidation of the
insurance market. The number of insurers decreased
from 432 to 416 from the beginning of the year. In 2014,
the value of the insurance market amounted to 988 bil-
lion rubles, an increase of 8.5%, which is 3.3 percent-
age points lower than the growth registered in 2013.

The recent development of the insurance market is
characterised by its high dependence on the banking
sector in terms of dynamics of insurance premiums, ac-
companying the acquisition of retail credit products. In
2014, the slowdown in lending to individuals had a con-
siderable impact on such types of insurance as volun-
tary life insurance (premiums decreased from 45.8% to
16.2%), personal accident and illness insurance (from
25.0% to 0.9 %) and business and financial risk insur-
ance (from 12.0% to 1.2%).

Boosting growth of premiums by 70.9% was ob-
served in the segment of endowment and investment in-
surance products. Sales of classical insurance products
through banking channels intensified: in particular, in the

insurance of other property of individuals the share of
premiums received through credit institutions increased
from 23.4% to 28.0% year-on-year.

In 2014, the total value of premiums charged by in-
surers from credit institutions amounted to 61 billion ru-
bles (66 billion rubles in 2013). Meanwhile, due to the
structural changes, the share of remuneration to inter-
mediary banks in the total insurance premiums declined
from 7.3% to 6.2% as against 2013.

In their turn, banks traditionally interact with insurers
within the risk management framework, including pro-
grammes of property insurance and personal insurance
of employees. Besides, as amendments to the Federal
Law No. 161-FZ, dated 27 June 2011, ‘On the Nation-
al Payment System’ became effective on 30 December
2013, banks started to show more interest to insuring
risks they encounter as money transfer operators.

In 2014, investments in the banking system remained
for insurers a priority investment line. As of 1 October
2014, insurers’ investments in credit institutions account-
ed for 334 billion rubles, or 22.4% of their total assets, of
which term deposits amounted to 259 billion rubles, in-
vestments in securities other than shares — 55 billion ru-
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bles, investments in shares — 20 billion rubles. Besides,
funds placed in insurers’ accounts with credit institutions
amounted to 132 billion rubles, representing 8.9% of their
total assets.

In 2014, the number of non-governmental pen-
sion funds (NPFs) remained unchanged (120). In the
reporting year, the moratorium on the transfer of pen-
sion funds to the NPFs was extended. As of 1 October
2014, pension funds amounted to 1,120 billion rubles,
registering a 2.4% increase over the first nine months
only due to the investment income; pension reserves
rose to 877 billion rubles, increasing by 5%.

Over the first nine months of 2014, the total vol-
ume of NPF investments in the banking system grew
by 2.7% to 485 billion rubles, amounting to 24% of the
value of pension savings and pension reserves. Mean-
while, the amount of cash in current accounts of banks
decreased significantly (by 76%) due to the tighter re-
quirements in 2014 to credit institutions with which pen-
sion savings can be placed.

In 2014, the collective investment market experi-
enced a slight increase. The total number of unit invest-
ment funds (PIFs) increased by 43 from the beginning of
the year and amounted to 1,534. This growth was facil-
itated by closed-end unit investment funds (ZPIFs), the
number of which increased over the year by 10%, while
open-end and interval unit investment funds showed a
negative trend — (-12%) and (—2%) respectively.

The total net asset value (NAV) of unit investment
funds increased over the year by 14% to 2,124 billion
rubles.

In 2014, the value of bank deposits of unit investment
funds reduced 1.3-fold to 73 billion rubles.

In 2014, the microfinance market, represented by
microfinance organisations (MFOs)', increased in
quantitative terms to 4,182 MFOs (8.6% growth year-on-
year). One of the results of the commenced regulation of
the MFO market by the mega-regulator was the introduc-
tion of prudential measures: requirements to create loan
loss provisions, present data to credit history bureaus,
regulate the effective interest rate, limit fines, etc.

According to the processed data of draft statements
as of 31 December 2014, the total microloan portfolio
grew over the year by 47.3% to 53.6 billion rubles (rep-

resenting 0.7% of consumer loan portfolio of banks, less
mortgage loans). According to the analysis of loan indebt-
edness in the microfinance market? as of the above-men-
tioned date, the annual growth rate of overdue debt of
organisations that participated in the survey significantly
surpassed the growth of microloan portfolio: 57.7% and
21.2% respectively.

|.3. Banking Operations

1.3.1. Dynamics and Structure
of Borrowed Funds

During 2014, the resource base of banks was formed
amid the actual closing of foreign markets and the slow-
down of economic growth. Russian banks expanded the
resource base mainly due to the corporate funds and
borrowing from the Bank of Russia (Chart 1.7). High
rates of the resource base nominal growth were largely
determined by the exchange rate dynamics.

In 2014, the access to external funding for Russian
banks was almost completely closed, which encour-
aged the banking sector to use domestic sources more
intensively; whereas the structure of these sources
changed significantly.

In the reporting period, the amount of funds in cus-
tomer accounts increased by 25.4% (in 2013 — by
16.0%) to 43.8 trillion rubles; the share of these funds
in the banking sector liabilities decreased over the year
from 60.8% to 56.4%.

In 2014, household deposits® increased nominally
by 9.4% (by 19.0% in the previous year) to 18.6 ftril-
lion rubles but with adjustment for currency revalua-
tion showed a decrease of 2.5%. The share of foreign
currency deposits increased over the year from 17.4%
to 26.1% (adjusted for the exchange rate factor their
share would go down to 17.1%). Household deposits
accounted for 23.9% of the banking sector liabilities as
of 1 January 2015 (29.5% in early 2014).

Interest rates on ruble household deposits with ma-
turity more than one year increased from 7.3% p.a. in
January 2014 to 11.7% p.a.in December.

Household deposits are an important source of
funding for regional banks (Table 1.4).

' The microfinance market also includes credit consumer cooperatives, housing savings cooperatives, agricultural credit consumer cooper-

atives and pawnshops.

2 Since 2014, the Bank of Russia conducts a quarterly survey of loan indebtedness in the microloan market by questioning major market
participants. In 2014 Q8 the project involved 80 private and public MFOs, which accounted for about 46.5% of the market in terms of
value of loan indebtedness (the total portfolio of participants amounted to 24 billion rubles).

3 Including savings certificates.
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Chart 1.7. Structure of banking sector liabilities, %

As of 1 January 2014

As of 1 January 2015
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Table 1.4. Household and corporate deposits and other borrowed funds of legal entities
(other than credit institutions) by group of banks’
. Share of corporate deposits and other borrowed funds
ST B TR (e DS of legal entities (other than credit institutions)
Bank group in banking sector in liabilities of in banking sector in liabilities

total deposits, %

a respective bank group, %

total deposits, % of a respective bank group, %

1 January 2014 1 January 2015 1 January 2014 1 January 2015 1 January 2014 1 January 2015 1 January 2014 1 January 2015

State-controlled banks? 60.8 60.4 30.9 24.7 58.6 62.2 19.1 23.3
e e 67 66 18.9 16.0 10.9 92 19.7 204
banks®

Large private banks* 27.0 28.2 29.8 23.8 27.9 27.3 19.7 21.2
Small and medium-sized

banks based in the 2.4 2.3 30.4 33.3 1.4 0.8 11.4 10.0
Moscow Region®

Small and medium-sized 31 25 422 429 12 06 101 93
regional banks®

" When analysing the banking sector stability, credit institutions are grouped into six clusters. Clustering makes it possible to evaluate the structure of
various banking market segments and the probability of potential negative trends in these segments. Information on the change in the number of credit
institutions related to different clusters depending on their market segments is given in Table 16 of the Statistical Appendix.

2 State-controlled credit institutions are credit institutions directly or indirectly controlled by the Bank of Russia or the Russian Federation.

% Banks in which non-residents are the ultimate beneficiaries of more than 50% of the capital.

4 Banks from among the top 200 banks in terms of assets (excluding those included in the groups indicated above).

5 All other banks divided into groups by the geographical principle — small and medium-sized banks in Moscow and the Moscow Region and small and
medium-sized banks in other regions. Non-bank credit organisations are included in a separate group.

In 2014, the number of banks where household de-
posits totalled over ten billion rubles decreased from
139 to 134 (Chart 1.8).

Total funds raised from organisations (other than
credit institutions) increased in 2014 by 40.6% (in
2013 — by 13.7%) to 25.0 ftrillion rubles; their share in
the banking sector liabilities increased from 31.0% to
32.2%. The active growth of these funds is caused pri-
marily by an unprecedented — by 56.9% (in 2013 — only

by 12.7%) — growth of deposits and other borrowed
funds of legal entities (other than credit institutions),
which increased to 17.0 trillion rubles; adjusted for ex-
change rate revaluation this funding source grew by
24.0%. The growth rate of the ruble funds raised from
organisations amounted to 17.6%, in foreign curren-
cy — 10.2% (in US dollar terms).

Corporate funds in settlement and other accounts
grew for the year by 14.1%; adjusted for revaluation —
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by 2.0%. Their nominal amount as of 1 January 2015
was 7.4 trillion rubles (Chart 1.7).

The dynamics of interest rates on ruble deposits
raised by credit institutions from non-financial organi-
sations for more than one year in 2014 was irregular:
March 2014 registered the lowest level of 7.7% p.a.,
and in December the interest rates rose to 13.5% p.a.
(in January 2014, the rate was 8.0% p.a.).

In 2014, corporate deposits with maturities exceed-
ing one year continued to increase: their value grew by

57.6% (in 2013 — by 20.8%), and their share in total cor-
porate deposits rose from 52.9% to 53.1% over the year.

The amount of funds raised by credit institutions
through issuing bonds increased in 2014 by 11.9% to
1.4 trillion rubles, but the share of this source in the
banking sector liabilities decreased from 2.1% to 1.7%.
As opposed to that, the volume of promissory notes
issued by credit institutions and bank acceptances fell
by 13.6% over the year and their share in the banking
sector liabilities decreased from 1.7% to 1.1%.

Chart 1.8. Number of banks with household depositsexceeding 10 billion rubles
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The largest share of loans from non-resident banks in the total liabilities as of 1 January 2015 was reg-
istered in foreign-controlled banks (13.1%); in state-controlled banks the share of these loans was 2.7%, in
large private banks — 1.5%. Small and medium-sized banks obtained virtually none of their resources from
international markets.

Chart 1.10. Loans, deposits and other funds raised in interbank markets, by maturity, as % of total value

As of 1 January 2014

(

Amid slower growth of household deposits and re-
stricted access to external funding, the value of borrow-
ing from the Bank of Russia increased over the year
more than twofold to 9.3 trillion rubles; deposits placed
with banks by the Federal Treasury increased sixfold (to
0.6 trillion rubles). As a result, the share of funds raised
from the Bank of Russia in banks' liabilities increased
over the year from 7.7% to 12.0%, and of funds raised
from the Federal Treasury — from 0.2% to 0.7%.

The value of interbank loans' soared in the report-
ing year by 37.2% (in 2013 — by 1.4%) to 6.6 trillion
rubles, increasing their share in the banking sector lia-
bilities from 8.4% to 8.5%. That said, the debt on loans
raised from non-resident banks in 2014 went down by
14.6% (in 2013 — by 0.5%).

The bulk of borrowings of Russian credit institutions
from non-resident banks had maturities of over one
year, and from resident banks — of less than one year
(Chart 1.10).

1.3.2. Dynamics and Structure of Assets

Despite slower economic growth in Russia, the
banking sector developed quite intensively: over the
year assets of credit institutions increased by 35.2%
(adjusted for exchange rate dynamics — by 18.3%) to
77.7 trillion rubles (in 2013 — by 16.0%). As a result of
faster growth of the bank assets relative to the GDP

' Loans, deposits and other borrowings in the interbank market.

From resident credit institutions with maturities of up to one year
From resident credit institutions with maturities of over one year

As of 1 January 2015

From non-resident banks with maturities of up to one year
From non-resident banks with maturities of over one year

growth, the bank assets-to-GDP ratio rose from 86.8%
to 108.7%.

In 2014, banks continued to build up their loan portfo-
lios. Simultaneously, both the dynamics and the structure
of loans changed considerably (Charts 1.11 and 1.12).

The total value of loans to the economy (non-finan-
cial organisations and households) rose over 2014 by
25.9% (in 2013 — by 17.1%) to 40.9 trillion rubles; these
loans grew over the year by 12.9%, adjusted for foreign
exchange revaluation. The share of these loans in the
banking sector assets decreased from 56.5% to 52.6%.
The ratio of the total loan portfolio to GDP increased
significantly: from 49.0% to 57.2%.

As of 1 January 2015, state-controlled banks ac-
counted for the major share (58.5%) of the banking
sector total assets. The share of large private banks
equalled 28.3%. The share of foreign-controlled
banks in the banking sector total assets amounted to
9.8%. Small and medium-sized banks based in the
Moscow Region as well as in other regions account-
ed for 3.1% of the banking sector total assets.

The value of loans and other funds provided by
banks to non-financial organisations increased by
31.3% in the reporting period (in 2013 — by 12.7%);
adjusted for the foreign exchange factor, the growth
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Table 1.5. Loans disbursed to non-financial organisations in the banking sector total loan value, %

Bank group As of 1 January 2014 As of 1 January 2015
State-controlled banks 62.9 64.2
Foreign-controlled banks 74 7.7
Large private banks 25.1 25.0
Small and medium-sized banks based in the Moscow Region 2.6 1.7
Small and medium-sized regional banks 2.0 1.4

Chart 1.11. Dynamics of banking sector assets, %
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The most significant role in meeting business-
es’ demand for long-term loans (over one year) is
played by state-controlled banks and large private
banks. Their share in the total value of such loans
in the entire banking sector exceeded 90% as of
1 January 2015.

Chart 1.13. Growth of outstanding debt on loans
by type of economic activity as of 1 January 2015
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was 13.0%. The corporate loan portfolio reached 29.5
trillion rubles, and as of 1 January 2015 its share in
the banking sector assets amounted to 38.0% (in
early 2014 — 39.2%). Despite the increased needs of
companies to refinance their foreign debt, demand for
loans at the year-end was held back by higher cost of
borrowing.

In the total volume of corporate loans state-con-
trolled banks accounted for more than half of the mar-
ket (see Table 1.5).

The share of loans with maturities of over one year
gradually increased from 70.6% to 73.6% of the cor-
porate loan portfolio; the share of loans with maturities
of over three years grew from 45.0% to 49.5% of the
corporate loan portfolio.

Broken down by industry, the largest share of loans
was still disbursed to manufacturing companies (22.2%
of the corporate loan portfolio as of 1 January 2015),
along with wholesale and retail trade (19.0% as of
1 January 2015) (Table 1.6).

Table 1.6. Qutstanding debt on loans
by type of economic activity

Outstanding debt on loans
as of the reporting date,

billions of rubles
Type of economic activity

as of as of
1 January 1 January

2014 2015

Mining 949 1,569
of which — extraction of fuel and minerals 601 974

Manufacturing industries 4,231 5,835
Production and distribution of electricity, 779 942
gas and water
Agriculture, hunting, forestry 1,326 1,322
Construction 1,729 1,992
Transport and communication 1,318 1,639
Wholesale and retail trade; repair
of motor vehicles, motorcycles, 4,243 5,000
household appliances and personal items
Real estate operations, rent and services 3,071 3,752
Other types of activities 3,267 4,032

In 2014, the most significant increase was regis-
tered in the outstanding debt of enterprises engaged
in mining — by 65.3%, and manufacturing industry — by
37.9% (Chart 1.13).

Household lending increased over the year by
13.8% (in 2013 — by 28.7%) and as of 1 January 2015
the portfolio reached 11.3 trillion rubles; adjusted for
exchange rate dynamics, the increase was 12.5%. Dur-
ing 2014, the growth rate of household loans predicta-
bly declined mainly due to the dramatic reduction in the
unsecured consumer lending (as of 1 January 2015,
the annual growth in this segment declined during the
year nearly threefold and amounted to 8.9%). In ear-
ly 2015, the outstanding debt on unsecured consumer
loans amounted to 6.4 trillion rubles.

Improving structure of retail operations was reflect-
ed in the continuing growth of the share of mortgage
lending: the total outstanding debt on these loans rose
in 2014 by 32.9% (in 2013 — by 32.6%) to 3.5 trillion
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As of 1 January 2015, the share of household
loans in assets was more prominent in foreign-con-
trolled banks — 23.0%, and regional small and me-
dium-sized banks — 16.8%. These loans accounted
for 14.3% of state-controlled bank assets, 12.4% of
large private bank assets, and 12.1% of assets of
small and medium-sized banks based in Moscow
and the Moscow Region.

rubles. The number of housing mortgage loans (HML)
issued in 2014 increased by 22.7% year-on-year, to
more than 1 million of loans.

The number of foreign currency denominated HMLs
extended over the reporting period went down by 60%
to 750 loans. During 2014, the outstanding debt on
HMLs denominated in foreign currency decreased in
US dollar terms by $1 billion, or by 29.2%, and by early
2015 it amounted to $2.4 billion.

Consumer lending is one of the most competitive seg-
ments of the banking service market, where both public
and private banks are widely represented (Table 1.7).

Table 1.7. Share of household loans in banking
sector total loans (by bank group), %

Bank arou As of 1 January  As of 1 January
group 2014 2015

State-controlled banks 53.0 57.4
Foreign-controlled banks 17.2 15.5
Large private banks 26.1 24.1
Small and medium-sized banks 15 14
based in the Moscow Region ' ’
Small and medium-sized regional 21 16
banks

The main holders of debt obligations as of
1 January 2015 were state-controlled banks and
large private banks, which accounted for 53.5%
and 38.4% of debt securities purchased by the
banking sector. These credit institutions accounted
for the majority of funds obtained through Bank of
Russia refinancing operations.

The share of household loans fell from 17.3% to
14.6% of the banking sector total assets and from
24.6% to 21.9% of the total loans.

Households still prefer to take ruble denominat-
ed loans, whose share in the total loans amounted

to 97.3% as of 1 January 2015 (97.6% as of 1 Jan-
uary 2014).

Interest rates on bank loans were impacted by the
rising cost of funding. The weighted average interest
rates on ruble loans extended by banks to non-financial
institutions with maturities of over one year, increased
in 2014 from 10.6% to 12.9% (for loans with maturities
of over three years — from 10.3% to 12.2%).

Interest rates on ruble household loans with maturi-
ties of over one year decreased over the reporting peri-
od from 18.3% in January to 17.4% in December 2014,
but the decline was observed only in a part of consumer
lending segments. Thus, during 2014 interest rates on
mortgages remained relatively stable and were at an
average level of 12.3%, and in December, amid gener-
al growth in interest rates in the economy, the rate on
these loans rose to 13.2%.

The securities portfolio in balance sheets of credit
institutions increased by 24.3% to 9.7 trillion rubles in
2014 (in 2013 — by 11.2%), whereas its share in assets
reduced from 13.6% to 12.5%.

In 2014, credit institutions reported a dramatic rise
in the negative revaluation of securities on the balance
sheet': from (—37) to (—433) billion rubles due to the neg-
ative dynamics of the securities market (the increase in
absolute terms was 396 billion rubles). For comparison:
during the crisis of 2008—2009 the maximum net neg-
ative revaluation was registered on 1 March 2009 and
amounted to (—191) billion rubles, it should be noted
that the securities portfolio at that date was 3.7-fold
smaller than as of 1 January 2015.

Given the liquidity situation in the banking sector, the
possibility of using securities as collateral for the Bank
of Russia refinancing operations is an important factor
for credit institutions. As in 2013, that was a driver for
bank growing portfolios of debt instruments: their vol-
ume increased in 2014 by 24.2% (in 2013 — by 17.1%)
to 7.7 trillion rubles, and more than a half of them were
transferred without derecognition, which means their
temporary assignment under a REPO transaction. The
portfolio of interest in subsidiaries and dependent joint-
stock companies in 2014 increased 2.3-fold, to 1.4 tril-
lion rubles.

Investments in equity securities decreased in the
reporting period by 38.2% (in 2013 — by 0.2%) to 489
billion rubles, and their share in late 2014 amounted
to 5.0% of the securities portfolio (against 10.1% as of
1 January 2014).

' The difference between balances on balance sheet accounts to record positive and negative revaluation of securities.
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Lending to small and medium-sized enterprises

In 2014, in contrast to higher growth rate of the portfolio of loans to non-financial organisations as com-
pared to the year 2013, bank lending to small and medium-sized enterprises (hereinafter, SMEs) generally
declined by 0.9% to 5.1 trillion rubles as of 1 January 2015 (over the previous year this figure increased by
14.8%). The quality of the portfolio slightly deteriorated. As of 1 January 2015, the overdue debt stood at
7.7% of the SME loan portfolio (compared to 7.1% as of 1 January 2014), that is higher than the overdue
debt on the total portfolio of corporate loans.

According to the Bank of Russia surveys of bank lending terms for small and medium-sized enterprises,
in 2014 Q3 SMEs’ demand for new loans declined. Banks recorded a decrease in SMEs’ demand for new
loans for three successive quarters, which is a result of the deteriorating financial situation of this category
of borrowers amid a general slowdown of production and increasing economic uncertainty. According to the
statements, the average monthly volume of short-term (up to one year) loans (including extended loans) is-
sued to SMEs remained unchanged in 2014 Q3 as compared to Q2, while the volume of loans with maturities
of over one year decreased by 12%.

In the sector of lending to small and medium-sized enterprises, 55% of respondent banks reported a
deterioration and 4% of banks — an improvement in lending terms in 2014 Q3. The availability of loans
to SMEs decreased more than expected due to the lower economic growth and deterioration of borrowers’
financial standing in many sectors of the economy. Broken down by industry, the group of the most vulnera-
ble companies included car dealers, freight forwarders, trading companies, and importers of food products.

In 2014 Q8, 60% of banks reported a rise in the interest rates on loans to SMEs. According to the
banks’ statements, the average rate on ruble loans with maturities of over one year issued to this category of
borrowers increased compared to the previous quarter by 0.6 percentage points and on loans with maturities
of up to one year — by 0.3 percentage points. According to the available information, in Q4 the growth of rates
accelerated.

Banks participating in the survey tightened their requirements to financial standing of borrowers —
small and medium-sized enterprises and their collateral (reported by 34% of banks). Only single banks eased
their requirements, others left them unchanged. In particular, due to the legislative extension of the grounds
for the termination of pledge, banks tightened their collateral requirements for loans to SMEs for the purchase
of real estate. For small and medium-sized companies requirements to the debt burden were increased.

In Q3, a reduction in the range of loan products for SMEs was reported by 21%, twice as many banks
as in the previous quarter. However, some banks reported the introduction of loan restructuring programmes
to prevent the accumulation of overdue debt by borrowers with poor financial standing. Some banks raised
additional fees, and reduced the maximum amount and maturity of loans for SMEs. The tightening of non-
price lending terms for this category of borrowers reflects a decline in banks’ risk appetite under conditions
of higher probability of default in the SME segment.

A significant role in the development of SME lending belongs to MSP-Bank. The weighted average interest
rate on loans offered by partner banks of MSP-Bank was 12.7% p.a. in 2014. The outstanding debt of small
and medium-sized enterprises to 129 banks under the current support agreement (i.e. SME lending by partner
banks of MSP-Bank out of funds of the MSP-Bank) amounted to 77.4 billion rubles as of 1 January 2015.

In the reporting year, banks’ investments in prom-
issory notes continued to decline; in 2014 they de-
creased by 20.5% to 218 billion rubles (in 2013 — by
31.3%). In this connection, the share of notes in the se-
curities portfolio fell from 3.5% to 2.2%. In the portfolio
of discounted promissory notes, the volume of Russian
bank notes accounted for 155 billion rubles, or 71.1%
of the portfolio. The share of discounted promissory

notes of other Russian entities rose over the year from
17.8% t0 27.3%.

The geopolitical situation impacted the dynamics
of interbank lending: its growth was ensured mainly
by operations in the domestic market. The volume of
claims on interbank loans increased in the reporting
year by 34.4% (in 2013 — by 21.3%) to 6.9 trillion ru-
bles, whereas their share in the banking sector assets
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In 2013, the tendency continued towards the re-
allocation of equity securities' in the portfolio: the
share of state-controlled banks in the total banks’
investments in equity securities decreased from
45.0% to 38.0%, whereas large private banks built
up their share in this portfolio from 47.8% to 57.9%.

remained unchanged at 8.9%. Loans placed with res-
ident banks rose by 80.9% in 2014, yet the share of
such loans in assets increased from 3.6% t0 4.9%. The
volume of loans placed with non-resident banks grew
by only 2.4% while their share in banking sector assets
contracted from 5.3% to 4.0%.

|.4. Financial Performance
of Credit Institutions

Financial performance of banking sector

In 2014, bank profits totalled 589 billion rubles (in
2013 — 994 billion rubles) (Chart 1.14).

In the reporting period, the share of profitable
credit institutions decreased from 90.5% to 84.9%,
while the share of loss-making credit institutions in-
creased from 9.5% to 15.1% (their number rose from
88 to 126). Losses of unprofitable credit institutions in
the reporting year amounted to 264 billion rubles (in
2013 — 19 billion rubles.) The bulk of losses referred
to banks, which were subject to bankruptcy prevention
measures: in 2014, these banks generated a loss of
193 billion rubles.

The distribution of certain groups of banks by their
contribution to the financial performance of the bank-
ing sector as a whole corresponds to their contribution
to the total assets: state-controlled banks contributed
the most — 72.5%; the share of large private banks de-
creased from 21.1% to 3.8% due to a significant (2.6-
fold) increase in loss provisions and losses from securi-
ties transactions.

In 2014, credit institutions’ return on assets amount-
ed to 0.9%, return on equity — 7.9% (in 2013 — 1.9%
and 15.2% respectively). During the year, the return on
assets increased in 391 banks, or 46.9% of the total

Chart 1.14. Banking sector financial performance
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Capital Profit Return-on-assets Return
multiplier margin ratio on equity
(financial
leverage)
Financial Gross Financial
Assets™ result net income** result
X X =
Equity* Gross Assets™ Equity*
net income**
2013 8.0085 0.3005 0.0631 0.1519
2014 8.4280 0.1469 0.0638 0.0790

* Average for the period.

** Gross net income is a sum of net interest income, net income from securities trading and revaluation, net income from foreign exchange transactions,
including revaluation, net commission income and other net income (before loss provisions net of recovered ones and the maintenance costs of a credit

institution are deducted).

Table 1.8. Profitability ratios by group of banks

Return on assets, % Return on equity,%
2013 2014 2013 2014
State-controlled banks 2.0 1.2 17.2 10.2
Foreign-controlled banks 2.2 1.6 151 1141
Large private banks 1.6 0.1 12.9 1.2
:?gai!:nd medium-sized banks based in the Moscow 19 11 102 6.2
Small and medium-sized regional banks 1.6 1.6 10.2 9.6

number of credit institutions; 379 banks, or 45.4% im-
proved their return on equity.

Analysis of factors triggering reduction in return on
equity proved that resulted from a decrease in the profit
margin in 2014.

In 2014, the profitability decreased in all groups of
banks, but most significantly — in large private banks
(Table 1.8).

Bank financial performance structure

The drop of profit in 2014 was mainly driven by the
creation of additional loss provisions. The structure of
financial performance drivers in the reporting period is
shown in Chart 1.15.

Net interest income remained the most consider-
able item in financial result formation for all groups of
banks; its share of the structure of profit drivers was
60.8% (in 2013 — 67.3%). The net interest income
went up in 2014 by 308 billion rubles or by 13.8%
(in 2013 — by 21.6%). The growth of this indicator in
the reporting year was determined primarily by an in-
crease in net interest income from transactions with
households (48.6% of net interest income drivers) and
transactions with entities other than credit institutions
(37.3%). Net interest income from interbank lending
operations declined.

Net commission income was considerable as well:
in 2014, it increased by 71 billion rubles or by 10.8% (in
2013 — by 15.7%). The share of net commission income
in the structure of profit drivers decreased from 19.8%
to 17.4%.

Small and medium-sized regional banks accounted
for the highest share of net commission income (26.6%)
in the structure of profit drivers. For other groups of
banks this indicator ranged between 15-20%.

Due to the negative revaluation of securities record-
ed in the statement of financial performance and net
losses from transactions with these instruments in 2014,
all groups of banks generated net loss from securities
trading in the amount of 155 billion rubles. Its share in
the structure of profit reducing factors was 4.3% (0.2%
in 2013). The largest share of net loss from operations
with securities in the structure of profit reducing factors
was reported by large private banks.

The share of net income from foreign exchange
transactions (primarily from revaluation) in the structure
of profit drivers of the banking sector increased threefold
over the year: from 3.4% to 10.3%.

The share of income from foreign exchange transac-
tions in the financial result formation increased the most
in state-controlled banks (from 0.5% to 8.1%) and in for-
eign-controlled banks (from 9.7% to 18.6%).
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In 2014, the share of net other income in the struc-
ture of bank profit drivers increased significantly from
9.6% to 11.4%; this was mainly propelled by higher vol-
ume of financial derivative transactions. The share of
net other income rose most significantly over the report-
ing period in large private banks — from 10.0% to 17.9%.
In state-controlled banks, foreign-controlled banks, and
small and medium-sized regional banks the share of
these profits in the structure of profit drivers decreased.

The maintenance costs of credit institutions in-
creased by 12.6% in 2014, which was more than three-
fold less than the growth of bank business (assets). The

ratio of maintenance costs of credit institutions to total
net income' declined over the year both in the banking
sector (from 51.3% to 45.9%) and in most groups of
banks. Only in small and medium-sized regional banks
it went up from 64.4% to 65.1% — which is the highest
value of this indicator among groups of banks.

The value of net loss provision (net of recovered
ones) increased almost 2.5-fold in 2014, by 892 billion
rubles, having amounted to 42.1% in the structure of
profit reducing factors as against 26.5% in 2013.

Loan loss provisions increased in all groups of
banks, except for small and medium-sized regional

Chart 1.15. Banking sector profit drivers
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banks. The share of provisions in the structure of prof-
it reducing factors rose most significantly in large pri-
vate banks (from 29.3% to 47.5%) and state-controlled
banks (from 24.7% to 42.4%). Small and medium-sized
regional banks registered reduction both in the value of
provisions (net of recovered ones) from 17 to 15 billion
rubles, and in their share in the structure of profit reduc-
ing factors from 20.0% to 19.4%. Meanwhile, if we ex-
clude credit institutions with revoked licences from the
calculation, the value of additionally formed net provi-
sions for the group of small and medium-sized regional
banks exceeded 1 billion rubles, or 9.0% of the value of
created provisions (net of recovered ones) as of 1 Jan-
uary 2015.

In 2014, income taxes amounted to 75 billion ru-
bles. Starting 1 April 2014, when calculating bank in-
come tax, its value is adjusted for deferred income tax
(deferred tax assets/deferred tax liabilities). According
to the statement of financial performance, as of 1 Jan-
uary 2015, such adjustment resulted in the overall re-
duction of the income tax in the banking sector in the
amount of 107 billion rubles, increase in the income
tax — 24 billion rubles. As a result, net effect of de-
ferred tax assets and liabilities on net tax expenses of
the banking sector equalled 83 billion rubles. Should
these adjustments not be applied, the aggregate in-
come tax in 2014 would have amounted to 158 billion
rubles.
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II.1. Credit Risk

Il.1.1. Loan Portfolio Quality

During 2014, the share of overdue loans in the total
value of extended loans increased from 3.5% to 3.8%,
primarily due to the higher share of overdue loans to
households. While loans and other placed funds grew
by 28.2%, overdue loans increased by 41.5% to 2 tril-
lion rubles as of 1 January 2015.

In 2014, the share of overdue loans in the total val-
ue of extended loans increased in loan portfolios of all
groups of banks. Large private banks as well as medium
and small-sized regional banks had the largest shares
of overdue loans (4.6%) and (4.5%) respectively.

As of late 2014, 109 credit institutions had no over-
due loans, of which 37 were not involved in lending
(mostly non-bank credit institutions). In most credit in-
stitutions which had overdue loans, their share did not
exceed 4.0% of their portfolios, while the number of
such institutions reduced in 2014 from 540 to 436, and

their share in the banking sector assets decreased from
75.5% t0 68.8%. In 85 credit institutions, accounting for
7.4% of the banking sector assets, the share of over-
due loans exceeded 10% (Chart 2.1).

The credit risk exposure of Russian banks was large-
ly determined by the quality of corporate loan portfolios.
Those accounted for 57% of total loans issued as of 1
January 2015. During the reporting period overdue debt
from corporate loans increased by 33.9% while the val-
ue of loans issued rose by 31.3%; the share of overdue
loans remained practically unchanged over the year and
made 4.2%. For ruble-denominated loans, this figure in-
crease from 4.9% as of 1 January 2014 to 5.4% as of
1 January 2015, and for loans denominated in foreign
currency, it went down from 1.9% to 1.7% respectively.

With regard to the business areas of borrowers, con-
struction, agriculture, hunting and forestry sector, whole-
sale and retail trade, and manufacturing accounted for
the largest share of overdue loans in 2014 (Chart 2.2).

The value of restructured large corporate loans' in-
creased by 44.1% to 2.8 trillion rubles over the year

Chart 2.1. Credit institutions by share of overdue loans in their loan portfolios
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' According to Form 0409117 ‘Large Loan Data’ reports filed by credit institutions with data on a reporter’s 30 largest loans extended to legal
entities other than credit institutions, including individual unincorporated entrepreneurs.
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Chart 2.2. Overdue loans as % of bank loan portfolios by borrower activity as of 1 January 2015
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* Wholesale and retail trade, and repairs of cars, motorcycles, household appliances and personal goods.

(restructured loans accounted for 26.2% of the total
large loan portfolio as of late 2014). Loans restructured
through extending the principal repayment period (roll-
over loans) accounted for 60.4% of total restructured
loans as of 1 January 2015 (64.4% as of 1 January
2014). The share of restructured loans overdue for
more than 90 days increased from 2.9% to 3.5% of to-
tal restructured large loans during the reporting year.

A considerably slower growth of the retail portfolio,
together with a high growth rate of overdue household
loans (51.6% in 2014 against 40.7% in 2013) result-
ed in on increase in the share of overdue loans in that
portfolio from 4.4% t0 5.9% in 2014. The share of over-
due ruble loans to households grew from 4.2% as of 1
January 2014 to 5.6% as of 1 January 2015, and the
share of overdue loans denominated in foreign curren-
cy — from 14.0% to 15.04% respectively. In absolute
terms, overdue household loans totalled 668 billion ru-
bles as of 1 January 2015, whereas for the corporate
loan portfolio overdue household loans totalled 1,251
billion rubles (Chart 2.3).

The quality of bank loan portfolios in 2014 was con-
firmed by prudential reporting. As of 1 January 2015,
the share of Quality Category | and Quality Category

Il loans stood at 86.4% (87.1% as of early 2014). The
share of Quality Category IV and Quality Category V
loans (so-called ‘bad’ loans) grew from 6.0% to 6.7%
over the year (see Chart 2.4).

In 2014, standard loans (Quality Category 1) ac-
counted for more than a half of the portfolios in 118
banks, and the share of these banks in the banking
sector total assets equalled 53.1% (171 banks and
26.7% respectively, as of 1 January 2014).

The share of Quality Category IV and Quality Cat-
egory V loans to legal entities (other than credit institu-
tions) grew from 6.5% to 7.2% in 2014, while the share
of household loans in those categories rose from 7.5%
t0 9.9% (Chart 2.5).

As of 1 January 2015, the share of ‘bad’ loans in
the cumulative portfolios of various groups of credit in-
stitutions ranged from 5.4% for state-controlled banks
to 9.7% for small and medium-sized banks based in
Moscow and the Moscow Region.

Credit institutions undergoing bankruptcy preven-
tion measures as of 1 January 2015 showed ratios
different from the banking sector averages. As of 1
January 2015, the share of ‘bad’ loans in these 15
banks reached 20.0%, the share of overdue loans to
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Chart 2.3. Overdue debt in banks' loan portfolios
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Risks on household loans grouped into homogeneous loan portfolios
Effective Bank of Russia regulations provide for creating portfolio-based provisions by credit institutions.
As of 1 January 2015, 94.0% of household loans (borrowings) and other claims were grouped into homoge-

nous loan portfolios (93.8% as of 1 January 2014).

Annual growth rates of the most risky segment — unsecured consumer loans' — fell during the year more
than threefold: from 31.3% to 8.9%. As of late 2014, the value of unsecured consumer loans reached 6.4

trillion rubles.

The share of loans overdue for more than 90 days in the total value of household loans grouped into
homogeneous loan portfolios, increased from 5.8% to 7.9%, including overdue unsecured consumer loans
which rose from 8.0% to 11.9%. At the same time, the share of overdue car loans increased only from 4.9%
to 6.6%, while the share of overdue mortgage loans stood unchanged at 1.2%.

Ten banks specialising in consumer lending typically have a larger share of bad loans in their portfolios of
unsecured consumer loans: the average for that group totalled 21.7% as of 1 January 2015.

non-financial organisations amounted to 23.8%, and
the share of overdue loans to households — 8.8%.
Excluding banks undergoing bankruptcy prevention
measures, the share of overdue loans to non-finan-
cial organisations would have equalled 3.4% as of
1 January 2015, the share of overdue loans to house-
holds — 5.8%, and the share of ‘bad’ loans in total
loans — 6.0%.

In 2014, credit institutions maintained their loan loss
provisions at a level that almost completely covered

Quality Category IV and Quality Category V loans?
(96.7% as of 01 January 2015, 99.0% as of 01 Jan-
uary 2014). As of 01 January 2015, the formed loan
loss provisions amounted to 6.5% of the total outstand-
ing loans (with reserves for ‘bad’ loans accounting for
71.7% of the total value); the previous year, these fig-
ures equalled 5.9 and 71.1% respectively.

Loan loss provisions for ‘bad’ corporate loans de-
clined from 67.4% to 67.2% and provisions for house-
hold loans increased from 78.7% to 80.8% (Chart 2.6).

' Other consumer loans are used in the reporting Form 0409115 ‘Information on the Quality of Bank Assets’ (Section 3. Data on the Portfolios

of Homogenous Claims and Loans Issued to Individuals).

2 Collateral and the value of estimated provisions for problem loans are taken into account when provisions for Quality Category IV loans
are created; they range from 51% to 100% of the principal debt depending on the loan impairment. Collateral and the value of estimated
provisions are taken into account when provisions for Quality Category V loans are created; they amount to 100% of the principal debt.
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Chart 2.4. Quality of the banking sector loan portfolio, %
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Chart 2.5. Share of ‘bad’ loans in the total loan value, %
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Chart 2.6. Loan loss provisions for ‘bad’ loans as % of total value of these loans
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11.1.2. Credit Risk Concentration.
Shareholder and Insider Credit Risks

In 2014, the large loan exposure' of the banking
sector grew by 34.9% to 19.5 trillion rubles. The share
of large loans in the banking sector assets remained
unchanged over the year and stood at 25.1%.

During the reporting year, 122 credit institutions
violated the required maximum exposure per borrow-
er or group of related borrowers (N6) ratio (69 credit
institutions in 2013), and 14 credit institutions violated
the required large credit exposure (N7) ratio (6 credit
institutions in 2013).

As of 1 January 2015, the maximum value of loans,
guarantees and sureties provided by a credit institution
(banking group) to its members (shareholders) (N9.1)
ratio was calculated by 306 credit institutions, or 36.7%
of the total operating credit institutions (338 credit insti-
tutions, or 36.6% as of 1 January 2014). The ratio was
breached by six credit institutions (three credit institu-
tions in 2013). There were a total of 84 violations as
compared with 144 violations a year earlier. 16 cred-
it institutions (nine credit institutions in 2013) failed to
meet the total insider risk (N10.1) ratio requirements.

11.1.3. Financial Standing of Enterprises

The financial standing of non-financial enterprises?
over the first nine months of 2014 was generally eval-
uated as satisfactory, although it deteriorated year-on-
year due to a less favourable economic environment
and business climate in the reporting year.

Factors supporting satisfactory financial standing of
non-financial enterprises were the continuing high level
of self-financing, low debt burden, sufficient investment
resources, and satisfactory level of secured liabilities,
solvency and profitability.

Improvement of the financial standing of enter-
prises was hampered by the following factors: de-
crease in profit before tax and net profit (despite the
increase in revenues and profits from sales), slower
asset growth, increase in the share of companies
with a high debt burden and enterprises experienc-
ing investment resource deficit, growing number and
increasing share of enterprises that have lost their
capital.

Chart 2.7. Distribution of aggregates
by assets of enterprises, %
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Over the first nine months of 2014, assets of enter-
prises increased by 7.9% to 55.0 trillion rubles as of the
end of the period. Asset growth was markedly lower
year-on-year. The share of enterprises whose assets
have contracted remains significant — 18.5%.

As of 30 September 2014, the self-financing of en-
terprises decreased slightly compared to 30 September
2013, but remained relatively high.

Low debt burden (less than one ruble of liabilities
per one ruble of capital) was typical of 35.4% of enter-
prises as of 30 September 2014. As the share of enter-
prises with low debt burden shrank, the share of enter-
prises with moderate (from one to two rubles) and high

"In compliance with Article 65 of Federal Law No. 86-FZ, dated 10 July 2002, ‘On the Central Bank of the Russian Federation (Bank
of Russia)’, when an amount of loans, guarantees and sureties are associated with one customer and total over 5% of bank’s capital,

they constitute a large credit exposure.

2 The analysis covered information on 326 enterprises with assets of more than 10 billion rubles as of 30 September 2014 (hereinafter,
the enterprises). This group of enterprises includes enterprises of all major economic sectors from 64 Russian regions.
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debt burden increased. The share of enterprises with a
debt burden of more than five rubles per one ruble of
capital increased the most.

The number of enterprises that have lost their capi-
tal increased both in absolute (from 9 to 15 enterprises)
and in relative terms (from 2.8% to 4.6%) as compared
to 30 September 2013. The excess of liabilities over
assets of these enterprises increased almost 1.5-fold.
The share of debt on bank loans in the total liabilities of
enterprises that had lost their capital increased 2.3-fold
reaching 23.6%.

In January — September 2014, 95.1% of enter-
prises used borrowed funds to finance their activ-
ities. The total debt on borrowed funds increased
by 11.8% over the first nine months of 2014 and as
of 30 September 2014 amounted to 14.8 trillion ru-
bles, of which 10.5 trillion rubles (71.2%) was long-
term debt' on borrowings. Net debt (borrowings less
cash) increased from the beginning of the reporting
period by 12.6% to 13.2 trillion rubles as of 30 Sep-
tember 2014. However, the share of borrowings in
the liabilities of enterprises decreased from 63.5%
as of 30 September 2013 to 61.3% as of 30 Sep-
tember 2014 as a result of a faster growth in ac-
counts payable.

As much as 52.6% of enterprises had debts on
bank loans. The importance of bank loans for the
formation of liabilities decreased significantly com-
pared to the level observed as of 30 September 2013.
Nevertheless, the share of bank loans in borrowings
and liabilities remain substantial — 47.4 and 31.4% re-
spectively.

The sales dynamics was positive, with 10.2% higher
sales for the first nine months of 2014 year-on-year. In
production activities of the considered enterprises the
availability of orders in 2014 Q3 increased slightly and
amounted to 12.9 months year-on-year. The capacity
utilisation rose and amounted to 74.8% in 2014 Q8.

The investment activity of enterprises was moder-
ate: over the first nine months of 2014, fixed assets in-
creased by 2.1%, long-term investments — by 12.4%.
Most enterprises — 68.7% of the total — carried out
their investment activities amid sufficient investment
resources.

However, in general enterprises registered lower
investment resource deficit both in absolute (11.4%)
and relative terms (from 10.7% to 6.9% with regard to
investment assets) compared with the figure for the first
nine months of 2013.

Irrespective of the financial performance, 51.8% of
enterprises registered an increase in the value of funds
resulting from the excess of cash receipts over their use
over the first nine months of 2014. The share of enter-
prises experiencing cash deficit rose to 48.2% year-on-
year, while the relative value of the deficit declined.

Despite higher revenue and sales profit, enterpris-
es’ profit before tax reduced by 9.2% year-on-year
due to the growth in other expenses and amounted to
2.3 trillion rubles. Net profit fell by 12.6% to 1.8 trillion
rubles year-on-year.

Over the first nine months of 2014, 72.1% of en-
terprises were profitable. The profitability decreased
slightly (to 5.6%?2). However, the number of loss-mak-
ing enterprises generally declined.

Table 2.1. Certain indicators of enterprises holding bank loans

Financial standing category Total* Good Satisfactory Bad
Share of bank loans in borrowed funds, %
first nine months of 2014 47.4 31.6 64.9 55.9
2013 67.3 64.5 77.2 56.9
first nine months of 2013 59.4 57.4 62.7 59.4
Share of bank loans in liabilities, %
first nine months of 2014 314 21.8 42.7 31.7
2013 43.7 43.2 48.4 313
first nine months of 2013 39.1 40.1 39.3 33.6

* The table shows the distribution of enterprises that provided a financial questionnaire and indicated the existence of debts on bank loans.

' Long-term debt is liabilities maturing in more than 12 months from the balance sheet date; short-term debt is liabilities maturing in less

than 12 months from the balance sheet date.
2 The indicator has been calculated for profitable enterprises.
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Table 2.2. Production activity of enterprises, %

Financial standing category Total Good Satisfactory Bad
Sales dynamics, %
first nine months of 2014 110.2 107.4 1141 108.9
2013 108.4 111.8 101.7 101.6
first nine months of 2013 107.0 105.5 109.7 105.8
Production capacity utilisation, %
2014 Q3 74.8 80.8 72.9 70.8
2013, average for the quarter 75.7 81.6 73.4 714
2013 Q3 743 79.1 71.0 70.7
Order availability in production, months
2014 Q3 12.9 10.5 134 13.3
2013, average for the quarter 12.0 10.7 141 9.5
2013 Q3 12.2 11.8 15.5 9.0

[1.2. Market Risk

11.2.1. General Characteristics
of Market Risk

In 2014, the assessment of the market risk in the
banking sector' for the capital adequacy calculation
decreased by 11.8% to 2,735 billion rubles as of 1 Jan-
uary 2015.

During 2014, the number of credit institutions calcu-
lating their exposure to market risk declined from 655
to 598, while their share in the banking sector assets
grew? slightly from 97.5% to 97.8%. In 2014, the share
of market risk in the total value of the banking sector
risks® contracted from 5.9% as of 1 January 2014 to
4.3% as of 1 January 2015 (Chart 2.9). The ratio of
market risk to the capital of banks that calculated mar-
ket risk decreased by 9.6 percentage points to 36.0%
as of 1 January 2015.

Interest rate risk accounted for the largest share
of the total market risk (79.5% as of 1 January 2015
against 82.9% as of 1 January 2014). The share of
stock market risk in the market risk structure increased
over 2014 from 7.3% to 10.3%. The share of foreign ex-
change risk increased over 2014 from 9.8% to 10.2%.

Over 2014, the share of foreign exchange compo-
nent of banking sector assets and liabilities rose from
22.1% to 30.0% for assets and from 21.2% to 29.0% for
liabilities of credit institutions (Chart 2.10). Foreign ex-
change assets in US dollar terms grew by 6.7% in 2014
(liabilities increased by 7.4%), while ruble-denominated
assets increased by 21.6% (liabilities went up by 21.9%).

In the reporting year, total foreign currency denomi-
nated balance sheet and off-balance sheet* assets and

Chart 2.9. Market risk and its share
of banking sector total risk

7
6.6
\ 3101
3000 59 6
5
= 2,735 ©
2 2,647
£2,600 5
oo
2378
2,200 J . . 4
1.01.12 1.01.13 1.01.14 1.01.15

I Market risk
Market risk as a share of total risk (right-hand scale)

" Market risk is calculated in accordance with Bank of Russia Regulation No. 387-P, dated 28 September 2012, ‘On the Procedure for Cal-

culating Market Risk by Credit Institutions’.
2 Due to a change in the composition of banks.

3 Risk-weighted assets used to calculate the capital adequacy ratio of the banking sector, in accordance with Bank of Russia Instruction

No. 139-l, dated 3 December 2012, ‘On Banks’ Required Ratios’.
4 Under Section D of the Bank Chart of Accounts.
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1.2.2. Assessment of Banking
Sector Vulnerability to Interest
Rate Risk

Banking sector vulnerability to interest rate risk was
assessed in terms of the total debt securities trading
portfolio®. It was assumed that given an upward shift in
the yield curve of debt instruments which banks held

liabilities increased (Table 2.3). The total difference be-
tween foreign currency assets and liabilities on balance
sheet and off-balance sheet operations increased from
466 billion rubles as of 1 January 2014 to 1,275 billion
rubles as of 1 January 2015.

Futures positions' — short position in US dollars and
long position in euros — increased in 2014 (Table 2.4).

Chart 2.10. FX assets and liabilities in banking sector total assets and liabilities
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Table 2.3. FX assets and liabilities of the banking sector in balance sheet and off-balance sheet position

1 January 2014 1 January 2015 Growth in 2014
b""ggﬁa?; = billions of rubles b""ggﬁa?; = billions of rubles b""gglsla?; = billions of rubles
Balance sheet positions
Assets 388.1 12,703 414.0 23,292 25.9 10,588
Liabilities 372.3 12,185 400.0 22,503 21.7 10,317
Net balance sheet position 15.8 518 14.0 789 -1.8 271
Off-balance sheet positions
Assets 214.2 7,011 322.2 18,124 107.9 11,113
Liabilities 215.8 7,063 313.5 17,638 97.7 10,575
Net off-balance sheet position -1.6 -52 8.6 486 10.2 538

" For all credit institutions that present Form 0409634, ‘Statement on Open Currency Positions’, in ruble terms, at the Bank of Russia

official rate for the respective dates.
2 Hereinafter, trading portfolio means investments in debt and equity securities at fair value and held for sale.
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Table 2.4. Net FX forward position

Forei Net FX forward Ruble equivalent of net FX forward position,
oreign currency " o . -
position, billions of currency units billions of rubles
US dollar -13.8 -451
1 January 2014
Euro 3.0 135
US dollar -19.0 -1,070
1 January 2015
Euro 5.1 348

Table 2.5. Characteristics of banks sampled for analysis
of vulnerability to interest rate risk

Table 2.6. Characteristics of banks analysed for sensitivity
to stock market risk

Number of banks Share of banking ~ Share of banking Number of banks ~Share of banking Share of banking

inthe sample  sector assets, % sector capital, % inthe sample  sector assets, %  sector capital, %

1 January 2014 463 95.4 93.6 1 January 2014 418 92.0 89.4
1 January 2015 393 95.5 92.2 1 January 2015 335 90.4 88.9

in their portfolios’, the debt securities trading portfolio
would depreciate in value.

Considerable decline in duration of corporate bond
portfolios in 2014 resulted in reduction in the assess-
ment of potential impact of the interest rate on the val-
ue of bank investments in corporate debt securities. As
a result, the sensitivity of credit institutions, calculating
their exposure to the interest rate risk in 2014 decreased:
as of early 2015, potential losses of these banks could
reach 6.3% of capital (14.2% as of 1 January 2014).

11.2.3. Assessment of Banking Sector
Vulnerability to Stock Market Risk

The assessment of Russian banking sector vulnera-
bility to stock market risk is defined as potential negative
consequences of a fall in stock indices. As an initial factor,
a 50% drop in stock indices was considered (Table 2.6).

Generally as of early 2015, potential losses of credit
institutions investing in equity securities would have ac-
counted for 3.5% of capital in the event of a 50% drop
in stock market indices (6.3% as of 1 January 2014).
In 2014, amid higher geopolitical and economic ten-
sion and, consequently, changes in investor sentiment,
some risks associated with negative stock market dy-
namics already materialised.

1.2.4. Assessment of Banking Sector
Vulnerability to Foreign Exchange Risk

For the analysis of banking sector vulnerability to
foreign exchange risk, a 20% reduction in the nomi-
nal exchange rate of the ruble against the US dollar
and the euro was picked as a source event. To de-
termine the impact of foreign exchange risk on the
financial standing of the banking sector, statements
filed by credit institutions that calculated their foreign
exchange risk and held short open positions in US dol-
lars and euros were analysed. In 2014, the number of
banks with short currency position in at least one of
the two currencies decreased, but their significance in
the assets and capital of the banking sector increased
(Table 2.7).

According to the analysis, should the scenario ma-
terialise the loss as of 1 January 2015 would have been
0.5% of the capital (0.7% a year earlier) in the whole
sample of banks considered. Thus, the banking sector
vulnerability to the ruble depreciation by 20% against
the US dollar and the euro during the year has de-
creased slightly which can be interpreted primarily as
a result of the materialisation of the exchange rate risk
in late 2014.

Table 2.7. Characteristics of banks analysed for their sensitivity to foreign exchange risk (potential ruble depreciation)

Number of banks

1 January 2014 1 January 2015 1 January 2014 1 January 2015 1 January 2014 1 January 2015

Share of banking
sector assets, %

Share of banking
sector capital, %

Credit institutions with short positions in US

dollars and (or) in euros 245

214

61.4 67.7 60.3 65.0

' Potential (stress) increase in the yields of federal government debt obligations by 350 basis points, and of Russian corporate bonds by

1,000 basis points.
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11.3. Liquidity Risk

1.3.1. General Characteristics
of Liquidity Risk

The ratio of the average values of the most lig-
uid assets’ to the average value of total assets of
the banking sector increased from 7.6% in 2013 to
7.7% in 2014. Funds in deposit and correspondent
accounts with the Bank of Russia accounted for more
than 30% of the most liquid assets. The amount of
these funds traditionally grows at the beginning of the
year (Chart 2.11).

In the second half of 2014, as geopolitical tensions
persisted and the Russian economy slowed the situa-
tion with the banking sector liquidity tended to aggra-
vate. This trend was especially clear in October—De-
cember of the reporting year amid unstable exchange
rate dynamics and depreciation expectations. But al-
ready late in December 2014, when the Government of
the Russian Federation and the Bank of Russia took a
number of important measures (increase in the Bank of
Russia key rate, increase in the maximum compensa-

tion under the Deposit Insurance System, and provision
of FX liquidity to banks) the liquidity of banks started to
normalise.

11.3.2. Compliance with Required
Liquidity Ratios

Due to the outpacing growth of highly liquid as-
sets against short-term liabilities of credit institutions,
the average value of the instant liquidity (N2) ratio of
the banking sector declined from 63.2% to 58.3% in
2014 year-on-year (the standard level equals 15.0%).
The average annual actual current liquidity (N3) ra-
tio decreased from 84.8% in 2013 to 77.3% in 2014
(Chart 2.12), which is also substantially above the min-
imum permissible ratio of 50%.

The long-term liquidity ratio grew from 85.5% in
2013 to 91.2% in 2014. The average annual value of
long-term (over one year) loans in 2014 increased by
27.2% year-on-year, while the average value of liabili-
ties of the banking sector with maturities of more than
one year increased by 21.6%, and the average capital
growth rate was 14.0%?2. The current dynamics allows
financial institutions to maintain a sufficiently balanced

Chart 2.11. Balances of bank correspondent and deposit accounts with the Bank of Russia*
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*According to bank balance sheets.

' Cash, precious metals, correspondent account balances, and balances in correspondent and deposit accounts with the Bank of Russia.
2 The analysis is based on the components of the long-term liquidity (N4) ratio, including chronological averages for long-term loans,

with the Bank of Russia as % of banking sector total
assets (right-hand scale)

banking sector liabilities with maturities of over one year, and capital, in accordance with Bank of Russia Instruction No. 139-I.
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Chart 2.12. Banking sector liquidity ratios
(annual chronological averages), %
100

91.2
90

85.5
84.8
81.9 835

80 773

70
63.2

60 }—59.0 58.3 —

50

2012 2013 2014

Bl nstant liquidity
Bl Current liquidity
Long-term liquidity

structure of long-term assets and liabilities, and taking
into account the maximum value of long-term liquidity
(120%), credit institutions have the opportunity to build
up a long-term credit to the economy.

During 2014, only single credit institutions failed to
comply with required liquidity ratios. As of 1 January
2015, out of credit institutions operating in 2014 ten
banks breached the instant liquidity (N2) ratio on cer-
tain dates (7 credit institutions in 2013) and 14 cred-
it institutions violated the current liquidity (N3) ratio
(15 credit institutions in 2013). In 2014, there were
7 cases of breaching the long-term liquidity ratio (N4),
in 2013 — 2 cases.

11.3.3. Structure of Bank Assets
and Liabilities by Maturity

The share of assets with maturity of over one year
in the total assets (assigned to Quality Category I') de-
creased from 39.5% to 39.0% in 2014. The share of
liabilities with maturity of over one year in the total lia-
bilities also declined from 24.7% to 24.3%.

The liquid coverage deficit rose? from 8.6% as of
1 January 2014 to 10.7% as of 1 January 2015.

11.3.4. Bank Dependence on Interbank
Market and Interest Rate Dynamics

In 2014, a general upward trend in the value of inter-
bank loans was accompanied by rather high volatility of
this indicator: the MIACR on overnight ruble loans ranged
between 4.9% and 28.3% p.a. After the interest rate leapt
in March 2014, its value remained within 6.8-9.0% p.a.
This indicator grew considerably in 2014 Q4: in Decem-
ber the MIACR rate reached 28.3% p.a. (Chart 2.13).

In the reporting year, the dependence of credit insti-
tutions on the interbank market increased slightly from
(=0.7%) as of 1 January 2014 to (—0.5%) as of 1 January
2015. The largest share of the banking sector total as-
sets (94.7% as of 1 January 2015) belonged to a group
of credit institutions with the IMDR no higher than 8%
(Chart 2.14).

11.3.5. Bank Debt to Non-Residents

By the end of 2014, the total debt of the Russian
banking sector to non-residents® amounted to 8.1 tril-
lion rubles, a 37.7% increase over the year (adjusted
for foreign currency revaluation — 12.2% decline). Rus-
sian bank claims to non-residents grew by 39.9% to
10.6 trillion rubles (adjusted for foreign currency reval-
uation — fell by 9.7%). Thus, the value of net claims to
non-residents* increased from 1.7 trillion rubles as of
1 January 2014 to 2.5 trillion rubles as of 1 January
2015 (unadjusted for foreign currency revaluation — re-
mained practically unchanged).

The analysis of banks ranked by the level of debt to
non-residents showed that the average ratio of funds
raised from non-residents to banking sector liabilities
stood at 10.6% as of 1 January 2015. That level was
exceeded by 136 credit institutions, 52 of which were
foreign-controlled banks (Chart 2.16).

As of 1 January 2015, 162 credit institutions raised
loans from non-resident banks. They accounted for
90.2% of the banking sector total assets (178 credit insti-
tutions accounting for 89.9% of the banking sector total
assets as of 1 January 2014). As of 1 January 2015, 177
credit institutions extended loans to non-resident banks,
with their share in the banking sector total assets equal-

" Pursuant to Bank of Russia Regulation No. 254-P, dated 26 March 2004, ‘On the Procedure for Making Loss Provisions by Credit
Institutions for Loans, Loan and Similar Debts’ and Bank of Russia Regulation No. 283-P, dated 20 March 2006, ‘On the Procedure for

Making Loan Loss Provisions by Credit Institutions’.

2 The liquid coverage deficit (LCD) is calculated as the ratio of the excess of demand liabilities and liabilities with maturities of up to
30 days over the value of (liquid) assets with similar maturities to the total value of these liabilities.
% Including correspondent accounts and other accounts of non-resident credit institutions, loans received, deposits, funds in the ac-

counts of other non-resident corporate entities and households.

“ The balance of debt to non-residents and funds deposited with them, including correspondent accounts with credit institutions, loans,

deposits and other fund placements.



BANKING SUPERVISION REPORT 39

11.3. Liquidity Risk IIl. BANKING SECTOR RISKS 2014

The interbank market dependence ratio (IMDR) of credit institutions is calculated as the percentage ratio of
the difference between interbank loans (deposits) raised and placed to funds raised (net of accrued interest).
The higher is the ratio, the more a credit institution is dependent on the interbank market. The methodology
for calculating the IMDR generally complies with the methodology for calculating the PL5 ratio established
by Bank of Russia Ordinance No. 2005-U, dated 30 April 2008, ‘On Assessing Banks’ Economic Situation’
(hereinafter, Bank of Russia Ordinance No. 2005-U), which defines the threshold values of the IMDR at 8%,
18% and 27%.

Chart 2.13. Ruble interbank credit rate (MIACR), % p.a.
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Chart 2.14. Credit institutions ranked in terms of interbank market dependence ratio
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Customer deposits to loans (coverage ratio)

The coverage ratio is calculated as the ratio of customer deposits to customer loans. Higher coverage ratio
indicates an improved balance between loans to customers and their funding sources for similar maturity. The
international practice applies the loan-to-deposit ratio for analytical purposes.

As of 1 January 2015, customer deposits', as the most stable source of a credit institution’s resource base,
covered 80.9% of loans issued? which was higher than the coverage ratio of 79.3% as of 1 January 2014
(Chart 2.15). The deposit growth (28.6%) exceeded the growth rate of loans to customers (25.9%).

The coverage ratio calculated by a medium and long-term component (maturity exceeding one year)® de-
creased slightly, from 62.6% as of 1 January 2014 to 58.1% as of 1 January 2015. The growth rate of loans
with maturities exceeding one year was lower than the growth rate of deposits with similar maturity (29.1%
against 20.0%).

Chart 2.15. Banking sector debt to borrowing ratio

45,000 83

36,000 — 81
) \/
s 27000 — I—— B
: .
S 18,000 +—— EEEE— SR L 177
=

9,000 +— - _ —— 75

0 - - 73
1.01.13 1.01.14 1.01.15

Customer deposits
Debt
=== (Coverage ratio (right-hand scale)

In 2014, the number of credit institutions with coverage ratios below the banking sector average went
down. As of 1 January 2015, 149 credit institutions had a coverage ratio that was half of the banking sector
average. They accounted for 2.8% of the banking sector total assets. For comparison: as of 1 January 2014,
178 credit institutions had a coverage ratio that was half of the banking sector average, their share in total
assets equalled 3.0%. As of 1 January 2015, coverage ratios that were a quarter or less of the banking sector
average were registered in 90 credit institutions, which accounted for a 1.9% share of total assets (104 credit
institutions with a 1.4% share as of 1 January 2014).

ling 90.1% (204 credit institutions accounting for 90.3% Interbank transactions with non-residents were con-
of the banking sector total assets as of 1 January 2014).  centrated in Russia’s largest credit institutions as usual-

On all of the reporting dates in 2014, Russian banks  ly. One half of interbank loans raised from abroad were
were net lenders in the interbank lending market. obtained by four credit institutions, three of which were

' Customer deposits include those taken by credit institutions from households corporates (other than resident banks and financial in-
stitutions), as well as other funds raised from resident and non-resident creditors, excluding current and settlement account balances.
2 Debts include loans extended by credit institutions to households corporates (other than resident banks and financial institutions), as

well as other funds extended to resident and non-resident debtors.
8 Calculated as the ratio of customer deposits with maturities over one year to extended loans with the same maturity. Higher ratio shows
an improved balance between medium- and long-term loans and their funding sources with similar maturity.
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Chart 2.16. Banking sector debt to non-residents as of 1 January 2015
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among Russia’s top 20 banks in terms of assets. Two
credit institutions were responsible for granting half of
the total value of interbank loans to non-residents; these
three ranked among the top 20 largest in terms of assets.

I1.4. Capital Adequacy

On the impact of some regulatory

developments on the capital value

and adequacy

Starting 2014, credit institutions apply Bank of Rus-
sia Regulation No. 395-P, dated 28 December 2012,
‘On the Methodology for Measuring Bank Capital (Ba-
sel lll)’ (hereinafter, Bank of Russia Regulation No.
395-P) to calculate their capital adequacy for regulatory
purposes. For this reason, starting with statements as
of 1 February 2014, the previously employed N1 cap-
ital adequacy ratio was replaced by N1.0 capital ade-
quacy ratio (minimum requirement is set at 10%), N1.1
common equity Tier 1 capital adequacy ratio (5%), and
N1.2 Tier | capital adequacy ratio (5.5%, from 1 Janu-
ary 2015 — 6.0%). The operational risk ratio was also
raised from 10 to 12.5. As of 1 February 2014, the in-
troduction of the regulatory changes brought down the
value of the bank capital adequacy ratio by approxi-
mately 0.2 percentage points.

" For details, see Section Ill.1.3 ‘Banking Regulation’.

During the year, some regulatory changes were
implemented. They had multidirectional impact on the
ultimate value of capital adequacy. Those included new
components added to the total risk value (denomina-
tor of N1.0, N1.1 and N1.2 ratios), such as the risk of
changes in the credit claim value due to the deteriorat-
ing credit quality of the counterparty (in October 2014)
and the borrowing bank’s claims to return securities
transferred under reverse transactions together with
securities previously received on a repayable basis
without the initial recognition (in November 2014).

The measures introduced in December 2014 to sta-
bilise the financial situation in the banking sector! re-
duced the total risk value, stabilised the financial result
and maintained the capital adequacy.

At the end of the reporting period, the regulatory
capital of the banking sector, calculated in accordance
with the new methodology, exceeded the capital calcu-
lated in accordance with the previous methodology by
9% (mainly due to the lower capital deductions primarily
related to accounting the investments in subsidiaries).

The combined impact of the above-mentioned regu-
latory factors on the increase in the capital adequacy is
estimated at 1.5 percentage points as of 1 January 2015.

Further regulatory capital requirements should re-
strain the capital growth as some subordinated instru-
ments and preference shares of credit institutions are
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subject to annual discounting (gradual derecognition of
the subordinated instrument) until derecognition from
1 January 2022. At the same time, ‘new’ deductions
applied to the capital components are gradually intro-
duced along with gradual exclusion of ‘old’ deductions.
Some regulatory factors have temporary effect, e.g.,
the easing of accounting of transactions denominated
in foreign currencies is valid until 1 July 2015.

11.4.1. Banking Sector Capital Dynamics
and Structure

In 2014, the capital of operating credit institutions
increased by 12.2% (in 2013 — 15.6%) and reached
7,928 billion rubles as of 1 January 2015 (Chart 2.17).
The intensive growth of bank capital, which outpaced
the growth of the nominal gross domestic product, re-
sulted in an increase in the ratio of the banking sector
capital to GDP from 10.7% to 11.2% over the year.

The absolute growth of the banking sector capital
totalled 864 billion rubles in 2014 against 951 billion
rubles in 2013.

The structure of capital growth drivers changed
slightly in 2014 year-on-year (Chart 2.18, Table 17 of
the Statistical Appendix). The main capital sources
were the authorised capital and share premiums: their
growth totalled 455 billion rubles or 36.4% of growth
drivers (246 billion rubles or 23.4% in 2013). Profits

and funds created from them (growth of 384 billion ru-
bles or 30.7% of the total capital growth drivers) were
second most important drivers. Subordinated loans
grew by 295 billion rubles or 23.6% of the total capital
growth drivers.

In 2014, capital growth factors differed significantly
by group of banks. The authorised capital and share
premiums were the main growth driver in the group
of state-controlled banks (47% of growth drivers) and
non-bank credit institutions (92%). The main capi-
tal growth drivers for small and medium-sized banks
based in Moscow and the Moscow Region were prof-
its and funds (69%). Subordinated loans were the
main capital growth driver for foreign-controlled banks
(51%), large private banks (43%) and small and me-
dium-sized regional banks (47%). It is noteworthy that
for small and medium-sized regional banks the second
most important capital growth driver (27%) was lower
capital deductions, related to investments in shares of
financial credit institutions, subsidiaries and affiliates;
the provision of subordinated loans to financial institu-
tions; capital sources formed by investors (sharehold-
ers, participants, etc.) from inappropriate assets.

The common equity increased by 17.2% to 5,638
trillion rubles in 2014'. The common equity adequacy
increased from 8.8% to 8.9% in 2014. In 2014", the
share of common equity in the capital increased by

Chart 2.17. Banking sector capital
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Chart 2.18. Banking sector total capital structure

10,000
9,000 —
8,000
7,000
6,000
3 5,000
=)
2
E 4,000
S
= 3,000
2,000
1,000 -
0 -
-1,000
-2,000 - - - - - - - - - -
1.01.06 1.01.07 1.01.08 1.01.09 1.01.10 1.01.11 1.01.12 1.01.13 1.01.14 1.01.15
Authorised capital Subordinated loans to financial institutions
Share premiums (residents and non-residents)
B Bank profits and funds Il Investments of credit institutions in shares
I Subordinated loans received and other capital reduction factors
Hl  Other growth drivers == Capital

Losses

3.1 percentage points to 71.1% as of 1 January 2015,
showing better quality of capital sources.

In 2014, the core capital increased by 20.1%t0 5,718
trillion rubles, and its share in the capital increased over
2014 by 4.7 percentage points and amounted to 72.1%
as of 1 January 2015. In 20141, the core capital ade-
quacy increased from 8.8% to 9.0%.

Amid capital growth in the banking sector as a
whole, 170 credit institutions reported its reduction by
a total of 280 billion rubles (in 2013, capital decrease of
45 billion rubles was observed in 145 credit institutions).

11.4.2. Risk-Weighted Assets

In 2014, risk-weighted assets increased by 20.9%
(in 2013 — 17.5%). The credit risk-weighted assets
made the largest share of risk-weighted assets (87.4%).
Meanwhile, the share of operational risk increased over
the year from 6.8% to 8.3%, while the share of market
risk reduced from 5.9% to 4.3% (due to the materiali-
sation of market risks in the financial markets in 2014).

The ratio of credit risk-weighted assets of banks to
total balance-sheet assets fell from 79.8% to 71.4% in
2014 (Chart 2.19). In the structure of credit risk-weight-
ed assets the greatest weight (64%) belongs to the
credit risks on assets recorded in balance sheet ac-
counts, which include five groups of assets with differ-
ent risk factors. A substantial share of the credit risk
total value is made by higher risk transactions (17%)
and credit risk of contingent credit liabilities (9%).

During 2013, the amount of higher-risk transactions
increased by 6.7% to 9,287 billion rubles as of 1 January
2015. The share of these transactions in credit risk-weight-
ed assets fell by 1.9 percentage points to 20.9%.

1.4.3. Bank Capital Adequacy

Over the year the capital adequacy ratio decreased
in the banking sector as a whole from 13.5% to 12.5%.
The decline was conditioned by the outpacing growth of
risk-weighted assets. The top five banks in terms of as-
sets saw their N1.0 capital adequacy’ slide from 12.1%

' Starting 1 February 2014, for regulatory purposes capital adequacy is evaluated by aggregate capital adequacy ratio N1.0 (equivalent to

the N1 ratio), common equity N1.1 and core capital N1.2.
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Chart 2.19. Credit risk-weighted balance sheet assets of credit institutions*
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** Assets, net of loss provisions and loan loss provisions.

Table 2.8. Capital adequacy by group
of credit institutions ranked by the value of assets, %

Capital adequacy (N1.0), %
(minimum - 10%)

Credit institutions ranked
by the value of assets
(in descending order)

Core capital adequacy (N1.2), %
(minimum - 5.5% until 1 January 2015,
from 1 January 2015 - 6.0%)

Common equity adequacy (N1.1), %
(minimum — 5%)

1 February 2014

1 January 2015

1 February 2014

1 January 2015

1 February 2014

1 January 2015

Top 5 12.1 1.9 7.9 8.7 7.8 8.6
6 to 20" 12.3 121 8.4 8.5 8.4 8.3
215t to 50 12.8 1141 8.9 7.0 8.8 6.7
51stto 200" 15.2 19.6 15 1.7 14 114
201 down 18.6 15.0 147 15.1 14.6 14.9
Banking sector 129 125 8.8 9.0 8.8 8.9

to 11.9% in 2014 (see Table 2.8). The N1.2 core capital
adequacy ratio in these banks grew from 7.9% to 8.7%,
with the N1.1 common equity adequacy also increasing
from 7.8% to 8.6%.

During 2014, the ranking of credit institutions by
capital adequacy ratio (the share of the banking sector
total assets) changed. As of 1 January 2015, the larg-
est share (47% of the banking sector assets) was made
by banks with capital adequacy ratio ranging from 10%
to 12%, from 12% to 14% a year earlier (64.7% of the
banking sector assets).

The number of banks with the capital adequa-
cy ratio below 12% fell over the year from 112 to

92.Their share of the banking sector total assets in-
creased by 28.3 percentage points (from 18.8% to
47.0%).

As of 1 January 2015, capital adequacy ratios of 143
credit institutions (185 as of 1 January 2014) ranged be-
tween 12% and 14%. Their share of the banking sec-
tor total assets decreased in 2014 by 25.4 percentage
points (from 64.7% to 39.4%).

The capital adequacy ratio of more than 14% was
maintained by 578 credit institutions (610 credit in-
stitutions as of 1 January 2014). The share of credit
institutions with capital adequacy ratios ranging from
14% to 28% fell from 14.7% to 10.8% of the bank-
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Chart 2.20. Credit institutions grouped by capital adequacy ratio (by number of banks)
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ing sector total assets during 2014 (Chart 2.20 and
Chart 2.21).

During 2014, the capital adequacy ratio (N1.0) was
breached by 28 credit institutions (15 credit institutions
in 2013), of which 11 credit institutions had their licenc-
es revoked, and one bank was reorganised.

During 2014, the core capital adequacy ratio
(N1.2) was breached by 29 credit institutions and the
common equity adequacy ratio (N.1.1) — by 30 credit
institutions.

11.5. Bank Management Quality

During 2014, the management quality in credit in-
stitutions was assessed in accordance with Bank of
Russia Ordinance No. 2005-U, dated 30 April 2008,
‘On Assessing Banks’ Economic Situation’, in terms of
the risk management system (PU4), internal controls

Chart 2.22. Results of risk management
system assessment (PU4)
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Chart 2.24. Results of strategic risk management
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(PUS5), strategic risk management (PU6) and employee
incentive risk management (PU7).

As seen in Charts 2.22-2.25, the quality of risk
management, internal controls, strategic manage-
ment and employee incentive risk management re-
mained satisfactory in the banking sector as a whole
over 2014,

The share of credit institutions where the quality
of employee incentive risk management was rated as
doubtful is expected to diminish due to the effective-
ness from 1 January 2015 of Bank of Russia Instruction
No. 154-I, dated 17 June 2014, ‘On the Procedure for
Assessing Credit Institution Remuneration System and
Issuing Orders to the Credit Institution to Correct Defi-
ciencies in the Remuneration System’. The adoption of
this regulatory document completed the introduction of
principles and standards of remuneration recommend-
ed by the Financial Stability Board in 2009 in the Rus-
sian banking legislation.

Chart 2.23. Results of internal control

assessment (PU5)
Good ] 3
Satisfactory 1 i====.
Doubtful 1 _%
Unsatisfactory ] )

0% 20% 40% 60% 80% 100%
Share of banks

B 1Janvary2014 B 1 January 2015

Chart 2.25. Results of employee incentive risk
management assessment (PU7)
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I1.6. Banking Sector
Stress Testing

In 2014, the Bank of Russia continued assessing
banking sector stability through stress testing methods.
The use of this instrument helped evaluate changes
in the banking risk structure, identify credit institutions
exposed to particular risks, and estimate the potential-
ly necessary additional capitalisation if the assumed
stress scenarios materialise.

The Bank of Russia applies key stress-testing meth-
ods developed in the international banking practices,
such as a sensitivity analysis and a scenario analysis.
The simultaneous use of both methods ensures the
comprehensive analysis of potential risks for both in-
dividual credit institutions and the banking sector as a
whole.

Macro-model-based stress testing

To assess the systemic soundness of the banking
sector, the Bank of Russia performed a macro-mod-
el-based stress test as of 1 January 2015. The assess-
ment was performed for all operating banks' based
on a rather tight macro-scenario, with parameters that
were calculated based on the estimates of the possible
impact of negative global economic developments on
the Russian economy. The scenario assumes a drop
in oil prices to $40 per barrel and a reduction of GDP
by 7.0%. These developments under the scenario are
accompanied by rising interest rates in the Russian fi-
nancial market and a decline in stock indices. For key
parameters, see Table 2.9.

Bank losses were assessed in relation to three main
risks: credit risk, market risk, and liquidity risk.

A conservative estimate of credit risk on extend-
ed loans assumed additional loan loss provisions

When conducting stress testing based on the scenario analysis method the Bank of Russia uses a macro-
economic model, which is a system of regression equations describing the impact of the macroeconomic en-
vironment (macro-parameters), including such indicators as GDP, ruble exchange rate against foreign curren-
cies, inflation, real disposable income of households and fixed capital investments on changes in the banking
sector indicators, including corporate account balances, household and corporate deposits, cost (revaluation)
of securities, loans to households and corporates, movements in the share of ‘bad’ loans? in total loans.

Taking into account the impact of macro-factors on key banking indicators for each bank during the project-
ed period (quarterly for one year horizon), calculations are made on the basis of a simulated balance model
that reflects the possible behaviour of a bank during the assumed stress conditions and assesses its financial
performance. This financial result generated over the forecast period helps to adjust the amount of potential
losses. The result of the simulation is an estimate of the bank total loss due to all types of risks under stress,

as well as a possible capital deficit®.

Table 2.9. Changes in scenario options on one year horizon

) . Memo item: 2014,
Indicator Stress scenario actual 2014

Qil price, US dollars per barrel 40 98
GDP growth rate, % -7.0 0.6
CPI, % 16.0 11.4
_Growth rate of fixed capital _138 63
investments, %
Growth rate of real disposable 77 08
income of households, % ’ ’
Dual-currency basket
growth rate, % 815 61.4

(LLPs) for a portfolio of these loans based on provision
amounts which were calculated to include 100% of the
portfolio value.

Besides, the conservative approach to credit risk
assessment suggests that in times of crisis the quality
of not only the existing loan portfolio, but also of the
newly issued loans deteriorates (i.e. the macro-model
generates a share of ‘bad’ loans after the stress and
after that the balance model calculates the amount of
‘bad’ loans based on this share, taking into account the
value of the loan portfolio and the bank's risk appetite
in times of stress).

" Except for banks undergoing a rehabilitation procedure and having the capital adequacy ratio below the regulatory minimum prior to the

stress.

2 ‘Bad’ loans mean quality categories IV-V loans classified in accordance with Bank of Russia Regulation No. 254-P, dated 26 March 2004,
‘ On the Procedure for Making Loss Provisions by Credit Institutions for Loans, Loan and Similar Debts’.
3 Capital deficit means funds credit institutions need to comply with all three capital adequacy ratios.
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Chart 2.26. Bank loss distribution by risk
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It should be noted that the stress test calculation
took account of the recapitalisation of banks as part
of measures to maintain financial stability planned for
2015, including the condition that these banks ensure
growth in lending to priority sectors of at least 1% per
month during the period under review. The stress
test also took into account additional provisioning on
Ukrainian assets of some large banks.

The analysed stress scenario assumes not only an
outflow of clients’ funds from the banking system, but
also a redistribution of resources among banks in ac-
cordance with the following scheme (Table 2.10).

Resulting from the macro-model calculation, if the
stress scenario materialises, the nominal value of
household deposits could grow by 4.1% and in real
terms it could go down by 4.0%.

The distribution of losses is presented in Chart 2.26.
Taking into account the income received by banks in
stress conditions, if the scenario under consideration
materialises, the banking sector could come up with fi-
nancial result ranging from zero to a loss of 0.3 trillion
rubles.

Most losses (67%) are related to the credit risk and
additional loan provisions. The average share of ‘bad’
loans in the loan portfolio’ could grow from 7.9% to
17.7%. The loss from additional provisions for extend-
ed loans accounted for 8.6% of total losses.

Losses from market risk materialisation are second
in importance (16%). Meanwhile, the interest rate risk
accounts for the bulk of these losses (about 60%), the
stock market risk for about 30%, and the currency risk
for about 10%.

The balance sheet loss from the interest rate risk
materialisation accounts for 15% of total losses.

Capital deficit of 0.6 trillion rubles arising from the
violation of at least one of the three capital adequacy
ratios as a result of a shock, may occur at 187 banks,
which accounted for 42.9% of the banking sector as-
sets as of 1 January 2015.

According to the stress test, 8 banks may face Ii-
quidity deficit (1.3% of the banking sector assets); this
deficit is estimated at 30 billion rubles.

According to the stress test, the N1.0 capital ade-
quacy ratio for the banking sector as a whole may de-
cline (from 12.5% to 10.9%), though remaining above
the regulatory minimum. This demonstrates the contin-
ued existence of a substantial capital buffer in the bank-
ing sector and its ability to resist severe shocks if the

Table 2.10. Resource flow among banks in crisis environment*

Household

Group of banks deposits

Deposits and other borrowed funds
of legal entities (other than credit
institutions)

Resources of do-  Resources of
mestic interbank foreign interbank
lending market  lending market

Corporate funds
in settlement
and other accounts

State-controlled banks ﬁ ﬁ

i) il 4

Foreign-controlled banks

iy iy

1l 1l 4

3
Large private banks @ @
)

Small and medium-sized banks @

cow Region

= = @

based in Moscow and the Mos-
Regional banks — @

il ¢ ¢

* An arrow pointing upwards, means an increase in the index, an arrow pointing downwards — its reduction, the sign of equality means that the indicator

remains practically unchanged.

' The considered loan portfolio includes loans to households and legal entities (other than credit institutions).
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Chart 2.27. Distribution of banks that violate crisis aggravates provided the measures of the state
at least one of the capital adequacy ratios according support are implemented.

lo the siress test The stress test also assess the contagion risk in the

interbank market (so called ‘domino effect’).

30 78 If the ‘domino effect’ materialises, 204 banks (ac-
counting for 18.1% of the banking sector assets) may
47 face capital deficit of 0.4 trillion rubles. If anti-recession-
40 _ 39 ary instruments to support the domestic interbank lend-
ing market and additional sources to replenish the bank

100

60

Number of credit institutions

20 — ) liquidity are not employed, 178 banks (18.0% of assets)
0 — may experience liquidity deficit of 0.7 trillion rubles.
Analysis of Russian bank sensitivity
N1.0 > 10% 8% > N1.0> 5% to liquidity risk
10% = N1.0> 9% B 5% =N1.0>2% The liquidity risk assessment using stress-testing
9% > N1.0 > 8% Bl N1.0<2%

techniques based on the sensitivity analysis retained

Analysis algorithm for the ‘domino effect’ in the interbank market

The algorithm for modelling possible losses due to the ‘domino effect’ is as follows. Based on balance
model calculation, a list of the so called problem banks — potential bankrupt banks whose N1.1 ratio may fall
to a negative value and banks that are in a technical default (experiencing liquidity deficit) is compiled. Then
their lenders are identified; losses of these banks are registered by their exposure to the problem banks, and
the same amount is deducted from their liquid asset inflow/repayment in the current iteration.

After establishing losses and adjusting net liquidity flows, the capital adequacy ratio of lender banks and
their ability to withstand the outflow of customer funds (based on the calculations of macroeconomic and
balance models) is tested. Banks with negative common equity and banks experiencing technical default are
also included in the list of ‘problem banks’ that trigger further contagion. The calculation continues until no
additional problem bank is identified.

The algorithm assumes that to cover the outflow of funds (repay customer deposits), banks use their assets
primarily as collateral for refinancing provided by the Bank of Russia. In case the bank has no assets eligible
as collateral to borrow from the Bank of Russia, the credit institution sells securities at a discount defined by
the macro-model.

The model is calculated quarterly during the entire stress period.

Stress-test method based on sensitivity analysis

The sensitivity analysis assesses possible outflow of customer funds that can be triggered by growing
instability during a crisis. Assumptions concerning monthly outflows of customer/lender funds are based on
actual outflows registered during the peak of the 2008 financial crisis. The outflow level (%) determined this
way is applied to each bank’s balance sheet.

Outflows ranging from 10% to 30% are differentiated by source of funds: household deposits, corporate
deposits, settlement accounts and interbank loans from non-residents. The outflows are covered by available
monetary funds and funds received from the sale of liquid assets with pre-set discounts varying from 5% to
30% (the discount depends on asset liquidity). Liquid assets used to cover the outflow include LAM, LAT', and
securities outside the aforementioned groups of liquid assets. Losses sustained by banks due to the liquidity
risk are calculated as a sum of discounts in case of an asset fire-sale.

If liquid assets are not sufficient to cover outflows, the bank is considered to be in technical default, and the
amount of uncovered outflow represents the liquidity deficit.

' LAM means highly liquid assets, i.e. financial assets to be received during the next calendar day and (or) can be immediately claimed by
the bank. LAT means liquid assets, i.e. financial assets to be received by the bank and (or) can be claimed within the next 30 calendar
days (or), if necessary, sold by the bank within the next 30 days in order to obtain funds within the indicated timeline. These indicators are
calculated in accordance with Bank of Russia Instruction No. 139-, dated 3 December 2012, ‘On Banks’ Required Ratios’.
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its relevance in 2014. Such analysis allows estimating
banks’ response to a shock, set by experts, which may
be higher than the one underlying the macro-model'.
Besides, the sensitivity analysis assesses possible
losses without consideration of mitigating factors (in
this particular case, without access to Bank of Russia
refinancing or to the interbank lending market), which
provides a more conservative estimate of various risks.

The liquidity risk sensitivity analysis revealed that
as of 1 January 2015 the materialisation of shock could
have resulted in liquidity shortage in the amount of
about 51 billion rubles in 56 banks. Those banks ac-
counted for 1.8% of the banking sector total assets. As
of 1 January 2015, the influence of banks with liquidity

deficit on the systemic stability of the banking sector is
assessed as insignificant. For comparison: according
to a stress test, as of early 2014, 58 banks experienced
liquidity deficit totalling 61 billion rubles. Those banks
accounted for about 6% of the banking sector total as-
sets. Some improvement in the results of the stress test
as compared with the results as of 1 January 2014 is
conditioned by the improved structure of assets in sev-
eral large banks in 2014.

Considering that the stress test based on the sen-
sitivity analysis does not allow for banks’ possibility to
obtain refinancing from the Bank of Russia and inter-
bank loans, the actual negative impact of the shock
would be more moderate.

"In this particular case, shocks assumed by expert assessment were based on the actual data from the 2008-2009 crisis.
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[11.1. Upgrading Legal

and Regulatory Framework
for Bank Activities in Line
with International Standards

lll.1.1. Upgrading Legal Framework
for Credit Institutions

Federal laws drafted with the involvement of the
Bank of Russia and adopted in 2014 are as follows:

1. Federal Law No. 12-FZ, dated 3 February 2014,
‘On Amending Article 22 of the Federal Law On Banks
and Banking Activity and Article 1 of the Federal Law
On Foreign Investments in the Russian Federation’
and Federal Law No. 106-FZ, dated 5 May 2014, ‘On
Amending Certain Laws of the Russian Federation’,
adopted to secure the transparent procedures, asso-
ciated with the accreditation of representative offices
of foreign banks in the Russian Federation and the as-
signment of the Bank of Russia with powers of their
accreditation in the established order.

2. Federal Law No. 37-FZ, dated 2 April 2014, ‘On
the Specifics of the Functioning of the Republic of
Crimea’s and the Federal City of Sevastopol’s Finan-
cial System in the Transition Period’, that stipulates the
specifics of financial institution activities during the tran-
sition period on the territory of the Republic of Crimea
and in the federal city of Sevastopol.

3. Federal Law No. 39-FZ, dated 2 April 2014, ‘On
the Protection of Interests of Households Holding De-
posits with Banks and Isolated Structural Divisions
of Banks Registered and (or) Operating on the Ter-
ritory of the Republic of Crimea and on the Territory
of the Federal City of Sevastopol’, that provides for
compensation payments on deposits with Ukrainian
banks to individuals residing on the territory of the
Republic of Crimea and the federal city of Sevas-
topol.

4. Federal Law No. 41-FZ, dated 2 April 2014, ‘On
Amending the Federal Law On the Insurance of House-
hold Deposits with Russian Banks’, that establishes
additional areas for spending funds of the mandatory
deposit insurance fund, including spending associated

with establishment of an autonomous non-profit organ-
isation Depositor Protection Fund.

5. Federal Law No. 99-FZ, dated 5 May 2014, ‘On
Amending Chapter 4 of the Civil Code of the Russian
Federation and on Invalidating Certain Provisions of
Laws of the Russian Federation’ (hereinafter, Federal
Law No. 99-FZ), whose provisions eliminate, inter alia,
obstacles for mergers and acquisitions for credit institu-
tions of different organisational and legal forms.

6. Federal Law No. 189-FZ, dated 28 June 2014,
‘On Amending the Federal Law On Credit Histories and
Certain Laws of the Russian Federation’ (hereinafter,
Federal Law No. 189-FZ), that has become effective
(except for certain provisions) from 1 March 2015, and
is aimed at improving legal regulation of credit history
bureaus and sources of credit history formation, and
mitigating the credit risk in the banking system.

7. Federal Law No. 218-FZ, dated 21 July 2014,
‘On Amending Certain Laws of the Russian Federation’
(hereinafter, Federal Law No. 218-FZ), that provides for
changes in the bankruptcy law with regard to the pro-
cedure for satisfying claims of first-ranking creditors of
credit institutions to which the credit institution shall be
liable for causing harm to their life or health and shall
compensate for moral damage, as well as claims of de-
positors in the part exceeding the size of the insurance
indemnity by no more than 300 thousand rubles. These
claims shall be met prior to the satisfaction of other
claims of first-ranking creditors.

This settlement procedure applies to the credit insti-
tutions, with regard to which the bankruptcy proceed-
ings had started before Federal Law No. 218-FZ be-
came effective, but does not apply to credit institutions,
in respect of which the insured event occurred after
Federal Law No. 451-FZ, dated 29 December 2014, ‘On
Amending Article 11 of Federal Law On the Insurance
of Household Deposits with Russian Banks and Article
46 of Federal Law On the Central Bank of the Russian
Federation (Bank of Russia)’ became effective.

Federal Law No. 218-FZ also amended the Criminal
Code of the Russian Federation by adding new corpus
delicti (Article 172.1), which established criminal liabil-
ity for forging financial accounting and reporting docu-
ments of a financial organisation.
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8. Federal Law No. 289-FZ, dated 4 October 2014,
‘On Amending Certain Laws of the Russian Federa-
tion’, that provides for amendments to Federal Law No.
395-1, dated 2 December 1990, ‘On Banks and Bank-
ing Activity’ (hereinafter, Federal Law No 395- 1), Fed-
eral Law No. 40-FZ, dated 25 February 1999, ‘On the
Insolvency (Bankruptcy) of Credit Institutions’ (invalid),
Federal Law No. 125-FZ, dated 22 October 2004, ‘On
Filing in the Russian Federation’, aimed at improving
the requirements for filing credit institution documents
and at appointing by the Government of the Russian
Federation a federal executive body authorised to ap-
prove in collaboration with the Bank of Russia a list of
documents generated in credit institution activities.

9. Federal Law No. 334-FZ, dated 4 November 2014,
‘On Amending Article 8 of the Federal Law On Banks
and Banking Activity’, that binds credit institutions to
publicly disclose information on the qualification and
experience of members of the board of directors (su-
pervisory board) of a credit institution and management
of a credit institution (branch) on its official website.

10. Federal Law No. 432-FZ, dated 22 December
2014, ‘On Amending Certain Laws of the Russian Fed-
eration, and Repealing Certain Laws (Law Provisions)
of the Russian Federation’ (hereinafter, Federal Law
No. 432-FZ2), that provides for:

— consolidating norms of Russian bankruptcy leg-
islation;

— ensuring the possibility of the state corporation
Deposit Insurance Agency (hereinafter, the DIA) to im-
plement bank bankruptcy prevention measures on the
on-going basis;

— implementing measures for financial rehabilitation
of a credit institution by private investors, without in-
volving funds of the federal budget, the Bank of Russia
and the DIA;

— specifics of disputing transactions made by a
credit institution (or other persons on account of a cred-
it institution) and meeting the invalidity criteria;

— possibility of converting (swapping) creditors’
claims on subordinated loans (deposits, loans, bonds)
into ordinary shares (stakes in the authorised capital) of
a credit institution;

— strengthening the responsibility of credit institution
controllers;

— establishing a mechanism for transferring depos-
its and assets of a bank deprived of its banking licence
to a sound bank;

— specifics of insuring funds deposited in the escrow
account opened for settlements on property sale trans-

action and nominal accounts opened by guardians or
trustees and beneficiaries of which are their wards;

— establishing a mechanism for differentiated rates
on premium banks pay to the mandatory deposit insur-
ance fund.

11. Federal Law No. 451-FZ, dated 29 December
2014, ‘On Amending Article 11 of the Federal Law On
the Insurance of Household Deposits with Russian
Banks and Article 46 of the Federal Law On the Cen-
tral Bank of the Russian Federation (Bank of Russia)’
(hereinafter, Federal Law No. 451-FZ, dated 29 De-
cember 2014), that provides for an increase in deposit
insurance compensation to 1.4 million rubles.

12. Federal Law No. 461-FZ, dated 29 December
2014, ‘On Amending Certain Laws of the Russian Fed-
eration’, that empowers the DIA to acquire shares of
(shares in) banks participating in the deposit insurance
system.

13. Federal Law No. 484-FZ, dated 29 December
2014, ‘On Amending Certain Laws of the Russian
Federation’, that provides for extending grounds for
revocation of a banking licence established by Article
20 of Federal Law No. 395-1. The regulator is entitled
to apply a measure of last resort to credit institutions
which repeatedly violate over one year Bank of Russia
regulations on countering legalisation (laundering) of
criminally obtained incomes and financing of terrorism,
issued in accordance with Federal Law No. 115-FZ,
dated 7 August 2001, ‘On Countering the Legalisation
(Laundering) of Criminally Obtained Incomes and the
Financing of Terrorism’ (hereinafter, Federal Law No.
115-FZ).

14. To simplify the formula for calculating the effec-
tive interest rate on consumer loan, Article 6 of Federal
Law No. 353-FZ, dated 21 December 2013, ‘On Con-
sumer Loans’ has been amended. The new formula ex-
cludes the effect from reinvestment of borrowed funds
with maturities of up to 1 year and thereby reduces the
difference between the interest rate on consumer loans
and the effective interest rate on consumer loans in a
situation where the borrower does not make any pay-
ments other than interest on loans for up to 1 year.

15. To establish conditions for Russian financial
organisations to continue cooperation with foreign fi-
nancial organisations, that have assumed obligations
to comply with requirements of the US Act ‘On the Fis-
cal Discipline in Relation to Foreign Accounts’, Federal
Law No. 173-FZ, dated 28 June 2014, ‘On the Specifics
of Financial Transactions with Foreign Nationals and
Legal Entities, on Amending the Code of Administrative
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Offenses and on Repealing Certain Provisions of Laws
of the Russian Federation’ has been adopted. The pro-
visions of this law were developed taking into account
the need to mitigate damage to the national interests of
the Russian Federation.

Measures for additional capitalisation of Russian
banks approved in 2014 to improve banking regulation
and banking supervision are as follows:

— improved mechanism of additional capitalisation
of Russian banks out of funds of the National Wealth
Fund with the state corporation Bank for Development
and Foreign Economic Affairs (Vnesheconombank)
(hereinafter, Vnesheconombank). The amendments
allow to purchase by the decision of the Govern-
ment of the Russian Federation preference shares
of banks which have met their obligations on sub-
ordinated loans out of funds of the National Wealth
Fund returned by Vnesheconombank and deposited
in accordance with Federal Law No. 173-FZ, dated
13 October 2008, ‘On Additional Measures to Support
the Financial System of the Russian Federation’. Due
to special conditions stipulated in the law, these pref-
erence shares can be considered as part of the bank
authorised capital;

— provided possibility for the DIA to repay subor-
dinated liabilities in non-monetary form, namely, with
federal loan bonds (Federal Law No. 451-FZ). Pur-
suant to Federal Law No. 451-FZ, that provides for
capitalisation of Russian banks by transferring federal
bonds included by the Russian Federation in the prop-
erty of the state corporation Deposit Insurance Agency
into the capital of banks, a procedure and conditions
for implementing measures to increase capitalisation
of banks were adopted. The DIA published a list of
27 banks eligible to participate in the recapitalisation
program (attached). According to Federal Law No.
451-FZ, the Bank of Russia can carry out additional
capitalisation of Sberbank of Russia on the basis of
the decision of the Bank of Russia Board of Directors
through provision of subordinated loans (deposits,
loans, bonds) to Sberbank of Russia. If necessary, this
right will be realised.

Federal Law No. 449-FZ, dated 26 December 2014,
‘On Amending the Budget Code of the Russian Fed-
eration’ allows to purchase on the basis of individual
decisions of the Government of the Russian Federation
subordinated instruments of major Russian banks with
capital of at least 100 billion rubles at the expense of
the National Wealth Fund (NWF) for these banks to fur-
ther finance self-supporting infrastructure projects.

To expand subordinated debt instruments of Rus-
sian banks included in the calculation of Tier 1 capital
(core capital), Federal Law No. 432-FZ provides for a
possibility to conclude a subordinated loan (deposit,
loan) agreements without specifying the maturity or to
issue subordinated bonds without maturity.

Due to the amendments to the law on trading activ-
ity fundamentals, to eliminate legal uncertainty in the
regulation of relations connected with the ban on trad-
ing activities by credit institutions, Article 5 of the Feder-
al Law No. 395-1 has been supplemented with a list of
operations which cannot be regarded as a violation by
credit institutions of the ban on trading activities. These
include: sale of property acquired by credit institutions
for their activities, which is sold in the event of fore-
closure on the collateral due to the debtor's failure to
fulfil his commitments secured with such collateral, or
received under a contract as compensation.

lll.1.2. State Registration of Credit
Institutions and Banking Licensing

In 2014, the Bank of Russia continued to improve its
regulatory framework for the state registration of credit
institutions and banking licensing. The following regu-
lations were adopted:

1. Bank of Russia Regulation No. 415-P, dated
18 February 2014, ‘On the Procedure and Criteria for
Assessing the Financial Position of Corporate Found-
ers (Participants) of a Credit Institution and Corporate
Entities Making Transactions Aimed at Acquisition of
Equities (Shares) of a Credit Institution and (or) Control
over Shareholders (Participants) of a Credit Institution’.

2. Bank of Russia Regulation No. 416-P, dated
18 February 2014, ‘On the Procedure and Criteria for
Assessing the Financial Position of Individual Found-
ers (Participants) of a Credit Institution and Individuals
Making Transactions Aimed at Acquisition of Equities
(Shares) of a Credit Institution and (or) Control over
Shareholders (Participants) of a Credit Institution’.

3. Bank of Russia Ordinance No. 3223-U, dated
1 April 2014, ‘On the Requirements for the Heads of Risk
Management Department, Internal Control Department
and Internal Audit Department of a Credit Institution’.

4. Bank of Russia Ordinance No. 3219-U, dated
31 March 2014, ‘On the Procedure for the Bank of
Russia to Take a Decision on the State Registration
of Amendments Introduced to the Charter of a Credit
Institution and the Issue of a Banking Licence Due to
a Change in the Status of a Bank to Non-bank Credit
Institution or Due to a Change in the Type of Non-bank
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Credit Institution’ that establishes a procedure for the
Bank of Russia to take a decision on the state registra-
tion of amendments to the charter of a credit institution,
and on the issue of a banking licence due to a change
in the status of a bank to non-bank credit institution,
including the bank’s failure to comply with capital re-
quirements, established by Article 11.2 of Federal Law
No. 395-1, and due to a change in the type of non-bank
credit institution.

5. Bank of Russia Ordinance No. 3220-U, dated
31 March 2014, ‘On the Procedure to Submit Bank’s
Request to Terminate the Right to Operate with Depos-
its on the Basis of the Bank of Russia’s Requirement
Sent in Accordance with Part 3 of Article 48 of the Fed-
eral Law On the Insurance of Household Deposits with
Russian Banks and the Procedure of Recognising In-
valid the Bank of Russia Licence to Raise Ruble Funds
on Individual Deposits or the Bank of Russia Licence to
Raise Funds on Individual Deposits in Rubles and For-
eign Currency, or the General Banking Licence’.

6. Bank of Russia Ordinance No. 3221-U, dated
1 April 2014, ‘On Amending Bank of Russia Ordi-
nance No. 1606-U, Dated 11 August 2005, On the
Procedure for Handling Documents with Which Cred-
it Institutions Operated Before the State Registration
of Amendments to Their Founding Documents, State
Registration of Credit Institutions Established Through
Reorganisation, and Before the Replacement of Their
Banking Licences’.

7. Bank of Russia Ordinance No. 3222-U, dated
1 April 2014, ‘On the Procedure for the Bank of Russia
to Take a Decision to Grant the Status of a Bank to a
Non-bank Credit Institution’, that establishes a proce-
dure for the Bank of Russia to take a decision on grant-
ing the status of a bank to a non-bank credit institution
(conditions for a non-bank credit institution to obtain the
status of a bank, required documents, procedure and
terms for processing documents), and repealing the
ban for the Bank of Russia to give rights to raise funds
to household deposits to a credit institution, that has
received the status of a bank.

8. Bank of Russia Ordinance No0.3327-U, dated
18 July 2014, ‘On Amending Bank of Russia Ordinance
No. 3028-U, Dated 22 July 2013, On the Procedure for
Opening (Closing) and Managing a Mobile Cash Office
of a Bank (Branch)’, that establishes the right of a bank
(branch) to organise operation of mobile cash offices in
the federal district in which it is located, in the Russian
regions belonging to other federal districts and directly
bordering the territory of the said federal district.

9. Bank of Russia Ordinance No0.3287-U, dated
20 June 2014, amending Bank of Russia Regulation
No. 345-P, dated 27 October 2009, ‘On the Proce-
dure for Disclosing Information on the Bank of Russia
Website about Persons Controlling or Exerting Material
(Direct or Indirect) Influence on Decisions Made by the
Management of Banks Participating in the Compulso-
ry Household Deposit Insurance System’ (hereinafter,
Regulation No. 345-P).

Bank of Russia Ordinance No.3287-U, dated
20 June 2014, amended provisions of Regulation
No. 345-P taking into account that Federal Law No.
335-FZ, dated 2 December 2013, ‘On Amending the
Federal Law On the Insurance of Household Deposits
with Russian Banks, the Federal Law On the Central
Bank of the Russian Federation (Bank of Russia) and
Invalidating Certain Provisions of Laws of the Russian
Federation’ (hereinafter, Federal Law No. 335-F2) dis-
tinguishes the indicator of compliance of a bank partic-
ipating in the deposit insurance system with the Bank
of Russia procedure regarding the unlimited disclosure
of information on persons exerting control or material
influence on the bank as an independent indicator in
the group of bank financial stability indices.

10. Due to the amendments to Federal Law No. 218-
FZ, dated 30 December 2004, ‘On Credit Histories’, the
Bank of Russia issued Ordinance No. 3465-U, dated
1 December 2014, ‘On the Composition and Procedure
for Compiling the Data Part of the Credit History* that
establishes requirements to compiling the data part of
a credit history (became effective from 1 March 2015).

11. The Bank of Russia prepared the Ordinance ‘On
Amending Bank of Russia Regulation No. 345-P, Dated
27 October 2009, On the Procedure for Disclosing Infor-
mation on the Bank of Russia Website about Persons
Exerting Material (Direct or Indirect) Influence on the
Decisions Made by the Management of Banks Partici-
pating in the Compulsory Household Deposit Insurance
System’ that binds all banks participating in the depos-
it insurance system to post information about persons
who control or exercise a material influence on banks on
the Bank of Russia website (Bank of Russia Ordinance
No. 3542-U, dated 23 January 2015, registered with the
Ministry of Justice of Russia on 19 February 2015).

12. To implement the priority measures for develop-
ing banking and payment systems on the territory of the
Crimea Federal District the Bank of Russia issued four
orders aimed at adapting the conditions for developing
comprehensive banking infrastructure in the Crimea
Federal District.
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11l.1.3. Banking Regulation

111.1.3.1. BANK REGULATORY ISSUES

In 2014, the Bank of Russia continued to introduce
into the Russian banking practices internationally rec-
ognised approaches to banking regulation and supervi-
sion, including those recommended by the Basel Com-
mittee on Banking Supervision (hereinafter, the BCBS),
and to refine approaches to banking regulation.

Thus, measures taken to implement internationally
recognised approaches are as follows:

— established procedure for assessing labour remu-
neration system of a credit institution and the proce-
dure for sending instructions to the credit institution to
eliminate violations in its remuneration system (Bank
of Russia Instruction No. 154-1, dated 17 June 2014,
‘On the Procedure for Assessing Credit Institution Re-
muneration System and Issuing Orders to the Credit
Institution to Correct Deficiencies in the Remuneration
System’ (hereinafter, Instruction No. 154-I).

Assessment of the remuneration systems will be
carried out in accordance with Instruction No. 154- an-
nually from October 2015. The adoption of Instruction
No. 154-1 completed implementation of the Principles
and Standards of the Financial Stability Board (FSB)
in the area of remuneration payment in the system
of banking regulation and supervision. Starting 2009,
these principles constitute an integral part of the sec-
ond pillar of Basel Il. Instruction No. 154-1 also deter-
mines a procedure for the Bank of Russia to send credit
institutions instructions to eliminate deficiencies in the
existing labour remuneration systems if they are inad-
equate to the risks assumed and the nature and scope
of activities.

The procedure for calculating employee incentive
risk (PU7) is also supposed to be amended according-
ly and the indicator is to be included in the calculation
of the bank management quality index under Bank of
Russia Ordinance No. 2005-U;

— Bank of Russia Regulation No.421-P, dated 30
May 2014, ‘On the Procedure for Calculating Liquidity
Coverage Ratio (Basel Ill)’ established the procedure
for calculating liquidity coverage ratio (hereinafter, the
LCR). No minimum requirement is set for this indicator.
Starting with the statements as of 1 August 2014, the
Bank of Russia monitors the calculation of the LCR in
major banks' in order to quantify and calibrate individu-
al elements whose values are not set by Basel lll;

— differentiated functions of internal audit and inter-
nal controls (compliance) and established procedure
for the Bank of Russia to assess quality of internal con-
trol system and specifics of supervision of compliance
with requirements to the internal control system (Bank
of Russia Ordinance No. 3241-U, dated 24 April 2014,
‘On Amending Bank of Russia Regulation No. 242-P,
Dated 16 December 2003, On Organising Internal Con-
trols in Credit Institutions and Banking Groups’, Bank
of Russia Ordinance No. 3483-U, dated 15 December
2014, ‘On Amending Bank of Russia Ordinance No.
2005-U, Dated 30 April 2008, On Assessing Banks'
Economic Situation’).

As part of the refinement of its approaches to bank-
ing regulation in 2014, the Bank of Russia adopted inter
alia the following decisions.

The regulatory requirements for assessing mort-
gage lending risk were adjusted to increase stability of
mortgage lending system in the Russian Federation:

— possibilities for banks to apply a reduced risk ra-
tio of 70% for residential mortgages with reduced risk
level for the purpose of calculating capital adequacy
ratios were expanded, namely, some operational re-
quirements for confirming the status of such loans were
cancelled,;

— the minimum reserve requirements for the catego-
ries of new military mortgages and mortgages with re-
duced risk level in the portfolio of homogeneous loans
were revised downward;

— the procedure for calculating liquidity coverage ra-
tio was adjusted to include the bridge financing provid-
ed to banks by agencies for housing mortgage lending
under the programmes for securitisation of mortgage
loan portfolios;

— the mortgage loans with low risk level to which a
50% ratio shall be applied when calculating required
ratios were defined.

To limit the effective interest rate on consumer loans
on the basis of the average market values calculated by
the Bank of Russia, in 2014 the Bank of Russia started
calculating the value of this indicator quarterly and pub-
lishing it on its website not later than 45 calendar days
before the beginning of the quarter when the market
average value of the effective interest rate on consum-
er loan shall be applied when concluding agreements.

The average market values of the effective interest
rate on consumer loans issued by credit institutions, mi-
crofinance organisations and credit cooperatives, includ-

' Credit institutions (other than non-bank credit institutions) meeting criteria of Clause 7 of Part 1 of Article 76 of Federal Law No. 86-FZ.
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ing agricultural cooperatives and pawnshops in Septem-
ber 2014, were first published on 14 November 2014. In
view of the limitation (average market value of the effec-
tive interest rate on consumer loan plus one-third) set by
Federal Law No. 353-FZ, dated 21 December 2013, ‘On
Consumer Loans’ (hereinafter, Federal Law No. 353-
FZ), the Bank of Russia calculated marginal values of
the effective interest rate on consumer loans that were to
be applied from 1 January to 31 March 2015. However,
amid rising interest rates in the financial markets, it was
decided to temporary suspend the use of these limits
from 1 January to 30 June 2015.

Due to the adoption of Federal Law No. 335-FZ, the
Bank of Russia issued Ordinance No. 3279-U, dated
11 June 2014, ‘On Amending Bank of Russia Ordi-
nance No. 2330-U, Dated 11 November 2009, On the
Procedure for Prohibiting Banks from Taking House-
hold Deposits and Opening Household Accounts’ pro-
viding for the following:

— exclusion of provisions on the Bank of Russia’s
right (while maintaining the provisions of the obligation)
to impose a ban on a bank participating in the deposit
insurance system if a threat to the interests of the bank’s
creditors and depositors is revealed in its activity;

— an obligation of the bank affected by the ban
to publish information on the termination of the right
to attract household deposits in the bank’s premises
accessible to its customers, its branches and internal
structural divisions, and on the bank’s website, and to
communicate the imposed ban to its branches, repre-
sentative offices and internal structural divisions;

— a procedure for the Bank of Russia to publish on
its official website and delete information on the ban im-
posed on the bank in accordance with Part 3 of Article
48 of the Federal Law ‘On the Insurance of Household
Deposits with Russian Banks’, which includes the text
of the Bank of Russia information notice.

Due to the increase in the minimum bank capital re-
quirements to 300 million rubles from 1 January 2015,
the Bank of Russia issued Ordinance No. 3466-U, dated
2 December 2014, ‘On the Procedure for Determining the
Grounds Stipulated by Clauses 5 and 6 of Part 2 of Arti-
cle 20 of the Federal Law On Banks and Banking Activity
for the Revocation of a Banking Licence from a Bank'.
The regulation establishes a procedure for the Bank of
Russia to take a decision of the licence revocation if a
documentary evidence of a credit institution’s failure to
reach the capital level of 300 million rubles as of 1 Janu-
ary 2015 and (or) of its drop below the specified value for
three consecutive months after 1 January 2015.

In late 2014, in order to create conditions for the
banking sector to adjust to the sharp fluctuations of
price parameters in the foreign exchange (foreign cur-
rency exchange rate) and financial (price and yield
of securities) markets resulting mostly from external
factors, the Bank of Russia decided to introduce pro-
visional peculiarities of calculating prudential norms,
including:

— credit institutions were entitled to use the official
ruble exchange rate for calculating prudential ratios on
foreign exchange transactions until 1 July 2015 (Bank
of Russia Letter No. 211-T, dated 18 December 2014);

— a moratorium expiring in 1 July 2015 on recognis-
ing negative revaluation of credit and non-credit finan-
cial institutions’ securities portfolios by credit institu-
tions to reduce sensitivity of market participants to the
market risk and limit the impact of negative revaluation
on financial performance and capital was introduced
(Bank of Russia Ordinance No. 3498-U, dated 18 De-
cember 2014).

Besides, in view of temporary factors seriously af-
fecting the economic situation and the financial stand-
ing of borrowers, it was decided to introduce provision-
al peculiarities of regulating requirements for creating
loan loss provisions, namely:

— an opportunity for credit institutions not to down-
grade debt service quality regardless of the assessment
of the borrower’s financial standing on restructured
loans, e.g., if currency of the loan is changed (Bank of
Russia Letter No. 209-T, dated 18 December 2014);

— credit institutions are allowed to decide not to re-
vise downwards the borrower’s financial standing for
the purpose of loan loss provisioning if changes in the
financial standing result from restrictive economic and
(or) political measures imposed by foreign countries
(Bank of Russia Letter No. 210-T, dated 18 December
2014);

— the period during which a credit institution can
abstain from increasing the amount of actual provi-
sions on loans to borrowers whose financial standing
and (or) debt service quality and (or) quality of col-
lateral for these loans has deteriorated as a result
of an emergency, has been extended from 1 year to
2 years. Similarly, the period during which a credit in-
stitution can abstain from creating loss provisions on
investment project loans in the absence of payments
on investment loans or minor amounts of such pay-
ments has been extended (Bank of Russia Ordinance
No. 3496-U, dated 18 December 2014, ‘On Amend-
ing Bank of Russia Regulation No. 254-P, Dated
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26 March 2004, On the Procedure for Making Loss
Provisions by Credit Institutions for Loans, Loan and
Similar Debts’).

In order to reduce credit institutions’ dependence
on the ratings assigned by international rating agen-
cies the Bank of Russia issued Ordinance No. 3453-U,
dated 25 November 2014, ‘On the Specifics of Using
Credit Ratings for the Application of Bank of Russia
Regulations’, that provides for the right of the Bank of
Russia Board of Directors to set the date of credit rating
assigned by international rating agencies of the Rus-
sian Federation to credit institutions and other entities
to be used instead of the current date to ensure the
application of Bank of Russia regulations.

1l1.1.3.2. ON-SITE INSPECTION OF CREDIT
INSTITUTIONS

In 2014, the Bank of Russia continued improving
regulatory and methodological framework for its in-
spection activities.

Following the completion of phased centralisation
of its inspection activities, the Bank of Russia issued
the following documents:

— Bank of Russia Instruction No. 149-l, dated
25 February 2014, ‘On Organising Inspection Activities
of the Central Bank of the Russian Federation (Bank of
Russia)’ (hereinafter, Instruction No. 149-1), which es-
tablishes procedures inspecting credit institutions amid
centralisation of the Bank of Russia inspection activ-
ities with regard to legislative amendments on Bank
of Russia authority related to arranging and holding
inspections of banks participating in banking groups
and bank holding companies, including cross-border
banks;

— Bank of Russia Ordinance No. 3216-U, dated
28 March 2014, ‘On Recognising Invalid Bank of Rus-
sia Ordinance No. 2563-U, Dated 30 December 2010,
On the Specifics of Compiling and Submitting Report-
ing Form 0409037 Report on Inspections of Credit In-
stitutions (Their Branches)'.

To enhance the efficiency and effectiveness of
inspecting of credit institutions (their branches), the
Bank of Russia issued Ordinance No. 3462-U, dated
30 November 2014, ‘On the Content and Formats of
Accounting, Operational and Other Information Sub-
mitted by a Credit Institution (its Branch) Electroni-
cally’, developed in accordance with Bank of Russia
Instruction No 147-1, dated 5 December 2013, ‘On
the Procedure for Inspecting Credit Institutions (their
Branches) by Authorised Representatives of the Cen-

tral Bank of the Russian Federation (Bank of Russia)’
(hereinafter, Instruction No. 147-1) and stipulating the
requirements for presenting structured information by
credit institutions on the basis of the existing registers
and accounting documents they keep in accordance
with the Russian legislation and Bank of Russia reg-
ulations.

Documents issued to improve the procedure for
arranging and conducting inspections of credit institu-
tions (their branches) are as follows:

— Bank of Russia Ordinance No. 3325-U, dated
17 July 2014, ‘'On Amending Bank of Russia Instruc-
tion No. 147-l, Dated 5 December 2013’, that consid-
ers developments of the Bank of Russia organisational
structure, including the creation of the Bank of Russia
main branches and the subordinate divisions and divi-
sions — national banks, and the changed name of the
Bank of Russia Chief Inspection;

— Bank of Russia Ordinance No. 3339-U, dated
23 July 2014, ‘On Amending Bank of Russia Ordinance
No.1542-U, Dated 13 January 2005, On the Specifics
of Conducting Inspections of Banks with the Participa-
tion of Deposit Insurance Agency Employees’, aimed
at aligning the involvement of DIA employees in bank
inspections with the procedure established by Bank of
Russia Instructions No. 147-1 and No. 149-I.

To implement provisions of Article 73 of Federal
Law No. 86-FZ, dated 10 July 2002, ‘On the Central
Bank of the Russian Federation (Bank of Russia)’
(hereinafter, Federal Law No. 86-FZ), the Bank of Rus-
sia issued Regulation No. 442-P, dated 30 November
2014, ‘On the Procedure for Selecting Audit Firms to
Audit Credit Institutions (their Branches) on behalf of
the Bank of Russia Board of Directors’ and the Bank
of Russia Ordinance No. 3463-U, dated 30 November
2014, ‘On the Specifics of Arranging and Conducting
Inspections of Credit Institutions (Their Branches) by
Audit Firms on behalf of the Bank of Russia Board of
Directors’.

lll.1.4. Methodology of On-Going
Supervision

In 2014, to enhance the efficiency of banking su-
pervision in accordance with new provisions in Rus-
sian banking legislation the Bank of Russia:

— unified supervisory requirements for assessing
bank financial soundness and requirements for partici-
pation in the deposit insurance system with appropriate
references to indicators and methods for their calcula-
tion, defined by Bank of Russia Ordinance No. 2005-U
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(Bank of Russia Ordinance No.3277-U, dated 11 June
2014, ‘On Methodologies for Assessing Bank Finan-
cial Soundness for Qualifying it as Adequate for Partic-
ipation in the Deposit Insurance System’);

— adjusted the methodology for assessing the in-
dicator of availability of information on persons exert-
ing control or material influence on the bank (PU2) for
banks applying for a Bank of Russia licence to attract
household deposits and to open and keep bank ac-
counts of households and also included in the list of
banks registered with the Deposit Insurance System
(Bank of Russia Ordinance No. 3276-U, dated 11 June
2014, ‘'On Amending Annex 9 of Bank of Russia Ordi-
nance No. 2005-U, Dated 30 April 2008, On Assessing
Banks’ Economic Situation’);

— established the procedure for the Bank of Rus-
sia to inform banks included into the list of banks par-
ticipating in the deposit insurance system of revealed
conditions in their activity leading to termination of the
bank’s right to attract household deposits and open
and keep accounts of households within a time peri-
od specified in Part | of Article 48 of the Federal Law
‘On the Insurance of Household Deposits with Russian
Banks’ (Bank of Russia Ordinance No. 3229-U, dated
5 April 2014, ‘On the Procedure to Inform Banks about
Revealed Conditions in Their Activity Leading to Ter-
mination of the Bank’s Right to Attract Household De-
posits and Open and Keep Accounts of Households’);

— adjusted the procedure for the activities of super-
visory groups monitoring banking groups, including the
procedure for their cooperation with foreign superviso-
ry authorities (Bank of Russia Ordinance No. 3440-U,
dated 7 November 2014, ‘On Amending Bank of Rus-
sia Ordinance No. 3089-U, Dated 25 October 2013,
On the Procedure of Supervising Banking Groups’).

l1l.2. State Registration of Credit
Institutions and Banking
Licensing

In 2014, the total number of operating credit insti-
tutions holding banking licences dropped from 923 as
of 1 January 2014 to 834 as of 1 January 2015, or by
9.6%, due to licence revocations and reorganisations.

In the reporting year:

— the Bank of Russia registered seven credit institu-
tions established in 2014 (including four banks, two of
which are banks with participation of non-residents, and
three non-bank credit institutions) against ten credit insti-

tutions in 2013 (including three banks with participation
of non-residents and seven non-bank credit institutions,
two of which were with participation of non-residents);

— seven credit institutions discontinued their opera-
tions due to the reorganisation through merger (includ-
ing one non-bank credit institution) (against 11 banks
in 2013);

— two banks changed their form of incorporation, of
which one bank was transformed from a limited liability
company into a joint-stock company and one bank —
from a closed joint-stock company into a limited liability
company (in 2013 four banks were transformed);

— one bank changed its bank status for that of a
non-bank credit institution due to the failure to comply
with the minimum capital requirements, established
by Article 11.2 of Federal Law No. 395-1 (in 2013, the
Bank of Russia took no decisions on changing the sta-
tus of a bank to that of a non-bank credit institution).

During 2014, ten credit institutions or 1.2% of the to-
tal number of operating credit institutions (in 2013 — 26
credit institutions) expanded their operations by obtain-
ing new licences, of which:

— three banks obtained general banking licences (in
2013 — seven banks), of which one bank received a
general banking licence together with a licence to at-
tract deposits and place precious metals;

— four banks obtained licences to attract deposits
and placing precious metals (in 2013 — seven banks),
of which one bank also received a general banking li-
cence, and another one — a licence to attract household
deposits denominated in rubles and foreign currency;

— one bank obtained a licence to attract household
deposits denominated in rubles and foreign currency
together with a licence to attract deposits and place
precious metals (in 2013, licences to attract household
deposits denominated in rubles and foreign currency
were issued to five banks);

— one bank obtained a licence for banking opera-
tions with ruble and foreign currency funds (without the
right to attract household deposits) due to obtaining the
right to collect cash, bills, payment and settlement doc-
uments and provide cash services to households and
corporates;

— two banks obtained licences to carry out banking
operations with ruble and foreign currency funds (with-
out the right to attract household deposits) due to the
cancellation of restriction to establish correspondent
relations with foreign banks (in 2013 — three banks).

— one non-bank credit institution obtained a licence
for banking operations with ruble and foreign currency
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funds executed by settlement non-bank credit institu-
tions, that contains a wider range of banking operations
from those indicated in Annex 9 to Bank of Russia In-
struction No. 135-1, dated 2 April 2010, ‘On the Proce-
dure for the Bank of Russia to Make Decisions on the
State Registration and Licensing of Credit Institutions’.

In 2014, 75 credit institutions had their banking li-
cences replaced due to a change in the names pursu-
ant to Federal Law No. 99-FZ.

As of 1 January 2015, the Bank of Russia accred-
ited 73 representative offices of foreign credit institu-
tions. In 2014, the Bank of Russia extended the validity
of previously issued permits for activities of 20 repre-
sentative offices of foreign credit institutions in the Rus-
sian Federation.

Total investments of non-residents in the aggregate
paid-in authorised capital of credit institutions increased
in 2014 from 404.8 billion rubles to 405.6 billion rubles
or by 0.19% (in 2013", they increased by 38.7 billion
rubles or by 10.6%). The non-resident shareholding in
the Russian banking system declined from 26.42% to
21.68% (in 2013, grew from 26.13% to 26.42%). The
number of operating credit institutions with non-resident
shareholding reduced from 251 to 225 (in 2013, went
up from 244 to 251). The number of credit institutions
with foreign shareholding of more than 50% decreased
from 122 to 113 (in 2013, increased from 117 to 122),
while foreign investments in the authorised capital of
these credit institutions rose by 5.5 billion rubles (in
2013, rose by 10.6 billion rubles).

Credit institutions with foreign investments are lo-
cated in 37 Russian regions, of which 149 credit institu-
tions (66.2% of the total number) are based in Moscow
and the Moscow Region and 12 credit institutions (5.3%
of the total number) are based in Saint Petersburg.

In 2014, the Bank of Russia registered 180 issues of
securities of credit institutions. The par value of 162 share
issues amounted to 603.4 billion rubles (in 2013, the value
of 199 share issues totalled 224.4 billion rubles). These
included the par value of shares issued to increase credit
institutions’ authorised capital of 596.5 billion rubles for
146 issues. Six issues of shares worth 0.8 billion rubles
were registered to reduce the par value of shares. The
par value of share issues not affecting credit institutions’
authorised capital amounted to 6.1 billion rubles for ten
issues (in 2013, 187 issues worth 222.4 billion rubles,
two issues worth less than 0.1 billion rubles, and ten is-
sues worth 1.9 billion rubles respectively).

The par value of bond issues amounted to 48.7 bil-
lion rubles for 18 issues (in 2013, 51 issues worth
189.6 billion rubles).

The Bank of Russia registered reports and received
notifications on the results of 192 securities issues (in
2013 — 229 issues), according to which the par value
of placed shares totalled 431.6 billion rubles (in 2013 —
198.0 billion rubles), and bonds — 70.6 billion rubles (in
2013 — 108.9 billion rubles).

In the reporting year, the Bank of Russia cancelled
36 securities issues worth 40.5 billion rubles due to the
issuer’s failure to place any securities and to comply
with the Russian securities legislation (in 2013 — 28 is-
sues worth 48.8 billion rubles).

In 2014, the Bank of Russia registered 39 terms
of certificate issue and circulation: nine terms of issue
and circulation of registered certificates of deposit, four
terms of issue and circulation of bearer certificates of
deposit, ten terms of issue and circulation of registered
savings certificates, 16 terms of issue and circulation of
bearer savings certificates.

l11.3. Off-Site Supervision and
Supervisory Response

In 2014, the Bank of Russia continued the policy of
rehabilitation and strengthening of the banking sector,
carrying out measures to further intensify the banking
supervision. When organising this activity, the Bank of
Russia proceeds from the need to ensure maximum
transparency of bank operations to the regulator, un-
derstand the bank business model and the economics
of operations conducted by banks.

For the purpose of early detection of problems in
credit institutions’ operations the Bank of Russia con-
tinued to implement the risk-based approach to the
banking supervision, assuming the priority of content
over the form of asset valuation.

In the reporting year, off-site supervision departments
focused on improving response to negative develop-
ments in certain banks, more conservative assessment
of bank risks and selecting efficient supervisory meas-
ures adequate to revealed violations. To this end, the
practice of daily submission of the main reporting forms
by banks to the Bank of Russia was selectively applied.

Substantial attention was given to banks engaged
in dubious transactions; they were promptly subjected

' Starting 1 January 2013, data are given for paid-in authorised capital (with registered issues taken into account).
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to restrictive measures, and if they failed to eliminate
considerable and repeated violations of the law their
banking licences were revoked.

In this area, the Bank of Russia gave additional at-
tention on the quality of internal controls in credit insti-
tutions and the compliance of banks’ rules of internal
controls with regulatory requirements.

In the reporting period, the supervision over banks
of federal and regional importance was enhanced. The
Bank of Russia additionally analysed all aspects of
their activities both at the regional division level and at
the level of the Bank of Russia Head Office.

During 2014, major Russian banks and banking
groups were gradually transferred under direct supervi-
sion of the Systematically Important Banks Supervision
Department.

Within the supervision the Bank of Russia applied
methods of consolidated supervision over banking
groups, including those presuming a limit on the credit
institution risk exposure to the owners’ business. The
entire range of supervisory response tools was used to
reduce the concentration of bank risks on the owners’
business. Banks actively developed and implemented
action plans to reduce the concentration of risks on the
owners’ business.

In 2014, the Bank of Russia continued developing
the institute of authorised representatives. The range of
banks to which authorised representatives of the Bank
of Russia were assigned was expanded significantly
taking account of additional possibilities granted to the
Bank of Russia by law.

The number of banks to which authorised repre-
sentatives of the Bank of Russia were assigned in-
creased from 17 as of 1 January 2014 to 141 as of
1 January 2015, to 129 of which in the reporting year
authorised representatives were appointed pursuant
to Clause 7 of Part 1 of Article 76 of Federal Law No.
86-FZ (assets amount to 50 or more billion rubles and
(or) the amount of funds raised from households under
bank deposit agreements and bank account agree-
ments is at least 10 billion rubles), and to two banks in
accordance with Article 7 of Federal Law of No. 37-FZ
, dated 2 April 2014, ‘On the Specifics of the Func-
tioning of the Republic of Crimea’s and the Federal
City of Sevastopol’s Financial System in the Transition
Period’. In 2014, the activity of authorised representa-
tives was terminated in three credit institutions due to
their reorganisation. The presence of Bank of Russia
authorised representatives in major credit institutions
allows fuller and prompter information support of the

banking supervision with a view to ensure transparen-
cy of credit institutions for the regulator.

Among the bank risks, the credit risk traditionally
calls for special supervisory attention. Amid vigorous
build-up of loan portfolios by banks in 2014 more atten-
tion was paid to the actual business performance of the
borrower as the source of funds to service loans and
to the quality and adequacy of collateral used to adjust
the value of created provisions. To improve quality of
supervision in 2014 the Bank of Russia continued to
collect and assess information on real sector compa-
nies borrowing from credit institutions. The analysis of
activity of especially economically important borrowing
enterprises was given special attention.

The Bank of Russia additionally focused on the sit-
uation in the market of unsecured consumer lending
that experienced considerable risk accumulation in re-
cent years. The activity of credit institutions with sig-
nificant share of consumer loans in the asset structure
was subjected to in-depth analysis, involving the use of
stress testing methods; intra-bank models of risk man-
agement were assessed within off-site supervision.
The adopted regulatory measures (including statutory
restrictions on the effective interest rate on consumer
loans) and the undertaken supervision resulted in strat-
egy adjustment by a number of banks, higher focus on
risk management systems, and a trend to gradually re-
place old portfolios with higher quality new ones.

In 2014, within banking supervision the Bank of Rus-
sia continued to analyse credibility of banks’ assess-
ment of certain types of assets, in particular closed-end
unit investment funds and real estate both being a sep-
arate asset on the bank’s balance sheet and a part of
property of a closed-end unit investment fund, or used
as collateral (including the case of mortgage participa-
tion certificates).

In 2014, banking supervision was challenged by
considerable surge in financial market volatility. Sharp
fluctuations in the foreign exchange market resulted
in significant structural changes in balance sheet in-
dicators and leaps in market interest rates increased
the cost of credit institution funding. The supervisory
practice monitored the impact of changes in foreign ex-
change rates and interest rates on the income and cap-
ital level of banks with sizeable shares of assets and
liabilities denominated in foreign currencies.

Under conditions of higher cost of funding, an ag-
gressive policy of some banks in the market of house-
hold deposits in the absence of an efficient risk man-
agement system and given low asset quality may result
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in a fall in the interest margin and losses. In this regard,
regional divisions of the Bank of Russia assessed inter-
est rate policy carried out by banks, including house-
hold deposits and the retail lending segment. In the
event of threats to the interests of creditors and de-
positors, the banks were subjected to such supervisory
response measures as a restriction and a ban on at-
tracting deposits, limiting the interest rate when raising
funds from households.

Optimisation of the Bank of Russia territorial struc-
ture accounted for changes in the banking supervision.
When of regional divisions are reorganised the super-
vision management structure in the Bank of Russia
changes to a vertical system of supervision organisa-
tion and supervisory activity management at the levels
of the main branch and the division, a single informa-
tion space of banking supervision departments is de-
veloped. The developed system for analysing supervi-
sion efficiency will ensure administrative and analytical
control of timeliness and adequacy of supervisory re-
sponse measures at all the stages and levels of deci-
sion-making.

Due to the creation of a mega-regulator, the bank-
ing supervision has acquired additional opportunities to
obtain information on the activities of banks, banking
groups and financial conglomerates. Amendments to
legislation, including the expansion in Bank of Russia
authorities, expanded possibility of banking supervision
with regard to banks’ operations with other financial
market participants.

Nine supervisory groups were formed to supervise
banking groups'. The Bank of Russia ensures interac-
tion of its structural divisions supervising banks and
non-bank financial organisations with a view to iden-
tify risks assumed by participants of banking groups
(holding companies) on a consolidated and standalone
basis.

In 2014, banking and financial supervision depart-
ments provided mutual information support and coordi-
nated supervisory activities of banks and related finan-
cial institutions, if necessary.

Banking supervision is provided with exchange in-
formation on the volume and intensity of market trading
in quoted assets to assess quality of these instruments,
and data on the actual availability of assets in financial
companies with which credit institutions have opened
deposit accounts. Banking supervision is supported by

regularly provided information on the results of checks
for possible violations by financial market participants
of Federal Law No. 224-FZ, dated 27 July 2010, ‘On
Countering the Misuse of Insider Information and Mar-
ket Manipulation and Amending Certain Laws of the
Russian Federation’, and on suspension or revocation
of licences for professional activity in the securities
market. Banking supervision, on its part, also provides
information support to departments supervising finan-
cial institutions, including information required for de-
ciding on the admission of credit and other financial
institutions to the financial markets.

In 2014, to ensure transparency of international
banking operations and determine a regime for super-
vising credit institutions participating in banking groups,
Bank of Russia representatives participated in interna-
tional supervisory boards, conducted by the superviso-
ry authorities of the Netherlands, Hungary and Austria.
Participation in international boards expands Bank of
Russia possibilities in supervising Russian credit insti-
tutions participating in banking groups, in understand-
ing governance and risk management at the group
level by tracking changes in the group’s strategy, in-
cluding the Russian business, in refining the country
risk estimates.

In 2014, preventive measures were actively applied
to credit institutions: written notices were sent to the
management of 873 supervised banks; 444 meetings
with banks were held. Compulsory measures in the
form of orders to eliminate violations were applied to
546 banks, fines were imposed on 133 banks, restric-
tions on certain transactions were imposed on 209
credit institutions, some transactions were banned in
64 banks and 53 banks were prohibited from opening
branches.

In 2014, the Bank of Russia revoked banking licenc-
es of 86 credit institutions.

Banks in unsatisfactory financial condition contin-
ued to be removed from the banking market. Strategi-
cally, these actions are aimed at enhancing confidence
in the banking sector, terminating disguising poor qual-
ity of assets by misreporting, preventing transfers by
unscrupulous owners of high-quality assets from credit
institutions to other organisations under their control,
further countering withdrawal of funds from the banking
system through shell companies. Individual stability of
credit institutions is decisive for systemic stability.

' These include three groups supervising the activity of banking groups, where the parent organisations are systemically important credit

institutions.
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The withdrawal of unreliable banks from the market
is largely completed, but the Bank of Russia continues
rehabilitating the domestic banking sector. The banking
sector rehabilitation considers the on-going develop-
ments, and bank rehabilitation procedures are imple-
mented, if necessary, in accordance with approaches
worked out by the Bank of Russia and the DIA.

l1l.4. Bank Inspections

In 2014, the Bank of Russia continued improving
the inspection quality; this included establishing neces-
sary organisational and legal conditions and complet-
ing centralisation of the inspection activity.

Authorised representatives of the Bank of Russia
conducted' 817 inspections of credit institutions (their
branches). Most inspections were held at the head of-
fices of credit institutions.

In the reporting period, the inspection units primarily
focused on profiling risks, assessing their concentra-
tion (including risk concentration of owners and affili-
ated parties), assessing asset quality and capital ad-
equacy, and compliance with regulatory requirements.
In this connection, the inspections were mainly of a
thematic type.

In accordance with the Summary Plan, 551 inspec-
tions (67.4% of the total number) were carried out, 266
inspections (32.6%) were unscheduled. Eighty six un-
scheduled inspections of the total number were carried
out at the behest of the Bank of Russia management.
Other inspections were sanctioned by heads of Bank
of Russia regional divisions on the following grounds:
117 inspections were conducted due to an increase
of over 10% in credit institutions’ authorised capital;
two inspections were held due to the grounds to apply
bankruptcy prevention measures to the credit institu-
tions; three inspections resulted from the credit insti-
tutions’ request to expand the activities by obtaining
the appropriate licences; two inspections were carried
out due to the reported non-compliance of credit insti-
tutions with Bank of Russia regulations on cash circu-
lation; two inspections were conducted due to credit
institutions’ reorganisation through merger with other
credit institutions; 54 inspections focused on the issues
of credit institutions’ compliance with reserve require-
ments, proper recording of liabilities in balance sheet
accounts of credit institutions’ branches.

' Inspections began in 2014.

Pursuant to requirements of Articles 27 and 32 of
Federal Law No. 177-FZ, DIA officers were involved in
56 inspections of banks participating in the deposit in-
surance system.

In 2014, 233 inspections of credit institutions (their
branches) falling within the ‘second-line’ of supervision
and 53 inspections of systemically important credit in-
stitutions (their branches) were held.

Considerable number of violations was revealed
during the assessment of quality of banks’ assets.
Inspectors revealed facts of lending to legal entities
(including affiliates) not engaged in real activities and
providing unreliable statements to the credit institution;
facts of inadequate assessment of financial standing
and quality of debt servicing; facts of accepting collat-
eral that does not meet the established requirements or
accepting overestimated collateral.

Inspections revealed that in order to conceal real
risk exposure some credit institutions continued re-
placing impaired loan debt with investments in shares
of closed-end unit investment funds, for which current
(fair) value was created artificially.

Inspections of consumer lending institutions re-
vealed instances of concealing the real period of over-
due debt, failures to assess financial standing of individ-
ual borrowers, unavailability of documents confirming
the borrower's income, or signs of unreliability of infor-
mation provided by the borrower at the time of the loan
issue, including the invalidity of borrowers’ passports.

Inspections also revealed instances of creating
banks’ income using inappropriate assets or untime-
ly fulfilment of customer orders. In some cases, the
amount of funds accounted in correspondent accounts
and in the vaults of credit institutions was sufficient to
effect payments, indicating the presence of a concealed
encumbrance on the accounts and the violation of stat-
utory order of debiting funds from the bank account.
Inspections also revealed instances of creating bogus
liabilities on household deposits by banks experiencing
severe problems.

The inspections of credit institutions’ compliance
with legislation revealed violations of AML/CTF laws.
They detected multiple instances where bank’s AML/
CTF rules of internal controls did not comply with legis-
lation and Bank of Russia regulations and some credit
institutions were involved in different dubious trans-
actions. Some credit institutions showed formalist ap-
proach to identification of ‘dubious’ transactions and
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low efficiency of measures aimed at deterring custom-
ers from such transactions.

To improve the quality of inspections, the Bank of
Russia continues monitoring their organisation and im-
plementation.

As part of a comprehensive analysis of credit insti-
tution activities branches are inspected simultaneously
with bank head offices (almost 43% of scheduled in-
spections of branches were performed simultaneously
with inspections of head offices).

The risk level was assessed on a consolidated basis
along with inspections of credit institutions participating
in bank holdings companies (banking groups). This re-
vealed systemic weaknesses of bank risk management
and problem areas in credit institution activities. The
inspectors revealed operations aimed at risk and rev-
enue redistribution within the banking group, ensuring
liquidity, and regulating required ratios.

Measures implemented within internal control ar-
rangements were an additional factor affecting per-
formance of inspection units, especially remote ones.
Considerable attention was given to expanding the
internal control system with assistance of interregional
inspectorates, located in federal districts.

To assess the efficiency of internal control at the
regional level, examine inspection monitoring arrange-
ment and interaction of inspection units with regional
divisions, the Bank of Russia held 17 on-site inspec-
tions (audits), including 13 regional audits performed
by interregional inspection units.

The Bank of Russia cooperated with public au-
thorities of the Russian Federation (including Russian
regions) and law enforcement agencies. Nineteen re-
ports on transactions and deals of credit institutions
and their customers, possibly involved in illegal activ-
ities, were sent to the Prosecutor General's Office of
the Russian Federation, 22 reports on transactions of
credit institutions and their customers, which could be
related to legalising (laundering) of criminally obtained
incomes and financing of terrorism, or had intricate, un-
usual character, or had no apparent economic or lawful
purpose were sent to the Federal Financial Monitoring
Service. The Bank of Russia received 102 applications
from federal authorities. The information provided in 14
notices was taken into account when organising and
conducting inspections of credit institutions, non-bank
financial organisations and self-regulatory organisa-

tions; data from 22 messages was either considered
or used in off-site supervision. With regard to 12 re-
quests the Bank of Russia Chief Inspection assigned
its officers as experts to advise on banking legislation.
The Bank of Russia also considered 54 requests for
information or materials on the results of inspections of
credit institutions and non-bank financial organisations.

During 50 inspections of credit institutions (their
branches), 387 requests for information about custom-
ers of credit institutions and verification of their possible
involvement in illegal activities were sent to the regional
agencies of the FMS of Russia and law enforcement
agencies.

[11.5. Financial Rehabilitation and
Liquidation of Credit Institutions

In 2014, the Bank of Russia and the DIA took joint
measures to prevent the insolvency (bankruptcy) of
credit institutions pursuant to Federal Law No. 175-FZ,
dated 27 October 2008, ‘On Additional Measures to
Strengthen the Stability of the Banking System until 31
December 2014’ (invalid) and Federal Law No. 127-FZ,
dated 26 October 2002, ‘On Insolvency (Bankruptcy)’
(as amended by Federal Law No. 432-FZ, dated 22 De-
cember 2002) (hereinafter, Federal Law No. 127-FZ).

In the reporting period, the Bank of Russia sent the
DIA proposals for participation in bankruptcy preven-
tion of 14 banks.

In 2014, the Bank of Russia and the DIA took joint
measures to prevent bankruptcy of 19 banks, of which:

— in two banks bankruptcy prevention measures in-
volved reorganisation through merger with other banks;

— one bank transferred its liabilities to depositors
and a part of its property to another bank (later its bank-
ing licence was revoked);

— one bank had its banking licence revoked by the
Bank of Russia.

As of 1 January 2015, 15 banks continued implement-
ing the scheduled measures in line with the approved
plans of DIA participation in their bankruptcy prevention.

In 2014, the Bank of Russia controlled the activi-
ties of 96 credit institutions to prevent the insolvency
(bankruptcy) of credit institutions subject to bankruptcy
prevention measures in accordance with article 189.10
of Federal Law No. 127-FZ', of which:

' Before Federal Law No. 432-FZ became effective, the grounds for bankruptcy prevention measures were stipulated by Article 4 of Fed-
eral Law No 40-FZ , dated 25 September 1999, ‘On the Insolvency (Bankruptcy) of Credit Institutions’ (invalid).
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—in 15 banks the Bank of Russia and the DIA imple-
mented joint bankruptcy prevention measures;

— one credit institution operated under a financial
rehabilitation plan;

— 36 credit institutions eliminated reasons for
grounds for bankruptcy intervention (without relevant
requirements from the Bank of Russia);

— in the reporting month, in six credit institutions the
capital fell below the registered authorised capital level,
including:

1 credit institution was ordered to align its capital
with the authorised capital;

for 1 credit institution in the reporting period, the or-
der by a Bank of Russia regional division for aligning
the authorised capital of the credit institution and its
capital is pending;

1 credit institution was not sent this order because it
operated for less than two years after receiving a bank-
ing licence;

in 3 credit institutions the ground has subsequently
disappeared due to changes in the method of capital
calculation, stipulated by Bank of Russia Regulation
No. 395-P, dated 28 December 2012, ‘On the Meth-
odology for Measuring Bank Capital and Assessing its
Adequacy (Basel lll)’;

38 credit institutions qualified for bankruptcy pre-
vention measures pursuant to Article 189.10 of Federal
Law No. 127-FZ, had their banking licences revoked
by Bank of Russia orders (including 4 credit institutions
whose licences were revoked in January 2015).

As of 1 January 2015, twenty one credit institutions
were qualified for insolvency (bankruptcy) prevention
measures.

As of 1 January 2015, participating in the depos-
it insurance system were 860 banks (873 banks as of
1 January 2014), including 698 operating banks and
162 banks undergoing liquidation.

In 2014, three banks joined the deposit insurance
system and 16 banks dropped out.

In 2014, insured events occurred in 61 banks which
had their banking licences revoked.

As of 1 January 2015, the mandatory deposit insur-
ance fund amounted to 83.6 billion rubles (net of provi-
sion for occurred insured events of 68.9 billion rubles).

In 2014, the Bank of Russia monitored the emer-
gence of conditions stipulated by Article 48 of Feder-
al Law No. 177-FZ for terminating the right of banks,
included in the register, to attract household deposits
and to open and operate bank accounts of households
in banks participating in the deposit insurance system.

In 2014, six banks participating in the deposit insur-
ance system were prohibited from attracting household
deposits and opening bank accounts of households in
accordance with Article 48 of Federal Law No. 177-FZ.
Subsequently, four of these banks had their banking
licences revoked.

In 2014, to implement provisions of Federal Law
No. 37-FZ, dated 2 April 2014, ‘On the Specifics of the
Functioning of the Republic of Crimea’s and the Federal
City of Sevastopol’s Financial System in the Transition
Period’, the Bank of Russia decided to terminate the
activities of separate structural divisions of 45 banks
operating on the territory of the Republic of Crimea and
the federal city of Sevastopol and registered outside
these territories. The reason for terminating the activi-
ties of separate structural divisions of these banks was
their failure to honour their liabilities to depositors. The
Bank of Russia decision to terminate the activities of
separate structural divisions of these banks served as
a ground for the autonomous non-profit organisation
Depositors Protection Fund to acquire the rights (claim)
on deposits and to make compensation payments to
individuals, including unincorporated entrepreneurs.

In 2014, the Bank of Russia revoked the banking li-
cences from 86 credit institutions (in 2014, 32 credit in-
stitutions) in accordance with Article 74 of Federal Law
No. 86-FZ and Article 20 of Federal Law No. 395-1.

Reasons to revoke the banking licences were as
follows:

— non-compliance with federal banking laws and
Bank of Russia regulations, if a credit institution had
been repeatedly subject to the measures stipulated by
Federal Law No. 86-FZ: 75 cases (in 2013 — 30 cases);

— repeated violation over the year of requirements
stipulated by Article 6 and Article 7 (except for Clause
3 of Article 7) of Federal Law No. 115-FZ: 36 cases (in
2013 — eight cases);

— established facts of considerable unreliability of
reporting data: 13 cases (in 2013 — seven cases);

— decrease in the bank capital below the minimal
amount of the authorised capital established as of the
date of its state registration: 14 cases (in 2013 — six
cases);

— capital adequacy ratio below 2%: 12 cases (in
2013 - five cases);

— failure to meet creditors’ claims on monetary ob-
ligations within 14 days of the due date: 26 cases (in
2013 — two cases).

Besides, in the reporting period, the Bank of Russia
cancelled licences of two non-bank credit institutions
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(in 2013 — one non-bank credit institution) due to their
shareholders’ decision on voluntary liquidation.

More than half of credit institutions (50 out of 86)
that had their licences revoked in the reporting year
were registered in Moscow and the Moscow Region.

Higher number of credit institutions whose banking
licences were revoked in 2014 (compared with 2013)
results mainly from their active involvement in launder-
ing of criminally obtained incomes and illegal overseas
money transfers requiring harsh response by the su-
pervisory authority. It should be noted that most cred-
it institutions indicated by the regulator curtailed such
activities, but in some cases (42% of revoked licences)
Bank of Russia had to resort to the extreme measure
vested by law.

Essential number of licence revocations resulted
from financial problems accumulated by credit institu-
tions followed by the loss of capital and (or) stable in-
solvency (38% of revoked licences). At the same time,
some banks concealed their real financial standing and
submitted substantially unreliable statements to the
Bank of Russia (15% of revoked licences).

During 2014, there were 117 provisional administra-
tions managing credit institutions. The DIA performed
the functions of the provisional administration in 13 of
them in accordance with the plan for DIA participation
in bank bankruptcy prevention. Other 103 provisional
administrations were appointed to credit institutions
due to the revocation of their banking licences and
1 provisional administration was appointed in accord-
ance with Paragraph 4 of Part 2 of Article 74 of Federal
Law No. 86-FZ.

During 2014, the Bank of Russia appointed 98 pro-
visional administrations to manage credit institutions,
of which 11 provisional administrations were appointed
to credit institutions according to the approved plans
for DIA participation in bank bankruptcy prevention,
86 provisional administrations were appointed due to
the revocation of credit institutions’ banking licences,
and one provisional administration was appointed in
accordance with Paragraph 4 of Part 2 of Article 74 of
Federal Law No. 86-FZ.

In 2014, the Bank of Russia terminated the activity
of 98 provisional administrations of credit institutions,
including 85 provisional administrations, appointed due
to the revocation of credit institutions’ banking licences,
7 provisional administrations, appointed in accordance
with the approved plans for DIA participation in bank

bankruptcy prevention, and 1 provisional administra-
tion appointed in accordance with Paragraph 4 of Part
2 of Article 74 of Federal Law No. 86-FZ.

As of 1 January 2015, 24 provisional administra-
tions of credit institutions were operating, including 18
provisional administrations, appointed due to the rev-
ocation of credit institutions’ banking licence; the DIA
was assigned to perform the functions of provisional
administration of six banks.

As of 1 January 2015, liquidation was pending at
214 credit institutions whose banking licences had
been revoked (cancelled) and the Bank of Russia had
not received certificates of their striking off the state
register due to the liquidation. There was on-going lig-
uidation at 199 credit institutions, the relevant adjudi-
cations were not passed as of the reporting date with
respect to 15 credit institutions following the revocation
of their banking licences.

As many as 162 credit institutions were recognised
as bankrupt and bankruptcy proceedings were initiat-
ed against them (in 2014, 56 credit institutions were
recognised as bankrupt, including one credit institution
with regard to which the arbitration court adjudicated on
the forced liquidation). Arbitration courts adjudicated on
forced liquidation of 36 credit institutions (in 2014 — 29
credit institutions). Besides, one credit institution is lig-
uidated voluntarily, as decided by its participants.

In accordance with Russian legislation on insolvency
(bankruptcy) and Article 23.2 of Federal Law No. 395-1,
the DIA performed liquidation procedures in 181 credit
institutions undergoing liquidation as of 1 January 2015.
The DIA performed the receiver’s functions in 154 of them
and the liquidator’s functions in 27 credit institutions.

As of 1 January 2015, the DIA was appointed as a
receiver (liquidator) in 387 credit institutions, of which
206 credit institutions that had been liquidated by the
DIA were struck off the state register of legal entities’.

As of 1 January 2015, over the entire history of the
Russian banking system, 1,638 credit institutions were
struck off the state register of legal entities due to their
liquidation. According to statement presented to the
Bank of Russia, the average ratio of met creditor claims
on these credit institutions stood at 11.9%, including
69.0% of claims of first-ranking creditors. For the liqui-
dated credit institutions where the DIA performed the
functions of the receiver (liquidator), the average ratio
of met creditor claims on these credit institutions was
28.0%, including 55.5% of claims of first-ranking credi-

' This information was prepared based on the data reported by the registrar to the Bank of Russia as of 1 January 2015.
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tors, 34.6% of claims of second-ranking creditors, and
15.9% of claims of third-ranking creditors and other
creditors whose claims were to be met after those listed
in the register of creditor claims.

In 2014, the Bank of Russia conducted 26 inspec-
tions of receivers (liquidators) of credit institutions, of
which 21 inspections were performed in accordance
with the Summary plan of inspections of receivers (lig-
uidators) of credit institutions for II-IV quarters 2014. In
all 26 cases the inspections focused on the activities of
the DIA as a receiver (liquidator) of credit institutions.

In 2014, 25 receivers were certified with the Bank of
Russia and 25 receivers had their certification extend-
ed. Besides, nine receivers were denied certification or
its extension due to their ineligibility.

As of 1 January 2015, fifty receivers were certified
with the Bank of Russia.

In 2014, the Bank of Russia Board of Directors did not
pass any decision on Bank of Russia payments pursuant
to Federal Law ‘On Bank of Russia Compensation Pay-
ments for Household Deposits with Russian Bankrupt
Banks Uncovered by the Deposit Insurance System’.

As of 1 January 2015, the Bank of Russia payments
in the total amount of 1,231,258.7 thousand rubles were
received by 36,173 depositors. As of 1 January 2015,
receivers satisfied Bank of Russia claims on credit insti-
tutions whose depositors had received payments from
the Bank of Russia totalling 433,325.3 thousand rubles,
or 35.19% of total claims. In 2014, the Bank of Russia
received 688.3 thousand rubles in claims payable to
the Bank Russia that resulted from its payments.

Thirty three credit institutions, the depositors of
which received Bank of Russia payments, were struck
off the unified state register of legal entities due to their
liquidation. The Bank of Russia claims on such credit
institutions, that remained unsatisfied during the bank-
ruptcy proceedings due to the insufficiency of debtors’
property in the total amount of 797,411.4 thousand ru-
bles were written off the Bank of Russia balance sheet
(in 2014, 75,304.2 thousand rubles were written off the
Bank of Russia balance sheet).

l1l.6. Countering Legalisation
(Laundering) of Criminally
Obtained Incomes and
Financing of Terrorism

In 2014, the Bank of Russia continued to exercise
powers stipulated by Federal Law No. 115-FZ with

a focus on enhancing efficiency of the anti-money
laundering and counter-terrorism financing system
(hereinafter, the AML/CTF) as an important factor for
mitigating banking risks and ensuring banking sector
stability.

An important event in 2014 was the adoption of
Federal Law No. 484-FZ, dated 29 December 2014,
‘On Amending Certain Laws of the Russian Federa-
tion” worked out with consideration of Bank of Russia
proposals, that provides for restricting grounds for the
Bank of Russia to apply administrative measures to
credit institutions under Article 15.27 of the Code of Ad-
ministrative Offenses of the Russian Federation with an
emphasis towards the application of measures stipulat-
ed by Article 74 of Federal Law No. 86-FZ, and adjusts
the grounds on which the Bank of Russia is entitled to
apply supervisory response measures.

Besides, in 2014, the Bank of Russia prepared eight
recommendations for credit institutions on the proce-
dure for identifying individual transactions of their cus-
tomers based on the analysis of information received in
the framework of its supervisory activities and aiming
at ensuring the effective implementation by credit in-
stitutions of the risk-based approach, reducing the risk
of involvement of certain credit institutions in servicing
customers making dubious financial transactions.

The results of Bank of Russia activity allow ascer-
taining a decline in the value of illegal transactions and
a reduction in the number of credit institutions carry-
ing out such transactions. The total number of banks
with signs of high involvement in dubious non-cash and
cash transactions of customers, defined by Bank of
Russia Letter No. 172-T, dated 4 September 2013, ‘On
Priority Measures in Banking Supervision’, decreased
from mid-2013 by more than 12-fold.

In September 2014, at a plenary meeting of the
Committee of Experts on the Evaluation of Anti-Money
Laundering Measures and the Financing of Terrorism
(MONEYVAL), the Russian delegation that included
Bank of Russia representatives successfully defended
its third report on the development of the Russian AML/
CTF system. MONEYVAL decided to hear the next re-
port on Russia’s progress only in 2017.

Issues related to AML/CTF laws were considered
in 48% of all completed scheduled and unscheduled
inspections of credit institutions.

As a result, during 2014, the consideration of
1,120 administrative offense cases was completed
with 319 adjudications on imposing fines (including
62 rulings with regards to executives of credit institu-
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tions), 539 adjudications on issuing warnings (including
290 rulings with regards to executives of credit insti-
tutions), and 262 adjudications to close administrative
cases (including 75 rulings with regards to executives
of credit institutions).

l1l.7. Central Catalogue
of Credit Histories

In the reporting year, the Central Catalogue of Credit
Histories (hereinafter, the CCCH) saw further increase
in credit history titles and inquiries from credit history
makers and users.

During 2014, the CCCH received 21.7 million cred-
it history titles (10.5% growth as compared with early
2014); as of the end of the reporting year, their number
totalled 229.6 million. Moderate increase in the number
of credit history titles is explained by slower lending rate
in 2014.

Over 2014, the number of credit history titles of indi-
vidual borrowers increased by 21.6 billion (10.4%) and
stood at 228.9 million as of early 2015, while the num-
ber of credit history titles of corporate borrowers totalled
745 thousand as of 1 January 2015, having risen by
13.2% as compared with early 2014.

The number of information inquiries addressed to
the CCCH by credit history makers and users about the
credit history bureaus (CHBs) in which their credit histo-
ries were filed and the number of requests for creating
or cancelling credit history maker codes grew by almost
2 million (by 13.79%) in the reporting year and reached
16.3 million since the CCCH launch.

In particular, the number of inquiries addressed to
the CCCH by credit history makers on credit history bu-
reaus keeping their credit histories increased by 18.7%
over the reporting year and totalled 1.8 million in abso-
lute terms. Credit history makers addressed such inquir-
ies mainly by applying to credit institutions: the number
of such inquiries grew over the reporting year by 18.2%
to 1.4 million.

In 2014, the CCCH was able to provide information
to 76.7% of inquiries from credit history makers and us-
ers about CHBs in which their credit histories were filed
(in 2013 = 75%, in 2012 — 72.3%, in 2011 — 71.0%).
This confirms that most borrowers had had their credit
histories put on file.

In 2014, one CHB was included in the state register
of credit history bureaus. Thus, the number of CHBs to-
talled 26 as of 1 January 2015.

11.8. Cooperation with Russia’s
Banking Community

In 2014, the specially established Bank of Russia
working group on consumer lending conducted meet-
ings and surveys of banking community representa-
tives for defining categories of consumer loans, subject
to limitation of the effective interest rate pursuant to the
Federal Law ‘On Consumer Loans’, and forms of indi-
vidual provisions of consumer lending agreements.

Besides, to introduce provisions of Basel I, the
Bank of Russia preliminarily validated rating systems
and credit processes of three banks that had decided to
implement the credit risk assessment approach based
on internal ratings (IRB approach), and arranged busi-
ness meetings with banks interested in introducing IRA,
where plans and the current level of banks’ readiness
to switch to IRA to assess capital adequacy were con-
sidered.

In 2014, under cooperation with the banking com-
munity, the Bank of Russia drafted its banking regu-
lations in active consultation with the Association of
Russian Banks (ARB) and the Association of Regional
Banks of Russia (the Russia Association), as well as
with major credit institutions.

The section ‘Answers to Frequently Asked Ques-
tions from Credit Institutions and Bank of Russia Re-
gional Divisions Concerning Banking Regulation and
Supervision’ was regularly updated on the Bank of
Russia website.

The Bank of Russia continued its active cooper-
ation with credit institutions within the context of tra-
ditional banking forums, conferences and meetings
(the 22 International Banking Forum Banks of Rus-
sia — XXl regarding the issue ‘Financial Sector Devel-
opment Models amid Globalisation: Russia and Inter-
national Practice’ held by the Russia Association; the
25" Congress of the Association of Russian Banks
regarding the issue ‘On the Prospects of the Russian
Banking System: a View of the Banking Community’;
the All-Russian Banking Conference ‘The Banking
System 2014: Interaction Between the Mega-regu-
lator and Financial Market Participants’; meeting of
Bank of Russia top executives and credit institutions’
management regarding the issue ‘Regulation of Com-
mercial Banks’ Activities by the Central Bank of the
Russian Federation’).

The Bank of Russia held the 23 International Bank-
ing Congress ‘Banking Business: New Realities’, which
discussed issues urgent for the banking sector (mone-
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tary policy; recent developments in banking regulation
to reduce systemic risks and maintain the systemic sta-
bility; banking supervision development; impact of the
strengthened banking regulation on banking activities;
international experience in payment systems develop-
ment, use of cash and other payment instruments, na-
tional payment systems and their compatibility with in-
ternational payment systems; mutual complementarity
and competition between banks and non-bank financial
organisations, minimisation of the regulatory arbitrage).

111.9. Cooperation with
International Financial
Organisations, Foreign Central
Banks and Supervisors

In 2014, the Bank of Russia continued to partici-
pate in the work of the BCBS and its working groups
and sub-groups, including quantitative assessments of
the impact of BCBS new regulatory standards (the so-
called QIS — Quantitative Impact Study), and mutual
assessment of compliance of BCBS member states
with BCBS documents.

In 2014, it also prepared information and other ma-
terials requested by the Secretariat of the BCBS Group
of Bank Supervisors from Central and Eastern Europe
(hereinafter, the Group). In May 2014, the Group or-
ganised a seminar ‘Basel lll and Systemic Stability Pol-
icy’ in the city of Tula participated by representatives of
supervisory authorities of the Group member states.

The information on banking laws and regulations
for the IMF electronic database was further updated.
The Bank of Russia publishes this information on its
website quarterly. The Bank of Russia held meetings
with IMF experts including consultations on Article IV
of the IMF Articles of Agreement.

In 2014, the Bank of Russia cooperated with the
working group of the Financial Stability Board on in-
troduction of international standards in Russia and
adherence to international principles and recommen-
dations on financial rehabilitation of credit institutions
received under the Financial Sector Assessment Pro-
gram (FSAP).

Within the cooperation with the Organization for
Economic Cooperation and Development (OECD),
Bank of Russia representatives participated in review-
ing and amending draft overviews of the Russian Fed-
eration prepared by the OECD Committee on Financial
Markets and the OECD Committee on Investments,

and in developing Russia’s position in the negotiations
with the EU on a new EU-Russia framework agree-
ment.

The Bank of Russia attaches great importance to
cooperation and information exchange with banking
supervisory authorities of foreign countries and has
signed 37 cooperation agreements (memoranda of
understanding) with foreign bank supervisors.

In 2014, to expand cooperation in banking supervi-
sion of credit institutions and supervisory information
exchange (including the supervision of cross-border
establishments of Russian and foreign banks with re-
spect to BCBS recommendations), the Bank of Russia
continued coordinating draft memoranda (agreements)
with supervisory authorities of a number of countries,
given the approved amendments to the Russian leg-
islation.

In 2014, the Bank of Russia held bilateral meetings
on topical issues of banking regulation and supervision
with representatives of Hungarian and Chinese super-
visory authorities.

To coordinate activities of authorities supervising
cross-border establishments of banking groups and
ensure transparency of international bank transac-
tions, the Bank of Russia cooperates with foreign su-
pervisors in international supervisory colleges. During
the reporting period, Bank of Russia representatives
participated in international supervisory colleges ar-
ranged by the supervisors of Austria, Hungary and the
Netherlands. Participation in international colleges ex-
pands possibilities of the Bank of Russia in supervis-
ing Russian credit institutions participating in banking
groups, in understanding governance and risk-man-
agement processes at the group level, in tracking
changes in the strategy of the group, including the
Russian business direction, and in refining country
risk estimates.

In its cooperation with the Eurasian Economic
Community (EurAsgEC) and with the member states
of the Common Economic Space (CES), the Bank of
Russia participated in coordination of the draft agree-
ment on the Eurasian Economic Union (EAEU), and
the draft agreement on the information exchange, in-
cluding confidential data, in banking, securities mar-
kets, and insurance, the formulation of approaches
to harmonise laws of EAEU member states taking into
account the views of the banking community, to create
conditions for free movement of capital in the financial
markets.
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[11.10. Outlook for Banking
Regulation and Supervision
in Russia

11.10.1. State Registration of Credit
Institutions and Banking Licensing

In 2015, the Bank of Russia will further draft federal
laws:

— ‘On Amending Articles 16 and 18 of the Federal
Law on Banks and Banking Activities’ (with regards to
legislative consolidation of foreign shareholding in the to-
tal capital of credit institutions holding banking licences);

— No. 460145-6 ‘On Amending Certain Laws of the
Russian Federation” and No. 460168-6 ‘On Amending
Part 1 and Part 2 of the Tax Code of the Russian Fed-
eration’, aimed at implementing the concepts of ‘bank
deposit agreement in precious metals’ and ‘bank ac-
count agreement in precious metals’, improving legal
conditions of transactions with precious metals, adjust-
ing certain provisions of the law on banks and banking
activities, clarifying the specifics of bankruptcy proceed-
ings of a credit institution involved in transactions with
precious metals;

— No. 47538-6/9 ‘On Amending Part 2 of the Civil
Code of the Russian Federation and Certain Laws of
the Russian Federation’, aimed at improving the Rus-
sian legislation with regard to the regulation of financial
transactions, including the introduction of a new type of
a bank deposit that does not provide for the possibili-
ty of early withdrawal of the deposit amount or a part
thereof, and a deposit certified with a savings (depos-
it) certificate, which does not provide for the right of its
presentation for payment before the expiry of the period
specified therein;

— ‘On Amending the Federal Law On Banks and
Banking Activity’, aimed at establishing from 1 July 2015
single requirements for the minimum authorised capital
for all newly registered non-bank credit institutions in the
amount of 90 million rubles, and from 1 July 2018 single
requirements for the amount of capital of non-bank credit
institutions.

Besides, the Bank of Russia will continue improving
its regulatory framework. In particular, it intends:

— to accomplish drafting Bank of Russia Ordinance
establishing the procedure and criteria for the disclo-
sure of information on qualification and experience of
members of the credit institution's Board of Directors
(Supervisory Board), persons in the position of the sole

executive body, their deputies, members of the collective
executive body, chief accountant, deputy chief account-
ant of a credit institution, head and the chief accountant
of a credit institution branch on its official website;

— to continue amending Bank of Russia regulations,
associated with changes in the territorial structure of the
Bank of Russia and the procedure of supervising sys-
temically important credit institutions, which resulted in
the need to clarify relevant terminology and workflow on
the subject of the projects;

— to amend Bank of Russia regulations, associated
with specifics of assessing the financial standing and
business reputation of persons included in the share-
holders (participants) of a credit institution as a result
of an exchange (conversion) of claims on subordinated
credits (deposits, loans);

—to amend Bank of Russia Instruction No. 135-I, dat-
ed 2 April 2010, ‘On the Bank of Russia’s Decision Mak-
ing Procedure for the State Registration and Licensing of
Credit Institutions’ to provide, inter alia, for the following:

a possibility to exchange (convert) creditors’ claims on
subordinated loans (deposits, loans), including claims for
unpaid interest on such loans (deposits, loans), bonds of
a credit institution, and claims for financial penalties for a
default on subordinated loans (deposits, loans), for ordi-
nary shares (stakes) of a credit institution, and to clarify
the procedure for the state registration of the respective
amendments to the charter of a credit institution;

a clarification of the procedure for the state registra-
tion of amendments to the charter of a credit institution
associated with an increase in its authorised capital pur-
suant to acts of the Government of the Russian Federa-
tion in case the DIA acquires shares (stakes) of a credit
institution out of non-monetary property in accordance
with the Part 6 of Article 15 of the Federal Law ‘On the
Insurance of Household Deposits with Russian Banks'.

11.10.2. Banking Regulation

In 2015, major banking regulation developments will
be associated with both the systematic implementation
of international agreements, recommendations and
standards of the Basel Committee on Banking Supervi-
sion, and Bank of Russia measures aimed at supporting
the domestic banking sector due to lower accessibility of
foreign financial markets and the transition to a floating
exchange rate. In future, the Bank of Russia will contin-
ue developing a sound regulatory framework to ensure
high-quality operation of the Russian banking system.

Bank of Russia documents to be published in 2015
are as follows:
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— regulations establishing requirements to the risk
and capital management systems of a credit institution
and a banking group, including requirements to imple-
ment internal capital adequacy assessment process
(hereinafter, the ICAAP);

— regulations, establishing a methodology for the
supervisory assessment of the ICAAP quality and re-
sults and capital adequacy assessment;

— a document stipulating the use of the LCR as a
mandatory standard. Considering complicated access
of Russian banks to long-term resources, the Bank of
Russia intends to introduce the LCR as a prudential
norm from 1 July 2015 (meanwhile, the Bank of Russia
is developing a mechanism to provide banks irrevoca-
ble credit lines secured by assets not included in the
calculation of highly liquid assets eligible as collateral
under refinancing. Banks will include the value of the
limit set on a credit line with account of the available
collateral in the calculation of the new standard liquidity
coverage ratio);

— regulations implementing the Core Principles for
Effective Banking Supervision with regard to estab-
lishing standards for drawing up consolidated financial
statements and other information used for the banking
supervision purposes to evaluate risks a credit institu-
tion accepts on a consolidated basis (replace Bank of
Russia Regulations No. 191-P, dated 30 July 2002, ‘On
the Consolidated Financial Statements’ and No. 246-
P, dated 5 January 2004, ‘On the Procedure for the
Parent Credit Institution of a Banking Group to Draw up
Consolidated Financial Statements’);

— regulations that define possible signs of related-
ness of legal entities and (or) individuals to the credit
institution and (or) its affiliates that do not arise directly
from the credit institution’s existing authority to manage
their activities, for the Banking Supervision Committee
of the Bank of Russia to decide on the relatedness of
the person(s) to the credit institution, and the procedure
for the Banking Supervision Committee of the Bank of
Russia to decide on recognising a person to be related
to the credit institution (be a part of the group of per-
sons related to the credit institution);

— a procedure for notifying the Bank of Russia on
the establishment of a bank holding company, its man-
agement company and its powers, and clarification of
the procedure for submitting information on risks of a
bank holding company to the Bank of Russia, including
presentation of reports and other risk-related informa-
tion of a bank holding company in the form of electronic
messages containing an authentication code by parent

organisations of bank holding companies (its manage-
ment companies) to the Bank of Russia;

— regulations that establish credit institutions’ obliga-
tion to disclose in the annual (interim) accounting (finan-
cial) statements the value of financial leverage indicator,
information on transactions involving the assignment
of monetary claims, including those certified with mort-
gages, to mortgage agents or specialised associations,
and the obligation of unconsolidated credit institutions to
disclose and submit to the Bank of Russia standalone
financial statements prepared in accordance with the In-
ternational Financial Reporting Standards;

— a procedure for applying measures stipulated in
Article 74 of Federal Law No. 86-FZ to credit institutions.

Bank of Russia regulations to be worked out and
published in 2015 due to the amendments to the Fed-
eral Law ‘On the Insurance of Household Deposits with
Russian Banks’ are as follows:

— a procedure for determining the base rate of re-
turn on deposits to identify banks paying premiums to
the mandatory deposit insurance fund at an additional
rate or an increased additional rate;

— clarification of the procedure for calculating the
effective interest rate on deposit based on the average
annual return formula, and the procedure for determin-
ing other material benefit of the depositor;

— a procedure for a bank to submit an application to
the Bank of Russia on referring it to banks other than
those paying insurance premiums at an additional rate
or an increased additional rate;

— a procedure for recognising the financial standing
of a bank to be meeting the criteria for paying insurance
premiums at an increased additional rate;

— a procedure for sending the DIA information on
the bank’s compliance with the criteria for paying insur-
ance premiums at an additional or an increased addi-
tional rates.

111.10.3. Off-Site Supervision and
Supervisory Response

The Bank of Russia plans to further develop its su-
pervisory activities in the following areas:

1. Development of methodological approaches and
operational practices for risk-based supervision, includ-
ing consolidated supervision of banking groups, bank
holding companies and other groups of financial mar-
ket participants.

2. Implementation of new legislation that, on the one
hand, expands the powers of the Bank of Russia, and,
on the other hand, embodies the countercyclical super-
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visory approaches expressed through granting certain
exemptions to credit institutions in the regulation of their
activities, including the period until 30 June 2015;

— to apply the official ruble exchange rate set by the
Bank of Russia on 1 October 2014 in the calculation
of prudential ratios for transactions in foreign currency;

— not to recognise the negative revaluation of the
securities portfolio to reduce the sensitivity to the mar-
ket risk and limit the impact of the negative revaluation
on the financial performance and capital;

— to decide not to revise downwards the borrower’s
financial standing for the purpose of loan loss provi-
sioning if changes in the financial standing result from
restrictive economic and (or) political measures im-
posed by foreign countries;

— to decide not to revise downwards the quality
of servicing the debt on loans, restructured through
changing the loan currency for rubles;

— not to apply the limit of the effective interest rate
on consumer loans set by Federal Law No. 353-FZ in
the amount of the calculated by the Bank of Russia av-
erage market effective interest rate on consumer loans
plus one third.

Credit institutions have been entitled to include
unencumbered bonds included in the Bank of Russia
Lombard list and classified as ‘held to maturity’, regard-
less of the term remaining to maturity, in the calculation
of liquid assets for the entire 2015.

Due to the developments in the international situa-
tion in 2014 and the restricted access of Russian com-
panies and banks to borrowing in international financial
markets, large corporate borrowers faced the problem
of refinancing the existing debt mainly domestically.
This means higher demand for loans from such bor-
rowers to Russian banks. Under these circumstances,
it was decided to postpone by one year until 1 January
2016, the application of new criteria of borrowers’ relat-
edness to a group with account of the IFRS, and eco-
nomic criteria in accordance with provisions of Article
64 of Federal Law No. 86-FZ, to calculate the maximum
risk ratio per borrower or a group of related borrowers
(N6 ratio); the enactment of the N25 ratio establishing
the maximum risk per bank related person (group of
bank related persons) has also been postponed.

In 2015, the supervisor will use the additional time pro-
vided by the legislator for preparing to apply these inno-
vations to actively cooperate with banks on bringing the
concentration of credit risks in compliance with the ratios.

3. The regulation of remuneration systems of credit
institutions applied to employees assuming risks be-

comes effective in 2015. In accordance with Bank of
Russia Instruction No. 154-I, dated 17 June 2014, “On
the Procedure for Assessing Credit Institution Remu-
neration System and Issuing Orders to the Credit Insti-
tution to Correct Deficiencies in the Remuneration Sys-
tem’ the supervisor will assess remuneration systems
of credit institutions for the first time as of 1 October
2015. This assessment will be further made annually.

4. To monitor the compliance of certain credit insti-
tutions with the imposed restrictions on raising house-
hold funds, in 2015, the Bank of Russia intends to in-
troduce methods of rapid assessment of banks into the
supervision practice to identify facts of deposit-taking in
violation of the applied bans and restrictions.

5. The Bank of Russia will continue examining as-
sets of credit institutions and assessing their quality,
including the fair value recognition in bank statements.
The assets in unit investment funds owned by credit
institutions and assets used as collateral covering cred-
it risks and other assets, generated by real estate will
be examined to determine their compliance with market
value requirements.

In this regard, the Bank of Russia will maintain the
practice of conducting expert assessments of the mar-
ket value of banks’ assets, including asset revaluation,
included in capital calculation, and collateral accepted
under credit deals. The Bank of Russia intends to make
wider use of professional assessment of non-financial
assets and property of banks.

In March 2014, the Bank of Russia offered for the
banking community’s consideration the Basic Approach-
es to the Regulation and Supervision of Systemically
Important Credit Institutions. This work is expected to
result in a system of operating conditions for systemical-
ly important credit institutions which will combine tighter
regulatory requirements and more intensive supervision.

111.10.4. On-Site Inspection

Generally, the Bank of Russia will ensure the con-
tinuity of the established approaches to inspection ac-
tivities.

Thematic inspections on issues that are difficult or
impossible to review and evaluate in off-site supervi-
sion will be prioritised to determine the risk profile and
the main areas of risk concentration, detect operations
aimed at concealing the real quality of assets and ensur-
ing the formal observance of regulatory requirements.

The Bank of Russia intends to further develop reg-
ulatory and legal support for inspection activities in the
following areas:



111.10. Outlook for Banking Regulation and Supervision in Russia

AND SUPERVISION IN RUSSIA

ll. BANKING REGULATION BANKING SUPERVISION REPORT

2014

72

— improvement of the regulatory and legal frame-
work regulating the issues of arranging and conducting
on-site inspections of credit institutions (their branches)
taking account of optimisation of the Bank of Russia re-
gional network (including the establishment of the Bank
of Russia main branches, subordinated divisions and
divisions — national banks);

— improvement of the methodological support of the
inspection activities, including the inspections of indi-
vidual activities of credit institutions;

— automation of activity of the Bank of Russia Chief
Inspection to develop new approaches to unification of
inspection activities, improve methodological, information
and analytical support, and standardise inspection reports;

—improvement of approaches to arranging and con-
ducting inspections of systemically important credit in-
stitutions taking account of their structure (multi-branch
network), scope of activity, participation in banking
groups (bank holding companies), and concentration
of banking risks. The Bank of Russia will continue si-
multaneous inspections of the most significant struc-
tural units of systemically important credit institutions,
inspections of credit institutions participating in banking
groups (or controlled by the same group of owners),
and inspections of related credit institutions and non-
bank financial organisations;

— enhancement of the inspection divisions’ coop-
eration with off-site supervision units in the run-up to
the inspection, its arrangement and conducting through
continuous and operative exchange of existing mate-
rials (information) to identify and continuously monitor
risks in the activities of credit institutions, timely detect
increased risks and take effective supervision response
measures to normalise the situation.

11.10.5. Household Deposit Insurance

As part of the effort to enhance its regulations taking
account of amendments to Federal Law No. 177-FZ,
the Bank of Russia intends to publish the amended Or-
dinance ‘On the Form of the Register of Bank Liabilities
to Depositors’.

111.10.6. Financial Rehabilitation
of Credit Institutions

To implement provisions of Article 57 of Federal
Law No. 86-FZ and Article 24 of Federal Law No. 395-1

taking account of amendments introduced by Federal
Law No.432-FZ, the Bank of Russia intends to work
out draft regulations on preparing and submitting plans
for recovering financial stability by credit institutions,
amending such plans, their assessment by the Bank
of Russia, and developing action plans for systemically
important credit institutions by the Bank of Russia.

To implement provisions of Federal Law No.127-FZ,
dated 26 October 2002, the Bank of Russia intends to
approve regulations on analysing the bank’s financial
standing to decide on the appropriateness of DIA par-
ticipation in implementing bankruptcy prevention meas-
ures or in settling the bank’s liabilities, submission of
Bank of Russia proposals for the DIA to participate in
the bank bankruptcy prevention, the reduction of the
bank’s authorised capital to the value of its capital, the
selection of acquirer of the bank’s assets and liabilities.

11.10.7. Liquidation of Credit Institutions

Enhancement of the Russian legislation aimed at
reducing the risk of abuse by management and own-
ers of credit institutions and minimising negative con-
sequences of revocation of credit institutions’ banking
licence for lenders and the entire banking system is an
acute task of banking regulation and supervision.

To that end, considering the application by the Bank
of Russia of Article 40.1 of Federal Law No. 395-1, that
establishes an obligation of a credit institution to record
all the operations and other transactions in electronic
databases and to create and submit their backup cop-
ies to the Bank of Russia, legal grounds should be ex-
panded for the Bank of Russia to send a credit institu-
tion an order to create and transfer electronic database
backup copies for safekeeping to the Bank of Russia.

111.10.8. Countering Legalisation
(Laundering) of Criminally Obtained
Incomes and Financing of Terrorism

In 2015, the Bank of Russia will continue implement-
ing tasks and functions defined in the framework of re-
forming the regulatory system of the Russian financial
market and delegating functions of a single regulator to
the Bank of Russia'.

Another key task for the Bank of Russia and its re-
gional divisions in 2015 will be to ensure the effective
introduction of a risk-based approach in the AML/CTF

" Federal Law No. 251-FZ, dated 23 July 2013, ‘On Amending Certain Laws of the Russian Federation Due to the Delegation to the
Central Bank of the Russian Federation of the Authority to Regulate, Control and Supervise Financial Markets’ (became effective from
1 September 2013) assigned the Bank of Russia with functions of regulating and controlling activities of non-bank financial organisa-
tions (microfinance organisations, credit consumer cooperatives, etc.).
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in credit institutions with the view of mitigating the risk
of credit institutions’ involvement in money laundering
and terrorism financing.

Besides, in 2015, the Bank of Russia will continue:

— to control the application by credit institutions of
instruments allowing them to refuse to conclude a bank
account (deposit) agreement, carry out transactions
and terminate a bank account (deposit) agreement in
cases stipulated by Federal Law No. 115-FZ;

— to enshrine in law the credit institution’s obliga-
tions to conclude a bank account (deposit) agreement,
and to refuse to execute an operation if the custom-
er is characterised by a high risk level, determined in
accordance with regulations developed by the Bank of
Russia together with the Federal Financial Monitoring
Service;

— to optimise requirements for credit institutions to
identify customers, customers’ representatives and
beneficial owners with a view of countering the legali-
sation (laundering) of criminally obtained incomes and
the financing of terrorism.

l11.11. Bank of Russia
Supervisors

The Bank of Russia supervisory divisions employ
5,038 executives and specialists, of which 42.6% work
at the head office. Most specialists hold a university
degree (98.2%), have over three years of experience
in the banking system (87%), and are aged 30-50 y.o.
(61.8%).

The Bank of Russia focuses onimproving exper-
tise and skills of bank supervisors. In 2014, fifty one
employees took a professional retraining course under
the credit institution supervisors and inspectors train-
ing programme developed in advance at the request
of the Bank of Russia. Besides, the Bank of Russia
launched a two-year training under three new training
programmes for bank financial rehabilitation advisers,
heads of provisional administrations and inspectors of
commercial banks.

In 2014, as many as 1,825 managers and spe-
cialists of banking supervision units improved their
skills by attending 92 short-term training events
(seminars, courses, internships) covering the entire
range of issues in this area of Bank of Russia ac-
tivities and the issues of the international financial
reporting standards, use of information systems,
information security, development of management
and social skills.

In 2014, the Bank of Russia held training on bank
supervision for employees of the newly created Divi-
sions for the Republic of Crimea and for the City of Sev-
astopol. Besides, training was provided to specialists of
credit institutions located on the territory of the Republic
of Crimea (1,672 people).

The Bank of Russia continued its cooperation in
staff training with foreign partners: Deutsche Bundes-
bank, the Bank of France, the Bank of Finland, the
Bank of Spain, the Central Bank of Brazil, the Financial
Technology Transfer Agency (Luxembourg), the Finan-
cial Stability Institute of the Bank for International Set-
tlements (Basel), and others.
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IV.1. Banking Sector Stability
Monitoring

In 2014, the Bank of Russia continued to regularly
monitor the liquidity risk, risks associated with lending
to non-financial organisations and households, capital
adequacy and the market risk for the purpose of early
identification of negative trends in the banking sector, in-
cluding bank groups and individual banks whose transac-
tions contribute considerably to these trends. Along with
monitoring key financial risks, the Bank of Russia also
analysed for potential systemic risks the following:

— asset and liability structure of major credit institu-
tions;

— impact of the situation in the stock market on credit
institutions’ financial standing;

— transactions for taking and placing interbank loans
and deposits at high interest rates;

— reasons for credit institutions to pursue the aggres-
sive policy to attract household deposits;

— development and risks of the unsecured consum-
er lending market, including banks specialising in unse-
cured consumer lending;

— considerable loans issued to companies which had
experienced technical defaults on their publicly traded
debt instruments;

— loans to organisations and individual entrepreneurs
adjudicated bankrupt;

— dependence of credit institutions’ funding from the

Bank of Russia;
— restructured and extended loans.

— asset and liability structure of banks with the largest
volume of household deposits;

Russian banking sector risk map

When building a risk map, the Bank of Russia used the experience of international organisations, regula-
tors and central banks of different countries. In particular, it analysed IMF’s Global Financial Stability Reports,
the Financial Stability Review of the European Central Bank, annual reports and financial stability reports of
regulators and national (central) banks of a number of countries. To determine the stability level of the national
financial system national banks and international organisations usually employ a risk map in the form of a web,
consisting of several risk directions (vectors), or a heat map, and calculate the financial stability index or the
final risk profile without building a risk map.

The risk map of the Russian banking sector is aimed at determiningrisk level and dynamics, it is
calculated quarterly using Bank of Russia data, Federal State Statistics Service data and international
statistics.

The map comprises seven groups of indicators (vectors) with a risk level ranging from 0 to 10: indus-
try-specific risk factors are liquidity, credit risk, profitability, capital, market risk; and external risk factors in-
clude macroeconomic and external risks. The larger is the distance to the centre of the web, i.e.the zero point,
the higher is the risk level. Given the crisis period (late 2008 — early 2009), the risk map has been zoned: the
red zone for a high risk level, yellow for moderate, and green for a low level of risk.

Each vector comprises a set of indicators to determine the risk level used to assess the dynamics of rel-
ative indicators. After a data set is built, a percentile is calculated to which the index value for the analysed
period refers. The higher is the percentile value, the higher is the risk for this indicator. The risk level of a par-
ticular vector is calculated as a total of percentiles of indicators it comprises. These percentiles are weighted
with respect to their impact on the final risk level of a particular vector.

Initially, components of the risk map vectors are assigned equal weights. Further calibration of the weights
of the risk map vector components is based on the verification of their importance/impact (based on historical
data) in the structure of the respective vector taking account of significance of their impact on aggregate index.

The weights of all risk map vectors are equivalent.
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The web-shape risk mapis placed inside a regular heptagon. To determine the risk level for the banking
sector, a risk zone shall be calculated,; it is limited to an irregular polygon.

Besides, the final financial stability indicator shall be calculated as a ratio (percentage) of the area outside
the risk zone (large regular heptagon less the risk zone area) to the total area of the regular heptagon. The
maximum stability corresponds to the financial stability indicator equalling 100%, the minimum stability — 0%.

The levels are as follows:

high level of stability — financial stability indicator > 80%;
medium level of stability — 60% <financial stability indicator <80%;
low level of stability — financial stability indicator <60%.

The Bank of Russia continued to assess the financial
stability indicator of the Russian banking sector when-
buildingthe risk map. TheBanking Supervision Commit-
tee considered the results of evaluation quarterly.

Stress testing makes an important part of banking
sector stability assessment (see Section I1.6).

IV.2. National Payment System

In 2014, due to the impact of external geopolitical
factors on the situation in the Russian Federation, the
Bank of Russia focused on ensuring uninterrupted
settlementson the Russian territory, and developing a
forward-looking infrastructure for the national payment
system adequate to modern challenges.

Pursuant to Federal Law No.112-FZ, dated 5 May
2014,'On Amending the Federal Law On the National
Payment System and Certain Laws of the Russian Fed-
eration’ the Bank of Russia developed the National Pay-
ment CardSystem (hereinafter, the NPCS). The NPCS is
operated by JSC NPCS established by the Bank of Rus-
sia. The main objectives of the NPCS are to develop on
the territory of the Russian Federation an independent in-
frastructure and a single processing centre for domestic
transactions with cards of international payment systems,
and to launch and process its own payment application.

The development of NPCS was prioritised, giv-
en that in Russia payment cards belong to the fastest
growing payment instruments. As of early 2015, Rus-
sian credit institutions issued 227.7 million payment
cards (1.6 cards per capita). In 2014, they were used
to make 10.1 million operations worth 36.2 trillion rubles
(anincrease of 30.7% and 22.1% respectively), of which
more than 96% in volume and value — are domestic.

To ensure uninterrupted servicing of payment sys-
tem participants, the federal legislation was supple-
mented with provisions on the criteria for recognising

payment systemsas nationally important, on the forma-
tion of security contributions of payment system opera-
tors, and on application to them of supervisory meas-
ures in the event of a unilateral suspension (termination)
of servicing of payment systemparticipants. To avoid
such cases, it is obligatory that international payment
systems and credit institutions interact with the NPCS
operational payment clearing centre. Besides, to pro-
mote non-cash payments by payment cards, legislative
amendments were introduced providing for the duty of
NPCS participants, trade (service) companies to ensure
the acceptance and the possibility of paying for goods
(works, services) with national payment instruments.

In 2014, the Bank of Russia took the necessary ef-
forts and measures to ensure provision of settlement
services and intraday settlements by the Bank of Rus-
sia within the framework of the Bank of Russia payment
system on money transfers through payment cards of
international payment systems on the territory of the
Russian Federation.

In the reporting year, in accordance with the action
plan for establishing Bank of Russia divisions for the
Republic of Crimea and the city of Sevastopol, region-
al components of the Bank of Russia payment system
were promptly formed in these Russian regions. A pay-
ment infrastructure was created and conditions for pro-
viding settlement and cash services to Bank of Russia
customers were establishedin Crimea in accordance
with the Russian legislation. The Bank of Russia signed
bank account agreements with its customers and or-
ganised electronic messaging.

In 2014, the value of corporate sector payment trans-
actions continued growing. Credit institutions operating
money transfers accepted for execution 1.6 billion mon-
ey transferorders amounting to 500.7 trillion rubles from
corporate customers other than credit institutions’, an
increase by 2.9% and 17.3% respectivelycompared to

"Including payments in Russian rubles (except for operations in the financial markets and loan repayments).
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2013. At that, credit transfer remained the main payment
instrument used by this category of customers making
69.6% and 99.0% respectively by volume and value.

As remote technology evolves in Russia, electronic
money is more widely used. As of 1 January 2015, as
many as 97 credit institutions communicated a launch
of electronic money transfers to the Bank of Russia
(82 credit institutions a year earlier). During 2014 ,they is-
sued 350.0 million electronic payment instruments (EPIs)
for electronic money transfers. EPIs were used to carry
out 1.1 operations in the amount of 1.1 trillion rubles.

In this regard, the Bank of Russia focused on legisla-
tive regulation of payment services associated with elec-
tronic money transfers. To reduce the risks of anonymous
payments, the Bank of Russia restricted transactions
between individuals and payments to non-residents. At
the same time, limits for electronic money balances have
been increased for individuals who underwent simplified
or complete identification;this should encourage devel-
opment of payment services in this segment.

In 2014, the quantitative and value indicators char-
acterising functioning of systemically and nationally
important payment system of the Bank of Russia re-
mained at the 2013 level: 1.4 billion money transfersin
the amount of 1,205 trillion rubles, including 2.9 million
transfers totalling 475.6 trillion rubles made through the
banking electronic speedy payment system (BESP).

During the implementation of the Concept of the
Bank of Russia Payment System Development until
2015, the Bank of Russia continued developing the
automated system to ensure functioning of the for-
ward-looking payment system of the Bank of Russia,
which will effect money transfers of participants re-
gardless of their geographical location and time zone
in the Russian Federation. The Bank of Russia start-
ed creating an automated system using domestic and
foreignsoftware components that meets high reliability,
security, performance and architecture requirements.

From December 2014, in the framework of devel-
oping the electronic financial messaging, the Bank of
Russia launchedfinancial messaging on domestic op-
erationsin SWIFT format for credit institutions.

As of early 2015, the Bank of Russia supervision and
surveillance in the national payment system covered mon-
ey transfer operators (Bank of Russia, Vnesheconombank,
831 credit institutions); 33 payment system operators
(Bank of Russia, 18 credit institutions and 14 non-bankor-

' Bank of Russia Bulletin No. 97 (1575), dated 20 October 2014.

ganisations); payment infrastructure service operators (35
operation centres, 36 payment clearing centres, 32 set-
tlement centres); 97 electronic money operators; Federal
State Unitary Enterprise Russian Post. Besides, payment
acceptance in Russia was carried out by payment agents
and bank payment agents, which as of 1 January 2015
opened 29.7 thousand accounts with credit institutions.

Supervision of the national payment system was
aimed primarily at ensuring the compliance of inter-
national payment system operators with established
requirements. The Bank of Russia applied superviso-
ry response measures against Visa and MasterCard
payment systemoperators, which had violated require-
ments of the Russian legislation and Bank of Russia
regulations, in particular by unilateral suspension (ter-
mination) of payment infrastructure services to some
participants and their customers. They were subject to
coercive measures stipulated by Part 2 of Article 34 of
Federal Law No. 161-FZ. These organisations and their
officials were brought to administrative responsibility in
accordance with Article 15.36 of the Code of Adminis-
trative Offenses of the Russian Federation.

In accordance with legislative requirements the Bank
of Russia for the first time published a review Results
of Monitoring in the National Payment System in 2012—
2014", which sets out goals and areas of the Bank of
Russia practical activities in monitoring the national pay-
ment system for the near future and provides information
on the results of the Bank of Russia monitoring of sys-
temically and socially important payment systems.

A number of payment systems, in particular, the
Bank of Russia payment system and the NCO CJSC
NSD payment system that are systemically impor-
tant and a socially important payment system Golden
Crown, were assessed for compliance with the inter-
national standards set forth in the CPSS-IOSCO doc-
ument Principles for Financial Market Infrastructures.
The assessment results indicate high compliance of
these payment systems with international standards.

IV.3. Development of Central
Catalogue of Credit Histories

To exercise powers to control and supervisethe ac-
tivities of credit history bureausand to keep the state
register of credit history bureaus delegated to the Cen-
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tral Bank of the Russian Federation in accordance
with Federal Law No. 251-FZ, dated 23 July 2013,'On
Amending Certain Laws of the Russian Federation Due
to the Delegation to the Central Bank of the Russian
Federation of the Authority to Regulate, Control and
Supervise Financial Markets’, in 2015, the Bank of Rus-
sia will adopt regulations governing the procedure for
authorised Bank of Russia representatives to inspect
credit history bureaus and the procedure for the Bank
of Russia to make a record regarding the credit history
bureau in the state register of credit history bureaus.

Besides, as Federal Law No. 189-FZ, dated 1 March
2015, became effective, the Bank of Russia in 2015 in-
tends to amend effective regulations and to issue new
documents regulating the following operation aspects
of the credit history institute:

IV.4. Statistical Appendix

— the procedure for informing the debtor on the
transfer of his data to credit history bureaus;

— the procedure forcredit history bureaus to submit
credit reports to the Bank of Russia;

—the procedure for credit history bureaus to check
the availability of consents of credit history makers
for disclosing the credit report to credit history users
other than those controlled (supervised) by the Bank
of Russia.

To optimise the cooperation of the Central Cata-
logue of Credit Histories with the Federal Bailiff Service
(FSSP Russia) in 2015 it is planned to automate receiv-
ing of FSSP Russia requests by the CCCH, finding the
required information by the automated system Central
Catalogue of Credit Histories, and transferring the rele-
vant information to the FSSP Russia.

Table 1. Key macroeconomic indicators (in comparable prices), as % of previous year

2007 2008 2009 2010 2011 2012 2013 2014
GDP?, billions of rubles 33,2475 | 41276.8 | 38,807.2 | 46,3085 | 55967.2 | 62,176.5 | 66,190.1 | 71,406.4
GDP growth rate 108.5 105.2 92.2 104.5 104.3 103.4 101.3 100.6
Federal budget surplus (+)/deficit (), as % of
GDP 5.4 41 -6.0 -3.9 0.8 -0.1 -0.5 -05
Industrial output index 106.8 100.6 89.3 107.3 105.0 103.4 100.4 101.7
Agricultural output 103.3 110.8 101.4 88.7 123.0 95.2 105.8 103.7
Retail trade turnover 116.1 113.7 94.9 106.5 107.1 106.3 103.9 102.7
Fixed capital investments 123.8 109.5 86.5 106.3 110.8 106.8 100.8 97.3
Household real disposable money income 112.1 102.4 103.0 105.9 100.5 104.6 104.0 99.3
Unemployment rate, as % of economically active
population (period average) 6.0 6.2 82 73 65 55 55 52
Consumer price index
(December as % of previous December) 111.9 113.3 108.8 108.8 106.1 106.6 106.5 111.4
Average nominal US dollar/ruble rate over period 25.57 24.81 31.68 30.36 29.35 31.07 31.82 37.97

"In current prices.

Table 2. Russian banking sector macroeconomic indicators

1 January 2011

1 January 2012 1 January 2013 1 January 2014 1 January 2015

Banking sector assets (liabilities), billions of rubles 33,804.6 41,627.5 49,509.6 57,4231 77,653.0
as % of GDP 73.0 744 79.6 86.8 108.7
Banking sector capital, billions of rubles 4,732 5,242 6,113 7,064 7,928
as % of GDP 10.2 9.4 9.8 10.7 1.1
as % of banking sector assets 14.0 12.6 12.3 12.3 10.2
as % of GDP 39.2 41.6 44.6 49.0 57.2
as % of banking sector assets 53.7 55.9 56.0 56.5 52.6
Securities acquired by banks, billions of rubles 5,829 6,212 7,035 7,822 9,724
as % of GDP 12.6 1141 11.3 1.8 13.6
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as % of banking sector assets 17.2 14.9 14.2 13.6 12.5
Household deposits, billions of rubles 9,818 11,871 14,251 16,958 18,553
as % of GDP 21.2 21.2 22.9 25.6 26.0
as % of banking sector liabilities 29.0 28.5 28.8 29.5 23.9
as % of household income 30.2 33.3 35.7 38.0 38.9
Funds raised from organisations’, billions of rubles 11,127 13,996 15,648 17,787 25,008
as % of GDP 24.0 25.0 25.2 26.9 35.0
as % of banking sector liabilities 32.9 33.6 31.6 31.0 32.2

" Including deposits, government and other extra-budgetary funds, funds of the Federal Treasury, fiscal authorities, individual unincorporated entrepreneurs,
customers in factoring and forfeiting operations, certificates of deposit, float, and funds written off from customer accounts but not passed through a credit

institution’s correspondent account (net of funds raised from credit institutions).

Table 3. Registration and licensing of credit institutions as of 1 January 2015 (information

is based on data received from the registration authority as of the reporting date)

Registration of credit institutions

1. Credit institutions* registered by the Bank of Russia or the registration authority, in line with Bank of Russia decisions, total’ 1,049
including:

— banks 976

—non-bank credit institutions 73
1.1. Registered wholly foreign-owned credit institutions 75
1.2. Credit.in.stitutio.ns that have beeq registered by the Bank of Russia but have not yet paid the authorised capital and have not received a 1
licence (within the time period established by law)
including:

- banks 0

- non-bank credit institutions 1
Operating credit institutions
2. Credit institutions licensed to conduct banking operations, total? 834
including:

- banks 783

- non-bank credit institutions 51
2.1. Credit institutions holding licences (permits):

—to take household deposits 690

—to conduct operations in foreign currency 554

— general licences 256

—to conduct operations with precious metals 203
2.2. Credit institutions with a foreign stake in authorised capital, total 225
including:

— wholly foreign-owned credit institutions 75

— credit institutions with a 50%-plus foreign stake 38
2.3. Credit institutions registered with the deposit insurance system, total® 698
3. Registered authorised capital of operating credit institutions (millions of rubles) 1,840,301
4. Branches of operating credit institutions in Russia, total 1,708
including:

— Sberbank branches* 95

- branches of wholly foreign-owned credit institutions 89
5. Branches of operating credit institutions abroad, total® 6
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6. Branches of non-resident banks in Russia 0
7. Representative offices of Russian operating credit institutions, total® 318
including:
—in Russia 276
—in non-CIS countries 28
—in CIS countries 14
8. Additional offices of credit institutions (branches), total 23,301
including:
- Sberbank additional offices 11,734
9. External cash desks of credit institutions (branches), total 6,735
including:
— Sberbank cash desks 4,544
10. Cash and credit offices of credit institutions (branches), total 2,289
including:
— Sberbank cash and credit offices 0
11. Operations offices of credit institutions (branches), total 9,273
including:
- Sherbank operations offices 651
12. Mobile banking vehicles of credit institutions (branches), total 196
including:
— Sberbank mobile banking vehicles 194
License revocation and liquidation of corporate entities
13. Credit institutions that had their banking licenses revoked (cancelled) but have not been struck off the state register” 214
14. Liquidated credit institutions struck off the state register, total® 2,117
including:
- liquidated due to license revocation (cancellation) 1,638
- liquidated due to reorganisation 478
including:
— by merger 2
— by acquisition 476
including:
— by being transformed into other banks’ branches 384
— by being merged with other banks (without setting up a branch) 92
- liquidated due to an infraction of law in respect of payment of authorised capital 1

Notes

*The term ‘credit institution’ in this Table denotes one of the following:

—a corporate entity registered by the Bank of Russia (prior to 1 July 2002) or the registration authority and having the right to conduct banking operations;

—a corporate entity registered by the Bank of Russia (prior to 1 July 2002) or the registration authority, which had but lost the right to conduct banking operations.

' Credit institutions that have the status of a corporate entity as of the reporting date, including credit institutions that have lost the right to conduct banking operations
but have not yet been liquidated as corporate entities.

2 Credit institutions registered by the Bank of Russia (prior to 1July 2002) or the registration authority and having the right to conduct banking operations.

3 Based on data provided to the Bank of Russia by the state corporation Deposit Insurance Agency as of the reporting date.

4 Sberbank branches put on the state register of credit institutions and assigned a serial number. Prior to 1 January 1998 this item of the monthly information on credit
institutionsreflected the total Sberbank branches — 34,426.

® Branches opened by Russian credit institutions abroad.

% 6The representative offices of Russian credit institutions abroad include the offices of whose opening abroad the Bank of Russia has been notified.

7 7'Total credit institutions that had their banking licenses revoked (cancelled), including liquidated credit institutions struck off the state register — 1,852.

8 After 1 July 2002, the liquidated credit institution is struck off the state register as a corporate entity only after its liquidation has been registered by the registration
authority.
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Table 4. Credit institutions by form of incorporation
As of 1 January 2014 As of 1 January 2015
number % share number % share
ggsrr:ttiigg;rtirtjiatl institutions licensed to conduct banking 923 100 834 100
including:
— joint-stock companies 607 65.76 557 66.79
of which: — closed joint-stock companies 246 26.65 193 23.14
- open joint-stock companies 361 39.11 288 34.53
- public joint-stock companies - - 31 3.72
— joint-stock companies - - 45 54
— limited liability companies 316 34.24 277 33.21
Table 5. Number of credit institutions and their branches by region as of 1January 2015
Number Number of branches in region

I:\‘em Region of credit credit institutions credit institutions

0. institutions total with head office with head office

Inregion in given region in another region

1 2 3 4 5 6

Russian Federation 834 1708 232 1476
1 CENTRAL FEDERAL DISTRICT 504 348 66 282
Belgorod Region 3 10 1 9
Bryansk Region 0 7 0 7
Vladimir Region 3 12 0 12
Voronezh Region 1 28 0 28
Ivanovo Region 6 11 0 11
Kaluga Region 4 9 0 9
Kostroma Region 5 5 0 5
Kursk Region 1 7 0 7
Lipetsk Region 1 9 0 9
Moscow Region 9 40 0 40
Orel Region 1 12 0 12
Ryazan Region 4 10 0 10
Smolensk Region 2 8 2 6
Tambov Region 1 3 0 3
Tver Region 4 11 1 10
Tula Region 4 12 0 12
Yaroslavl Region 5 24 2 22
Moscow 450 130 22 108
Moscow Region (for reference)’ 459 170 60 110
2 NORTH-WESTERN FEDERAL DISTRICT 64 251 8 243
Republic of Karelia 1 11 2 9
Republic of Komi 1 11 2 9
Arkhangelsk Region 0 17 0 17
of which: Nenets Autonomous Area 0 1 0 1
ﬁrgﬂlsarkgrifk Region, excluding Nenets Autono- 0 16 0 16
Vologda Region 9 11 2 9
Kaliningrad Region 1 23 1 22
Leningrad Region 4 11 0 11
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Continuation of the table 5

2 3 4 5

Murmansk Region 3 12 0 12
Novgorod Region 2 9 0 9
Pskov Region 2 7 0 7
Saint Petersburg 41 139 1 138
SOUTHERN FEDERAL DISTRICT 43 196 13 183
Republic of Adygeya (Adygeya) 4 5 1 4
Republic of Kalmykia 1 3 0 3
Krasnodar Territory 15 59 1 58
Astrakhan Region 5 12 0 12
Volgograd Region 4 32 0 32
Rostov Region 14 85 11 74
NORTH CAUCASIAN FEDERAL DISTRICT 28 99 25 74
Republic of Daghestan 12 25 16 9
Republic of Ingushetia 0 3 0 3
Kabardino-Balkar Republic 5 11 3 8
Karachay-Cherkess Republic 4 5 0 5
Republic of North Ossetia — Alania 2 9 1 8
Chechen Republic 0 4 0 4
Stavropol Territory 5 42 5 37
VOLGA FEDERAL DISTRICT 92 322 39 283
Republic of Bashkortostan 7 31 0 31
Mari EI Republic 2 12 4 8
Republic of Mordovia 4 4 0 4
Republic of Tatarstan (Tatarstan) 22 49 31 18
Udmurt Republic 2 8 0 8
Chuvash Republic — Chuvashia 4 6 0 6
Perm Territory 4 33 0 33
Kirov Region 3 7 0 7
Nizhny Novgorod Region 10 71 2 69
Orenburg Region 7 11 0 11
Penza Region 1 11 0 11
Samara Region 15 47 2 45
Saratov Region 9 22 0 22
Ulyanovsk Region 2 10 0 10
URALS FEDERAL DISTRICT 35 193 55 138
Kurgan Region 2 7 0 7
Sverdlovsk Region 14 65 4 61
Tyumen Region 12 53 13 40

%;/rr;ich: Khanty-Mansi Autonomous Area — 6 15 1 14

Yamalo-Nenets Autonomous Area 0 9 0 9
Tyumen Region, excluding Khanty-Mansi
Autonomous Area — Yugra and Yamalo-Nenets 6 29 12 17
Autonomous Area
Chelyabinsk Region 7 68 38 30
SIBERIAN FEDERAL DISTRICT 44 192 20 172
Altai Republic 2 6 1 5
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2 3 4 5
Republic of Buryatia 1 8 2 6
Republic of Tuva 1 3 0 3
Republic of Khakassia 2 2 0 2
Altai Territory 7 13 5 8
Trans-Baikal Territory 0 5 0 5
Krasnoyarsk Territory 5 30 3 27
Irkutsk Region 7 19 1 18
Kemerovo Region 6 1 0 1
Novosibirsk Region 6 58 0 58
Omsk Region 5 20 0 20
Tomsk Region 2 17 8 9
FAR-EASTERN FEDERAL DISTRICT 22 89 6 83
Republic of Sakha (Yakutia) 4 13 0 13
Kamchatka Territory 3 7 3 4
Primorye Territory 6 18 1 17
Khabarovsk Territory 2 29 0 29
Amur Region 2 5 0 5
Magadan Region 0 5 0 5
Sakhalin Region 5 7 2 5
Jewish Autonomous Region 0 4 0 4
Chukotka Autonomous Area 0 1 0 1
CRIMEA FEDERAL DISTRICT 2 18 0 18
Republic of Crimea 1 13 0 13
Sevastopol 1 5 0 5

Table 6.1. Density of banking services in Russian regions as of 1 January 2014

" In line ‘Moscow Region’, figures in column 5 and column 6 indicate the number of branches whose parent credit institution is located in the given region
(Moscow and the Moscow Region) and in other regions.

1 2 3 4 5 6 7 8 9 10 11
21kl 10610 | 13562946 8465219 = 18976 38820 33467 102 124 143 122
DISTRICT

CENTRAL FEDERAL

DISTRICT

: 6503 | 4428707 | 2280057 | 7343 | 26712 | 23,765 091 1.05 0.79 0.91
without Moscow

(for reference)

Belgorod Region 337 | 307081 | 126,099 569 1544 | 23735 082 1.00 076 085
Bryansk Region 206 122174 | 67,906 203 1243 | 20152 068 095 060 073
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Continuation of the table 6.1

1 2 3 4 5 6 7 8 9 10 11
Viadimir Region 368 159,573 113,159 307 1413 | 18,796 0.98 0.90 0.94 0.94
Voronezh Region 558 | 400274 | 205593 607 | 2320 | 22,056 0.90 1.15 0.88 0.97
Ivanovo Region 289 90,624 75,304 158 1,043 18,123 1.04 1.00 0.88 0.97
Kaluga Region 274 | 149316 | 87,591 293 1005 23,182 1.02 0.89 0.83 0.91
Kostroma Region 191 | 72,946 @ 44,453 143 656 = 17,575 1.09 0.89 0.85 0.94
Kursk Region 278 | 218386 | 67,699 272 1119 | 20,809 0.93 1.40 0.64 0.94
Lipetsk Region 301 | 150,697 | 82,372 315 1160 | 22,202 0.97 0.83 0.70 0.83
Moscow Region 1779 1689450 @ 824159 | 2,551 7134 | 32,739 0.94 115 0.78 0.94
Orel Region 194 | 89,661 & 48,865 165 770 | 18,262 0.94 0.95 0.76 0.88
Ryazan Region 250 144,467 87,684 279 1,141 19,828 0.82 0.90 0.85 0.86
Smolensk Region 203 | 122,346 | 62317 226 968 | 19,982 0.79 0.94 0.71 0.81
Tambov Region 218 | 125161 | 56,635 236 1069 | 19,834 0.76 0.92 0.59 0.75
Tver Region 268 | 139,738 | 94,652 291 1325 | 19,106 0.76 0.83 0.82 0.80
Tula Region 343 | 207432 | 110,661 347 1521 | 20,003 0.85 114 0.77 0.90
Yaroslavl Region 426 | 199,181 | 124,907 361 1272 | 21127 1.26 0.96 1.02 1.07
Moscow 4,107 | 9134239 | 6,185,162 | 11,633 | 12,108 | 54,870 127 137 2.05 153
oAl 4140 | 3440192 1880564 = 5587 13801 26167 112 107 115 111
Republic of Karelia 193 | 92481 | 52265 176 634 | 21,494 114 0.91 0.84 0.96
Republic of Komi 287 | 115553 | 92,935 491 872 | 29,335 1.23 0.41 0.80 0.74
Arkhangelsk Region 317 | 200,099 106,231 512 1192 | 26,263 1.00 0.68 0.75 0.80
Vologda Region 428 | 204290 | 93931 341 1193 | 20,513 134 1.04 0.84 1.06
Kaliningrad Region 286 | 207,781 | 98,038 277 963 | 20,642 111 143 1.08 1.20
Leningrad Region 411 | 335767 | 105,645 693 1764 | 20,161 0.87 0.84 0.65 0.78
Murmansk Region 250 | 119,15 | 116,708 307 771 32912 1.23 0.67 1.01 0.94
Novgorod Region 202 | 91829 | 41434 178 622 | 21392 122 0.90 0.68 0.91
Pskov Region 190 | 71439 37,599 114 657 | 17,804 1.09 1.09 0.71 0.94
Saint Petersburg 1574 | 1,981,839 | 1135779 | 2497 5132 | 31,407 115 1.38 155 1.35
DRTHERNFEDERAL 4007 208382 97438 3528 13964 21842 1.08 103 071 092
m’;gb;;ca;’f Adygeya 109 | 41,895 | 15171 72 446 | 18,513 0.92 1.01 0.40 0.72
Republic of Kalmykia 55 | 30156 = 6,899 M 282 | 11311 0.73 1.28 0.46 0.76
Krasnodar Territory 1731 | 977,446 | 437,078 1618 | 5404 25777 1.20 1.05 0.69 0.96
Astrakhan Region 222 | 100,166 58,093 268 1017 | 19,778 0.82 0.65 0.64 0.70
Volgograd Region 525 | 273681 | 160,302 606 | 2569 | 17,590 0.77 0.79 0.78 0.78
Rostov Region 1365 660,479 | 301,891 924 | 4246 | 20995 121 1.24 0.74 1.04
s 1200 | 572723 271635 1350 9500 18900 047 073 033 048
Republic of Daghestan 257 | 62507 | 41,032 430 2964 21,717 0.33 0.25 0.14 0.23
Republic of Ingushetia 27 | 12,864 | 4,161 45 453 | 13,821 0.22 0.50 0.15 0.25
Ezgigﬂgf"Ba'kar 114 | 75651 | 24,278 113 858 | 15,207 0.50 1.16 0.41 0.62
Eggauct:fcy'm‘erkess 54 | 50619 | 10741 63 470 14,664 043 140 034 059
gii’ﬁtﬂfc_mgh 76 | 48016 26,148 112 704 | 17,788 0.40 0.74 0.46 0.52
Chechen Republic 51| 30,955 7,763 118 1346 17,188 0.14 0.46 0.07 0.17
Stavropol Territory 621 | 292,021 | 157,511 478 | 2795 | 19768 0.83 1.06 0.63 0.82
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1 2 3 4 5 6 7 8 9 10 11
pin TEDERAL 7825 | 4400401 2221039 8571 29730 21864 099 090 075 087
Efeggggﬁomstan 1129 | 549000 | 245236 | 1267 | 4070 | 23892 1.04 075 055 0.76
Mari El Republic 147 | 88107 | 31245 124 689 | 14517 0.80 123 069 088
Republic of Mordovia 213 | 126530 39,315 149 812 14433 098 147 0.74 1.02
?T‘;‘::rbs'gn"; Tatarstan 1119 | 724,897 | 351,825 1,547 3838 | 26,161 1.09 0.82 0.77 0.88
Udmurt Republic 432 249539 | 88,593 405 1517 | 18,660 1.07 107 069 092
gnﬁxgzpi;‘ep“b"c - 268 | 147,046 @ 68,861 224 1,240 15264 0.81 1.14 0.80 0.90
Perm Territory 881 | 525194 221,309 893 | 2636 | 25054 125 1.02 071 097
Kirov Region 338 | 132,205 76,900 205 | 1311 | 18,012 097 1.02 072 089
g'ezg‘lg{] Novgorod 886 519,095 292758 96 3281 | 23503 101 0.98 0.80 092
Orenburg Region 510 | 251,360 | 115028 710 | 2009 18,628 095 062 068 0.74
Penza Region 292 | 130202 | 78,286 271 | 1361 | 17,815 080 084 0.71 078
Samara Region 822 | 511184 362315 1041 | 3211 | 26865 096 085 092 091
Saratov Region 504 | 273601 | 172,087 529 | 2497 16,035 076 0.90 095 086
Ulyanovsk Region 284 | 181351 | 76,381 260 | 1268 18580 0.84 121 071 0.90
DS TEDERAL 3644 | 2806779 | 1221915 7649 12234 28994 112 064 076 081
Kurgan Region 191 83,177 35,341 165 877 17,583 0.82 0.88 0.50 0.71
Sverdlovsk Region 1222 11015908 | 450251 1586 4321 | 31,013 1.06 111 0.74 0.9
Tyumen Region 1241 | 1,083,678 | 490030 | 5018 | 3546 36,399 131 038 083 0.74
Chelyabinsk Region 990 | 624016 | 246,293 879 | 3490 | 21,888 106 1.3 071 098
3:3??'.‘3’4 FEDERAL 4996 | 3004519 1250714 5535 19203 20454 097 094 070 0.6
Altai Republic 55 26779 | 6,042 33 212 | 14752 097 141 043 084
Republic of Buryatia 312 | 147804 37,667 178 o74 | 20785 1.20 145 0.41 089
Republic of Tuva 60 26,900 6,399 42 312 13,472 0.72 1.12 0.34 0.65
Republic of Khakassia 174 | 55285 | 23715 144 534 | 17,876 122 067 055 076
Altai Territory 489 | 274250 111,217 41| 2391 | 15979 077 116 064 083
Trans-Baikal Territory 278 | 106,742 46,938 230 | 1000 | 19,886 096 081 048 072
Krasnoyarsk Territory 858 | 566650 | 207,645 | 1257 | 2,853 | 24922 113 078 064 0.83
Irkutsk Region 622 | 382503 | 167,807 797 | 2418 | 19425 0.9 084 079 086
Kemerovo Region 591 | 547456 171477 668 2734 19,697 081 142 0.70 093
Novosibirsk Region 712 | 447633 | 259,636 821 | 2731 22,597 098 095 093 095
Omsk Region 550 | 257,04 127,022 553 | 1974 21,364 1.05 081 067 083
Tomsk Region 203 | 165525 | 84,250 403 1070 20,430 1.03 072 085 085
o T 1891 1163820 647051 2808 6227 28930 114 072 079 087
?fapk‘:ﬁ:;c) of Sakha 307 | 247389 | 71,520 569 955 | 31528 128 0.76 052 0.80
Kamchatka Territory 126 64,009 47,994 132 320 35,371 1.48 0.85 0.93 1.05
Primorye Territory 543 | 325924 | 195379 576 | 1939 | 24343 1.05 099 091 098
Khabarovsk Teritory 369 | 273148 | 161,815 474 1340 | 29,382 1.03 1.00 0.90 098
Amur Region 208 112071 | 56,654 211 811 | 24671 105 0.92 062 085
Magadan Region 59 | 36444 | 25650 88 150 | 42,463 147 072 088 098
Saknhalin Region 166 | 79501 | 70275 674 491 | 39,971 127 021 079 059
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1 2 2 4 5 6 7 8 9 10 1

Jewish Autonomous 51 | 15446 8,854 38 170 | 20417 112 0.71 0.56 0.76
Region
Chukatka 22 9,898 8,900 47 51 | 52,695 1.63 0.37 0.73 0.76
Autonomous Area
Total for Russian
Federation 38313 | 31044214 16937570 54014 143667 25028 1.00 1.00 1.00 1.00

" Based on data reported in Form 0409302.

2 The ratio of the number of bank units (column 2) to the number of population (column 6) is calculated for each region and divided by the value of the same
indicator calculated for Russia as a whole.

3 The ratio of total loans (column 3) toGRP (column 5) is calculated for each region and is divided by the value of the same indicator calculated for Russia as
a whole.

* The ratio of per capita deposits (column 4/ column 6) to per capita money income (column 7) is calculated for each region and divided by the value of the
same indicator calculated for Russia as a whole.

% Calculated as a geometric average of three special density indices (columns 8-10).

Table 6.2. Density of banking services in Russian regions as of 1 January 2015
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B2 B a3t 10053 | 16773269 0484516 20347 38945 34781 101 127 152 125
DISTRICT
CENTRAL
FEDERAL DISTRICT 6,207 | 5,347,988 | 2,495,782 7874 | 26,761 26,101 0.91 1.05 0.78 0.90
without Moscow
(for reference)
Belgorod Region 323 | 335354 | 142,626 611 1,548 25,065 0.82 0.85 0.80 0.82
Bryansk Region 227 | 140,161 69,529 239 1,233 21,74 0.72 0.90 0.56 0.72
Viadimir Region 352 | 180,355 | 118,695 330 1,406 20,359 0.98 0.84 0.90 0.91
Voronezh Region 561 | 460,093 | 222,774 650 2,332 25,435 0.94 1.09 0.82 0.94
Ivanovo Region 286 97,787 83,826 169 1,037 20,218 1.08 0.89 0.87 0.94
Kaluga Region 261 | 177,545 92,990 315 1,010 25,507 1.01 0.87 0.78 0.88
Kostroma Region 196 82,420 46,557 153 654 19,555 117 0.83 0.79 0.92
Kursk Region 270 | 235,275 70,269 292 1,117 23,467 0.94 1.24 0.58 0.88
Lipetsk Region 280 | 166,217 90,799 338 1,158 25,055 0.95 0.76 0.68 0.79
Moscow Region 1,607 | 2,257,023 | 933,318 2,736 7,237 35,573 0.87 1.27 0.79 0.95
Orel Region 183 99,351 51,397 176 766 19,484 0.93 0.87 0.75 0.85
Ryazan Region 242 159,193 93,016 299 1,136 21,502 0.83 0.82 0.83 0.83
Smolensk Region 203 | 148,941 63,817 242 964 21,945 0.82 0.95 0.65 0.80
Tambov Region 217 | 144,025 59,551 253 1,063 22,154 0.80 0.88 0.55 0.73
Tver Region 255 | 150,213 | 101,207 312 1,315 20,428 0.76 0.74 0.82 0.77
Tula Region 326 | 299,355 | 116,628 372 1,513 22,832 0.84 1.24 0.73 0.91
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Continuation of the table 6.2

1 2 3 4 5 6 7 8 9 10 1
Yaroslavl Region 418 | 214680 | 138784 387 1272 | 23263 1.28 0.86 1.02 1.04
Moscow 3846 11425282 6,988,735 @ 12473 | 12,184 = 53,847 1.23 1.41 2.31 1.59
NORTH-WESTERN

FEDERAL DISTRICT 4010 | 4100555 2,136,355 5900 13847 28662 113 1.06 117 112
Republic of Karelia 203 | 92215 | 53284 189 633 | 21,988 1.25 0.75 0.83 0.92
Republic of Komi 282 | 128,189 | 90,099 526 864 | 30,173 1.28 0.38 0.75 0.71
Arkhangelsk Region 320 | 234185 | 112,929 549 1184 28,949 1.06 0.66 0.72 0.79
Vologda Region 401 | 253553 | 102,364 366 1191 | 22433 1.32 1.07 0.83 1.05
Kaliningrad Region 971 | 283,065 | 112,147 297 968 | 23171 1.09 147 1.08 1.20
Leningrad Region 422 | 3915590 | 99,921 743 1774 | 21,411 0.93 0.81 0.57 0.76
Murmansk Region 234 158,202 118,677 330 766 34,020 1.19 0.74 0.99 0.96
Novgorod Region 202 119,954 43,795 191 619 23,791 1.28 0.97 0.65 0.93
Pskov Region 179 | 74221 | 40273 123 651 | 19,145 1.07 0.93 0.70 0.89
Saint Petersburg 1494 | 2,365,381 | 1,362,865 2,677 5197 | 35137 112 1.36 162 1.35
ST 22T 3793 2379276 | 1062014 | 3783 14006 2468 1.06 097 068 089
DISTRICT

Republic of Adygeya 12 | 43462 | 15027 77 449 | 22,145 0.98 0.87 0.33 0.65
(Adygeya)

Republic of Kalmykia 49 | 32,976 6,500 44 281 | 12,959 0.68 115 0.39 0.67
Krasnodar Territory 1651 | 1,144,654 | 474171 1,735 5454 | 28471 118 1.02 0.66 0.93
Astrakhan Region 203 111,659 60,415 287 1,022 21,978 0.78 0.60 0.58 0.65
Volgograd Region 538 | 292,915 | 174,977 650 2558 | 19,152 0.82 0.69 0.78 0.76
Rostov Region 1240 | 753,609 | 331,825 990 4242 | 23209 114 117 0.73 0.99
NORTH CAUCASIAN

FEDERAL DISTRICT 1155 | 621132 280,400 1457 9659 20,667 0.47 0.66 0.30 0.45
Republic of Daghestan 198 | 65022 40,041 461 2990 | 23529 0.26 0.22 0.12 0.19
Republic of Ingushetia 20 | 11,417 3,609 48 463 | 13,440 017 0.36 0.13 0.20
Kabardino-Balkar 114 | 78498 24,695 121 861 16,661 0.52 1.00 0.37 0.58
Republic

Karachay-Cherkess 51 54242 10,688 67 469 | 16302 0.42 124 0.30 0.54
Republic

Republic of North 77| 4999 | 26,062 120 705 | 20,117 0.43 0.64 0.40 0.48
Ossetia — Alania

Chechen Republic 55 | 34,956 7,816 127 1370 | 19,755 0.16 0.43 0.06 0.16
Stavropol Territory 640 | 327,002 167,490 513 2,800 21,347 0.89 0.98 0.61 0.81
S0 AL 7804 | 5272908 2,386,817 9190 = 29718 | 23946 1.03 0.88 073 0.87
DISTRICT

Republic 1111 | 703724 257991 | 1359 | 4072 | 25985 107 0.80 053 077
of Bashkortostan

Mari El Republic 154 | 102,193 | 32,834 133 688 | 16,055 0.88 1.18 0.65 0.87
Republic of Mordovia 217 | 133977 | 43,849 160 809 | 15568 1.05 1.29 0.76 1.01
Republic of Tatarstan 1121 | 824,066 379,437 1,659 3,855 29,747 1.14 0.77 0.72 0.86
(Tatarstan)

Udmurt Republic 417 | 357,973 | 95907 434 1517 | 20,956 1.07 1.27 0.65 0.96
Chuvash Republic - 278 | 163170 74,199 241 1238 | 16396 0.88 105 0.79 0.90
Chuvashia

Perm Territory 876 | 677,876 | 235541 958, 2638 | 28520 1.30 1.09 0.68 0.99
Kirov Region 343 | 138326 | 80,702 241 1305 | 20,286 1.03 0.89 0.66 0.84
gg‘lg‘r’] Novgorod 864 = 617,716 | 318526 993 3271 | 27,999 1.03 0.96 0.75 0.91
Orenburg Region 514 | 295128 | 120,970 761 2,001 | 20,840 1.00 0.60 0.63 0.72
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End of the table 6.2
1 2 3 4 5 6 7 8 9 10 1

Penza Region 285 | 144307 | 79,852 290 | 1356 | 19,597 082 077 0.65 0.74
Samara Region 825 | 586,707 | 401,845 1116 3212 25945 1.00 081 1.05 095
Saratov Region 525 | 303630 | 184,347 567 | 2494 | 17,633 082 083 091 085
Ulyanovsk Region 274 204115 | 80,815 279 1263 | 21,185 085 124 066 088
DTS TEDERAL 3482 | 3416524 1320078 8201 12276 30488 111 0.64 077 082
Kurgan Region 188 | 88613 | 36,825 177 870 | 18,614 085 0.77 049 069
Sverdlovsk Region 1156 | 1234757 | 481182 | 1701 | 4328 | 32,032 1.04 112 075 0.9
Tyumen Region 1193 1,330,971 536932 | 5380 3583 | 38,532 130 038 0.84 0.75
Chelyabinsk Region 945 | 762,184 | 265,140 943 | 349 | 23387 106 1.25 0.70 098
3:3??".‘3’4 FEDERAL 4720 3561939 1300080 5935 19314 21370 096 093 068 085
AltaiRepublic 52 | 28575 | 6613 35 214 | 16,897 095 1.24 0.40 078
Republic of Buryatia 206 | 155914 38454 191 o079 | 21,778 118 126 039 084
Republic of Tuva 58 33,389 5,922 45 314 12,978 0.72 1.15 0.32 0.64
Republic of Khakassia 146 | 65537 | 21358 154 53 | 18,607 1.07 066 047 069
Altai Territory 476 | 290135 | 116,572 a1 | 2385 | 18437 078 102 058 077
Trans-Baikal Territory 267 | 120018 46,656 246 | 1087 | 20,743 096 0.75 045 069
Krasnoyarsk Territory 807 779,141 205,681 1,347 2,860 24,217 1.10 0.89 0.64 0.86
Irkutsk Region 602 | 450,875 167,016 854 | 2416 | 20,381 097 081 0.74 0.84
Kemerovo Region 564 | 670,763 | 179,560 717 | 2725 | 19740 081 144 072 095
Novosibirsk Region 678 | 518046 | 293,526 881 | 2747 | 23741 097 091 0.8 095
Omsk Region 505 281337 | 130,693 593 | 1979 | 24,108 1.00 073 059 076
Tomsk Region 278 | 168211 | 88,028 432 | 1074 20614 1.01 060 086 081
iiorlici 1860 | 1426499 681872 3011 6211 31,089 117 073 077 087
?fa‘ﬁfﬁ:f) of Sakha 321 | 366,986 | 72,265 610, 957 | 33542 131 093 049 0.84
Kamchatka Territory 121 | 75417 | 49518 141 317 | 35834 149 082 095 1.05
Primorye Territory 538 | 374778 | 208,172 617 | 1933 | 27,065 109 094 086 0.9
Khabarovsk Territory 364 | 334962 | 170,088 508 | 1339 | 31,639 106 1.02 087 0.98
Amur Region 221 | 118928 | 58,988 226 810 25928 107 081 061 081
Magadan Region 59 | 39418 | 28525 % 148 | 43,395 156 064 0.96 099
Sakhalin Region 165 | 90432 76,911 722 488 | 43673 1.32 0.19 078 058
é‘;‘gl'zz Autonomous 49 | 16,071 9,454 M 168 | 21,076 114 0.61 0.58 0.74
Crukota Autono- 20| 9807 7951 50 51 52161 1.69 030 065 069
g:‘s'ﬂfl‘[‘;EDERAL 519 6543 28789 2,204 088

Republic of Crimea 35| 5080 1977 1893 082

Sevastopol 124 1,463 9,018 401 1.21

:‘“a' LU 37405 | 37558647 18681821 = 57016 | 146270 27,720 1.00 1.00 1.00 1.00

ederation

" Based on data reported in Form 0409302.

2 The ratio of the number of bank units (column 2) to the number of population (column 6) is calculated for each region and divided by the value of the same
indicator calculated for Russia as a whole.

3 The ratio of total loans (column 3) to GRP (column 5) is calculated for each region and divided by the value of the same indicator calculated for Russia as a
whole.

* The ratio of per capita deposits (column 4/column 6) to per capita money income (column 7) is calculated for each region and divided by the value of the
same indicator calculated for Russia as a whole.

% Calculated as a geometric average of three special density indices (columns 8-10).
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Table 7. Banking sector key indicators, billions of rubles

1 January 1 February 1March 1 April  1May 1June  1July 1 August 1Septem- 1 October 1 Novem- 1 Decem- 1 January
2014 2014 2014 2014 2014 2014 2014 2014 ber2014 2014 ber2014 ber2014 2015
Assets

Assets (liabilities) | 57,423 58,450 | 59,137 | 59,377 | 60,208 | 61,196 | 61,385 | 62,127 | 62,464 | 64,073 | 66,982 | 71,163 | 77,653
Growth, %: 21 18| 12| 04 14 16 03 12| 05 26 45 62 91
for one month
for twelve 160 | 207 | 203 | 191 | 188 | 186 164 | 164 | 159 | 179 218 | 265 352
months

Loans to

non-financial 22,499 | 23130 | 23,409 | 23,842 | 24,330 | 24,382 | 24,338 | 24,870 | 25229 | 25806 | 26,797 & 28,042 | 29,536

organisations
Growth,%: 0.7 238 1.2 1.8 20 02 -02 22 1.4 23 3.8 46 5.3
for one month
for twelve 127 | 161 | 170 | 181 | 180 | 175 157 | 160 | 159 | 173 201 | 237 313
months

Share of foreign
currency loans, 240 | 248 | 253 | 252 | 253 | 246 | 240 246 | 254 262 | 279 | 301 | 333
%

Loans to resident

financial institu-

tions (other than | 179 | 1152 | 1185 | 1123 | 1170 | 1220 | 1264 1303 1280 1310 1328 1375 | 130

credit institutions)

0/
Growth, % 68| 23 45| -1 43 43 36 3.1 A7 23 14 35 50
for one month
for twelve 246 | 264 | 209 | 199 | 220 226 | 226 213 168 115 | 114 86 | 108
months

Share of foreign
currency loans, 81 | 102 122 | 128 131 | 121 114 | 135 129 130 140 | 152 131
%

Household loans | 9,957 | 9,980 | 10,096 | 10,228 | 10,412 | 10,519 | 10,639 = 10,820 | 10,959 | 11,096 11,208 | 11,321 | 11,330
Growth, %: 19 0.2 12 13 18 1.0 1.1 1.7 13 13 1.0 1.0 0.1
for one month
for twelve 287 | 280 | 274 263 246 | 226 | 209 | 197 | 182 | 180 | 166 159 | 138
months
Share of foreign
currency loans, 2.4 2.5 2.5 24 2.3 2.2 2.0 2.1 2.1 2.2 2.3 2.5 2.7
%

:1‘;‘:8'“9'“""9"“” 2649 | 2,682 | 2746 2810 | 2,905 2976 | 3037 | 3133 | 3201 | 3278 3356 | 3449 | 3520
Growth, %: 35 13 24 23 3.4 24 20 32 22 24 24 238 21
for one month
for twelve 326 | 334 | 337 | 341 | 344 344 | 335 | 338 335 366 | 353 | 347 | 329
months

Car loans 935 | 915 917 | 920 | 919 | 915 913 912 909 | 910 926 916 @ 915
Growth, %: 08 @ 22 0.2 04| 02| -04 02| -01 0.4 0.1 18 | -4 0.1
for one month
for twelve 220 | 194 | 182 166 | 135 114 9.2 6.6 338 1.9 238 07 | -21
months

Unsecured | 5a70 | 5e78 | 5926 | 5996 | 6,086 | 6177 | 6240 | 6319 | 6387 | 6436 | 6444 6466 6,393

consumerloans
Growth, % 16 01 08 12| 15| 15 10 13| 11 08 | 04 03 | -14
for one month
for twelve 313 | 298 | 308 | 270 244 | 223 | 204 | 187 | 168 153 | 130 119 8.9
months
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End of the table 7
Capital and financial result
Capital? 7,064 | 7,074 | 7253 | 7,303 | 7,345 | 7,405 | 7,370 | 7,463 | 7,534 | 7,631 7,740 | 7,862 | 7,928
Growth, %:

1.3 0.1 2.5 0.7 0.6 0.8 -0.5 1.3 0.9 1.3 1.4 1.6 0.8
for one month

for twelve
months

N1.0 capital
adequacy (N1)?, %

Credit institu-
tions having
N1.0 (N1)ratio
below 11%?2

15.6 16.3 17.2 15.9 15.9 16.0 12.2 12.6 12.2 12.2 12.3 12.7 12.2

13.5 12.9 13.1 13.2 13.0 12.9 12.8 12.7 12.6 12.6 12.2 11.9 12.5

20 65 51 44 49 56 49 64 58 55 65 72 27

Loss provision
balances?®

Growth
for the year

2,852 | 2974 | 3,057 | 3,074 | 3,153 | 3,248 | 3,250 | 3,349 | 3,442 | 3,501 3,656 | 3,792 | 4,054

411 122 205 223 301 396 399 497 591 649 804 940 1202

Current-year

profits 994 93 168 232 292 338 451 513 592 685 732 781 589

Return

1.9 1.9 1.9 1.8 1.7 1.7 1.7 1.6 1.6 1.6 15 15 0.9
on assets*, %

Return

. 15.2 15.2 15.1 14.5 14.0 13.5 13.6 13.2 13.0 12.8 124 12.1 7.9
on equity?*, %

Liabilities
Household
i 16,958 | 16,689 | 16,908 | 16,564 | 16,847 16,756 | 16,883 | 17,112 17,271 | 17,298 | 17,685 18,087 | 18,553
Growth, %: 43 | 16 13 20 17| 05 0.8 14 0.9 0.2 22 23 26
for one month
for twelve 190 | 186 | 174 | 124 | 108 | 100 8.0 8.3 8.3 85 | 104 | 112 9.4
months

Share of foreign
currency 17.4 19.5 20.1 20.3 19.8 19.3 18.9 19.4 19.4 19.8 21.8 23.8 26.1
deposits, %

Deposits and

funds on organi-
sations’ accounts | 16,901 | 17,427 | 17,979 | 17,853 | 17,639 | 17,831 | 17,446 | 17,513 | 17,650 | 18,226 | 19,047 | 20,293 | 23,419
(other than credit

institutions)

Growth, %: 68 31 32 07 42 11| 22 04 08 33 45 65 154
for one month

for twelve 160 | 209 | 223 | 209 188 | 174 124 132 | 142 180 248 = 282 386
months

Share of foreign
currency 322 36.0 36.8 37.9 38.3 37.7 36.3 374 38.1 39.8 43.6 455 43.8
balances, %

Loans extended by
the Bank of Russia

Share
of liabilities, %

4439 | 4282 | 3967 | 4,702 | 5051 | 5018 | 5368 | 5592 | 5452 | 5644 | 6,157 @ 6,743 | 9,287

7.7 7.3 6.7 7.9 8.4 8.2 8.7 9.0 8.7 8.8 9.2 9.5 12.0

' On homogeneous loans.

2 From 1 February 2014, in accordance with Basel Ill.

3 Balance sheet statement data (not corresponding with the income statement data as bad debt provision has been partially written off from the balance sheet).
4 For 12 months preceding the reporting date.
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Table 8. Bank assets grouped by investment, billions of rubles

Assets 1 January 2014 1 April 2014 1 July 2014 1 October 2014 1 January 2015
1 Money, precious metals and gemstones, total 1,609 1,645 1,448 1,468 2,754
11 Of which: money 1,523 1,557 1,387 1,398 2,672
Accounts with the Bank of Russia and
2 authorised bodies of other countries, total A Ee e ZllEL R
Of which:
91 bank co_rrespondent accounts with the Bank 1242 1380 1395 1381 1557
of Russia
99 bank requireq reserves transferred to the 402 440 428 497 470
Bank of Russia
93 depositg and other fundsplaced with the Bank 619 a1 178 345 1.268
of Russia
3 tCoc;;‘rlespondent accounts with credit institutions, 1497 1675 1849 1,491 2675
Including:
34 corrgsponpeqt accounts with correspondent 308 400 461 383 760
credit institutions
3 correspondent accounts with non-resident 1098 1975 1388 1108 1916
banks
4 Securities acquired by credit institutions, total 7,822 7,948 7,891 8,382 9,724
Including:
41 debt obligations 6,163 6,218 6,216 6,410 7,651
4.2 equities 790 785 397 376 489
43 discounted bills 274 249 228 224 218
44 shares of subs_ldlarles and affiliated joint- 505 696 1050 1372 1366
stock companies
5 Other stakes in authorised capital 354 377 447 442 428
6 Financial derivatives 176 397 316 615 2,299
7 Loans, total 40,535 42,140 43,955 45,926 52,116
Of which:
71 loans, deposits and other placements 40,535 42,140 43,955 45,926 52,116
of which: overdue debt 1,398 1,526 1,656 1,782 1,978
of which:
711 loans and other placements with 22,499 23,842 24,338 25,806 29,536
non-financial organisations
of which: overdue debt 934 1,003 1,069 1,106 1,251
712 loans and other funds extended 9,957 10,28 10,639 11,006 11,330
to households
of which: overdue debt 440 498 565 630 667
713 loans, deposits and other placements 5,131 5,152 5,816 5,646 6,895
with credit institutions
of which: overdue debt 11 13 10 32 44
8 leeq assets,. other real estate,intangible assets 1148 1154 1182 1190 1222
and inventories
8.1 Qf which: r'egll estate temporarily unused 65 66 74 76 74
in core activities
9 Disposition of profits 192 66 77 144 177
Of which: profit tax 189 66 7 133 158
10 Other assets, total 1,826 1,908 2,213 2,254 2,960
Of which:
101 float 790 848 1,046 1,010 1,611
10.2 debtors 312 296 291 305 307
10.3 deferred expenses 123 125 123 127 148
Total assets 57,423 59,377 61,385 64,073 717,653
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Table 9. Bank liabilities grouped by source of funds, billions of rubles

Liabilities 1 January 2014 1 April 2014 1 July 2014 1 October 2014 1 January 2015
1 Bank funds and profits, total 6,629 6,607 6,728 7,146 6,922
Including:
11 funds 3,261 3,248 3,264 3,469 3,357
1.2 ﬁgﬁféﬁiiﬁft@ including previous-year 3,368 3,358 3,391 3,588 3,479
of which:
121 current-year profits (losses) 994 232 451 685 589
2| craght mthuions rom te Bank of Russa 4439 4702 5,368 564 0287
3 Bank accounts, total 584 574 651 552 965
Of which:
31 zg(rzze;r?t(;ndem banks’ correspondent 366 353 491 337 688
3.2 non-resident banks’ correspondent accounts 123 118 118 131 169
C | e st nettons tol 4406 4819 539 5,308 65%4
5 Customer funds, total’ 34,931 36,162 36,400 38,009 43,814
Of which:
5.1 budget funds in settlement accounts 42 53 68 69 72
52 government and extra-budgetary funds 0 1 0 0 0
in settlement accounts
53 ggizzistastions’ funds in settlement and other 6,516 7.325 6.805 6,574 7435
5.4 customer float 400 489 504 487 551
s | mmecwiemsbOwss we | wss nes me
5.6 household deposits 16,958 16,564 16,883 17,298 18,553
5.7 ggitr(;;?:rzsfunds in factoring and forfeiting 44 35 34 29 %6
6 Bonds 1,213 1,149 1,204 1,220 1,358
7 Bills and bank acceptances 1,004 966 863 872 868
8 Financial derivatives 135 286 226 526 1,953
9 Other liabilities, total 3,682 4116 4,606 4,797 5,892
Of which:
9.1 loss provisions 2,852 3,074 3,250 3,501 4,054
9.2 float 309 470 719 601 1,160
9.3 creditors 96 114 119 115 78
9.4 deferred income 8 6 7 7 13
9.5.1 of which: overdue interest 0 0 0 0 0
Total liabilities 57,423 59,377 61,385 64,073 71,653

" Including certificates of deposit and savings certificates.
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Table 10. Quality of the banking sector's loan portfolio

1
January
2014

1
February
2014

1 March
2014

1 April
2014

1 May
2014

1 June
2014

1 July
2014

1 August
2014

1 Sep-
tember
2014

1
October
2014

1 No-
vember
2014

1 De-
cember
2014

1
January
2015

Legal entities

Share of overdue
loans in total
value of loans

to non-financial
organisations, %

4.2

41

4.2

4.2

4.3

45

44

4.5

45

4.3

4.2

4.2

4.2

Share of overdue
loans in total
value of loans to
resident financial
institutions (other
than credit insti-
tutions), %

1.1

1.1

1.1

1.0

1.0

1.0

0.9

1.0

1.0

1.0

12

Share of Quality
Category IV and
Quality Category
V loans in total
value of loans

to legal entities
(other than credit
institutions), %

6.5

6.6

6.6

6.6

6.8

6.9

6.7

6.8

6.7

6.5

6.9

6.8

7.2

Loss provisions
for loans to

legal entities
(other than credit
institutions), as
% of total value
of such loans

6.4

6.4

6.5

6.3

6.3

6.3

6.3

6.3

6.3

6.2

6.4

6.4

6.8

Individuals

Share of overdue
loans in total
value of house-
hold loans, %

4.4

4.7

4.9

4.9

5.0

5.3

5.3

5.4

5.6

5.7

5.8

5.9

5.9

Share of loans
not repaid on

the due date in a
month preceding
the reporting date

11.5

12.6

12.5

13.3

13.7

14.0

14.7

14.3

14.2

14.7

17.0

16.5

15.4

Share of Quality
Category IV and
Quality Category
V loans in total
loan value, %

7.5

8.1

8.4

8.5

8.7

9.1

9.2

9.3

9.5

9.6

9.8

9.9

9.9

Loss provisions
for loans, as %
of total value
of such loans

7.5

7.9

8.2

8.2

8.4

8.7

8.8

9.0

9.2

9.3

9.4

9.6

9.6

Loss provisions
for loans with
arrears exceeding
90 days, as %

of total value

of such loans

81.9

82.2

82.5

81.7

81.9

81.9

82.0

82.2

82.6

82.9

83.2

83.8

84.2
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Table 11. Data on housing mortgage loans (HML)', billions of rubles

1 1 . 1 Sep- 1 1 No- 1 De- 1
January  February 1%1? 153?2' 123/:? 12‘(1):28 12(‘#2/ 123?2“ tember  October vember cember January
2014 2014 2014 2014 2014 2014 2015
HMLs, total 2649 | 2682 | 2746 | 2810 = 2905 2976 | 3037 | 3,133 @ 3201 | 3278 | 3357 | 3449 | 3520
Growth, %: 35 13 24 23 34 2.4 2.0 3.2 22 24 24 238 2.1
for one month
for twelve 326 | 334 | 337 | 341 344 344 | 335 | 338 | 335 366 353 | 347 329
months
HML share in
foreign currency, 42 4.4 43 4.0 3.8 3.5 3.3 3.3 3.3 3.3 3.5 3.7 3.9
%
Vel e 40 40 41 41 41 4 40 42 42 42 44 46 46
HMLs
Growth, %: 1.0 20 17 A2 07| -05 09 3.1 05 0.9 3.8 58 | -05
for one month
for twelve 46| 38| 21 34, 33 36, 38| 21| -19 36 85 157 | 163
months
Share of overdue
loans in total 15 15 15 14 14 14 13 13 13 13 13 13 13
HMLs, %
Share of overdue
loans in foreign 358 | 368 | 871 | 365 362 352 | 346 354 354 361 379 402 | 372
currency in total
overdue HMLs, %
Value of HMLs
extended 1,354 79 198 335 | 496 631 770 | 927 | 1,073 | 1222 | 1,387 1538 | 1763
year-to-date
Volume of HMLs
extended year-to- 825 48 118 198 292 370 449 539 621 704 797 882 | 1,0123
date, thousands
HMLs in rubles 2537 | 2564 | 2,628 | 2,698 | 2795 | 2,871 | 2,936 & 3,028 = 3096 3,169 = 3240 | 3,321 3,384
Grouith, %: 38 11| 25| 26 36| 27 23 31 22 24 22 25 19
for one month
for twelve 353 | 356 | 359 365 368 370 363 363 360 388 369 359 334
months
Value of HMLs in
rubles extended | 1,339 79 197 333 494 628 766 | 923 | 1,068 | 1216 | 1,380 | 1529 @ 1,752
year-to-date
Weighted average
interest rate
on ruble HMLs 124 | 123 | 123 | 22| 22| 122 122 122 122 122 123 | 124 125
extended
year-to-date, %
Weighted average
loan term of
rubleHMLs 1764 | 1741 | 1812 | 1839 | 1745 | 1762 | 1759 1784 | 1784 1788 | 1795 | 1797 | 1795
extended year-to-
date, months
i I M2 19| 18| 112 10| 105 100 | 104 104 | 109 | 117 | 129 | 136
currency
Growth, %: 35 6.1 07 49| A7 | 45 48 40 0.2 3.9 7.8 9.8 6.1
for one month
for twelve 88| 1| -3 60 -73 -108 -172 133 -133 62 24| 107 218
months
Value of
foreign-currency
HLs extended 15 0 1 2 3 3 4 4 5 6 7 9| 108
year-to-date
Weighted average
interest rate on
foreign-currency 9.6 9.8 9.3 9.3 9.5 9.6 9.5 9.5 9.4 9.4 9.3 9.3 9.3

HMLs extended
year-to-date, %
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End of the table 11

Weighted average
loan term of
foreign-currency
HMLs extended
year-to-date,
months

15619 | 1932 | 1772 | 1659 | 1484 | 1439 | 1459 | 1472 | 1445 | 1403 | 140.1 139.9 | 146.3

' Housing mortgage loans extended to borrowers according to the procedure stipulated by Federal Law No. 102-FZ, dated 16 July 1998, ‘On Mortgage (Mort-
gage Security)’. Source: reporting Form 0409316.

Table 12. Household deposits in 2014

Total, billions of rubles | 16,958 | 16,689 | 16908 | 16564 | 16,847 | 16,756 | 16,883 | 17,112 | 172711 | 17,298 | 17,685 | 18,087 | 18,553 9.4

Growth for one
month, %

43 -16 13 20 17 05 08 14 09 02 22 23 26

Ruble deposits,

- 14,001 | 13433 | 13510 | 13207 | 13,507 | 13516 | 13,699 | 13,796 | 13929 | 13,876 | 13829 | 13,784 | 13707 | -2.1
billions of rubles

Growth for one

5.8 4.1 0.6 22 2.3 0.1 14 0.7 1.0 04 03 03 -06
month, %

Foreign-currency
deposits, billions 2957 | 3256 | 3398 | 3357 | 3340 | 3240 | 3184 | 3316 | 3342 | 3421 | 3856 | 4303 | 48461 | 639
of rubles

Foreign-currency
deposits, billions 90.3 924 94.2 941 93.6 933 94.7 928 905 86.9 88.9 87.2 86.1 47
of dollars

Growth for one
month, %

Share of foreign-cur-
rency deposits in total 174 195 201 20.3 19.8 193 18.9 194 194 198 218 238 26.1
deposit value, %
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Table 13. Weighted average interest rates on funds raised and placed
in reporting month with maturities of over one year

2014
January  February ~ March April May June July August ~ September  October November December

Ruble funds

Loans to non-financial

o 10.64 = 11.11 10.60 | 1097 | 1123 | 1167 | 1192 @ 11.83 12.05 | 1224 12.56 12.94
organisations

including small and me-

) ) ) 12.83 13.15 12.68 13.03 12.76 12.82 13.27 13.59 13.45 13.65 14.00 14.92
dium-sized businesses

Deposits of non-financial

S 8.01 7.91 7.72 8.65 8.66 8.66 8.77 9.31 9.44 8.54 9.82 13.46
organisations

Loans to credit institutions 8.98 7.84 9.42 8.87 9.57 9.68 722 | 10.24 8.84 | 1047 11.45 8.92

Deposits of credit 898 | 7.8 | 910 897 | 953 659 | 621 | 10.18 924 | 1053 | 774 | 797

institutions

Household loans 18.31 | 18.00 | 17.78 | 17.74 | 1767 | 1753 | 17.53 | 17.39 17.66 | 17.60 17.72 | 17.37
Housing mortgage loans 12.28 | 1229 | 1197 | 1230 | 1220 | 1223 | 1222 | 1229 12.44 | 12.85 12.62 13.16
Household deposits 7.33 7.30 717 7.56 7.78 7.72 7.80 7.89 8.02 8.15 8.41 11.74

US dollar funds

Loans to non-financial

e 7.00 6.57 5.44 5.45 6.65 7.05 6.62 7.01 6.88 6.74 6.29 711
organisations

including small and me-

) ) ) 10.01 9.49 999 | 1017 | 11.12 9.03 | 1055 | 10.21 9.65 8.38 10.84 11.45
dium-sized businesses

Deposits of non-financial

- 3.56 1.52 1.98 3.03 3.74 3.39 3.7 4.89 5.42 5.38 5.73 5.87
organisations

Loans to credit institutions 4.60 7.40 5.02 6.02 3.62 3.90 4.06 7.91 8.40 7.13 7.77 8.26

Deposits of credit 275 | 479 | 604 232 | 320 | 277 201 340 547 401 262 | 540

institutions
Household loans 13.37 10.96 10.82 10.67 11.37 10.87 11.19 10.33 10.86 11.54 10.80 10.30
Household deposits 2.75 2.89 2.55 3.26 2.91 3.04 2.98 3.08 3.08 3.58 3.83 5.36

Loans to non-financial

L 6.56 7.23 6.24 8.63 5.59 7.89 6.68 6.19 7.24 7.08 7.00 7.68
organisations

including small and me-

) ) ) 9.00 9.97 8.61 9.82 8.73 11.35 8.97 9.79 9.77 9.38 10.00 10.57
dium-sized businesses

Deposits of non-financial

o 1.80 3.27 3.41 2.64 2.93 5.68 3.19 2.81 3.29 3.96 3.82 5.95
organisations

Loans to credit institutions 1.79 2.15 5.10 7.76 4.39 3.50 3.84 8.01 6.44 5.04 5.25 6.95

Deposits of credit

SR 1.86 1.97 2.46 2.15 3.82 3.32 3.28 2.19 2.06 3.35 2.29 1.90
institutions

Household loans 8.91 9.99 | 10.08 9.79 9.98 | 1238 | 1216 & 10.00 9.41 9.24 10.65 9.46

Household deposits 2.70 2.49 2.18 2.74 2.72 2.61 2.60 2.57 2.83 3.34 3.56 4.90
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Table 14. Categorised performance indicators on credit institutions with foreign interest in authorised capital relative
to indicators on operating credit institutions, %

1January 1January 1January 1 January 1 January
2011 2012 2013 2014 2015
Credit institutions with a 50%-plus foreign stake in authorised capital
Assets 18.0 16.9 17.8 15.3 13.9
Capital’ 19.1 17.6 19.3 17.3 17.2
Correspondent accounts with non-resident banks 20.3 14.3 21.7 18.6 15.4
Loans and other funds provided to non-financial organisations 15.1 14.0 14.2 12.0 11.6
Loans and other funds provided to households 25.7 22.0 22.6 21.0 18.6
Loans, deposits and other funds provided to credit institutions 251 30.0 27.3 19.9 141
Household deposits 11.5 1.4 135 12.5 12.0
Funds raised from organisations? 17.6 17.4 18.6 15.6 13.7
Current-year profits (losses) 20.7 17.4 19.6 15.2 20.2
Number of credit institutions, units (for reference) 111 113 117 122 113
including credit institutions with a 100% foreign stake in authorised capital

Assets 11.0 10.0 9.8 9.0 8.5
Capital’ 121 11.1 14 11.1 10.9
Correspondent accounts with non-resident banks 9.2 6.9 15.2 12.8 12.0
Loans and other funds provided to non-financial organisations 9.2 8.3 7.5 7.2 7.8
Loans and other funds provided to households 14.9 10.7 111 10.8 101
Loans, deposits and other funds provided to credit institutions 20.0 24.2 20.0 16.4 1141
Household deposits 53 5.4 6.1 6.2 5.8
Funds raised from organisations? 11.0 10.7 11.0 10.3 9.6
Current-year profits (losses) 15.1 12.0 134 12.7 14.9
Number of credit institutions, units (for reference) 80 77 73 76 75

" For statements as of 1 February 2014 and later, capital is calculated in accordance with requirements of Bank of Russia Regulation No. 395-P, dated 28 De-
cember 2012 (Basel Ill), prior to this date calculations are made in accordance with requirements of Bank of Russia Regulation No. 215-P, dated 10 February

2003.

2 These include deposits, government and other extra-budgetary funds, funds of the Federal Treasury, fiscal authorities, individual unincorporated entre-
preneurs, and customers in factoring and forfeiting operations, certificates of deposit, float, and funds written off from customer accounts but not passed

through a credit institution’s correspondent account (net of funds raised from credit institutions).

Table 15. Indicators of individual groups of credit institutions'

R Share of banking Share of banking
Number of credit institutions o LT
Group of credit institutions sector total assets, % sector total capital, %
01.01.14 01.01.15 01.01.14 01.01.15 01.01.14 01.01.15
State-controlled banks 25 26 58.0 58.5 54.8 57.0
Foreign-controlled banks 76 78 10.5 9.8 12.6 12.4
Large private banks 144 139 26.7 28.3 26.3 24.4
Small and medium—sized banks based in 289 057 24 16 33 29
the Moscow Region
Small and medium-sized regional banks 325 283 2.2 14 2.8 24
Non-bank credit institutions 64 51 0.3 0.4 0.3 0.9
Total 923 834 100.0 100.0 100.0 100.0

' Criteria for such grouping and indicators of the above groups of credit institutions are used solely for the purposes of analysis within this Report.
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Table 17. Banking Sector Capital Structure, %'

ndiators TR O R A
1. Capital growth factors 116.1 1146 113.8 1147 117.8
1.1. Authorised capital 21.7 21.3 21.0 23.9 241
1.2. Share premium 19.1 18.7 18.7 18.2 17.9
1.3. Profit and funds of credit institutions 47.8 48.0 47.9 48.1 47.4
1.4. Subordinated loans received 244 23.5 23.0 21.6 25.5
1.5. Revaluation surplus 341 3.1 3.1 2.9 2.8
1.6. Other factors 0.0 0.0 0.0 0.0 0.0
2. Capital reducing factors 16.1 146 13.8 14.7 17.8
2.1. Losses 1.6 24 1.7 2.0 44
2.2. Intangible assets 0.2 0.2 0.2 0.2 0.2
2.3. Own shares (stakes) bought out 0.0 0.0 0.0 0.0 0.0
2.4. Sources of capital formed from improper assets 0.1 0.1 0.1 0.1 0.1
2.5. Subordinated loans issued 1.1 14 14 1.7 1.9
2.6. Bank share(stakes) portfolio 12.9 10.5 10.2 10.5 10.1
2.7. Other factors 0.2 0.0 0.2 0.2 0.9
Capital, total 100.0 100.0 100.0 100.0 100.0

" Calculated using bank reporting Form 0409123 (as of 1 January 2014 — Form 0409134).

Table 18. Categorised indicators on credit institutions ranked by capital value

Number of credit institutions Return on equity’, % Return on assets’, %
Credit institutions by capital value

1 January 2014 | 1 January 2015 | 1 January 2014 | 1 January 2015 | 1 January 2014 | 1 January 2015
Up to 300 million rubles 240 61 -4.4 -906.1 -0.9 -39.1
300 million rubles to 500 million 176 971 9.0 118 16 24
rubles
500 million rubles to one billion 140 133 17 36 18 05
rubles
One billion rubles to three billion 183 185 114 31 16 0.4
rubles
Three billion rubles to five billion 61 54 131 8.4 19 192
rubles
Five billion rubles to ten billion 41 45 128 114 16 15
rubles
Ten billion rubles and over 82 85 16.1 10.5 2.0 1.2
Total for banking sector 923 834 15.2 79 19 0.9

" For 12 months preceding the reporting date.
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