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Foreword

Dear readers,

We are offering for your attention the Bank of Russia annual Banking Supervision Report.

The overall macroeconomic conditions for banking sector development in Russia were
quite favourable in 2012, with GDP growing by 3.4% and investments in fixed capital increas-
ing by 6.7%. Industrial capacity utilisation reached its highest level in the last few years;
meanwhile, the unemployment rate reached a record low.

Against this background, the banking sector demonstrated sufficiently balanced growth:
bank assets grew by approximately 19%, their capital rose by 17% and household deposits
increased by 20%. With the stable quality of the loan portfolio, record profits of over one
trillion roubles were posted.

However, due to substantial differences in lending to non-financial organisations and to
households, excessive risks accumulated in the consumer lending segment, primarily in
unsecured lending. This situation should be rectified according to the decisions taken by
the Bank of Russia at the end of 2012 to refine prudential rules.

Bank liquidity risks remained moderate, which was assisted by Bank of Russia refinancing
operations and by placements of Federal Treasury funds in bank deposits. Due to limited
access to foreign capital via global financial markets, Russian banks widened their resource
base by mobilising domestic sources, primarily private and corporate savings.

Good financial results provide opportunities for increasing bank capitalisation, which is
highly relevant due to the new international capital adequacy and quality requirements (Ba-
sel Ill) that have to be implemented in Russia over the next few years.

The implementation of international best practices with respect to banking regulation
and supervision and their adaptation to Russian conditions continued in 2012. The Bank of
Russia has issued a number of regulations that are covered in this Report.

In light of the professional community’s growing interest in banking sector stability is-
sues, the Report includes analysis of global risks and an assessment of the banking sector
systemic stability, including the analysis that involves stress-testing methods.

The Report also examines issues related to the operation of banks as participants in the
payment system, taking into account the provisions of the Federal Law «On the National
Payment System».

The Report pays significant attention to the outlook for banking regulation and supervi-
sion in Russia, based on objectives set in the Russian Banking Sector Development Strategy
until 2015.

Sergey M. Ignatiev,
Bank of Russia Chairman
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I.1. General Economic Conditions

I.1.1. Macroeconomics and external
global risks

Macroeconomics

In 2012, the Russian economy remained sufficiently
stable. Industrial production kept growing in most key
sectors of the economy; meanwhile, unemployment de-
creased. High domestic demand remained a major fac-
tor driving economic growth. The volatile economies of
Russia’s trading partners, particularly the eurozone with
its recession, resulted in low external demand for Rus-
sian exports, which affected economic activity. Inflation
increased as compared with the previous year, due to
rising fruit and vegetable prices.

Energy prices climbed on global markets in 2012,
while prices for non-energy related goods declined.
Overall, the price environment for Russian exporters im-
proved slightly in comparison with the previous year. The
average annual price of Urals crude on global markets
increased by 1.1% year on year to $110.8 per barrel.
Energy prices climbed by 1.9% on average, while prices
for non-energy related goods went down by 11.7%.

The current accounts surplus decreased by 23.1% in
2012, to $74.8 billion. The trade surplus fell by 1.8%. The
export of goods grew by 2.7%. This growth was mainly
attributable to higher prices for Russian export goods.
Energy goods accounted for 66% of all exports. The import
of goods rose by 5.4% due to increased volumes, while
prices remained basically unchanged. The deficit in the bal-
ance of services totalled $46.2 billion in 2012 as against
$33.5 billion in 2011. Deficits in the balance of investment

Russia’s balance of payments CHART 1.1
(billions of US dollars)

150 150
100 — 100
50 [— — 50
i \ .
-50 — —1-50
=100 — -100
-150 -150
2008 2009 2010 2011 2012

Current account balance
Net outflow of private capital
—— Change of international reserves (“+” — reduction, “~" — growth)
—— Prices of Urals crude (US$/barrel) (right-hand axis)
(

income, the balance of compensation to employees, and
the balance of secondary income increased (see Chart 1.1).

The net outflow of private capital remained significant in
2012, although it fell to $54.1 billion (it had totalled $81.3
billion the year before). The increased volume of capital
raised by banks was mainly related to the issue of new
Eurobonds and to declining investment in foreign assets,
which jointly led to a net capital inflow into the banking sec-
tor, which was estimated at $18.5 billion (in 2011, the net
export of capital by banks totalled $23.9 billion). The net
export of capital by non-financial organisations increased
by $15.3 billion, to $72.7 billion. A substantial net outflow
of private capital reflected investor desire to minimise risks.

Russia’s international reserves grew by $39.0 billion,
amounting to $537.6 billion as of January 1, 2013. The
international reserve level necessary to comply with in-
ternationally recognised criteria of minimum adequacy
was exceeded many times. Their volume at the beginning
of 20183 could support the import of goods and services
for 15 months in 2012 (as compared with 14 months in
the previous year).

In 2012, the Bank of Russia exchange rate policy re-
mained in line with the managed floating exchange rate
regime with a gradual increase in the flexibility of the rou-
ble exchange rate. The Bank of Russia continued to use
the rouble value of the dual-currency basket (0.55 US
dollars and 0.45 euros) as an operational indicator. The
range of its fluctuations was determined by the floating
operational band (see Chart 1.2).

The nominal effective exchange rate of the rouble
grew by 2.1% in 2012 (December on previous Decem-
ber); its real effective exchange rate accelerated at 5.3%
(as against 5.4% and 3.8% respectively in 2011).

Russia’s external debt grew by 17.2% during the re-
porting period and was estimated at $631.8 billion at the
beginning of 2013. The external debt of banks rose by
23.8%, while that of other sectors by 11.1%. The debt
burden on the country’s economy' would not be consid-
ered critical when measured according to internationally-
recognised criteria: the total external debt of the Russian
Federation in 2012 was estimated at 31.4% of GDP as
against 28.4% of GDP in 2011.

GDP grew by 3.4% in 2012 as against 4.3% in 2011.
The largest contribution to GDP growth was made by
higher output in the wholesale and retail trade, financial
activity, and intensified real estate transactions.

The GDP growth rate declined in the second half of
2012. The Russian Federal State Statistics Service sur-

" Foreign debt to GDP.
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veys indicated deteriorating sentiment among producers
in the mining and manufacturing sectors in the second half
of 2012. The following factors inhibiting production growth
were mentioned: high taxes, economic uncertainty, lack
of financial resources, and insufficient domestic demand
(for manufactured goods). Industrial production increased
by 2.6% in 2012 as against 4.7% in 2011. The average
monthly growth of industrial output, adjusted to exclude
seasonal and calendar factors, slowed down in compari-
son with the previous year. Industrial capacity utilisation
practically reached its pre-crisis level, while agricultural
production declined in 2012. The production growth rate
slowed down in construction and transportation.

Employment continued to grow in 2012. The share of
unemployed people dropped to 5.5% of the economi-
cally active population as against 6.5% in 2011. Overall
unemployment is estimated to have been lower than the
long-term trend.

High domestic demand remained the main economic
driver during the reporting period; however, its growth

rate decelerated from the year before. Investment activity
somewhat decreased due to the substantial slowdown of
non-financial organisation profit growth. Fixed capital in-
vestments increased by 6.6% during the reporting period
as against 10.8% in 2011.

Growing real wages and increased borrowing activity
among households contributed to a rise of real consumer
spending. This indicator grew by 5.9% in 2012 as against
6.7% in 2011. Household propensity to save in deposits
and securities was higher in 2012 than in 2011. This is
partially related to the fact that major Russian banks in-
creased interest rates on household deposits at the end
of the reporting period.

In 2012, consumer prices rose by 6.6%, an increase
of 0.5 percentage points as compared with 2011. In the
reporting year, inflation exceeded the 2012 annual tar-
get (5%-6%) set in the “Guidelines for the Single State
Monetary Policy in 2012 and for 2013 and 2014”. That
was driven mainly by a rise in food prices due to a lower
harvest in 2012 than in 2011 (see Chart 1.3).

Consumer prices, food prices, and non-food prices, excluding petrol prices

{ (month on month of the previous year)

CHART 1.3
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Fruit and vegetable prices raised by 11.0% in the
reporting year, while in 2011 they had fallen by 24.7%.
Prices for other foodstuffs grew at a slower rate than they
had the year before (7.1% as against 7.4%).

Prices for goods and services, excluding fruit and
vegetable prices (amounting to approximately 97% of
the consumer goods basket) increased at a slower rate
in 2012 than in 2011: 6.4% as against 7.5%.

Non-food prices rose at a slower rate than in 2011
(5.2% as against 6.7%). The price growth rate for non-
foodstuffs (excluding petrol), which was the component
least affected by administrative factors, slowed down
throughout 2012.

Prices and tariffs for paid services to households rose
at a slower rate too: the growth rate dropped from 8.7%
in 2011 to 7.3% in 2012. There was also a slowdown in
the growth of administered prices and rates.

Core inflation in 2012 amounted to 5.7%, a decrease
of 0.9 percentage points compared to the previous year.

In the reporting year, inflation was not boosted by
consumer demand. The output gap was estimated as
being close to zero throughout the year. The increased
nominal effective exchange rate of the rouble kept prices
down.

External global risks

The specific character of the Russian economy and
the high share of oil and gas revenues in export earnings
make falling energy prices and the deteriorating balance
of payments the key factors that could negatively affect
the situation. Additionally, the Russian economy is ex-
posed to risks related to increased instability on global
financial markets.

The 2012 European debt crisis was accompanied by
a slowdown of economic growth and continued exces-
sive volatility on global financial markets. In the midst of
that situation, the regulators of leading countries took
unprecedented measures to support their economies.
The situation was mostly stabilised by the end of the
year, but there are still significant risks that economic
and financial imbalances will occur'. According to the
consensus forecast from major financial institutions?, the
world economy is expected to somewhat recover within
the next two years (see Chart 1.4).

During the reporting year, European regulators have
overcome the most acute phase of the eurozone debt
crisis, despite the complicated process of establishing
a consensus on how to handle it. One key indicator of
declining sovereign risks is the downward trend in the
yields on the government ten-year bonds of the euro-
zone’s distressed economies (see Chart 1.5). The piv-
otal measures included the agreement to provide finan-
cial assistance to Greece; expanded outright monetary
transactions for countries applying for financial assis-
tance; and the establishment of the European Stability
Mechanism (ESM). The European Central Bank (ECB)

has improved conditions on the interbank loan market
by providing long-term refinancing and lowering base
loan and deposit rates. The European banking sector
should also be strengthened by the decision to intro-
duce the Single Supervisory Mechanism, which is de-
signed to enhance the stability of the European financial
system.

The US Federal Reserve System implemented
extensive measures to revive economic growth and,
where necessary, to increase employment (the third
round of quantitative easing of monetary policy (QE3);
the extension of the period in which interest rates were
kept low; the initiation of a new round of purchasing out
Treasury securities). The Bank of England and the Bank
of Japan announced several expansions of their asset-
purchase programmes within the framework of anti-cri-
sis measures. The central banks of the major emerging
economies (China, India, and Brazil) lowered their key
rates during the year under review.

Due to regulator efforts, the global levels of risk went
down in 2012, which was reflected in the upward trend
on global financial markets and in the growing risk ap-
petite among investors in the second half of 2012 (see
Chart 1.6 and Chart 1.7).

However, the persisting destabilising factors can
bring back the negative trends.

Overcoming the eurozone recession (see Chart 1.8)
would depend on the implementation of the planned fis-
cal and banking reforms. Improvement has manifested in
the increased deposits and capital of credit institutions
in the eurozone countries (including distressed econo-
mies), and in lowered interest rates on the interbank
loan market, against the backdrop of excess liquidity in
the European banking sector (see Chart 1.9). Economic
growth can be inhibited by such factors as low domestic
and external demand; political disputes concerning fiscal
measures; the disintegration of national financial systems
(reflected in market player desire to avoid risks originat-
ing in distressed economies); and unresolved banking
sector issues (the growing share of problem loans and
the necessity of a further reduction of balances because
of the need for financial deleveraging).

At the end of 2012, the risks associated with the so-
called fiscal cliff and with the necessity to raise the na-
tion’s debt ceiling increased in the US.

In addition, an excessive easing of the monetary
policy in developed economies could lead to so-called
financial bubbles and new risks to financial stability.

In the short term, the issue of currency imbalances
might become aggravated. Since the summer of 2012,
several major economies (China and the Republic of
Korea) have been witnessing the appreciation of their
national currencies, which negatively impacts the com-
petitiveness of their exports. They will probably follow
Japan’s example and try to reduce the pressure on their
currencies. It should be also kept in mind that many de-

' This forecast was partially confirmed by the Cyprus financial crisis early in 2013.
2 Global financial institutions, national banks, non-bank financial organisations, etc.
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veloping countries are frequently limited in their ability to
support their national currency due to high inflation rates.

In the mid-term, an easy monetary policy might trig-
ger the destabilisation of international capital flows.
Measures that have been taken support risk appetites
among investors, but there is a danger of capital flows
becoming more volatile, which will complicate the man-
agement of accompanying risks in developing countries.
One such risk involves increased profiteering and price
imbalances that might occur due to a miscalculation of
the risks by investors who invest in risky assets. The ex-

12

cessive inflow of foreign capital can also become one
of the reasons for the real-estate market overheating in
developing countries.

In the long-term, in developed economies, minimal
interest rates, accompanied by a transformation of short-
term loans into longer investments, might lead to the ac-
cumulation of substantial interest rate risks for investors
and financial organisations that might occur in case inter-
est rates increase. In such a case, the eventually inevita-
ble phase-down of an “asset purchase” policy might lead
to negative consequences. This makes issues such as
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tactics and coordination among monetary, budget, fiscal,
and supervisory authorities in the developed countries,
which are responsible for normalising the economic situ-
ation, crucially important. An important factor of reviving
stable economic growth and ensuring financial stability
should be prevention of any shocks, including shocks
that are of a regulatory nature.

1.1.2. National payment system

In 2012, the national payment system was not af-
fected by any destabilising factors. Its development met
the needs of credit institutions and their clients for pay-
ment services and was characterised by the expanded
incorporation of modern technologies. A new institutional
segment of the national payment system emerged in the
second half of 2012: payment systems which had to be
registered with the Bank of Russia. To help implement
Federal Law No. 161-FZ, dated June 27, 2011, “On the
National Payment System” (hereinafter referred to as
Federal Law No. 161-FZ), efforts were made to form
a regulatory base that set up rules for money trans-
fers, defined payment system organisational and op-
erational requirements, and established procedures for
the supervision and oversight of the national payment
system.

The volume and value of payments' made through
the Russian banking system increased by 15.4% and by
22.6% respectively year on year, and totalled 3.8 billion

transactions worth 1,591.0 trillion roubles. On average,
15.1 million payments totalling 6.4 trillion roubles were
executed daily (13.2 million payments totalling 5.2 trillion
roubles in 2011). The average payment stood at 421,900
roubles as against 397,100 roubles in 2011. The volume
and value of payments effected in 2012 by credit insti-
tutions totalled 2.5 billion transactions and amounted to
440.5 ftrillion roubles as against 2.1 billion transactions
worth 382.1 trillion roubles in 2011.

Compared to 2011, the structure of the own payments
of credit institutions and the payments of their customers
(individuals and legal entities other than credit institu-
tions) remained basically unchanged. A significant pro-
portion of the total volume and value of payments (62.0%
and 98.4%) consisted of credit transfers?. At the same
time, the transactions of legal entities dominated the
structure of payments in terms of value (92.1%), while
individual payments prevailed in terms of value (57.0%);
mostly these had been remittances without opening bank
accounts.

The share of direct debit payments remained insignifi-
cant. Only two out of every 100 payments were made as
direct debiting, and they accounted for less than 1% of
all payments. The development of this payment service
should be boosted by explicit provisions in the national
payment system legislation that support money transfers
initiated by payees, as well as by increased interest in
direct debiting on the part of credit institutions and their
customers.

" Includes payments in roubles from the customer accounts of the Bank of Russia and credit institutions (individuals, credit institu-
tions, legal entities other than credit institutions); own payments of the Bank of Russia and credit institutions; remittances made by
individuals without opening bank accounts. Bank card payments are not included.

2 A credit transfer is a payment service involving one-off or periodic write-downs from the payer’s account triggered by the payer.
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In 2012, Russian banks continued their policy of ex-
panding remote services and encouraging customers (by
means of price incentives, among other things) to use
these remote access channels to effect payments. Dur-
ing the reporting year, the number of remotely accessible
customer accounts which were opened by credit institu-
tions for individuals and legal entities other than credit
institutions rose by more than one quarter and totalled
99.9 million. There was significant growth (40%) in the
number of accounts accessible via the Internet or mobile
phones. At the same time, despite the rapidly growing
number of such accounts, their share of the total num-
ber of remotely accessible accounts remained relatively
small: 30.8% of all accounts were accessible via the In-
ternet as against 26.9% as of January 1, 2012 and 25.7%
were accessible via mobile phones as against 22.5% as
of January 1, 2012.

There were 4.0 billion non-cash payments (an in-
crease of 42.7% year on year) that were made in 2012
on the basis of instructions remotely issued by bank cus-
tomers (including payments made with banking cards);
these were worth 319.3 ftrillion roubles (a growth of
14.1%). The share of payments effected via the Internet
or mobiles was 20.3% in terms of volume and 64.0% in
terms of value. Among payments made on the basis of
remotely issued instructions, payment orders accounted
for the largest share in terms of value (98.2%), and pay-
ment cards accounted for the largest share in terms of
volume (77.6%).

The number of payment cards issued by Russian
credit institutions grew by 19.7% in 2012 to 239.5 mil-
lion, of which 70.6% were settlement (debit) cards, 9.4%
were credit cards, and 20.1% were prepaid cards'. Credit
card supply grew the fastest (it increased by 50%); the
number of settlement (debit) cards and prepaid cards
rose by 14.3% and 28.9% respectively. As of January 1,
2013, the share of active settlement cards? was 53.7% of
their total number; the share of active credit cards was
44.4%. Unlike settlement and credit cards, the number
of active prepaid cards is usually higher during a quarter
than the number of valid prepaid cards at the end of the
quarter because they are mainly used for small payments
and usually issued for one-off transactions. The average
quarterly number of active prepaid cards in 2012 was
47.4 million.

Compared to 2011, the volume and value of transac-
tions conducted by card holders in the Russian Federa-
tion and abroad increased by 40.5% and 34.4% respec-
tively, to 5.9 billion transactions and 23.8 trillion roubles.
The share of cash withdrawals fell by 10.0 percentage
points (to 48.2%) in terms of volume and by 3.4 percent-
age points (to 76.4%) in terms of value. The share of
non-cash transactions using payment cards was 51.8%
and 23.6% respectively.

Additionally, the Russian payment infrastructure ser-
viced the payment cards of foreign issuers: in 2012,
holders of payment cards issued by non-resident banks
conducted 65.8 million transactions in Russia with a to-
tal value of 274.2 billion roubles; the share of non-cash
transactions was 65.8% in terms of volume and 49.6%
in terms of value.

One key factor contributing to the rapid growth of
non-cash transactions with payment cards (70% in terms
of volume and 60% in terms of value) was the develop-
ment of the infrastructure for servicing payment cards.
The number of devices (ATMs, electronic terminals, im-
printers) used for paying for goods and services with
payment cards grew by 27.5% and as of January 1,
2013, totalled 904,300.

In 2012, retail payments revealed a high demand for
cash as a means of payment. The value of cash arriving
at the cash desks of Bank of Russia divisions and credit
institutions (hereinafter referred to as cash desks) from
the sales of consumer goods totalled 12.3 trillion rou-
bles, representing a 13.7% year-on-year increase; paid
services totalled 3.6 trillion roubles (12.4%); sales of for-
eign currency to individuals stood at 1.9 trillion roubles
(26.9%); and the sales of real estate totalled 0.5 trillion
roubles (23.0%). Those payments represented 48.5%
of the total amount of cash received by cash desks as
against 50.6% in 2011.

Cash inflow via ATMs and the payment terminals of
credit institutions increased 60%, to 3.5 trillion roubles;
cash receipts per capita grew from 15,300 roubles in
2011 to 24,700 roubles in 2012. This growth was sup-
ported by the expansion of payment services available
via these devices, including payments for government
services.

The development of bank payment infrastructure
was accompanied by the intensified activity of payment
agents and bank payment agents receiving cash from
individuals as payment for goods (works, services)q.
These receipts grew 2-fold in comparison with 2011 and
totalled 974.5 billion roubles. Of that amount, 89.5% was
received by payment agents, and 10.5% was taken by
bank payment agents.

Within the framework of establishing a supervision
and oversight system for the national payment system,
the Bank of Russia began to register payment system
operators and develop a toolkit for monitoring super-
vised organisations. As of January 1, 2013, the regis-
ter of payment system operators posted on the Bank
of Russia website included 19 organisations, seven of
which are not credit institutions. The largest payment
systems whose operators were registered by the Bank
of Russia include Visa and MasterCard, as well as the
National Settlement Depository (NSD) Payment System,
which makes money transfers on the organised market.

' According to Bank of Russia Ordinance No. 2862-U of August 10, 2012, “On Amending Bank of Russia Regulation No. 266-P,
Dated December 24, 2004, on the Issue of Bank Cards and Operations Conducted Using Payment Cards”, a prepaid card as an
electronic payment instrument is used for electronic money transactions.

2 Active cards mean the cards that were used at least once per quarter to withdraw cash and/or to pay for goods and services.

3 Including charges for residential premises.
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The NSD Payment System has been recognised by the
Bank of Russia as systemically important, according to
the criteria set forth by Federal Law No. 161-FZ.

The Bank of Russia payment system performance
data for 2012 show a long-term trend: the payment
turnover is growing alongside an increase in the use
of the services that are offered to satisfy the demand
for transactions. This increase is primarily generated by
credit institutions.

One of the key performance indicators for the Bank
of Russia payment system, which has been monitored for
a number of years, is the ratio of the value of payments
made through this payment system to the GDP. In the re-
porting year, this ratio was 18.5 as against 16.8 in 2011.

In 2012, the volume of payments effected via the
Bank of Russia payment system totalled 1,259.0 mil-
lion and their value amounted to 1,150.5 ftrillion roubles
(an increase of 6.0% and 25.6% respectively as com-
pared with 2011). The average daily volume of pay-
ments effected through the Bank of Russia payment

I Payments effected through the BESP system, total
W Payments of credit institutions (branches)
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system grew from 4.8 million in 2011 to 5.1 million
in 2012.

The number of credit institutions (branches) which
were Bank of Russia customers decreased from 3,047
as of January 1, 2012, to 2,909 as of January 1, 2013,
but the share of bank (branch) transfers in 2012, as in
previous years, continued to dominate the total volume
and value of transfers conducted through the Bank of
Russia payment system (84.8% in volume and 76.4% in
value). The volume and value of payments of credit in-
stitutions (branches) made through the Bank of Russia
payment system grew by 6.3% and 24.6% respectively,
amounting to 1,068.0 million in volume and 879.7 trillion
roubles in value (as against 1,005.0 million and 706.1 tril-
lion roubles in 2011) — see Chart 1.10. The average daily
volume of payments of credit institutions (branches) that
were processed by the Bank of Russia payment system
rose from 4.1 million in 2011 to 4.3 million in 2012.

Payments processed by the Banking Electronic
Speedy Payment System (BESP) in 2012 grew, both in
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volume and in value. Consequently, the share of these
payments in the overall value of payments made through
the Bank of Russia payment system rose to 38.9% in
value and to 0.09% in volume (as against 24.3% and
0.05% respectively in 2011). In 2012, the BESP pro-
cessed 1,188,800 payments totalling 447.3 trillion rou-
bles (see Chart 1.11), which is almost twice as much
as in 2011 (626,100 payments totalling 222.8 trillion
roubles). This growth occurred, among other reasons,
due to the increased volume and value of BESP-pro-
cessed payments made by credit institutions (branches).
BESP-processed payments in excess of one million rou-
bles accounted for 85.76% of the total volume of pay-
ments and 99.98% of the value of payments. The share
of payments by credit institutions (branches) in the struc-

ture of BESP-processed payments remained the larg-
est, as in 2011, and amounted to 95.5% by volume and
60.4% by value. As of January 1, 2013, the number of
BESP participants (credit institutions and their branches)
totalled 2,727 and accounted for 97.4% of the total num-
ber of credit institutions (branches) involved in the elec-
tronic document exchange with the Bank of Russia. Their
correspondent accounts (sub-accounts) are opened with
Bank of Russia cash settlement centres.

1.1.3. Banking sector macroeconomic
performance

In 2012, most of the key indicators that reflected the
banking sector’s role in the economy exhibited positive
dynamics. The ratio of banking sector assets to GDP in-
creased from 74.6% to 79.1% during the year. In Russia,
this indicator remains comparable with the level of some
BRICS countries' (see Chart 1.12).

The ratio of banking sector capital to GDP measured
9.8%, representing an increase of 0.4 percentage points
during the year.

In the reporting period, customer funds remained the
main resource for credit institutions; their share of GDP
rose by 1.4 percentage points to 48.1%, with the share
of households deposits growing to 22.8% of GDP (an
increase of 1.5 percentage points) and the share of cor-
porate deposits (excluding credit institutions) went up by
0.4 percentage points to 15.4% of GDP).

In 2012, as in the previous year, loans prevailed in the
structure of banking sector assets. The total loans? to
GDP ratio increased by 2.8 percentage points to 54.3%,
while their share in banking sector total assets decreased
by 0.4 percentage points to 68.6%.The ratio of loans to
non-financial organisations and households to GDP rose
by 2.6 percentage points to 44.3%.

' BRICS countries include Brazil, Russia, India, China, and South Africa.
2 Loans and other placed funds made available to resident non-financial organisations, non-resident legal entities, government
financial bodies and extra-budgetary funds, and individuals, as well as loans, deposits and other placed funds made available to

the financial sector.
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I.2. The Institutional Aspects of Banking Sector Development

1.2.1. Quantitative characteristics

In 2012, the number of operating credit institutions
decreased by 22 to 956 institutions (see Chart 1.13).
During the year, twenty three credit institutions had their
licences revoked, seven credit institutions were struck
off the State Register following post-merger reorganisa-
tions and eight new credit institutions received a bank-
ing licence. Thus, the trend of recent years toward a
reduction in the number of credit institutions continued
in 2012.

Large multi-branch banks continued to optimise their
regional units in 2012. The number of branches of op-
erating credit institutions in Russia decreased by 16.3%
and on January 1, 2013, their number totalled 2,349
(2,807 on January 1, 2012).

At the same time, the total number of internal divisions
of credit institutions and their branches grew by 2,148 to
42,758 as of January 1, 2013 (40,610 as of January 1,
2012). The number of additional offices increased from
22,565 to 283,347, along with cash and credit offices —
from 1,725 to 2,161, operations offices — from 5,360 to
7,447, and mobile banking vehicles — from 100 to 118.
Meanwhile, the total number of external cash desks de-
creased from 10,860 to 9,685.

As a result, the number of internal divisions per
100,000 residents rose from 28.4 at the end of 2011 to
29.8 at the end of 2012.

1.2.2. Regional banking

The number of operating credit institutions declined
in most of Russian regions in 2012: the number of re-
gional banks dwindled from 466 to 450. In 2012, the as-
set growth rates of regional banks (15.3%) were lower
than the asset growth rates of the banking sector as a
whole (18.9%). As a result, the regional bank share in
banking sector total assets decreased from 12.0% to
11.6% during the year. Regional bank capital increased
by 15.0% and their profits rose by 17.1%; these figures
were somewhat lower than the sector average in 2012.
It has to be noted that regional bank profitability lags the
overall banking sector performance.

The aggregate index of the density of banking ser-
vices in the regions has not changed significantly since
the beginning of 2012. This indicator was the highest in
the Central Federal District (primarily in Moscow), the
North-Western Federal District (primarily in St Peters-
burg), and in the Southern Federal District. In the Far
Eastern, Siberian, and Urals Federal Districts, this indica-
tor grew in 2012.

In the reporting year, the aggregate index of the
density of banking services in the regions record-
ed the minimum value in the North-Caucasian Fed-
eral District, including the Republic of Ingushetia and
the Republic of Daghestan (see Statistical Appendix,
Table 7.2).

\
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1.2.3. Banking services concentration

In 2012, banking concentration indicators continued
to increase. The share of the top 200 credit institutions
in terms of assets in banking sector total assets didn’t
change significantly in 2012, amounting to 94.3% at the
end of the year as against 94.1% in 2011; this indicator
appreciated by 2.7 percentage points over the last five
years (2008 to 2012). In the reporting year, the share
of the five largest banks in terms of assets rose from
50.0% to 50.3%, and over a five year period this share
expanded by 8 percentage points.

The top 200 credit institutions in terms of capital ac-
counted for 92.8% of banking sector total capital as of
January 1, 2013 (92.5% as of January 1, 2012), with the
five largest banks accounting for 48.4% (50.1% as of
January 1, 2012).

The number of credit institutions with capital in ex-
cess of one billion roubles increased from 315 to 346
in 2012; they held almost 96.4% of banking sector total
positive capital (see Chart 1.14). The number of credit
institutions with capital in excess of 300 million roubles’
grew from 623 to 654 in 2012, and their share of bank-
ing sector total positive capital went up from 98.7% to
99.0%.

Quantitative estimates that are commonly used inter-
nationally reveal that the concentration of banking as-
sets in 2012 remained moderate — see Chart 1.15 for the
Herfindahl-Hirschman Index (HHI) dynamics. This was
due, among other factors, to a large number of small
credit institutions. The asset concentration index grew to
a moderate level of 0.101 as of January 1, 2013, exceed-
ing the levels of the three preceding years (0.087-0.092).
The concentration of capital in the reporting period went

100
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01.01.2010

[ Number of credit institutions with capital in excess of 300 million roubles

[ Number of credit institutions with capital in excess of 1 billion roubles
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' Taking account of enacted Federal Law No. 391-FZ, dated December 3, 2011, “On Amending the Federal Law on Banks and
Banking Activities”, that increases the minimum capital to 300 million roubles for newly established banks as of January 1, 2012,
and for all banks — since January 1, 2015.
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[ TABLE 1.1 )
01.01.2009 | 01.01.2010 | 01.01.2011 | 01.01.2012 | 01.01.2013
HHI by deposit, % 0.274 0.251 0.236 0.255 0.216
Sberbank share in total deposit volume, % 51.6 51.9 47.9 46.6 45.7
The share of the top 5 banks with the largest
deposit volumes in total deposit volume, % 63.1 61.3 60.0 59.4 58.3
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down insignificantly, from 0.101 to 0.092. The concen-
tration of loans to non-financial organisations remained
moderate (the HHI did not change in 2012, remaining
at 0.133).

The largest concentration is on the household depos-
it market, although in 2012 a declining trend persisted
there (see Table 1.1).

In 2012, the existing differences in terms of bank-
ing service concentration among the regions remained
unchanged (see Chart 1.16). Meanwhile, most federal
districts’ demonstrated a moderate level of asset con-
centration (the HHI from 0.10 to 0.18). This may be
explained by the development of regional networks by
credit institutions.

1.2.4. Interaction between the banking
sector and other financial institutions
and financial markets

The corporate securities market

In 2012, the Russian corporate securities market was
affected by turbulences on the global financial and com-
modity markets and by investor changing attitudes to-
wards risks. Under these circumstances, Russian credit
institutions mostly pursued conservative investment strat-
egies, reducing their rouble-denominated debt and equity
securities portfolios that featured a high level of risk.

On the domestic stock market, prices fluctuated
within a broad horizontal band. Trading in stocks and
shares on the primary and secondary markets slowed
down.

At the end of 2012, the MICEX index and the RTS
index rose by 5.2% and 10.5% respectively compared
to the end of December 2011. The capitalisation of
the Moscow Exchange stock market? went up by 2.1%
to 25.2 ftrillion roubles. The total turnover of second-
ary trades in Russian stocks on the major Russian ex-
changes (the Moscow Exchange and St Petersburg
Exchange) decreased by 41% in 2012 year on year to
11.5 trillion roubles. The share of bank stocks in the total
secondary trade turnover of the above-specified stock
exchanges remained almost unchanged (approximate-
ly 40%).

In the reporting year, the domestic corporate bond
market saw the highest yearly volume of corporate
bonds ever issued; these bonds were predominantly
placed by prime borrowers. The Moscow Exchange
placed 255 new corporate bond issues and two addi-
tional placements with a total par value of 1,218.4 billion
roubles. Of these, credit institutions accounted for about
36% of the total par value of corporate bonds.

As a result, the 2012 portfolio of corporate bonds
traded on the domestic market increased compared to
late 2011 by 21%, and totalled 4,165.7 billion roubles

' The Central Federal District and the North-Caucasian Federal District are two exceptions.
2 Stock market capitalisation data in the Moscow Exchange Main Market sector.
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at par value'. Bank securities accounted for the largest
share of the total corporate bond portfolio: approximately
30% of the total portfolio value.

In the reporting year, the secondary trade of corpo-
rate bonds on the Moscow Exchange grew by 2.7% year
on year to 5.3 ftrillion roubles. Bank bonds accounted
for 35% of the total Moscow Exchange secondary-trade
turnover of corporate bonds.

In 2012, the yields on corporate bonds traded on the
secondary market fluctuated; however, in general, they
remained close to the level reached at the end of 2011.
Average annual yields on these bonds grew by 1.1 per-
centage points to 8.7% p.a. year on year.

The money market

The Russian money market operated in 2012 in an
environment that was characterised by a structural li-
quidity deficit that had continued from the second half
of 2011. The demand of banks for liquidity grew dur-
ing the reporting year; by December 19, the debt on the
Bank of Russia repo operations reached a historical high
of 2 trillion roubles. Since Russian credit institutions be-
came net borrowers in relation to the Bank of Russia, the
domestic money market condition was defined, first of all,
by bank demand for liquidity and by Bank of Russia rates.

Russian banks held substantial amounts of liquid rou-
ble-denominated funds at the beginning of 2012 due to
the massive budget expenditures that took place in the
last ten-day period of December 2011. Interbank loan
rates somewhat decreased for that reason. In January
and February of 2012, the average MIACR on interbank
overnight rouble loans stood at 4.6% p.a. as against
5.1% p.a. in the fourth quarter of 2011.

In March-June 2012, interbank loan rates increased
(see Chart 1.17) along with bank growing demand
for rouble liquidity. In July and August, interbank loan

rates declined somewhat, but then went up again af-
ter the Bank of Russia rose its rates in mid-September.
In March-September, the average MIACR on interbank
overnight rouble loans was 5.5% p.a.

Demand for liquidity slowed down in the fourth quar-
ter of 2012, as banks adjusted to the structural liquid-
ity deficit. Consequently, interbank loan rates stopped
growing. In October-December, the average MIACR on
interbank overnight rouble loans stood at 6.1% p.a.,
which was not much different from the level witnessed
at the end of September.

The average MIACR on interbank overnight rouble
loans was 5.5% p.a. in 2012, which was 1.6 percentage
points higher than in 2011. Due to Bank of Russia timely
implemented measures that allowed it to increase the re-
financing volume, the rising needs for rouble-denominat-
ed liquidity in the banking sector and higher interbank
loan rates did not resulted in the destabilisation of the
money market. On average, the share of overdue loans
in the total volume of interbank loans placed by Russian
banks on the domestic market amounted to 0.33% as
against 0.36% in 2011 (see Chart 1.18).

The average spread between the MIACR-B (actual
rate on credits to banks with a speculative grade credit
rating) and MIACR-IG (actual rate on credits to banks
with an investment grade credit rating) on overnight loans
amounted to 32 basis points in 2012 as against 30 ba-
sis points in 2011. The volatility of money market rates
remained moderate too, with relatively low local peaks
usually related to mandatory payments made by banks
or their customers.

The value of transactions on the money market, par-
ticularly on the interdealer repo market, grew during the
reporting year. The value of open positions on the ex-
change interdealer repo market stood at 400-550 billion
roubles in 2012 (see Chart 1.19). A dramatic decline in
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Transactions on the interdealer CHART 1.21
repo market by participant in 2012 (%)
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the value of the interdealer repo market in the middle
of the year resulted from the fact that banks replaced
money market borrowings with funds raised from the
Bank of Russia (see Chart 1.20). Despite a substantially
increased demand for liquidity, interdealer repo rates
remained within the Bank of Russia interest rate band,
reaching its ceiling in the middle and at the end of the
year (see Chart 1.17).

In 2012, banks were the main lenders on the inter-
dealer repo market (approximately 70% of open position
value on average), and customers of banks and non-
bank institutions were borrowers (approximately 60%).
Since May 2012, the bulk of transactions involved bank
lending to the customers of banks or non-bank institu-
tions (approximately 45% of the value of open positions
in 2012 on average). An important role on the market
was played by the non-resident customers of banks
and non-bank institutions. The value of borrowing by
non-residents amounted to approximately 40% of the
value of open positions. However, the value of lend-
ing by non-residents totalled approximately 17% (see
Chart 1.21).

Source: the Federal Financial Markets Service.

Here and below, excluding mandatory medical insurance.
Source: Cbonds.ru news agency.

Here and below, excluding PIFs for qualified investors.
Source: the Federal Financial Markets Service
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Non-bank financial institutions

Regulatory requirements tightened since January 1,
2012, regarding the capitalisation level of insurance com-
panies, were one of the main reasons why the number of
insurance companies decreased by 95 to 484 in the first
nine months of 2012. Conversely, their total authorised
capital increased by 2%, to 189.1 billion roubles’. Ac-
cording to the data reported by 458 insurers that provid-
ed statements for the first nine months of 2012, the value
of insurance premiums grew by 22.0% (to 608.2 billion
roubles) and that of indemnities by 17.3% (to 262.0 bil-
lion roubles) year on year?. According to Expert RA rat-
ing agency estimates, approximately 11% of insurance
policies in the first six months of 2012 were sold through
banks as intermediaries.

The number of unit investment funds (PIFs) grew by
128 during the reporting year, to 1,598, and half of that
growth was provided by real estate PIFs®. The number
of credit funds investing mainly in monetary claims and
collateral used to secure bank loans grew by 6, to 81
as of January 1, 2013. The total value of PIF net assets
increased by 27.8% to 559.5 billion roubles, driven pre-
dominantly by closed-end funds*. Retail funds (open-end
and interval) witnessed a net outflow of their shareholder
funds in 2012 totalling 4.2 billion roubles, mainly as a re-
sult of the dropping share value of most PIFs and of inves-
tor negative expectations related to their further dynam-
ics. Experts estimate that shareholders transferred some
of the withdrawn funds to bank accounts and deposits.

The number of non-government pension funds (NPFs)
in the first nine months of 2012 decreased by 8, to 138°.
Their total own property grew by 22.5% to 1,470.9 billion
roubles as of October 1, 2012, mainly at the expense of
funds transferred from the Pension Fund of the Russian
Federation. In the first nine months of 2012, pension ac-
cruals increased by 53.7% (to 605.2 billion roubles), and
pension reserves rose by 6.6% (to 746.6 billion roubles).
The number of NPF mandatory pension insurance par-
ticipants (15.8 million as of October 1, 2012) exceeded
the number of NPF non-government insurance partici-
pants 2.3-fold. Over 25% of NPF assets as of October
1, 2012, were placed in bank accounts and on deposit.
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I.3. Banking Operations

1.3.1. Dynamics and structure
of borrowed funds

The resource base of banks in 2012 was affected by
global market turbulences and by a structural liquidity
deficit (see Chart 1.22).

Only the largest Russian banks had access to exter-
nal funding sources during most of 2012. Under those
conditions, the Russian banking sector intensified its use
of domestic sources, in particular by offering attractive,
and frequently rather high interest rates on deposits.

In general, the value of bank customer accounts'
increased by 15.5% to 30,120.0 billion roubles in the
reporting year (as against 23.7% in 2011). As of Janu-
ary 1, 2013, the share of this source of banking sector
liabilities totalled 60.8% (62.7% as of the beginning of
2012). The growth rate of raised funds is evidence of a
sufficiently high level of confidence in banks, which re-
mains an important factor that characterises the banking
sector soundness.

Household deposits rose by 20.0% to 14,251.0 billion
roubles in 2012 as against 20.9% in 2011, while the share
of this source of funding in total banking sector liabilities
grew from 28.5% to 28.8%.

Rouble deposits dominated the deposit structure
(82.5%), while deposits with maturities in excess of one
year prevailed by maturity (58.9%). These included the
deposits with maturities of more than three years, which
accounted for 8.7% of the total.

The share of OJSC Sberbank of Russia (hereinafter
referred to as Sberbank) in total household deposits con-
tinued to shrink; it fell from 46.6% to 45.7% in the re-
porting period. However, the position of state-controlled
banks remains the strongest on the deposit market.
Household deposits are an important source of funds,
especially for regional banks.

The number of banks with deposit portfolios exceed-
ing 10 billion roubles continued to grow in 2012 (see
Chart 1.23).

Funds raised from organisations? increased by 11.8%
to 15,648.2 billion roubles in 2012 as against 25.8% in
2011. Their share of banking sector liabilities fell from
33.6% to 31.6% (see Chart 1.24).

The growth rate of deposits and other funds borrowed
from legal entities fell by more than twice year on year,
from 38.6% to 15.0%, and their share of Russian banking
sector liabilities decreased from 20.1% to 19.4%. The

( Structure of banking sector liabilities (%)

~
CHART 1.22

As of January 1, 2012

7.
a7 6 11.9 aa
4.6 2.9 5.6 5.4
0.8 : 0
5.1 :
5.9
29.0 28.5 26.1
28.8

Bank funds and profits
Funds raised from the Bank of Russia
Bank accounts

Loans, deposits and other funds raised from resident credit institutions
Loans, deposits and other funds raised from non-resident banks
Resident and non-resident personal deposits

Funds raised from resident organisations

B Funds raised from non-resident organisations

[ | Bonds, bills and bank acceptances
B other liabilities

As of January 1, 2013

7.3 11.9

9
5.1

45

' The account balances of companies and organisations (including budgets at all levels and government extra-budgetary funds),
funds of individuals and clients in the settlements, factoring and forfeiting operations, funds debited from client accounts but not

entered in the correspondent account of a credit institution.
2 Other than banks.
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~

[Household deposits by group of banks TABLE 1.2
Share of household Share of household
deposits in banking deposits in the liabilities
sector total deposits of a respective bank

(by group of banks), % group, %
as of as of as of as of
January 1, | January 1, | January 1, | January 1,
2012 2013 2012 2013

State-controlled banks' 58.0 56.7 33.0 32.4

Foreign-controlled banks?, 11.4 13.5 19.3 21.8

of which:

banks under the material influence of Russian residents?® 3.6 5.2 24.5 25.1

Large private banks* 24.6 23.9 25.6 25.9

Small and medium-sized banks based in Moscow and the

Moscow Region® 2.4 2.3 26.8 27.4

Small and medium-sized regional banks 3.6 3.6 40.6 42.8

C )

\
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— Household deposit growth rate, % for 12 months
Number of banks with deposits exceeding 10 billion roubles, units (right-hand axis)

value of these funds in banking sector liabilities reached
9,619.5 billion roubles in 2012. It has to be noted that
non-resident deposits accounted for 62% of this funding
source annual growth in absolute terms (in 2011, non-
resident funds accounted for only 10% of the absolute
growth).

In 2012, corporate deposits with maturities exceed-
ing one year continued to increase: their growth stood at
25.0% as against 25.9% in 2011, and their share of total
corporate deposits rose from 45.4% to 49.3%.

The fastest growing deposits and other borrowed
funds of legal entities (excluding credit institutions) in
2012 belonged to large private banks (20.2%). This
funding source was actively used by credit institutions
(it accounted for 18-23% of most banking group li-
abilities; however, among small and medium-sized
regional banks, its share of liabilities stood at only
10.1%).

In 2012, corporate funds in settlement and other ac-

counts increased by 7.1% and totalled 5,706.6 billion

' Banks, in which more than 50% of authorised capital is owned by the state (including the holding of the Bank of Russia,
Vnesheconombank and the Deposit Insurance Agency), and also member banks of the banking groups formed by these banks.

2 Banks, in which non-residents own over 50% of authorised capital.

3 Banks, in which decision-making by non-resident participants (whose total share of authorised capital of credit institutions exceeds

50%) is materially influenced by Russian residents.

4 Banks from among the top 200 banks in terms of assets (except those included in the group of state-controlled banks and the

group of foreign-controlled banks).

5 All other banks remaining after the subtraction of state-controlled banks, foreign-controlled banks, and large private banks, and
broken by geographic location: small and medium-sized banks based in Moscow and the Moscow Region or small and medium-

sized banks based in other regions.
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[Corporate deposits and other borrowed funds by group of banks TABLE 1.3
Share of corporate Share of corporate
deposits and other deposits and other
borrowed funds borrowed funds
in banking sector total in the liabilities
borrowings (by group of a respective bank
of banks), % group, %
as of as of as of as of
January 1, | January 1, | January 1, | January 1,
2012 2013 2012 2013
State-controlled banks 48.8 47.2 19.5 18.2
Foreign-controlled banks, 19.0 19.3 22.6 21.0
of which:
banks under the material influence of Russian residents 4.3 7.2 20.7 23.5
Large private banks 29.7 31.0 21.7 22.7
Small and medium-sized regional banks (including banks
based in Moscow and the Moscow Region) 2.5 2.5 10.0 10.1

C

roubles (as against 9.9% in 2011), while their share of
liabilities decreased from 12.8% to 11.5%. The share of
funds of non-resident organisations (other than banks)
in banking sector liabilities remained relatively small,
although in 2012 it grew by one percentage point,
to 5.6%.

The value of resources raised by credit institutions
through the issue of bonds in 2012 grew by 55.6% to
1,037.4 billion roubles; the share of this source in bank-
ing sector liabilities increased from 1.6% to 2.1%. The
volume of bank bills and acceptances rose significantly
as well (by 33.7%) during 2012, and their share of bank-
ing sector liabilities went up from 2.1% to 2.3%.

In the structural liquidity deficit environment that
characterised the reporting year, bank demand for Bank
of Russia refinancing instruments increased.

Funds borrowed from the Bank of Russia grew
2.2-fold during the year (to 2.7 trillion roubles), and their

share of banking sector liabilities went up from 2.9% to
5.4%. In the second and third quarters of 2012, banks
also actively attracted Federal Treasury deposits; how-
ever, their overall value went down by 10.2% to 504.0 bil-
lion roubles in the reporting period, and their share of
liabilities fell from 1.3% to 1%.

The conditions on global financial markets, including
those resulting from deleveraging on the European bank-
ing market, led to a reduction in the number of transac-
tions with non-residents. During the year, the value of
interbank loans' grew by a mere 3.9% to 4,738.4 billion
roubles as against 21.4% in 2011, while their share of
banking sector liabilities fell from 11.0% to 9.6%. Funds
generated on the domestic interbank market in 2012 in-
creased by 17.8% as against 25.2% in 2011. Their share
of the liabilities remained practically unchanged (5.1% as
of January 1, 2013). Debt on loans borrowed from non-
resident banks went down by 8.2% in 2012 (in 2011, it

' Loans, deposits and other borrowings on the interbank market (iqcluding precious metals).
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had grown by 18.4%). The importance of this source of
funding continued to decrease: as of January 1, 2013,
it accounted for 4.5% of banking sector liabilities as
against 5.9% the year before.

It should be noted that most of the resources (about
70%) were borrowed by Russian credit institutions from
non-resident banks with maturities exceeding one year
(see Chart 1.25).

The deleveraging process led to a substantial de-
crease of non-resident bank funds in the liabilities of
foreign-controlled banks (from 13.5% to 8.4% in 2012).
The liabilities of foreign-controlled banks under the ma-
terial influence of Russian residents included a signifi-
cantly lower share of non-resident bank funds: in 2012,
it fell from 6.2% to 4.4%. The share of foreign-controlled
banks in the total volume of interbank loans provided by
non-residents amounted to 33.0% as of January 1, 2013
(of which, the share of banks under the material influence
of Russian residents amounted to 5.7%). Throughout
the reporting year, foreign-controlled credit institutions
remained net borrowers from non-residents on the inter-
bank loan market. However, the value of net borrowing in
2012 went down from 147.1 billion roubles to 51.1 billion
roubles, or by 65.3%. Banks under the material influ-
ence of Russian residents accounted for a significant
share of the afore-mentioned bank net borrowings from
non-residents. In 2012, this share went down from 62.1
billion roubles to 61.5 billion roubles. Thus, the remain-
ing part of foreign-controlled credit institutions became
in general non-resident bank net lenders as of January 1,
2013.

The share of loans issued by non-resident banks
as of January 1, 2013 amounted to 4.1% in large pri-
vate bank liabilities and to 3.8% in state-controlled
bank liabilities. Small and medium-sized banks ob-
tained virtually none of their resources from the in-
ternational markets.

1.3.2. Asset dynamics and structure

In 2012, the Russian banking business continued to
develop amid an economic slowdown, which predeter-
mined somewhat reduced banking sector performance:
during the year, credit institution assets grew by 18.9%
to 49,509.6 million roubles as against 23.1% in 2011.

As of January 1, 2013, state-controlled banks
accounted for 50.4% of banking sector total assets
and large private banks held 26.6%. The share of
foreign-controlled banks in banking sector total as-
sets stood at 17.8% (5.9% of total assets were owned
by banks under the material influence of Russian
residents). Small and medium-sized banks based in

Moscow and the Moscow Region as well as in other

regions accounted for just 2.4% of all banking sector

assets.

In 2012, banks continued to build up their loan portfo-
lios, but the dynamics and structure of loans experienced
a number of changes (see Charts 1.26 and 1.27).

The total volume of loans to non-financial organi-
sations and individuals grew by 19.1% to 27,708.5 bil-
lion roubles in 2012 as against 28.2% in 2011, and
their share of banking sector assets rose from 55.9%
to 56.0%.

Against the backdrop of a dramatic slowdown of lend-
ing to non-financial organisations in 2012, the growth
rate of lending to households continued to accelerate. By
the end of the year, retail portfolio growth (39.4%) signifi-
cantly exceeded corporate portfolio growth (12.7%). The
retail loan portfolio value reached 7,737.1 billion roubles
by the end of the year, and the corporate loan portfolio
amounted to 19,971.4 billion roubles. It is important to
note that the dynamics of loans to non-financial organi-
sations was affected to a certain extent by the rouble
exchange rate fluctuations; without taking into account
the exchange rate factor, the corporate portfolio grew by
14.2% in 2012.

Loans, deposits and other funds raised on the interbank market, by maturity

(as % of total value)

N
CHART 1.25

As of January 1, 2012

36.3 27.9

17.1

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

As of January 1, 2013

32.6 34.1

14.6

18.7
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The corporate portfolio growth rate decreased in
comparison with 2011 due to the following factors:

— the slowdown of the Russian economy;

— a reallocation of resources by many banks to the
consumer loan market, including the high-yield, unse-
cured loan sector;

— the lower value of the capital adequacy ratio in
many banks and a small reserve as compared with the
minimum requirements;

— persistent restricted access to relatively cheap and
“long” cross-border funding for the majority of banks
(except for the largest ones);

— a substantial gap between the price of a loan that
is acceptable for the borrower and the lender’s price.

The established corporate loan market structure re-
mained unchanged in 2012 (see Table 1.4).

The share of loans with maturities of over one year
gradually increased in the corporate loan portfolio (from

67.1% to0 69.3%), of which the share of loans with maturi-
ties of over three years went up from 39.7% to 41.0%.

The most important roles in meeting the demand

of non-financial organisations for long-term (more

than one year) loans are those played by state-

controlled banks and large private banks. The total

share of these groups of banks in banking sector total

loans grew, and as of January 1, 2013 stood at 84.2%

(84.0% as of January 1, 2012).

Broken down by industry, the largest share of loans
was still disbursed to wholesale and retail companies
(21.0% as of January 1, 2013), and manufacturing com-
panies (19.8%). Lending slowed down most significantly
in the transportation and communications sectors (loans
to the companies in these sectors grew by 20.7% as
against 80.5% in 2011), in the energy, gas, and water
production and distribution sectors (14.9% as against
39.4% in 2011), and in the real estate, leasing and ser-

|
(Loans to households and non-financial organisations and banking sector assets (%) CHART 1.26
75
% . _. .. __ Annualgrowth rate ofloans to households based on the dataas of July 1, 2008 (83.5%) —— ..
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Annual growth rate of assets based on the data as of July 1, 20081(34.8%)
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a4 2.4 38 3.0 3.0
14.9 14.2
4.0 a1
5.6 4.5
38.2 36.5
13.3

Money, precious metals and gemstones
B Accounts with the Bank of Russia
Correspondent accounts with credit institutions

Securities

Loans, deposits and other funds provided to resident credit institutions
Loans, deposits and other funds provided to non-resident banks

15.6

Loans and other funds provided to resident and non-resident individuals

Loans and other funds extended to resident non-financial organisations

Loans and other funds provided to non-resident corporate entities other than banks
Loans and other funds provided to financial organisations other than banks

B Fixed assets and intangible assets

Il Other assets
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[Loans disbursed to non-financial organisations by group of banks

TABLE 1.4

Share of loans to non-financial organisations
in banking sector total loans, %
as of January 1, 2012 as of January 1, 2013
State-controlled banks 54.5 53.8
Foreign-controlled banks, 14.0 14.2
of which:
banks under the material influence of Russian residents 4.4 6.1

Large private banks 27.2 27.5
Small and medium-sized banks based in Moscow and the
Moscow Region 2.2 2.4
Small and medium-sized regional banks 2.0 2.2

C

vices sectors (18.9% as against 38.7%). No significant
slowdown was recorded in the lending growth rate with
respect to other economic sectors; all industries had ac-
cess to bank loans.

The high retail portfolio growth rate was mainly a re-
sult of the active development of the unsecured consum-
er loan market: the homogenous unsecured consumer
loan portfolio grew by 53.0%" in 2012 as against 50.1%
in 2011)2,

The share of household loans increased from 13.3%
to 15.6% in banking sector total assets and from 19.3%
to 22.8% in total loans. Households still preferred to take
out loans in roubles; the share of such loans in total loans
amounted to 96.8% as against 94.2% in 2011.

Small and medium-sized regional banks stood
out in terms of the share of household loans in their
loan portfolios: as of January 1, 2013, it amounted to
26.1%. The share is even higher in foreign-controlled
banks (28.8%). However, it was just 17.7% in foreign
banks that were under the material influence of Rus-
sian residents. These loans accounted for 21.9% of
large private bank assets; for 21.2% of state-con-
trolled bank assets; and for 17.3% of assets in small
and medium-sized banks based in Moscow and the
Moscow Region.

Outstanding mortgage housing loans grew by 34.0%
to 1,982.4 billion roubles (31.0% in 2011). Their share of
the retail loan portfolio as of January 1, 2013 amounted
to 25.6%.

Consumer lending is one of the most competitive
segments of the banking services market; state-con-
trolled and private banks maintain a virtually equal pres-
ence (see Table 1.5).

The dynamic development of household lending was
accompanied by bank growing exposure to risks, which
required the Bank of Russia to take appropriate supervi-
sory and regulatory measures (see in detail Section II.1
and Section 111.3).

The securities portfolio in the balance sheets of credit
institutions increased by 13.3% to 7,034.9 billion roubles
in 2012 as against 6.6% in 2011, while its share of total
assets decreased from 14.9% to 14.2%. Considering the
liquidity situation in the banking sector, it is very impor-
tant for banks when managing their securities portfolios
to be able to use these securities as collateral in Bank of
Russia refinancing operations. This possibility was one of
the reasons for growing debt obligation portfolios: their
value increased by 12.6% to 5,265.1 billion roubles in
the reporting period as against 5.8% in 2011. Debt ob-
ligations delivered without derecognition accounted for
38.6% of credit institution debt portfolios and were the
main source of these portfolio growth in 2012.

The main holders of debt obligations as of Janu-
ary 1, 2013 were state-controlled banks and large pri-
vate banks, which accounted for 50.7% and 27.6% of
the debt securities purchased by the banking sector.
These credit institutions accounted for the majority
of funds obtained through various refinancing opera-
tions from the Bank of Russia.

The equity market in 2012 was noticeably affected
by unstable global financial markets, as well as by the
high volatility of global commodity prices and by investor
changing attitudes towards risks. In 2012, the value of
equity securities portfolios decreased by 13.4% to 791.6
billion roubles (in 2011, it grew by 30%), and their share
at the end of 2012 amounted to 11.3% of the securities
portfolio as against 14.7% as of January 1, 2012).

In 2012, the tendency continued towards the real-
location of equity securities in the portfolio®: the share
of state-controlled banks in the total equity securities
portfolio fell from 42.6% to 33.2%, in contrast to the
rising share of foreign-controlled banks (from 9.3%
to 15.9%) mainly at the expense of banks under the
material influence of Russian residents (from 5.2% to
11.4%). The share of large private banks also grew
(from 44.6% to 46.6%).

' Here and below, the development of the consumer loan market is assessed using an indicator of homogenous consumer loans

in bank loan portfolios.

2 Other homogenous consumer loans — the term is used in the reporting Form 0409115 “Information on the Quality of Bank As-
sets” (Section 3. Information on Portfolios of Homogenous Claims and Loans Issued to Individuals).
3 Excluding shares of subsidiaries and affiliated joint-stock companies.
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[Loans disbursed to households by group of banks

TABLE 1.5

Share of household loans
in banking sector total loans, %
as of January 1, 2012 as of January 1, 2013

State-controlled banks 48.7 49.3
Foreign-controlled banks, 22.0 22.6
of which:
banks under the material influence of Russian residents 3.1 4.4
Large private banks 24.5 24.1
Small and medium-sized banks based in Moscow
and the Moscow Region 1.9 1.5
Small and medium-sized regional banks 3.0 2.5

C

The value of the bank portfolios of promissory notes
substantially rose during the reporting period: to 398.8 bil-
lion roubles, or by 70.5% (in 2011, the value of this portfo-
lio went down by 29.1%), and their share of the securities
portfolio increased accordingly: from 3.8% to 5.7%. In the
portfolio of discounted promissory notes, the volume of
Russian bank notes accounted for 338.5 billion roubles, or
85%. Portfolios of bills issued by other Russian companies
increased from 13.9% to 14.6% during the year.

The value of interbank loan claims rose by 6.9%
to 4,230.4 billion roubles during the year as against

29

35.5% in 2011), while their share of banking sector as-
sets fell from 9.5% to 8.5%. Loans placed with resident
banks in 2012 increased by 22.4%, mainly because of
growth in the second half of 2012, during which, due
to the liquidity squeeze, interbank loans provided to
resident banks increased by 37.2% (in the first half of
the year, there was a 10.8% decrease). The share of
these loans in the assets grew from 4.0% to 4.1%. The
volume of loans to non-resident banks decreased by
4.2%; their share of banking sector assets fell from 5.6%
to 4.5%.
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1.4. The Financial Performance of Credit Institutions

1.4.1. Financial results

In 2012, the profits of credit institutions posted
a new record when it reached its highest level in the
entire history of Russian banking standing at 1,011.9
billion roubles (see Chart 1.28). Total profits, when
combined with the financial results of previous years,
reached 2,861.3 billion roubles (in 2011, these figures
were 848.2 billion roubles and 2,243.1 billion roubles
respectively).

In 2012, the share of profitable credit institutions
decreased from 94.9% to 94.2%; conversely, the share
of loss-making credit institutions increased from 5.1%
to 5.8% (their number rose from 50 to 55). The loss-
es of operating credit institutions reached 9.4 billion
roubles in 2012 as compared with 5.6 billion roubles
in 2011.

The contributions of individual groups of banks
to the aggregate financial result are for the most
part consistent with their share in banking sector

Banking sector financial CHART 1.28 assets. The largest impact on the financial result
performance was made by state-controlled banks (54.5%), large
private banks (21.8%); and foreign-controlled banks
1,200 30 (19.6%), including banks under the material influ-
ence of Russian residents, whose share of the sector
1,000 125 total result amounted to 4.4%. A positive influence
on the financial bottom line of the banking sector
800 —F20 came from banks that implemented bankruptcy-pre-
vention measures: in 2012, they received profits of
600 115 15.6 billion roubles as against 11.3 billion roubles
in 2011.
400 110 In 2012, the return on assets and equity of credit
institutions stood at 2.3% and 18.2% respectively (the
2001 |5 same ratios were 2.4% and 17.6% in 2011)'". Dur-
ing the year, the return on assets increased in 501
o 0 banks, or 52.4% of the total number of credit institu-
§ ‘ R ‘ &® o ‘ O ‘ S ‘ e tions; 496 banks, or 51.9% improved their return on
0\9/ 0\?« Q,\q, v Q\fb 0\‘1/ 0\‘.7/ equity.
SN N NN Analysis of drivers that determined the return on eqg-
Current financial result N uity increase shows that in 2012, this happened due to
. s;:fn”;grggﬁist&)ﬂg :?tsﬁziégx z;"o”s ofroubles the growth of financial leverage.
T
Cap‘t?' multiplier Profit margin Return-on-assets ratio Return on equity
(financial leverage)
Assets* Financial result Gross net income** Financial result
Equity* X Gross net income** X Assets* - Equity*
2011 7.4809 0.3859 0.0611 0.1764
2012 7.9486 0.3753 0.0611 0.1821

* Average for the period.

** Gross net income (financial result drivers) is a sum of net interest income, net income from securities trading and revaluation,
net income from foreign exchange transactions and foreign currency valuables, including exchange rate differences, net commis-
sion income and net other income (before provisions net of recovered ones and the maintenance costs of a credit institution are
deducted). It is calculated on the basis of data reported by credit institutions (Form 0409102).

' Annualised, calculated as the ratio of financial result over 12 months preceding the reported date to the average chronological

values of assets and equity over the same period.
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In 2012, profitability somewhat improved among
all groups of banks. The highest degree of profitabil-
ity continued to be demonstrated by state-controlled

Banking sector profit drivers CHART 1.29

Billions of roubles

banks.
p
Return on Return on
assets, % equity, %
2011 | 2012 | 2011 | 2012
State-controlled banks 2.8 2.5 20.6 | 20.1
Foreign-controlled
banks, 2.4 2.5 17.4 | 18.8
of which:
banks under the
material influence
of Russian residents 1.2 1.7 10.0 | 14.6
Large private banks 1.7 1.9 14.2 | 16.0
Small and medium-sized
banks based in Moscow
and the Moscow Region | 1.5 1.5 8.0 8.5
Small and medium-sized
regional banks 1.7 1.7 104 | 10.7
C J

1.4.2. Financial result structure

The structure of financial performance drivers' is
shown in Chart 1.29. Profit growth in 2012 was primarily
based on the build-up of bank loans (first of all, the high-
yield unsecured loans), while the loan portfolio quality
remained stable.

Net interest income remained the most significant
item in the structure of financial performance for all
groups of banks. It grew by 321.6 billion roubles in ab-
solute terms in 2012, or by 21.3% as against 16.7% in
2011), while its share in the structure of profit drivers fell
from 68.6% in 2011 to 67.8%.

Net interest income in 2012 was determined by the
growth of transactions with legal entities (excluding cred-
it institutions), which accounted for 62.1% of net interest
income drivers; by the growth of household transactions,
which accounted for 23.3%; and by the growth in the
portfolio of debt instruments (except bills), the share of
which totalled 14.6%. The retail loan share of total net
interest income went up in comparison with 2011. Net in-
terest income on other transactions, including interbank
loans, decreased.

Net commission income served as another dynami-
cally growing profit driver. In 2012, it grew by 66.8 billion
roubles, or 13.4% as against 10.3% in 2011. The share
of net commission income in the structure of profit driv-
ers declined slightly (from 22.7% in 2011 to 20.9% in
2012).

The highest share of net commission income

(31.8%) in the income driver structure was that of

3,000

2,500 ]

2,000
1,500 —
1,000 —

500 —

0

Billions of roubles

-500 —
-1,000 4

-1,500

-2,000

2007 2008 2009 2010 2011 2012

Net interest income
I Net income from securities trading and revaluation
Net income from foreign exchange operations
and foreign currency valuables, including exchange rate
differences
Net commission income
Other netincome
I Net expenses on securities trading and revaluation
I Provisions net of recovered ones
Operational and administrative expenses
—— Pre-tax profits

{

small and medium-sized regional banks. The value

of this indicator among other groups of banks stayed

within the 18.1%-23.9% range.

The volatile income sources of credit institutions de-
veloped in different directions in 2012.

The percentage of net income from securities trading
and revaluation in the structure of profit drivers went up
from 0.4% in 2011 to 1.7% in 2012.

The share of net income from securities trading
and revaluation in 2012 increased for practically all
groups of banks (except for state-controlled banks).
This share was the largest (3.3%) in the structure of
profit drivers for large private banks and small and
medium-sized banks based in Moscow and the Mos-
cow Region.

Due to a situation on the foreign exchange market
and the stable rouble exchange rate dynamics against
major world currencies, the share of net income from
foreign exchange transactions and foreign currency valu-
ables, including exchange rate differences, decreased in
the structure of banking sector profit drivers from 4.3%
as of January 1, 2012, to 2.2% as of January 1, 2013.

This source of income accounted for the largest
share of income drivers (8.3%) for small and medi-
um-sized banks based in Moscow and the Moscow
Region. The share of income from foreign exchange

' Analysis of banking sector financial performance drivers is based on data reported by credit institutions in their Profit and Loss

Statements (Form 0409102).
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transactions in the financial performance of foreign-
controlled banks fell from 7.2% to 4.1% (of which, in
the financial performance of banks under the material
influence of the Russian residents, it decreased from
4.9% to 2.9%); and in the financial performance of
large private banks it went down from 5.1% to 1.5%.
Additionally, the share of net other income in the
structure of bank profit drivers grew substantially in 2012,
from 4.0% to 7.4%, mainly propelled by income gener-
ated by financial derivatives.

Foreign-controlled banks had the largest share of
net other income (14.0%); among banks under the
material influence of Russian residents, this share
amounted to 14.1%. For other groups of banks, this
share ranged from 3.3% to 6.1%. In small and me-
dium-sized regional banks, the share of this income
went down by 0.3 percentage points to 4.6% in 2012.
Bank operational and administrative expenses rose

by 19.5% in 2012, which is generally in line with trans-
action volume growth. It should be noted that the ratio
of operational and administrative expenses of credit in-

stitutions to gross net income' during the reporting year
decreased in the banking sector in general (from 56.4%
to 54.9%) and among individual groups of banks (ex-
cept state-controlled banks). This ratio was the high-
est for small and medium-sized banks based in Mos-
cow and the Moscow Region (69.0%) and the lowest
for state-controlled banks (48.9%). The ratio of these
expenses to bank gross revenues increased from 4.5%
to 4.6%.

In 2012, provisions net of recovered ones rose by al-
most 90%, by 95.0 billion roubles, and accounted for a
12.2% share in the structure of profit-eroding factors as
against 8.2% in 2011.

Loan loss provisions (LLP) increased for all groups
of banks. The LLP share in the structure of profit-
eroding factors grew most substantially for foreign-
controlled banks (from 2.3% to 13.5%) and for small
and medium-sized banks based in Moscow and the
Moscow Region (from 10.6% to 15.7%). The LLP
share for other groups of banks ranged from 11.3%
to 14.6%.

' The cost/income ratio serves as one of the most widely accepted indicators of bank performance.
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I1.1. Credit Risk

I1.1.1. Loan portfolio quality

Amid lending growth in 2012, the quality of the bank-
ing sector loan portfolio improved. Overdue loans as a
share of total loans dropped from 3.9% to 3.7% in the
reporting period. Meanwhile, loans, deposits and other
funds placed grew by 18.3%, and overdue loans in-
creased by 11.0%, amounting to 1,257.4 billion roubles
as of January 1, 2013.

Overdue loans as a share of total loans dropped
for all groups of banks in 2012. This share in the loan
portfolio of state-controlled banks amounted to 4.4%.
For other groups, it was lower than the banking sec-
tor average.

In the absolute majority of credit institutions which
had overdue loans in their portfolios, this share did not
exceed 4.0%. The number of such credit institutions grew
from 578 to 587 in 2012, while their share of banking
sector assets went up from 76.3% to 79.0%. At the same
time, in 68 credit institutions, the share of overdue loans
exceeded 8%. However, these banks’ assets represented
6.5% of banking sector total assets (see Chart 2.1).

The credit risk exposure of Russian banks was de-
termined to a significant extent by the quality of loans
issued to non-financial organisations. These accounted
for 58.8% of total loans issued as of January 1, 2013.
Overdue loans to borrowers from this group increased in
the reporting period by 12.3%, while lending rose com-
parably (by 12.7%). The share of overdue loans to non-

financial organisations remained unchanged throughout
the year and amounted to 4.6%. For rouble-denominated
loans, this figure fell from 5.5% as of January 1, 2012 to
5.3% as of January 2013, while for loans denominated in
foreign currency, it rose from 2.0% to 2.2%.

Chart 2.2 shows the respective shares of overdue
loans by borrower business activity in 2012.

The amount of restructured large loans' to corporate
entities decreased by 8.6% during the year, reaching
1,621.5 billion roubles (restructured loans accounted
for 25.0% of the total large loan portfolio at the end of
2012). Loans that were restructured by way of extend-
ing the principal repayment period (rollover loans) as of
January 1, 2013 accounted for 61.4% of total restruc-
tured loans (55.4% as of January 1, 2012). The share
of restructured loans that were overdue by more than
90 days grew from 2.7% to 3.4% of the total restructured
large loans during the reporting year.

The volume of overdue loans to households grew
by 7.6% in 2012, while the value of such loans rose
by 39.4%. Accordingly, overdue loans fell from 5.2%
to 4.0% during the year. The share of overdue rouble
loans to households dropped from 4.7% as of January
1, 2012, to 3.7% as of January 1, 2013. The share of
overdue foreign currency loans, however, went up from
14.4% to 14.7%.

Bank of Russia regulations provide for credit insti-
tutions to maintain portfolio-based provisions. Credit

Credit institutions by share of overdue loans in their loan portfolios

(number of eredit institutions, units)

~
CHART 2.1
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‘e 1 ﬂ 1

No overdue
loans

No loans,
deposits or other
placements

0% to 1%

1% to 2%

W As of January 1, 2012

2% to 4% 4% to 6% 6% to 8% Over 8%

As of January 1, 2013

' According to Form 0409117 Large Loan Data reports filed by credit institutions with data on their 30 largest loans extended to
corporate entities other than credit institutions, including individual unincorporated entrepreneurs.
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[ Overdue loans as % of loans by borrower activity as of January 1, 2013

~

CHART 2.2
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for retail loans. As of January 1, 2013, 92.9% of

household loans (borrowings) and other claims were

grouped into homogenous loan portfolios as against

89.4% as of January 1, 2012.

When assessing individual and systemic risks,
special attention was given to unsecured consumer
loans' during the reporting period. In 2012, this seg-
ment grew by 53%. At the end of 2012, these loans
reached 4.5 trillion roubles in value. The quality of
unsecured consumer loans is somewhat lower than
in other segments of consumer lending.

The share of portfolios with loans that were overdue
by more than 90 days as a share of household total
loans grouped into homogeneous loan portfolios fell
from 5.6% to 4.6%. These included car loans (from
6.5% to 4.8%); mortgage housing loans (from 2.9% to
1.6%), and other consumer loans (from 6.9% to 5.9%).

Banks that specialise in consumer lending typi-
cally have a larger share of “bad” loans in their portfo-
lios of other consumer loans than diversified universal
banks.

The improved quality of bank loan portfolios in 2012
was confirmed by prudential reporting?. Thus, as of Janu-
ary 1, 2013, the share of Quality Category | and Quality
Category Il loans stood at 86.7% as against 84.7% as
of the beginning of 2012. The share of Quality Category
IV and Quality Category V loans (so-called “bad” loans)
fell during the year from 6.6% to 6.0% (see Chart 2.3).

By the end of 2012, standard loans (Quality Catego-
ry ) accounted for more than half of the portfolios in 217
banks, and the share of these banks in banking sector
total assets amounted to 20.8% (220 banks and 24.1%
respectively as of January 1, 2012).

As of January 1, 2013, the share of Quality Cat-
egory IV and V loans in the credit portfolios of vari-

portfolio as of January 1, 2013 (%)

22 39

7.3

41.7

[ Standard loans (1)
Substandard loans (Il)
Doubtful loans (lI1)

[l Problem loans (IV)
Loss loans (V)

ous bank groups ranged from 5.2% for large private

banks to 7.0% in foreign-controlled banks (the share

of “bad” loans in the credit portfolios of banks that
operate under the material influence of Russian resi-

dents was even higher, at 7.2%).

In credit institutions undergoing bankruptcy-preven-
tion procedures as of January 1, 2013, the ratios differed
from the banking sector averages: as of January 1, 2013,
the share of Quality Category IV and Quality Category
V loans in these banks’ assets stood at 14.8%; over-
due loans to non-financial organisations accounted for
33.6%; and the share of overdue loans to households
totalled 9.0%. Excluding banks undergoing bankruptcy-
prevention procedures, the share of overdue loans to
non-financial organisations as of January 1, 2013 stood
at 3.6%; the share of overdue loans to households to-
talled 4.0%; and the share of Quality Category IV and V
loans in total loans amounted to 5.7%.

In 2012, credit institutions maintained their loan
loss provisions at a level that completely covered loans

' Other consumer loans — the term used in the reporting Form 0409115 “Information on the Quality of Bank Assets” (Section 3.
Information on the Portfolios of Homogenous Claims and Loans Issued to Individuals).
2 According to Form 0409115 reports filed by credit institutions (Sections 1, 2, and 3).
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(Quality Categories IV and V). As of January 1, 2013,
the total LLP reached 6.1% of actual loans, includ-
ing 41.9% of problem loans' and 89.1% of loss loans?
(6.9%, 44.1% and 90.2% respectively as of January 1,
2012).

11.1.2. Credit risk concentration.
Shareholder and insider credit risks

In 2012, the large credit exposure of the banking sec-
tor grew by 6.7%, to 12,773.9 billion roubles. The share
of large loans in banking sector assets decreased from
28.8% to 25.8%.

In 2012, 68 credit institutions breached the required
‘maximum exposure per borrower or group of related
borrowers’ (N6) ratio (91 credit institutions in 2011), and
two credit institutions breached the required “large credit
exposure” (N7) ratio as against six credit institutions in
2011.

The maximum value of loans, guarantees and sure-
ties provided by a credit institution (banking group) to its
members (shareholders) (N9.1) ratio was calculated by

356 credit institutions as of January 1, 2013, or 37.2%
of the total number of operating credit institutions (385
credit institutions, or 39.4% respectively as of January 1,
2012). The ratio was breached by two credit institutions
as against one credit institution in 2011. There were a
total of 258 violations in 2011, compared with 252 viola-
tions a year earlier. Five credit institutions (eight credit
institutions in 2011) failed to meet total insider risk
(N10.1) ratio requirements.

In addition to evaluating prudent compliance based
on credit institution reports as part of supervisory efforts,
particular focus was placed on identifying instances
where the concentration of risks was high, especially in
relation to loans issued to bank real owners and affiliated
persons. If it was established that a credit institution had
exceeded the reasonable level of owner-related risk, the
bank was advised to develop an action plan aimed at re-
ducing the assumed exposure (by means of reducing the
pertinent debt and/or increasing own funds (capital)). If
credit institutions failed to cooperate on issues related to
the dispersion of risk, the Bank of Russia would intensify
its supervisory procedures concerning these institutions.

' Taking collateral into account and an estimated provision for problem loans; the provision ranges from 51% to 100% of the

principal, depending on the degree of loan impairment.
2 Taking collateral into account.
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I1.2. Market Risk

I1.2.1. General characteristics
of market risk

Assessed banking sector market risk (for calculating
the capital adequacy ratio) totalled 2,646.9 billion rou-
bles as of January 1, 2013, having grown by 11.3% in
2012. However, it had slowed in relation to 2011’s 14.2%
climb.

The number of credit institutions that calculated
their exposure to market risk' fell from 621 to 613 in
2012. Their share of banking sector assets remained
almost unchanged in comparison with the beginning of
2012 (92.3%), and as of January 1, 2013, amounted
to 92.5%.

The number of banks that included foreign ex-
change risk into their capital adequacy calculation fell
in 2012 (from 390 as of January 1, 2012, to 376 as of
January 1, 2013), but their share of banking sector total
assets increased substantially? (from 45.0% to 70.9%
respectively). The equity position risk was taken into
account by 231 banks, which held a 72.2% share of
banking sector assets (248 banks and a 69.4% share
of assets as of January 1, 2012). The interest rate risk
was calculated by 406 banks with an 86.9% share of
banking sector assets (402 banks with an 87.0% share
as of January 1, 2012).

Market risk, as the share of banking sector total risk®,
continued to decline in 2012: from 6.6% as of January 1,
2012, t0 5.9% as of January 1, 2013 (see Chart 2.4). The
ratio of market risk to the capital of banks that calculated
the market risk decreased by 2.4 percentage points to
reach 47.3% during the reporting year.

Interest rate risk accounted for the largest share
(76.0%) of total market risk as against 68.0% as of Janu-
ary 1, 2012. This indicator was affected by debt obliga-
tions (their share of bank trading portfolios* amounted to
84.9%). A structural liquidity deficit forced Russian banks
to increase their trading portfolios in 2012 (by 10.8% as
against 1.6% in 2011) primarily at the expense of secu-
rities delivered without derecognition (mostly debt obli-

Market risk and its share CHART 2.4
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gations), in order to raise liquidity through repo trans-
actions. The amount of the trading portfolios of debt
obligations delivered without derecognition in 2012 was
3.5-fold as large as it had been in 2011.

The share of equity position risk in the total market
risk structure in 2012 decreased from 26.0% to 12.6%.
One reason for this was the 13.4% reduction of equity
holding portfolio (see Table 2.1).

Bank holdings of securities futures increased in 2012.
According to bank statements, claims related to the for-
ward delivery of securities® increased 1.9-fold, and re-
spective obligations grew 1.4-fold during the reporting
period (to 87.6 billion roubles and 141.9 billion roubles
respectively as of January 1, 2013). In relation to bank
capital, the net position for the forward delivery of securi-

' Market risk is calculated using the formula MR = 10*(IR + ER) + FR, in accordance with Bank of Russia Regulation No. 313-P,
dated November 14, 2007, “On the Procedure for Calculating Market Risk by Credit Institutions”.

2 Due to the change in composition of such banks.

% Risk-weighted assets used to calculate the capital adequacy ratio of the banking sector, in accordance with Bank of Russia
Instruction No. 110-I, dated January 16, 2004, “On Banks’ Required Ratios”. On January 1, 2013, this document was replaced by
Bank of Russia Instruction No. 139-I, dated December 3, 2012, “On Banks’ Required Ratios”.

4 Trading portfolio, here and hereinafter, means investments (allowing for revaluation) in debt and equity securities assessed at
fair value and available for sale. Market risk is not measured for all trading portfolios available for sale (accounts 502 and 507),
but only for the financial instruments that have a current (fair) value, which credit institutions determine on their own, under the
applicable accounting rules established by Bank of Russia Regulation No. 302-P, dated March 26, 2007, “On Accounting Rules at

Credit Institutions Located in the Russian Federation”.
5 Forward transactions in Section D of the Chart of Accounts.
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[ Banking sector market risk structure TABLE 2.1
01.01.2012 01.01.2013
billions of share of billions of growth rate in share of
roubles market risk, % roubles 2012, % market risk, %
Market risk (MR), total 2,377.7 100 2,646.9 11.3 100
Of which:
interest rate risk (IR) 1,616.7 68.0 2,010.6 24.4 76.0
equity position risk (ER) 617.6 26.0 334.6 -45.8 12.6
foreign exchange risk (FR) 143.3 6.0 301.7 110.6 11.4
C J
Euro/rouble and US dollar/rouble CHART 2.5 ties in 2012 remained negative, and didn’t change much
exchange rate dynamics as compared with the beginning of 2012 (-1.0%). As of
January 1, 2013, it amounted to -0.9%.
38 1 s 44 Domestic foreign-exchange market volatility was
2; WA R L 43 lower in 2012 than in 2011'. However, during 2012, the
a5 “ / W N rouble appreciated against the US dollar by 5.7% and
34 L\,\ ,f 42 against the euro by 3.5% (see Chart 2.5). The foreign-
33 \ W N i - 41 currency component of balance-sheet positions contin-
32 I Wl R’h’\v,.vf\_/\wnv)\‘\f 0 ued to lose its weight in general (see Chart 2.6). As a
31 V\\"\ N/ L\U\W \lwuf"‘/\- result, as of January 1, 2013, foreign currency assets
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accounted for 21.0% of banking sector assets as against

29 | a8 23.3% as of January 1, 2012, and foreign currency li-
28 abilities represented 20.9% of banking sector liabilities
27

37 as against 21.5% as of January 1, 2012. The positive
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' The standard deviation in the total dual-currency basket value in 2012 was lower than in 2011 (0.9 roubles as against 1.2 roubles).
2 Net forward and option positions in foreign currencies are calculated according to Form 0409634, “Statement of Open Currency
Positions” for all credit institutions presenting this form, in rouble terms, at the Bank of Russia official rate as of the corresponding
dates.
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{ Net foreign-currency forward position

~

TABLE 2.2

Foreign currency

Net foreign currency forward position,
billions of currency units

Rouble equivalent of net foreign
currency forward position,
billions of roubles

US dollar -28.4 -913.1
31.12.2011
Euro 7.8 327.0
US dollar -4.9 -148.5
31.12.2012
Euro 1.4 57.8

C

Banking sector foreign currency claims and liabilities on and off balance sheet

(billions of roubles)

~

TABLE 2.3

| 01.01.2012 | 01.01.2013 | Growth in 2012
Balance-sheet positions
Claims 9,688.9 10,410.0 721.0
Liabilities 8,955.6 10,343.8 1,388.2
Net balance-sheet position 733.4 66.2 -667.1
Off-balance-sheet positions
Claims 5,228.6 5,783.2 554.6
Liabilities 5,398.4 5,356.7 -41.7
Net off-balance-sheet position -169.8 426.5 596.3
C
Characteristics of banks sampled for analysis of sensitivity to interest rate risk TABLE 2.4
Number of banks in Share of analysed debt Share of banking Share of banking
the sample portfolios, % sector assets, % sector capital, %
01.01.2012 | 01.01.2013 | 01.01.2012 | 01.01.2013 | 01.01.2012 | 01.01.2013 | 01.01.2012 | 01.01.2013
Sample 1 396 402 94.6 95.5 86.9 86.8 85.5 84.9
Sample 2 129 113 5.4 4.5 9.7 9.8 9.4 9.9

C

gate short position'), see Table 2.2. Aggregate balance-
sheet foreign currency positions in absolute value (as well
as off-balance-sheet? claims) went up; off-balance-sheet
obligations went down (see Table 2.3). The total net posi-
tion (both balance-sheet and off-balance-sheet positions)
decreased (492.7 billion roubles as of January 1, 2013 as
against 563.6 billion roubles as of January 1, 2012).

In 2012, 73 credit institutions operating as of January
1, 2013 exceeded the required limits set on open foreign-
currency positions (in any currency and precious metal)
at least once as against 15 credit institutions operating
as of January 1, 2012). The share of these banks in the
assets of banks holding foreign currency or general li-
cences decreased from 3.9% as of January 1, 2012 to
0.6% as of January 1, 2013.

11.2.2. The assessment of banking
sector vulnerability to interest rate risk

To estimate banking sector vulnerability to interest
rate risk involved in the aggregate debt securities trading
portfolio, a sensitivity analysis was performed for bank
financial standing using a stress testing methodology.
It was assumed that under the impact of a parallel up-
ward shift of the yield curve of debt instruments in bank
portfolios?, the debt securities trading portfolio would de-
preciate in value. Since market rate movements impact
the prices of government debt obligations and corporate
bonds unevenly, the bank portfolio was split into two cat-
egories: federal government debt obligations, and other
bonds. Portfolio duration, effective portfolio yields and
historical interest rate movements were factored in the

' In 2012, the rouble equivalent of net short forward currency positions in US dollars and in euros dropped.

2 Forward transactions in Section D of the Chart of Accounts.

3 Potential (stress) increase in the yields of federal government and Bank of Russia debt obligations amounted to 350 basis points;

of Russian corporate bonds 1,000 basis points.



THE BANK OF RUSSIA

calculations'. The dependence of prices on interest rates
was analysed separately for 2011 and for 2012.

The interest rate risk was assessed based on the data
reported by credit institutions that had the indicated se-
curities in their portfolios. For the sake of analysis, the
credit institutions were split into two groups (samples)?,
depending on whether they were required to calculate
interest rate risk for inclusion in capital adequacy calcu-
lations and whether they held portfolios of such secu-
rities (the groups of bank characteristics are described
in Table 2.4). It should be noted that as of January 1,
2013, the assets and capital in the first sample of banks
(which jointly held 95.5% of the banking sector debt se-
curities trading portfolio) represented 86.8% and 84.9%
of banking sector totals, which is close to the data for
January 1, 2012.

A sensitivity analysis of credit institutions in each sam-
ple shows that in both groups (those that calculate inter-
est rate risk and those that do not) sensitivity to interest
rate risk went down in 2012 (despite the increased debt
portfolio of the Sample 1 banking group). As of the begin-
ning of 2013, the potential losses in Sample 1 could total
12.2% of capital as against 13.6% as of January 1, 2012,
and in Sample 2 it could be 5.0% of capital as against
7.4% as of January 1, 2012. The duration of the corporate
obligations portfolio decreased in 2012. The vulnerability
of the banking sector to potential interest rate movements
in 2012 generally tended to decrease; the relevance of
this risk factor for domestic banks is falling.

11.2.3. The assessment of banking
sector vulnerability to equity
position risk

To estimate the Russian banking sector vulnerability
to equity position risk, stress tests were used to project
the potential negative consequences of a fall in stock
indices. It was assumed that stock indices would drop
by 50%?3.

To determine the impact of equity position risk on the
Russian banking sector capitalisation, the Bank of Russia
analysed the data reported by credit institutions that held
equity securities in their trading portfolios. The credit in-
stitutions were broken in two groups* (the groups of bank
characteristics are described in Table 2.5). In 2012, both
the samples underwent certain changes in terms of their
composition and share; both in banking sector assets
and capital, and in their equity trading portfolios.

The group of credit institutions that calculated equity
position risk has become, as a whole, less sensitive to
this type of risk (part of the reason being the decrease
in such portfolios). Should stock indices fall by 50%, po-
tential losses would have amounted to 8.2% of capital as
of early 2013 (11.4% as of January 1, 2012).

As for the group of credit institutions that had portfo-
lios of equity securities under review but did not calculate
equity position risk, their sensitivity to equity position risk
also decreased. Should an adverse development occur,
potential losses might amount to 3.8% of capital as of
early 2013 (4.3% as of January 1, 2012).

[Characteristics of banks sampled for analysis of sensitivity to equity position risk

~

TABLE 2.5

Number of banks in the Share of equity Share of banking Share of banking
sample securities portfolios, % sector assets, % sector capital, %
01.01.2012 | 01.01.2013 | 01.01.2012 | 01.01.2013 | 01.01.2012 | 01.01.2013 | 01.01.2012 | 01.01.2013
Sample 1 245 228 89.4 88.7 69.4 721 68.6 70.1
Sample 2 242 222 10.6 11.3 23.2 19.9 21.8 19.4
L J
Characteristics of banks analysed for sensitivity to foreign exchange risk TABLE 2.6 |

(a potential appreciation of the rouble)

Share of banking
sector assets, %

Share of banking

Number of banks sector capital, %

31.12.2011 | 31.12.2012 | 31.12.2011 | 31.12.2012 | 31.12.2011 | 31.12.2012
Credit institutions with long positions
either in US dollars or in euros
(in at least one of the currencies) 281 288 29.8 23.2 27.0 23.9

C

' The data are available on Cbonds.ru website.

2 The first group was comprised of banks that were required to calculate their interest rate risk and, accordingly, factor the market
risk into capital adequacy calculations; the second group included credit institutions that did not calculate their interest rate risk
but did hold such portfolios. Pursuant to Bank of Russia Regulation No. 313-P, dated November 14, 2007, “On the Procedure for
Calculating Market Risk by Credit Institutions”, interest rate risk and equity position risk are calculated if the total current (fair) value
of financial instruments is equal to or exceeds 5% of bank balance-sheet assets as of the calculation date.

3 It was assumed that a 50% fall in stock indices would lead to a similar drop in the value of stocks in trading books.

4 The first group was comprised of banks that were required to calculate their equity position risk and, therefore, included it in
capital adequacy calculations; the other group was comprised of credit institutions that did not calculate equity position risk but
did hold such portfolios.
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In general, the sensitivity analysis shows that banking
sector vulnerability to equity position risk is quite signifi-
cant in the first group of credit institutions and relatively
small in the second group. In both cases, it is lower than
analogous indices in 2011. The banking sector overall
vulnerability to interest rate risk is substantially higher
than its sensitivity to equity position risk, since its debt
securities trading portfolio is 5.6-fold larger than its eq-
uity trading portfolio.

11.2.4. The assessment
of banking sector vulnerability
to foreign exchange risk

To assess the vulnerability of the Russian banking
sector to foreign exchange risk, several stress tests were
conducted to analyse its sensitivity to the appreciation
and depreciation of the rouble against the US dollar and
the euro.

In the rouble appreciation scenario, it was assumed
that the nominal exchange rates of the rouble against
the US dollar and the euro would increase by 20%. To
estimate the impact of foreign exchange risk on the fi-
nancial situation of the Russian banking sector, the Bank
of Russia analysed data reported by credit institutions
that were required to calculate foreign exchange risk!
and that held net long open positions? in US dollars and
euros (the characteristics of banks are described in Ta-
ble 2.6). Banks with net long open positions in either US
dollars or euros (with some banks having long positions
in both currencies) were analysed.

In 2012, the number of banks that held long open
currency positions in at least one of the stated currencies
went up slightly. However, due to changes in the com-
position of banks under review, their share of banking
sector assets and capital decreased.

The share of long open US dollar/euro positions in
the total long open positions in all currencies and pre-

cious metals® for this sample of banks rose from 34.6%
as of December 31, 2011, to 74.0% as of December 31,
2012. During the reporting year, the long open foreign-
currency position structure became more traditional, i.e.
dominated by the two key global currencies. Analysis
shows that the rouble appreciation against the US dollar
and the euro by 20% would not lead to substantial loss-
es: should such a scenario materialise, potential losses
for the appropriate group of banks might equal 0.6% of
their capital as of December 31, 2012 (0.5% the year
before).

For the assessment of the Russian banking sector
sensitivity to foreign exchange risk in the event of rou-
ble depreciation, it was assumed that the nominal ex-
change rate of the rouble against the US dollar and the
euro would decrease by 20%. To determine the impact
of foreign exchange risk on the financial state of the Rus-
sian banking sector, statements filed by credit institutions
that were required to calculate foreign exchange risk and
held net short open positions in US dollars and euros
were analysed.

The number of banks with short currency positions in
at least one of the aforementioned currencies fell slightly
in 2012, but their share of banking sector assets and
capital increased approximately two-fold (the character-
istics of credit institutions with net short open positions
in US dollars and euros are described in Table 2.7).

The share of short open positions, in dollars and eu-
ros, of the banks in this sample in their short open po-
sitions in all currencies and precious metals* increased
from 78.7% as of December 31, 2011, to 95.7% as of
December 31, 2012. Analysis shows that the banking
sector vulnerability to a 20% depreciation of the rouble
against the US dollar and the euro decreased in the re-
porting year: should such a scenario materialise, poten-
tial losses for the appropriate group of banks might equal
0.6% of their capital as of December 31, 2012 (1.0% the
year before).

Characteristics of banks analysed for sensitivity to foreign exchange risk

(a potential depreciation of the rouble)

TABLE 2.7

Number of banks

Share of banking
sector assets, %

Share of banking
sector capital, %

31.12.2011 | 31.12.2012 | 31.12.2011 | 31.12.2012 | 31.12.2011 | 31.12.2012
Credit institutions with short positions
either in US dollars or in euros
(in at least one of the currencies) 236 231 34.6 66.7 31.5 65.6

C

' Foreign exchange risk is built into market risk if total open currency positions in individual foreign currencies and individual pre-
cious metals (as a percentage of the bank capital) are equal to or exceed 2%, as of the date of the market risk calculation.

2 When preparing the Form 0409364 “Open Currency Position Statement”, banks include in net positions balance-sheet assets
and liabilities and off-balance-sheet claims and obligations specified according to Bank of Russia Instruction No. 124-I, dated
July 15, 2005, “On Setting Limits on Open Currency Positions, the Methods of Calculation and the Specifics of Supervising Their

Compliance by Credit Institutions”.
% In the rouble equivalent.
4 In the rouble equivalent.
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I1.3. Liquidity Risk

11.3.1. General characteristics
of liquidity risk

During 2012, the average of the most liquid assets'’
as a share of the banking sector total asset average
(chronological average for the period under review)

Balances in credit institutions’ CHART 2.7

correspondent and deposit accounts
with the Bank of Russia

2,000

1,600

went down slightly less (to 7.4%) than in 2011 (7.5%). 2
For changes in the key components of liquid assets see % 1,200
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—— Average annual ratio between the most liquid assets and banking
sector total assets (right-hand axis)

lower ratios (5.3% and 9.3% respectively in 2012).
One reason is their sufficient capacity to raise the
necessary liquidity by means of refinancing.

¢

Bank of Russia operations to regulate banking sector liquidity

In 2012, the Russian banking sector operated in the structural liquidity deficit environment that continued
from the second half of 2011. This resulted in bank high demand for Bank of Russia refinancing and con-
tributed to increased money market interest rates.

The main factor causing the continuation of a structural liquidity deficit and its expansion in comparison
with 2011 was the accumulation of funds in the general government accounts with the Bank of Russia due
to the federal budget surplus. At the same time, consistently increasing exchange rate flexibility resulted in a
reduction in the volume of Bank of Russia interventions on the domestic foreign exchange market and in their
accordingly reduced effect on money supply. Under these circumstances, gross credit extended by the Bank
of Russia to credit institutions in 2012 grew by 1.8 trillion roubles as against 0.9 trillion roubles the year before.

As in 2011, in the reporting period, liquidity was mostly provided by the Bank of Russia to credit institu-
tions at auctions and primarily through repo transactions. At the same time, the market transaction structure
changed noticeably in 2012 due to credit institution shift towards using one-week repo auctions as the main
source of liquidity raised from the Bank of Russia. In the second half of 2012, the average debt of credit
institutions on these transactions exceeded one trillion roubles. The average debt on overnight repo auctions,
though, remained relatively low, amounting to 0.2 trillion roubles. The banking sector’s demand for refinancing
transactions with longer maturities was rather small too. In 2012, bank debt on repo transactions accounted
on average for 60% of total bank debt on Bank of Russia refinancing operations, or approximately 1.1 trillion
roubles as against less than 0.2 trillion roubles in 2011.

Loans secured with non-market assets or the sureties of credit institutions with maturities of up to 12
months were in high demand too. Average debt on those operations increased by 0.5 trillion roubles in 2012,
to 0.6 trillion roubles.

In 2012, the factors which were responsible for the structural liquidity deficit and the growing rate of
market collateral utilisation on Bank of Russia loans prompted the Bank of Russia to resume its participation
in foreign exchange swaps with credit institutions. In the second half of the year, after the Bank of Russia de-
cided to reduce the foreign exchange swap rouble interest rate, the value and frequency of these transactions
increased noticeably: the average daily value of liquidity made available through this instrument amounted to

C

J

' Cash, precious metals and gemstones, nostro correspondent account balances, and balances in correspondent and deposit
accounts with the Bank of Russia. This indicator is calculated as a chronological average for the period under review.
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17.3 billion roubles as against 3.1 billion roubles in the first six months of the year. The Bank of Russia foreign
exchange swap transactions were used most actively during periods when interest rates on the money market
were growing, including days when major tax payments were made.
For most of 2012, bank demand for Bank of Russia operations to absorb liquidity remained relatively low:
the Bank of Russia average debt on deposit operations in 2012 amounted to less than 0.2 trillion roubles.
Given the banking sector’s substantially increased need for liquidity, the Bank of Russia implemented a
number of measures in 2012, aimed at expanding the range of available refinancing instruments and their

Expanding the list of assets that are acceptable as collateral

Expanding the list of economic activities of organisations liable for non-marketable assets accepted as
collateral for Bank of Russia loans March
Including securities whose issuers do not have an international rating on the the Bank of Russia Lombard
List, provided that these obligations are partially secured by Russian Government guarantees May
Resuming repo operations with equities on the Bank of Russia Lombard List May
Extending the maturities of liquidity-providing operations
Resuming auctions for Bank of Russia Lombard loans and repos with 12-month maturities March
Resuming provision of Bank of Russia loans secured by bank assets or guarantees with maturities
of 181 to 365 calendar days April
Providing to credit institutions loans secured by gold with maturities of 181 to 365 calendar days April
L J
11.3.2. Compliance with required Banking seclor liquidily ratios CHART 2.8
liquidity ratios (annual chronological averages, %)
Since the growth rate of bank short-term liabilities 1o 100.1
exceeded the growth rate of highly liquid assets, the % a7 5
average annual ratio of instant liquidity (N2) across the 76.2 78.3 81.9 835
banking sector declined from 63.2% in 2011 to 59.0% in 20 1701 B
2012 (the regulatory minimum being 15%). The average 63.2 59.0
annual actual ratio of current liquidity (N3) dropped from 50 | a
87.5% in 2011 to 81.9% in 2012 (see Chart 2.8), which
is also substantially higher than the minimum permissible
ratio of 50%. 807 B
The average long-term liquidity ratio grew from 78.3%
in 2011 to 83.5% in 2012. The average annual volume of 107 2010 | 2011 2012
long-term (over one year) lending rose by 28.0% in 2012 BN Instant liquidity
over its 2011 figure. The banking sector annual average Current liquidity
for liabilities maturing in over one year increased by Long-term liquidity

22.1%, while the growth rate of average capital reached
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15.5%'. These changes reflect the maintained balanced
structure of bank long-term assets and liabilities. Taking
account of the maximum permissible long-term liquidity
ratio (120%), credit institutions are able to extend ad-
ditional long-term loans to the economy.

During 2012, only a few credit institutions failed
to comply with the required liquidity ratios, and these
banks did so occasionally. Of the credit institutions that
were in operation as of January 1, 2013, five institutions
breached their instant liquidity (N2) ratio on certain dates
of the year under review (the same number as in 2011);
seven institutions failed to comply with the current liquid-
ity (N3) ratio as against 19 in 2011; and no cases of non-
compliance with the long-term liquidity ratio (N4) were
reported in 2012 as against one case in 2011.

11.3.3. The structure of credit
institutions’ assets and liabilities
by maturity

The share of assets maturing in excess of one year
in the total assets (assigned to Quality Category I?) as
of January 1, 2013, remained the same year on year,
amounting to 28.5%. The share of liabilities with a re-
sidual maturity of more than one year in total liabilities
decreased from 24.1% to 23.0%.

The liquid coverage deficit (LCD)® remained stable
throughout the year (it stood at 18.9% as of January 1,
2013 as against 19.9% as of January 1, 2012).

Customer deposits to loans (coverage ratio*)

As of January 1, 2013, customer deposits® (the most
stable source of bank funds), covered 80.3% of loans
extended®, which is somewhat lower than the cover-
age ratio of 82.2% recorded on January 1, 2012 (see
Chart 2.9). The growth rate of loans extended to cus-
tomers (19.5%) exceeded the growth rate of deposits
(16.8%).

The coverage ratio calculated by the medium- and
long-term component (one-year-plus maturity)’” went
down too, from 63.4% as of January 1, 2012 to 60.7%
as of January 1, 2013. The growth rate of loans with ma-
turities exceeding one year was higher than the growth
rate of deposits with the same maturity (23.2% as against
18.1% respectively).

In 2012, the number of credit institutions with cov-
erage ratios that were well below the banking sector
average decreased. As of January 1, 2013, coverage
ratios that were half as high as the sector average were
registered in 187 credit institutions, which accounted for
2.8% of banking sector total assets, as against 207 credit
institutions with a 3.3% share as of January 1, 2012. Cov-
erage ratios that were four times lower than the banking
sector average were registered as of January 1, 2013 in
116 credit institutions with a 1.4% share of banking sec-
tor total assets (127 credit institutions with a 1.8% share
as of January 1, 2012).

11.3.4. Dependence on the interbank
market and interest rate dynamics

A general upward trend in interbank loan costs in
2012 was accompanied by a rather high volatility of these
costs: in April-dune and from the end of September to
the end of December, interest rates for overnight rouble
interbank loans (MIACR) on some days exceeded 6%
p.a. At the same time, in the first six months of 2012, the
MIACR for overnight rouble loans ranged from 4.2% to
6.5% p.a. (see Chart 2.10), and in the second six months
of 2012, it ranged from 4.5% to 6.5% p.a.

The dependence of credit institutions on the inter-
bank market (IMDR)® ebbed in 2012, from 1.8% as of
January 1, 2012, to 1.2% as of January 1, 2013, mainly
due to the reduced dependence of foreign-controlled
banks on the interbank market (from 3.0% to 0.2%). This
decrease was less pronounced in banks under the mate-

' Analysis is based on the components of the long-term liquidity (N4) ratio, including chronological averages for long-term loans,
banking sector liabilities with maturities of over one year, and capital, in accordance with Bank of Russia Instruction No. 110-I,
dated January 16, 2004, “On Banks’ Required Ratios”, which ceased to be in force as of January 1, 2013.

2 Pursuant to Bank of Russia Regulation No. 254-P, dated March 26, 2004, “On the Procedure for Credit Institutions Making Provi-
sions for Possible Losses on Loans, Loan and Similar Debts” and Bank of Russia Regulation No. 283-P, dated March 20, 2006,
“On the Procedure for Making Loan Loss Provisions by Credit Institutions”.

3 The liquid coverage deficit 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 of the same maturities, to the total value of these liabilities.

4 The coverage ratio is calculated as the ratio of customer deposits to customer loans. An increase in the ratio indicates an improved
balance between loans to customers and their sources of funding for the same maturity. The international practice is to use the
loan-to-deposit ratio for analytical purposes.

5 Customer deposits include those accepted by credit institutions from corporate entities and individuals (except resident banks
and financial organisations), as well as other funds raised from these categories of resident and non-resident creditors, excluding
balances in the current and settlement accounts of these customers.

6 Loans include credit extended by credit institutions to corporate entities and individuals (except resident banks and financial
organisations), as well as other funds extended to these categories of resident and non-resident debtors.

7 Calculated as the ratio of customer deposits with maturities in excess of one year to loans extended with the same maturity. An
increase in the ratio can be interpreted as an improvement in the balance between medium- and long-term loans and their sources
of funding that have the same maturity.

8 The interbank market dependence ratio is calculated as the percentage ratio of the difference between the interbank loans taken
and interbank loans (deposits) placed to the funds raised (net of accrued interest). The higher the ratio, the more the credit insti-
tution is dependent on the interbank market. The methodology of calculating the IMDR generally complies with the methodology
used for calculating the PL5 ratio established by Bank of Russia Ordinance No. 2005-U of April 30, 2008, “On the Assessment of
Bank Economic Situation”, which defines its threshold values at 8%, 18% and 27%.
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rial influence of Russian residents (from 3.6% to 2.5%)
The largest share of banking sector total assets (89.7%
as of January 1, 2013) belonged to the group of credit
institutions with an IMDR that was no higher than 8%
(see Chart 2.11).

11.3.5. Debt to non-residents

By the end of 2012, the total debt of the Russian
banking sector to non-residents' amounted to 5,335.2
billion roubles, an increase of 15.6% over the year. At the
same time, the net debt of non-residents? to the Russian
banking sector decreased from 1,349.6 billion roubles
as of January 1, 2012, to 1,096.3 billion roubles as of
January 1, 2013.

Foreign-controlled banks remain the only bank
group that was a net borrower from non-residents as
of January 1, 2013. At the same time, their net debt
to liability ratio fell from 2.8% as of January 1, 2012,
to 1.2% as of January 1, 2013, while in banks under
the material influence of Russian residents, this ratio
grew from 0.3% to 1.3%. Other bank groups act as
net lenders to non-residents.

Banking sector loans to borrowed CHART 2.9
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Analysis of the distribution of banks by the level of
debt to non-residents showed that the average ratio of
this debt to liabilities across the banking sector stood at
10.8% as of January 1, 2013. This level was exceeded
by 123 credit institutions, 67 of which were foreign-con-
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' Correspondent and other accounts held by non-resident credit institutions, loans, deposits, and funds held in the accounts of

other non-resident individuals and corporate entities.

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

loans, deposits and other fund placements.
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Credit institutions in terms of interbank market dependence ratio (IMDR) CHART 2.11
(number of credit institutions, units)
1,000 854 862 gao
(79.5)" (87.9) (89.7)
800 —
600 —
400 —
200 7 7653 50 51 43
38
(145 54) (7.3) (222) (11_:3) (12_‘:) (3.8) (2.7) (1.9)
0 — | ]
Number of credit Number of credit Number of credit Number of credit i
institutions with IMDR < 8 institutions with 8 <IMDR < 18 institutions with 18 < IMDR < 27 nstitutions with IMDR > 27
I As of January 1, 2011 As of January 1, 2012 As of January 1, 2013
*Figures in brackets denote % share of credit institutions in banking sector assets.
\§ J
~
Banking sector debt to non-residents as of January 1, 2013 CHART 2.12

(number of credit institutions, units)

500
417
400
300 \
200
\. 130
100 0194 65
67 N o4 18 1
0 Chaa a o~ 6 2
\ \ \ \ \ 6 2 P
0.5 10.0 20.0 30.0 40.0 50.0 60.0 70.0 80.0
Funds raised from non-residents as % of liabilities
—@— Number of credit institutions with the share of debt to non-residents in the liabilities in excess of the corresponding value
Number of foreign-owned credit institutions
The average share of funds attracted from non-residents in banking sector liabilities (10.8%)
C Y,

trolled (including four banks under the material influence
of Russian residents — see Chart 2.12).

As of January 1, 2013, 183 credit institutions, which
accounted for 89.2% of banking sector total assets, had
loans received from non-resident banks (as of January
1, 2012, there were 177 such credit institutions with a
89.2% share of banking sector total assets respectively).
The high concentration of loans persists, with five credit
institutions (of which four are in the Russian top 20 in
terms of assets), accounting for half of the interbank
loans received from abroad.
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As of January 1, 2013, 213 credit institutions, ac-
counting for 90.3% of banking sector assets, have ex-
tended loans to non-resident banks as against 229 credit
institutions accounting for 90.8% of banking sector as-
sets as of January 1, 2012). As with external borrowing,
the placement of funds on the international market was
characterised by a high degree of concentration, with
three credit institutions from the top 20 (in terms of as-
sets) accounting for 50% of all interbank loans. Thus,
interbank transactions with non-residents are concen-
trated in Russia’s largest credit institutions, as usual.
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I1.4. Capital Adequacy

11.4.1. Banking sector capital dynamics
and structure

In 2012, the capital of operating credit institutions
grew by 16.6% as against 10.8% in 2011, reaching
6,112.9 billion roubles by January 1, 2013. As bank capi-
tal growth intensified in relation to nominal GDP growth,
the ratio of banking sector capital to GDP went up from
9.4% to 9.8% in 2012.

In 2012, the total growth of banking sector capital in
absolute terms equalled 870.9 billion roubles, which is
1.7 times higher than in the previous year (509.8 billion
roubles).

The structure of capital growth drivers changed some-
what in 2012 when compared with 2011 (see Statistical
Appendix, Table 12). Profits and funds created from them
remained the main drivers of capital growth (they grew by
608.1 billion roubles, or 53.1% of the total value of capital
growth sources'). Subordinated loans? became the sec-
ond most significant capital growth driver: they grew by
289.8 billion roubles, or 25.3% of the total value of capital
growth sources (37.4 billion roubles, or 5.1% in 2011). An
expansion of the value of subordinated loans at the end of
the reporting year was mainly due to the fact that banks
were striving to use subordinated instruments prior to the
introduction of Basel Ill requirements in 2013. Growth in
authorised capital and share premiums totalled 224.2 bil-
lion roubles, or 19.6% of the total drivers (in 2011, these
drivers rose by 184.5 billion roubles, or 25%).

The main capital-decreasing driver in 2012 was the
bank portfolio of shares of subsidiaries and affiliated cor-
porate entities (86% of the total capital decrease drivers).

Banking sector capital CHART 2.13
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Although banking sector capital grew overall, its re-
duction was registered at some credit institutions. In
2012, the decrease in capital by a total of 43.7 billion
roubles (or 10.1%) was registered at 126 credit insti-
tutions as against 126 credit institutions whose capital
decreased by a total of 155.8 billion roubles, or 15.4%
in 2011. For characteristics of credit institutions that al-
lowed capital reduction see Table 2.8.

Core capital went up by 15.1% to 3,813.5 billion
roubles in 2012. The share of core capital in the total

c

~

(19.5%).

loans (14.8%).

Capital growth factors differed somewhat by group of credit institutions.

State-controlled banks increased their capital mainly due to profits and funds created on their account
(61.2% of the value of total drivers), and also subordinated loans (28.5%).

The capitalisation of foreign-controlled banks also rose, mainly due to profits (52.6%) and subordinated
loans (24.8%). However, the sub-group of banks under the material influence of Russian residents displayed
different shares of subordinated loans and profits (38.8% and 35.8% respectively).

The capitalisation of large private banks expanded, mainly due to growth of their authorised capital and
share premiums (36.8% in total); profits and funds created on their account (36.1%); and subordinated loans

Among small and medium-sized banks based in Moscow and the Moscow Region, capital grew due to
authorised capital (45.6%); profits and funds created from them (28.9%); and subordinated loans (15.1%).
The capitalisation of small and medium-sized regional banks went up mainly due to growth of profits and
funds created on their account (36.6%); authorised capital and share premiums (28.5%); and subordinated

' Banking sector capital

2 Included in capital, pursuant to requirements established by Bank of Russia Regulation No. 215-P, dated February 10, 2003, “On

the Methodology for Calculating Bank Capital”.
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Banking sector total capital CHART 2.14 capital went down by 0.8 percentage points and as of

structure (billions of roubles) January 1, 2013, amounted to 62.4%. The ratio of core
capital to risk-weighted assets during the reporting year

8,000 decreased from 9.3% to 8.5%.

7,000 —

11.4.2. Risk-weighted assets

6,000
The ratio of credit risk-weighted assets of banks to
B total balance-sheet assets went up from 75.5% in 2011
to 78.5% in 2012 (see Chart 2.15).

Due to several new regulations' introduced by the
| Bank of Russia, the structure of credit risk-weighted as-
sets underwent some changes in 2012 (see Table 2.9).
— Thus, the share of Asset Group IV (100%-weighting ratio)
in the structure of risk-weighted balance-sheet assets

5,000

1,000 97— went down by 16.8 percentage points. Assets from that
o_| === | = _— group were partially transferred to the higher-risk asset
S e group (150%-weighting ratio). The share of higher-risk
-1,000 ST ® @ w0 ] 7 S transactions amounted to 25.3% of risk-weighted bal-
AT QT AT G W (WP ance-sheet assets as of January 1, 2013.
SN N During 2012, the amount of higher-risk transactions
g::‘rgr;i;ﬁj:q';a' increased 3.8-fold, reaching 8,501.0 billion roubles as of
Bank profits and funds January 1, 2013.
I subordinated loans In 2012, the volume of risk-weighted assets that were

B Other growth drivers used to calculate the capital adequacy ratio (N1) rose by
B | osses

) O/ i1 1 - 1
Contraction of additional capital sources, allowing for restrictions 24.8% (36'7/0 in 2011 )' In _the structure of risk We'_ghted
imposed by Point 3.11 of Bank of Russia Regulation assets, the share of credit exposures recorded in the
No. 215-P, dated February 10, 2003 balance-sheet accounts increased from 74.7% to 75.2%

I Bank shares (equities) portfolios . . .
mmm Other loss fa((:t(?rs P during the year, while the share of market risk decreased

—e— Capital from 6.6% to 5.9%. The share of credit risk of contingent
{
{Capital reduction by bank group e
Capital of banks which had
Number Capital reduction a capital reduction,
Of Credit as Of 01 01 2013
institutions 5 -
with capital | pijlions | 20 Of capital of | o, %
reduction of rei)z(re']cktsl,vv?/it%rc;up of of banking
roubles capital reduction group sector
State-controlled banks 2 21.0 11.0 5.8 2.8
Foreign-controlled banks, 20 10.5 9.9 8.1 1.6
of which:
banks under the material influence
of Russian residents 5 4.8 8.8 2.1 1.0
Large private banks 8 5.8 4.8 7.3 1.9
Small and medium-sized banks based
in Moscow and the Moscow Region 51 3.8 9.1 18.7 0.6
Small and medium-sized regional banks 33 2.3 15.2 7.1 0.2
Non-bank credit institutions 12 0.3 34.7 3.6 0.0
Total 126 43.7 9.2 71
C

' The Bank of Russia Ordinance No. 2613-U of April 20, 2011, “On Amending Bank of Russia Instruction No. 110-I, Dated Janu-
ary 16, 2004, on Banks’ Required Ratios’’; the Bank of Russia Ordinance No. 2808-U of April 28, 2012, “On Amending Bank of
Russia Instruction No. 110-1, Dated January 16, 2004, on Banks’ Required Ratios’’.
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credit liabilities decreased from 8.3% to 7.7%. The share
of related party risk remained unchanged at 4.0%.

Credit risk dominated the structure of risk-weighted
assets in all groups of banks. Its share ranged from 55.3%
to 89.2%. The largest (7.5%) share of market risk was
registered among small and medium-sized banks based
in Moscow and the Moscow Region, while the smallest
share was observed among small and medium-sized re-
gional banks (4.8%).

11.4.3. Credit institutions’ capital
adequacy

The capital adequacy ratio across the banking sector
decreased from 14.7% as of January 1, 2012, to 13.7%
as of January 1, 2013 (see Chart 2.16). This reduction
was caused by the growth of risk-weighted assets, which
outpaced capital growth.
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According to estimates, a two-thirds growth in assets
is accounted by banking expansion, and a one-third in-
crease is related to regulatory changes.

The capital adequacy ratio declined during the year
in all groups of credit institutions (see Table 2.10), and
the regulatory capital ratios in state-controlled and pri-
vate banks exceeded the minimum requirement of 10%
by respective 3.2 percentage points and 2.9 percentage
points.

The top five banks in terms of assets saw their capital
adequacy ratio decrease from 14.3% to 13.0% in 2012
(see Table 2.11). The lowest capital adequacy level, as
the year before, was registered among banks that ranked

between 6th and 20th in terms of assets (12.8% as of
January 1, 2013, as against 12.3% as of January 1, 2012).
Similar dynamics was observed in relation to the ratio of
core capital to risk-weighted assets. Considering the fact
that implementation of Basel Il in the Russian Federation
may raise this requirement to a minimum of 7.5%, some
credit institutions might need to attract additional capital
in order to comply with Basel Ill requirements.

The number of banks with the capital adequacy ratio
that is below 12% grew from 107 as of January 1, 2012,
to 142 as of January 1, 2013. However, the share of such
banks in banking sector total assets decreased by 13.7
percentage points (from 34.3% to 20.5%).

~

{Capital adequacy (N1) ratio by group of credit institutions (%) TABLE 2.10
01.01.2012 01.01.2013

State-controlled banks 14.6 13.2
Foreign-controlled banks, 15.6 15.1
of which:

banks under the material influence of Russian residents 12.8 12.0
Large private banks 13.2 12.9
Small and medium-sized banks based in Moscow and the Moscow Region 22.0 18.8
Small and medium-sized regional banks 19.5 18.1
Non-bank credit institutions 38.2 36.9
C

Capital adequacy (N1) ratio by group of credit institutions arranged by assets TABLE 2.11

. . Core capital to risk-weighted asset
Credit institutions arranged by assets Capital adequacy (N1) ratio P ratio ¢
(in descending order)
01.01.2012 01.01.2013 01.01.2012 01.01.2013

Top 5 14.3 13.0 7.9 7.0
6th to 20th 12.3 12.8 8.3 8.5

21st to 50th 14.4 13.3 9.6 8.6

51st to 200th 16.8 15.9 12.3 11.7
201st down 22.9 19.9 18.5 15.6
Banking sector 14.7 13.7 9.3 8.5

C

N

[ Credit institutions grouped by capital adequacy ratio (by number of banks) CHART 2.17
700

600 572

500 453

413
400 200 379 —————
304

300

200 o7 142 126 142

100 52

9 7 1 s 2 ]
0
Failed to comply N1 ratio of less ‘ N1 ratio N1 ratio N1 ratio
with N1 ratio than 12% of 12% to 14% of 14% to 28% of more than 28%
I As of January 1, 2010 As of January 1, 2011 As of January 1,2012 = As of January 1, 2013
T
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. 0 . . . . \
Credit institutions grouped by capital ade?uacy ralio CHART 2.18
(by share of banking sector total assets, %)
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As of January 1, 2013, 142 credit institutions (126
as of January 1, 2012) had capital adequacy ratios that
ranged between 12% and 14%. Their share of banking
sector total assets increased in 2012 by 35.6 percentage
points to 52.2% as of January 1, 2013.

A capital adequacy ratio of more than 14% was main-
tained by 662 operating credit institutions as against 743
as of January 1, 2012). The share of credit institutions
with capital adequacy ratios of between 14% and 28%

' Among credit institutions active in 2012.
2 Among credit institutions active as of January 1, 2013.
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of banking sector total assets fell from 46.2% to 24.6%
during the year (see Charts 2.17 and 2.18).

The capital adequacy ratio (N1) during the report-
ing period was breached by ten credit institutions' (12
in 2011). Three out of those ten credit institutions had
their licences revoked. The number of current breaches
of the N1 ratio (during the year) decreased from 80 in
2011 to 69 in 2012, while the number of non-compliant
banks fell from eight to seven?.
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I1.5. Bank Management Quality

The growth of banking sector assets in 2012 was due,
among other things, to the expanded range of credit
products on offer. The increased sophistication and com-
plexity of banking operations led to higher exposure to
risks. Thus, the improvement of bank corporate govern-
ance systems and processes and of their risk manage-
ment systems continued to dominate the bank manage-
ment quality agenda.

In 2012, the largest credit institutions continued their
efforts to increase the efficiency of strategic planning and
corporate governance policies and processes, including
the further improvement of risk-management systems,
stress testing, capital adequacy and liquidity monitoring,
as well as the strengthening of internal controls.

Credit institutions continued to improve their corpo-
rate governance systems by implementing best interna-
tional practices in this area. In view of the importance of
this work, the Bank of Russia issued and disseminated
to banks its Letter No. 14-T of February 6, 2012, “On the
BCBS Principles for Enhancing Corporate Governance”.

Analysis of data reported by the largest credit insti-
tutions concerning their voluntary self-evaluation of risk
management and corporate governance systems reveals
that strategic planning performance has somewhat im-
proved. The senior management of the largest credit
institutions still does not give sufficient attention to the
efficiency of development strategy implementation, but
more attention is now afforded to quality of strategic
planning processes, due to the establishment of special-
purpose working groups under the boards of directors
(supervisory boards), whose functions include the de-
velopment of detailed and balanced solutions related to
bank governance and development.

Within the framework of the assessment of the bank
economic situation in 2012, several credit institutions
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took part in Bank of Russia test calculations of the indica-
tor of managing staff compensation risks. This indicator
is to be used on an on-going basis as from July 1, 2013.
Test calculations have revealed that the surveyed credit
institutions comply to an acceptable degree with the Fi-
nancial Stability Board’s Principles for Sound Compen-
sation Practices and with Bank of Russia recommenda-
tions, related to prudent compensation practices that are
contained in Bank of Russia Letter No. 38-T of March 21,
2012, “On BCBS Compensation Principles and Stand-
ards Assessment Methodology”; Letter No. 105-T of
September 3, 2009, “On Regulating Financial Incentive
Systems in Credit Institutions”; and Letter No. 119-T of
September 13, 2005, “On Modern Approaches to Cor-
porate Governance in Credit Institutions”.

In 2012, the largest banks that had already started
implementing international best practices for assess-
ing individual risks based on internal information (data),
as well as for planning internal capital necessary to
cover acceptable aggregated risks (‘risk appetite’ in-
dicator), demonstrated certain progress in this area.
However, the implementation of internal procedures
for capital adequacy assessment, including adherence
to the methodology proposed in Bank of Russia Letter
No. 96-T of June 29, 2011, “On Methodological Rec-
ommendations on Organising Internal Procedures for
Capital Adequacy Assessment”, is still relevant for many
banks.

In 2012, the largest credit institutions reaffirmed
on the whole their commitment to practices that in-
cluded the independent and timely implementation of
relevant international standards and recommendations
on enhanced corporate governance and risk manage-
ment, despite the temporary absence of pertinent
regulations.
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I1.6. Stress Testing of the Banking Sector

In 2012, the Bank of Russia continued its efforts on
refining stress testing as a tool for analysing and as-
sessing banking sector stability. Stress testing helps
evaluate changes in the structure of banking risks and
identify credit institutions that are most exposed to par-
ticular risks, as well as determine the potentially neces-
sary capitalisation of the banking sector if the assumed
stress scenarios materialise.

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

Stress testing based on a macro-model

When performing a scenario analysis, the Bank of
Russia adheres to international practices in applying a
macroeconomic model, which is a system of regression
equations describing the impact of macroeconomic en-
vironment (macro-parameters) on banking sector indi-
cators. The macro-parameters typically might include
GDP, the US dollar exchange rate, inflation, household
real income, etc. The banking sector indicators comprise
balances of corporate accounts, individual and corporate
deposits, interbank loans taken and placed with resident
and non-resident banks, the value (revaluation) of securi-
ties, household and corporate loans, changes in the ratio
of “bad”! loans to total loans; etc.

Taking into account the impact of macro-factors on
key banking sector indicators for each credit institution
during the projected period (quarterly for a year hori-
zon), 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, which helps to adjust possible
losses. Modelling leads to the assessment of bank total
losses due to all types of risk amid stress conditions, and
its possible capital deficit?.

To assess the systemic soundness of the banking
sector, the Bank of Russia has performed a stress test,
applying the macro-model as of January 1, 2013. The
calculation was performed for all operating credit institu-
tions; two macro-scenarios were applied, with parame-
ters that were calculated to evaluate the possible impact

of negative global economic development on the Russian
economy. The pessimistic scenario assumes a substan-
tial slowdown of the Russian economy due to a decrease
in the global GDP growth rate and a 25% to 30% drop in
the price of oil and other Russian exports, accompanied
by the moderate growth of interest rates on the Russian
financial market and a certain drop in stock indices. The
extreme scenario (the worst possible development for
the Russian economy) includes a 5% drop in Russia’s
GDP and a large-scale financial market stress. For key
parameters see Table 2.12.

Due to stable energy prices and the sufficiently posi-
tive forecasts of international experts, and also taking into
account the increased importance of internal economic
growth factors in Russia, the probability of the proposed
extreme scenario occurring within the coming year ap-
pears to be very low.

Bank losses were assessed in relation to three main
types of risks: credit risk, market risk, and liquidity risk.
Additionally, a conservative estimate of credit risk on
rollover loans assumed additional loan loss provisions
(LLPs) for these loans’ portfolio that was based on cal-
culated provision amounts comprising 50% or 100% of
the portfolio value, depending on the scenario.

Calculations indicate that if the pessimistic scenario
took place, the banking sector losses as of January 1,
2013 (excluding potential profits) would total 1.5 trillion
roubles (25% of banking sector capital). If the extreme
scenario realised, the losses would total 2.6 trillion rou-
bles (42% of capital). Eventually, the banking sector
financial result (after subtracting these losses) would
amount to approximately 0.6 trillion roubles to 0.7 trillion
roubles in the pessimistic scenario or 0.1 trillion roubles
to 0.2 trillion roubles in the extreme scenario.

Most losses can be attributed to credit risk (0.8 trillion
roubles and 1.4 trillion roubles for the respective sce-
narios). The average share of “bad” loans in the loan
portfolio would grow from 6.0% to 11.4% in the pessi-
mistic scenario and to 15.4% in the extreme scenario.
Losses after additional provisions for possible losses on
prolonged loans would amount to 0.2-0.4 trillion roubles
depending on the scenario.

Losses due to market risks materialising would total
from 0.4 trillion roubles to 0.5 trillion roubles, depending
on the scenario (losses due to interest rate risk amount-
ing to 65-70% of the total; losses due to equity position

' “Bad” loans are loans included in Quality Category IV and Quality Category V, pursuant to Bank of Russia Regulation No. 254-P,
dated March 26, 2004, “On the Procedure for Credit Institutions Making Provisions for Possible Losses on Loans, Loan and Similar

Debts”.

2 Capital deficit means funds that would be needed by credit institutions to comply with the minimum capital adequacy ratio.
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[ Stress-test scenario terms TABLE 2.12
Pessimistic scenario | Extreme scenario For reference:

actual 2012 data

GDP growth rate, % 1.2 -5.0 3.4

CPI, % 6.0 5.0 6.6

Investment growth rate, % 3.2 -9.0 6.7

Household real income growth rate, % 3.6 -1.0 4.2

Growth of interest rates on government securities

(a parallel shift of the yield curve), basis points 200 350 -

Growth of interest rates on corporate securities

(a parallel shift of the yield curve), basis points 500 1,000 -

Dual-currency basket growth rate, % 10 20 -

C J

risk amounting to 20-24%; and losses due to foreign
exchange risk amounting to 10-11%, depending on the
scenario).

Losses due to interest rate risk on the balance sheet
materialising would amount to 0.2-0.4 ftrillion roubles,
depending on the scenario.

Overall, a capital deficit, given the pessimistic sce-
nario, might total approximately 0.5 ftrillion roubles for
236 credit institutions, and under the extreme scenario,
it would total approximately 0.6 ftrillion roubles for 308
credit institutions. The share of these institutions in bank-
ing sector total assets constituted 26% under the worst-
case scenario and 34% under the extreme scenario, as
of January 1, 2013.

The capital adequacy level for the banking sector, ac-
cording to the results of the stress test, drops to 11.1%
under the pessimistic scenario, and to 10.6% under the
extreme scenario. This testifies to the fact that Russian
banking sector is sufficiently sound in general and able
to withstand even the extreme scenario of crisis deve-
lopment.

Additionally, a contagion (domino effect) risk assess-
ment on the interbank market was performed. If this risk

materialises, then, depending on the scenario, from 37
to 54 of the banks might suffer from a capital deficit
(their shares of banking sector total assets range from
1% to 7% respectively); and from 36 to 80 banks might
be affected by a liquidity deficit (from 4% to 9% of to-
tal assets). The capital deficit, depending the scenario,
ranges from 20 billion roubles to 40 billion roubles, and
the liquidity deficit ranges from 0.1 trillion roubles to
0.2 trillion roubles.

Analysis of Russian bank sensitivity
to liquidity risk

As mentioned above, the Russian banking sector
operated amid a structural liquidity deficit in 2012. For
that reason, the stress test of liquidity risk using sen-
sitivity analysis remained relevant. This type of analysis
allows for the assessment of the response of banks to
a shock that is determined by the expert's assessment
and can be more severe than the one assumed in the
macro-model'. In addition, the sensitivity analysis as-
sesses possible losses without taking mitigating factors
into consideration (in this particular case, without factor-
ing in access to the Bank of Russia refinancing or to the

C

The procedure for assessing the domino effect

The modelling of possible losses due to domino effect is performed according to the following algorithm:

based on a calculated balance model, a list of so-called problem (bankrupt) banks (with negative capital)
is compiled and banks that are in a state of technical default (with a liquidity deficit). Then their lenders are
identified; the losses of these banks are registered by their exposure to the problem banks, and the same
amount is deducted from their liquid assets inflow/repayment in the current iteration.

After establishing losses and adjusting net liquidity flows, the lending bank capital adequacy ratio is
checked and their ability to withstand the outflow of customer funds (based on the calculations of macro-
economic and balance models) is tested: banks failing to comply with the capital adequacy ratio or banks
in a technical default are included in the list of problem banks that trigger further contagion. The iteration
continues until no additional problem banks are identified.

To cover the outflow of their funds (repay customer deposits), banks use their assets (securities, loans,
etc.) primarily as collateral for refinancing that is provided by the central bank. If a bank does not have as-
sets that are acceptable as collateral for the Bank of Russia, it sells its securities with discounts determined
by the macroeconomic model.

The model is calculated for the stress period of one year.

1

In this particular case, shocks assumed by the expert’s assessment were based on the actual data for the 2008-2009 crisis.
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interbank loan market), which provides a more conserva-
tive estimate of various risks.

The analysis of sensitivity to liquidity risk as of Janu-
ary 1, 2013, revealed that if the shock materialised un-
der highly conservatively estimated conditions, 35 banks
holding 8.4% of banking sector total assets could experi-
ence a liquidity deficit amounting to more than 0.1 trillion
roubles. This assessed risk is higher than the result of the
stress test as of January 1, 2012 (the number of banks
with a liquidity deficit at the beginning of 2012 totalled
37; the liquidity deficit volume was almost three times

lower: 38 billion roubles; and the share of these banks
in banking sector total assets amounted to approximately
2.3%), but the possible impact of banks with a liquidity
deficit on the systemic soundness of the banking sector
as a whole has been assessed as being limited, as of
January 1, 2013.

In addition, considering that the stress-test that was
based on the sensitivity analysis did not factor in bank
opportunities to use Bank of Russia refinancing and in-
terbank loans, the actual negative impact of the shock
will be more moderate.

[

discounts in case of an asset fire-sale.

Stress-test method based on sensitivity analysis

The sensitivity analysis assesses the 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 that were registered during the peak period of the 2008 financial crisis. The outflow level (%)
determined in this way is applied to each bank’s balance sheet.

Outflows in the 10% to 30% range are differentiated according to the source of funds: (personal deposits,
corporate deposits, settlement accounts and interbank loans from non-residents). The outflows are covered
by monetary funds (cash in vaults and in a correspondent account with the Bank of Russia), as well as from
the sale of liquid assets with pre-set discounts of 5% to 30% (the lower the asset liquidity, the higher the
discount). Liquid assets used to cover the outflow include LAM, LAT', and securities outside the aforemen-
tioned groups of liquid assets. Losses sustained by a bank due to liquidity risk are calculated as a sum of

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

' See Bank of Russia Instruction No. 139-1, dated December 3, 2012, “On Banks’ Required Ratios”.
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III.1. Upgrading the Legal and Regulatory Framework
for Bank Aclivilies, in Line with International Standards

lll.1.1. Upgrading the legal framework
for credit institutions

The year 2012 saw the adoption of the following fed-
eral laws, which were drafted with the involvement of the
Bank of Russia:

—Federal Law No. 144-FZ, dated July 28, 2012, “On
Amending Some Russian Laws” (with respect to
streamlining bankruptcy procedures for credit insti-
tutions and other financial organisations; increasing
responsibility for illegal actions committed in the run-
up to bankruptcy; and obliging credit institutions to
create and maintain electronic databases);

—Federal Law No. 145-FZ, dated July 28, 2012, “On
Amending Some Russian Laws” (among other things,
with respect to extending the effective period of the
provisions of Federal Law No. 181-FZ, dated July 18,
2009, “On the Use of Russian Government Securities
to Increase Bank Capitalisation”);

— Federal Law No. 271-FZ, dated December 25, 2012,
“On Amending the Housing Code of the Russian Fed-
eration and Some Russian Laws and on Invalidating
Certain Provisions of Russian Laws” (with respect to
establishing a system for financing complete over-
hauls of apartment buildings);

— Federal Law No. 282-FZ, dated December 29, 2012,
“On Amending Some Russian Laws and on Invalidat-
ing Certain Provisions of Russian Laws” (with respect
to streamlining procedures for the issuing of listed
securities; changing procedures for issuing preferred
shares along with changing the scope of their holder
rights; specifying requirements for the disclosure of
information in an issue prospectus; improving the le-
gal regulation of procedures for issuing securities in
the event of a corporate reorganisation).

l11.1.2. The state registration
of credit institutions and the licensing
of banking operations

In 2012, the Bank of Russia continued to improve its
regulatory framework for the state registration of credit
institutions and the issuance of banking licences.

To create a level playing field for the subsidiary credit
institutions of foreign banks and Russian credit institu-
tions in opening branches following Russia’s accession
to the World Trade Organisation (WTO), the Bank of
Russia issued Ordinance No. 2818-U of May 17, 2012,
“On Invalidating Point 28 of Bank of Russia Regulation
No. 437, Dated April 23, 1997, on the Specifics of the
Registration of Credit institutions with Foreign Invest-

58

ments” that amends the aforementioned Regulation. The
amendments cancel the requirement that the subsidiary
credit institutions of foreign banks (Russian residents)
obtain prior permission from the Bank of Russia when
opening a branch within the Russian Federation. Thus,
the opening of a branch within the Russian Federation
by a subsidiary credit institution of a foreign bank is now
subject to a notification requirement instead of an au-
thorisation requirement.

To improve its regulatory framework, the Bank of Rus-
sia adopted Regulation No. 386-P, dated August 29, 2012,
“On the Reorganisation of Credit Institutions through Merg-
ers and Acquisitions”, which is an updated version of Bank
of Russia Regulation No. 230-P, dated June 4, 2003, “On
the Reorganisation of Credit Institutions through Mergers
and Acquisitions”. It envisages the following:

— it specifies the procedure for submitting documenta-
tion for the state registration of a bank reorganisation
through merger or acquisition when this documenta-
tion is filed with the Bank of Russia electronically;

—it invalidates provisions concerning the preparation
of an audit report on the compliance of reorganisa-
tion-related procedures conducted by a reorganising
credit institution with applicable legislation (due to the
absence of rules governing the preparation of such a
report by an auditing firm and/or an individual audi-
tor in Federal Law No. 307-FZ, dated December 30,
2008, “On Audit Activities”);

— it clarifies updates made necessary by the application
practices of Bank of Russia Regulation No. 230-P,
dated June 4, 2003.

Bank of Russia Ordinance No. 2839-U, dated June
21, 2012, “On Amending Point 5.1 of Bank of Russia
Regulation No. 337-P, Dated June 19, 2009, “On the
Procedure and Criteria for Assessing the Financial Situ-
ation of Legal Entities Which are Founders (Members)
of a Credit Institution” introduces changes that shorten
a list of documents established by the aforementioned
Regulation for assessing the financial situation of a legal
entity which has a long-term credit rating (assigned by
international or national rating agencies) that is no lower
than the minimum level defined in Bank of Russia Regu-
lation No. 337-P of June 19, 2009.

In addition, to improve procedures of issuing permits
to credit institutions so that they could open non-resident
subsidiaries and acquire parent company status in relation
to operating non-resident legal entities, the Bank of Russia
issued Ordinance No. 2955-U of December 27, 2012, “On
Amending Bank of Russia Regulation No. 290-P, Dated
July 4, 2006, on the Procedure for Bank of Russia Grant-
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ing Permission to Credit Institutions to Have Subsidiaries
in a Foreign State”, that stipulates that a single permit be
received for acquiring the parent company status in re-
lation to an operating non-resident organisation that has
non-resident subsidiaries at the time of the acquisition,
and introduces other amendments related to the applica-
tion of the above-mentioned Bank of Russia Regulation.

The Bank of Russia makes efforts ensuring the dis-
closure of information by credit institutions concerning
their ownership structure.

For that purpose, the Bank of Russia issued Ordinance
No. 2788-U, dated February 28, 2012, “On Amending
Point 6'.1 of Bank of Russia Ordinance No. 1379-U,
Dated January 16, 2004, on Assessing a Bank’s Finan-
cial Soundness as Being Eligible for Participation in the
Deposit Insurance System”.

The Ordinance requires that banks participating in the
deposit insurance system post data on the Bank of Rus-
sia website concerning parties that materially influence
(directly or indirectly) their activities, following the sam-
ples and examples provided in Bank of Russia Regulation
No. 345-P, dated October 27, 2009, “On the Procedure
for Disclosing on the Bank of Russia Website Information
about Persons that Exercise a Significant (Direct or Indi-
rect) Influence on the Management Decisions of Banks
Participating in the Deposit Insurance System in the Rus-
sian Federation”. They must provide a list of parties who
materially influence (directly or indirectly) the bank activ-
ity (hereinafter referred to as the List) and a chart show-
ing the connections between the bank and the parties
which exert a material influence (directly or indirectly) on
its activity (hereinafter referred to as the Chart).

In 2012, Bank of Russia Ordinance No. 2827-U of
June 4, 2012, “On Amending Bank of Russia Regulation
No. 345-P, Dated October 27, 2009, on the Procedure
for Disclosing on the Bank of Russia Website Informa-
tion about Persons that Exercise a Significant (Direct
or Indirect) Influence on the Management Decisions of
Banks Participating in the Deposit Insurance System in
the Russian Federation”, came into force.

This Ordinance specifies procedures for banks to no-
tify Bank of Russia regional branches about their refusal
to use the Bank of Russia website to post data on parties
who have a material (direct or indirect) influence on their
activity. It also clarifies the procedure for compiling the
List and drawing the Chart of parties who have a material
(direct or indirect) influence on their activity.

Pursuant to the adoption of Federal Law No. 401-FZ,
dated December 6, 2011, “On Amending the Federal Law
on the Protection of Competition and Certain Laws of
the Russian Federation”, that changed the definition of
a group of parties, the Bank of Russia issued Ordinance
No. 2852-U of July 19, 2012, “On Amending Bank of
Russia Regulation No. 307-P, Dated July 20, 2007, on
the Procedure for Accounting and Reporting Information
about the Related Persons of Credit Institutions”.

111.1.3. Credit institution regulation
Banking regulation
Implementation of international recommendations

In 2012, the Bank of Russia made significant efforts
to implement international approaches aimed at enhanc-
ing the financial soundness of credit institutions and the
financial market in general, primarily documents issued
by the Basel Committee on Banking Supervision (BCBS).

Bank of Russia Instruction No. 139-1, dated Decem-
ber 3, 2012, “On Banks’ Required Ratios” introduced
amendments to procedures for calculating required
ratios to expand the implementation of Basel Il Pillar 1
“Minimum Capital Requirements”. It established a spe-
cial procedure for assessing the risks of credit institutions
that participate in clearing operations with credit institu-
tions acting as central counterparties. It allowed the use
of a comprehensive approach to adjusting the value of
collateral for credit risk mitigation; it clarified procedures
for calculating the N1 and N6 ratios with respect to repo
transactions, and it established procedures for adjusting
the value of collateral when assessing the credit risk of
derivatives with respect to netting transactions.

Simultaneously, Bank of Russia Ordinance No. 2922-U
of December 3, 2012, “On Amending Bank of Russia
Regulation No. 283-P, Dated March 20, 2006, on the
Procedure for Making Loan Loss Provisions by Credit In-
stitutions” establishes requirements regarding loan loss
provisions on claims for the return of securities under
repo transactions.

For expanding Russian banks’ range of available ap-
proaches to regulatory capital assessments using inter-
nal-rating based approach (IRB-approach) in the future
(as stipulated by of Basel Il Pillar 1), the Bank of Russia
issued Letter No. 192-T of December 29, 2012, “On the
Recommended Methodology for Assessing Credit Expo-
sure Using Internal-Rating Based Approach”. This letter
informs credit institutions about the recommended meth-
odology for calculating credit risk using IRB-approach.
These recommendations will serve as a foundation for
developing the Bank of Russia regulatory framework in
this area following necessary legislative amendments
that would entitle the Bank of Russia to establish re-
quirements to bank methods of risk management and
models of quantitative risk assessment. The Bank of
Russia maintains ongoing cooperation with banks that
are intending to implement the IRB-approach and plans
to conduct a quantitative evaluation of the impact of its
implementation on the regulatory assessment of capital
adequacy.

To implement Basel 2.5' with respect to its meth-
ods of assessing market risk, the Bank of Russia issued
Regulation No. 387-P, dated September 28, 2012, “On
the Procedure for Market Risk Calculation by Credit In-
stitutions” (which came into force on February 1, 2013).
This Regulation establishes more stringent requirements

' BCBS documents “Revisions to the Basel Il Market Risk Framework” (July 2009) and “Enhancements to the Basel Il Framework”

(July 2009).
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for banks covering their interest rate risk and equity po-
sition risk, in line with a standardised risk-assessment
approach.

The Bank of Russia also published Regulation No.
395-P, dated December 28, 2012, “On the Methodology
for Calculating the Amount and Assessing the Adequacy
of Bank Capital (Basel Ill)”, that describes methods for
determining bank capital and assessing its adequacy,
and also stipulates new requirements with respect to
capital quality and adequacy, in line with Basel Ill. The
parallel calculation of capital amount and its adequacy
began in April 2013.

To inform credit institutions of the BCBS recom-
mendations, the Bank of Russia published the following
documents:

— Letter No. 14-T of February 6, 2012, “On BCBS Prin-
ciples for Enhancing Corporate Governance”;

— Letter No. 38-T of March 21, 2012, “On BCBS Com-
pensation Principles and Standards Assessment
Methodology”;

— Letter No. 69-T of May 16, 2012, “On BCBS Princi-
ples for the Sound Management of Operational Risk”.
To meet the Russian Federation’s G20 commitments

concerning the implementation of FSB Principles and
Standards, the Bank of Russia published Ordinance
No. 2894-U of October 1, 2012, “On Amending Bank of
Russia Ordinance No. 2005-U of April 30, 2008, “On the
Assessment of the Economic Situation of Banks”, that
contains methods of assessing the compliance of com-
pensation systems in banks with the FSB recommenda-
tions that are aimed at reducing financial incentives for
bank executives to take excessive risks. The Bank of
Russia methodology for supervisory assessment of bank
economic situation includes, as an integral part, an as-
sessment of compensation systems in banks.

IFRS implementation

As part of its efforts to control over the IFRS-based
consolidated financial statements that are submitted and
published by credit institutions in compliance with Fed-
eral Law No. 208-FZ, dated July 27, 2010, “On Consoli-
dated Financial Statements”, the Bank of Russia issued
Ordinance No. 2923-U of December 3, 2012, “On the
Publishing and Submission of Consolidated Financial
Statements by Credit Institutions”. It establishes rules
for the disclosure of annual consolidated IFRS-based
financial statements, jointly with audit reports on their
accuracy.

In addition, to align the materiality threshold to in-
clude minority interest data in consolidated reporting
with IFRS requirements, the Bank of Russia published
Ordinance No. 2817-U of May 3, 2012, “On Amending
Bank of Russia Regulation No. 191-P, Dated July 30,
2002, on Consolidated Statements”.

Due to the cancellation, as of January 1, 2013, of the
mandatory auditing and publishing of annual consolidat-
ed financial statements that adhere to Russian standards
of financial reporting, the Bank of Russia published Ordi-
nance No. 2925-U of December 3, 2012, “On Amending
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Bank of Russia Ordinance No. 2172-U of January 20,
2009, on the Publication and Presentation of Informa-
tion on the Activities of Credit institutions and Banking
(Consolidated) Groups”, with respect to invalidating pro-
visions that establish procedures for submitting and dis-
closing consolidated financial statements.

Additionally, the Bank of Russia published Ordinance
No. 2926-U of December 3, 2012, “On Amending Bank
of Russia Ordinance No. 2332-U of November 12, 2009,
on the List, Forms and Procedure for the Preparation
and Submission of Reports by Credit Institutions to the
Central Bank of the Russian Federation”. This Ordinance
establishes forms, procedures and deadlines for filing
IFRS-based consolidated financial statements with the
Bank of Russia.

Credit risk

In 2012, the Bank of Russia brought the regulatory
assessment of risk associated with unsecured consumer
loans in line with the real level of such risk in order to
improve the existing regulation, aimed at increasing the
accuracy of risk assessment by taking nation-specific
factors into consideration. Specifically, it:

—introduced more stringent requirements to covering
risks related to unsecured consumer loans with a
high total value to be issued after July 1, 2013 (Bank
of Russia Instruction No. 139-I, dated December 3,
2012);

—doubled the minimal provisions for portfolios of un-
secured consumer loans with no overdue payments
or with payments overdue for no more than 30 days,
to be issued after January 1, 2013 (Bank of Russia
Ordinance No. 2920-U of December 3, 2012);

—introduced a requirement specifying 100% provi-
sions for portfolios of unsecured consumer loans with
payments overdue by more than 360 calendar days
(Bank of Russia Ordinance No. 2920-U of December
3, 2012).

The more stringent loan loss provisioning require-
ments came into force starting with the reporting as of
March 1, 2013.

Additionally, to assess risks adequately, Bank of Rus-
sia Ordinance No. 2920-U of December 3, 2012, intro-
duced some amendments concerning the types of col-
lateral:

—the sureties of the Agency for Housing Mortgage
Lending (AHML) on mortgages accepted as collateral
are included in Quality Category Il collateral;

—insurance contracts for export loans and invest-
ments secured with government guarantees and (or)
Vnesheconombank guarantees are included in Qual-
ity Category | collateral.

Simultaneously, Bank of Russia Instruction No. 139-I,
dated December 3, 2012, provided for specific collateral
in the form of insurance contracts for export loans and
investments secured with Vnesheconombank guarantees
(the fulfilment of which is secured with government guar-
antees), when monetary claims secured in this manner
are classified for calculating bank capital adequacy.
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In addition, the Bank of Russia took the emergen-
cy situations and natural disasters that occurred in the
Russian Federation in 2012 into account when issuing
Ordinances No. 2920-U of December 3, 2012, and No.
2860-U of August 10, 2012. These established that credit
institutions with outstanding debt on loans that they had
extended to persons affected by an emergency situation
or a natural disaster might retain their actually existing
provisions on such loans in case a borrower financial
standing and/or debt service quality decline.

Bank of Russia Ordinance No. 2922-U of December
3, 2012, “On Amending Bank of Russia Regulation No.
283-P, Dated March 20, 2006, on the Procedure for Mak-
ing Loan Loss Provisions by Credit Institutions” brings the
provisions of the aforementioned Regulation in line with
accounting standards that came into force as of January
1, 2013, with respect to provisions — estimated non-cred-
it liabilities. It also sets requirements to establish 100%
provisions for possible losses with respect to assets that
are recorded in the bank books without transaction-con-
firming documents.

Bank of Russia Ordinance No. 2841-U of June 25,
2012, provides that the requirements set in Bank of Rus-
sia Ordinance No. 2732-U of November 17, 2011, “On
the Specifics of Making Provisions for Possible Losses
by Credit Institutions for Operations with Securities, the
Rights to Which Are Certified by Organisations (Deposi-
tories)” are applicable only to securities, the rights to
which are certified by depositories, and also invalidates
the requirement that the long-term credit ratings of de-
positories taken from Reuters and Bloomberg systems
be used. It specifies base elements for provision calcula-
tion with respect to the value of the securities accepted
as collateral for placed funds.

Market risk

In addition to the changes in market risk calculation
methods that were adopted due to the implementation
of Basel 2.5 provisions, the Bank of Russia issued Ordi-
nance No. 2811-U, dated April 28, 2012, “On Amend-
ing Bank of Russia Instruction No. 124-1, Dated July 15,
2005, on Setting Limits on Open Currency Positions, the
Methods of Calculation and the Specifics of Supervising
Their Compliance by Credit Institutions”, which elabo-
rates procedures for factoring derivatives risk in the cal-
culation of foreign exchange risk.

Operational risk

Bank of Russia Ordinance No. 2846-U, dated July 3,
2012, introduced amendments to Bank of Russia Regu-
lation No. 346-P, dated November 3, 2009, “On the Pro-
cedure for Calculating Operational Risk”. These establish
that the net non-interest income indicator should include
net income from the revaluation of foreign currency and
precious metals and net income from operations with
precious metals.

Additionally, due to the adoption of federal legisla-
tion concerning the national payment system, the Bank
of Russia published Ordinance No. 2840-U of June 25,
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2012, “On Operational Risk Management Requirements
for Non-Bank Credit Institutions Entitled to Make Money
Transfers without Opening Bank Accounts or Perform
Other Related Banking Operations”. This set forth opera-
tional risk management requirements for non-bank credit
institutions that were authorised to transfer money without
opening bank accounts or perform other related banking
operations, and a provisional list of events (actions) result-
ing from operational risk factors that could lead to losses
for the payment non-bank credit institution.

Capital calculation

The Bank of Russia amended Regulation No. 215-P,
dated February 10, 2003, “On the Methodology for Cal-
culating Bank Capital”, as follows:

—it established a procedure for factoring the finan-
cial results of operations with derivatives in the cal-
culation of bank capital (Bank of Russia Ordinance
No. 2809-U of April 28, 2012);

—it established a validity period (until December 1,
2013) of the current procedure for factoring in unre-
alised income from derivatives (Bank of Russia Ordi-
nance No. 2921-U, dated December 3, 2012).

Trust Management

Bank of Russia Ordinance No. 2789-U of Febru-
ary 28, 2012, “On Harmonising Certain Bank of Russia
Regulations” invalidated (as of January 1, 2013) Bank of
Russia Instruction No. 63, dated July 2, 1997, “On the
Procedure for Conducting Trust Management Operations
and their Accounting by Russian Credit Institutions” that
regulated bank trust management activities.

The Bank of Russia also issued Letter No. 47-T of
April 4, 2012, “On Trust Management Contracts for Gen-
eral Bank Management Funds”, which informed credit
institutions about the Bank of Russia position on the ex-
tension of trust management contracts for general bank
management funds.

Required ratios for issuers
of mortgage-backed bonds

Due to amendments to federal legislation, the Bank
of Russia published Ordinance No. 2910-U of Novem-
ber 14, 2012, “On Amending Bank of Russia Instruction
No. 112-l, Dated March 31, 2004, on Required Ratios
for Banks that Issue Mortgage-Backed Bonds”, which
excluded two of the required ratios due to their current
irrelevance.

The financial rehabilitation
and liquidation of credit institutions

Following the key recommendations of the Financial
Stability Board regarding the efficient financial recovery/
liquidation of financial institutions (as applicable to the
Russian financial system), the Bank of Russia issued Let-
ter No. 193-T of December 29, 2012, “On the Recom-
mended Methodology for the Development of Financial
Recovery Plans by Credit Institutions”.

The Bank of Russia recommended methodology
stipulates the conditions for the development of financial
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recovery plans by credit institutions, the said plan struc-
ture, and possible courses of action (scenarios) under
various stress situations, as well as early warning indica-
tors and indicators that must trigger the implementation
of financial recovery-oriented measures.

Bank of Russia Letter No. 193-T of December 29,
2012, recommends that credit institutions (primarily the
largest ones) commence the development of self-reha-
bilitation plans following the publication of the Letter and
submit the developed plans to the Bank of Russia for
assessment.

In 2012, the Bank of Russia worked on amendments
to Russian legislation with respect to improving bank-
ruptcy (liquidation) procedures for credit and other fi-
nancial institutions and to increasing the responsibility
for illegal actions committed prior to bankruptcy.

The Bank of Russia drafted Federal Law No. 144-FZ,
dated July 28, 2012, “On Amending Some Russian Laws”
(hereinafter referred to as Federal Law No. 144-FZ) . The
law was aimed to expand the ways of meeting lender
claims against credit institutions, to streamline the pro-
cedures for moving from the compulsory liquidation of a
credit institution to its bankruptcy, to establish legal pro-
cedures for enforcing writs of execution concerning the
recovery of funds in the customer account of the credit
institution whose banking licence had been revoked (or
the seizure of the funds, or other constraints imposed on
the funds). It also stipulated the procedure for the dis-
tribution and transfer of assets remaining after creditor
claims against the founders (members) of the liquidated
credit institution were satisfied.

Under Federal Law No. 144-FZ, the state-owned cor-
poration Deposit Insurance Agency (hereinafter referred
to as the Agency), when performing the functions of
a bank receiver, is authorised to transfer the insolvent
bank’s assets and liabilities to an operating credit institu-
tion without including them into bankruptcy assets and
the registry of creditor claims. This mechanism is aimed
at minimising the negative impact that the revocation of a
banking licence from the insolvent credit institution could
have on its customers.

Pursuant to Federal Law No. 144-FZ, significant
amendments were made to Russia’s bankruptcy legisla-
tion with respect to the amounts and priority of compensa-
tions paid to insolvent company (bank) executives. These
provisions were necessary to remedy the situation when
an insolvent company satisfied the claims of its executives
with respect to severance pay and other compensations
provided for in labour laws, either when satisfying claims
related to current liabilities or when meeting the claims
of second-ranking creditors, and these compensations
vastly exceeded executive average earnings (the so-called
golden parachutes). The newly-introduced amendments
stipulate that claims of insolvent company executives as
to severance pay and/or other compensations due to the
termination of a labour contract, as provided for under
the contract, to the extent that they exceed the minimum
amounts established under the labour laws, will be satis-
fied after the third-ranking creditor claims.
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In addition, Federal Law No. 144-FZ obliges credit in-
stitutions to maintain electronic databases containing in-
formation on all their operations and other transactions
and to store such data for at least five years after entering
them into the database. Failure to properly maintain such
databases or failure to properly transfer this database to
a provisional administration or a receiver may result in the
subsidiary liability of the chief executive of an insolvent bank
for its debts to lenders and/or government authorities.

In compliance with the provisions of Federal Law No.
144-FZ, the Bank of Russia adopted a set of regulations
(Bank of Russia Ordinances No. 2911-U of November 16,
2012; No. 2912-U of November 16, 2012; No. 2913-U of
November 16, 2012; No. 2914-U of November 16, 2012),
that amend the existing Bank of Russia regulations gov-
erning the liquidation procedures for credit institutions.
The Bank of Russia also issued Ordinance No. 2904-U
of October 30, 2012, “On the Grounds for the Bank of
Russia Banking Supervision Committee Denying the Ap-
proval of the Transfer of the Property (Assets) and the
Liabilities of a Credit Institution in Whole or in Part to a
Purchaser(s) Proposed by the Deposit Insurance Agency
in Its Capacity as a Bank Receiver, and Denying the Ap-
proval of the Said Purchaser(s) of the Bank Property (As-
sets) and Liabilities”.

Information disclosure

Further efforts were made to improve the transpar-
ency of the banking sector by getting credit institutions
to report information in Form 0409134, “Calculation of
Capital” and Form 0409135, “Information on Required
Ratios”. As of January 1, 2013, 908 credit institutions, or
about 95% of the total number, had agreed to disclose
information pursuant to Bank of Russia Letter No. 72-T,
“On the Disclosure of Information by Credit Institutions
in Form 0409134 and Form 0409135".

Banks also disclose data in Form 0409101, “The
Bank Chart of Accounts” and Form 0409102, “The Bank
Profit and Loss Statement”. As of January 1, 2013, 922
credit institutions, or almost 95% of the total number,
had agreed to disclose information pursuant to Bank of
Russia Letter No. 165-T of December 21, 2006, “On the
Disclosure of Information by Credit Institutions”.

The on-site inspection of credit institutions

In 2012, to further improve the procedures for ar-
ranging and conducting on-site inspections of credit
institutions (branches), the Bank of Russia issued the
following documents:

—Bank of Russia Ordinance No. 2891-U of September
28, 2012, “On Amending Bank of Russia Instruction
No. 105-I, Dated August 25, 2003, on the Procedure
for Authorised Representatives of the Central Bank of
the Russian Federation Conducting On-site Inspections
of Credit Institutions and their Branches”, and Bank of
Russia Ordinance No. 2892-U of September 28, 2012,
“On Amending Bank of Russia Instruction No. 108-I,
Dated December 1, 2003, on Organising Inspections
by the Central Bank of the Russian Federation (Bank
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of Russia)”. These were aimed at eliminating grounds

for credit institutions contesting inspection reports in

court as non-regulatory acts and invalidating them.

The aforementioned Ordinances also oblige credit in-

stitutions to ensure the confidentiality of Bank of Rus-

sia documents that are drafted while organising and
conducting inspections and reporting their findings;

—methodological recommendations on inspecting
bank compliance with required reserve ratios', as well
as on inspecting bank compliance with AML/CFT laws
and reporting facts regarding bank actions (inaction)
that fail to comply with said laws. The report must be
filed in a separate inspection act, so that it may be
presented to an authorised officer to file an adminis-
trative offence charge sheet?.

To increase the efficiency and effectiveness of
on-site inspections, the Bank of Russia published Or-
dinance No. 2791-U of March 13, 2012, “On the Pro-
cedure for Interaction between Bank of Russia Divisions
in Preparing Proposals and Making Decisions on the
Application of Enforcement Measures”. This establishes
the procedure for interaction between the Bank of Russia
head office and regional branches in preparing propos-
als and making decisions concerning the enforcement
measures applied to banks that form the “second line”
of supervision, based on inspection findings and in the
course of off-site supervision.

Within the framework of the phased centralisation
of inspection activities, the Bank of Russia issued a
number of directive documents that provide the inspec-
tors-general of centralised interregional inspectorates®
and heads of the Bank of Russia regional branches* with
the mandates necessary to ensure current activities with
respect to labour laws and social security requirements.

To comply with the Russian laws and the Bank of Rus-
sia regulations on countering the misuse of insider in-
formation and market manipulation, the Bank of Russia
published a number of regulations that define the pro-
cedure for sharing the said information concerning the
inspections® of credit institutions (branches).

I11.1.4. Methodology
of on-going supervision

To increase the transparency of its supervisory ac-
tivities, the Bank of Russia issued Order No. OD-653,
dated October 5, 2012, “On Informing Banks of Their
Non-compliance with Requirements for Participation in

the Deposit Insurance System”. It obliges Bank of Russia
regional branches to notify banks that participate in the
Deposit Insurance System (DIS) of their non-compliance
with certain requirements for DIS participation and of the
grounds for deciding that banks have failed to comply
with the DIS participation requirements, as well as of the
consequences that might ensue if the banks fail to rem-
edy their non-compliance.

To decrease the impact of the profitability criterion of
banks on the assessment of their economic situation, the
Bank of Russia published Ordinance No. 2803-U of April
6, 2012, “On Amending Bank of Russia Ordinance No.
2005-U of April 30, 2008, on the Assessment of the Eco-
nomic Situation of Banks”. At the same time, the Bank
of Russia invalidated the provisions that permitted banks
to petition the Bank of Russia to evaluate their financial
results without taking into account the expenses (losses)
due to business expansion and expenses (losses), to
which the banks could attribute the fact that they quali-
fied for financial rehabilitation.

Due to a changed methodology for determining bank
capital with respect to factoring in additional loss provi-
sions required by the Bank of Russia, the Bank of Russia
issued Letter No. 141-T of October 9, 2012, “On Specific
Features of Monitoring Bank Compliance with Bank of
Russia Requirements for Additional Loss Provisions by
Bank of Russia Regional Branches”.

l1l.1.5. Specific features of regulating
infrastructure-level credit institutions

In 2012, the Bank of Russia continued to improve the
regulation of financial infrastructures.

Within the framework of implementing the best in-
ternational practices regulating central counterparties
(CCP) and counterparties thereof, in Russian banking
regulation, and in line with G20 initiatives concerning the
further strengthening of the global financial regulation
system and encouraging banks to use CCPs, the Bank
of Russia adopted Ordinance No. 2919-U of December
3, 2012, “On Evaluating the Management Quality of a
Credit Institution That Performs the Functions of a Cen-
tral Counterparty”. This Ordinance establishes methods
of evaluating the management quality of a credit institu-
tion that acts as a CCP based on an assessment of CCP
risk management, internal controls, and corporate gov-
ernance quality. In addition, the Ordinance establishes
the procedure for the Bank of Russia, at a CCP’s request,

' Bank of Russia Letter No. 31-T of March 2, 2012, “On Methodological Recommendations for Inspections of Bank Compliance
with Required Reserve Ratios”.

2 Bank of Russia Letter No. 41-T of March 23, 2012, “Methodological Recommendations for Reporting Facts of Bank Actions
(Inaction) That Breach Legislation on Countering the Legalisation (Laundering) of Criminally Obtained Incomes and the Financing
of Terrorism in Bank (Branch) Inspection Documentation”.

3 Bank of Russia Directive No. R-202, dated March 23, 2012, “On Amending Bank of Russia Directive No. R-1113, Dated Septem-
ber 8, 2010, on Organising the Phased Centralisation of Bank of Russia Inspection Activities”.

4 The Bank of Russia Directive No. R-612, dated September 3, 2012, “On Amending Bank of Russia Directive No. R-1113, Dated
September 8, 2010”.

5 Federal Financial Market Service Order No. 11-55/pz-n, Bank of Russia Order No. 374-P, dated October 27, 2011, “On Approving
the Regulation on the Procedure for the Federal Financial Market Service Jointly with the Central Bank of the Russian Federation
to Verify Compliance with Legislation on Countering the Misuse of Insider Information and Market Manipulation”.

63



THE BANK OF RUSSIA

to recognise its management quality as adequate. The
Bank of Russia’s verification of the adequacy of a CCP
management quality permits credit institutions, when cal-
culating required ratios (in compliance with Bank of Rus-
sia Instruction No. 139-1, dated December 3, 2012, “On
Banks’ Required Ratios”), to apply a special prudential
mode of risk assessment that allows the use of reduced
risk weights for transactions involving such a CCP, includ-
ing OTC transactions.

Pursuant to Federal Law No. 414-FZ, dated Decem-
ber 7, 2011, “On the Central Securities Depository”
(hereinafter referred to as the Central Securities Deposi-
tory Law), the Bank of Russia published Ordinance No.
2830-U of June 9, 2012, “On Requirements for Credit
Institutions and Foreign Banks Where the Central Se-
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curities Depository May Place Funds”. It also approved
FFMS Order No. 12-82/pz-n, dated October 2, 2012,
“On the Approval of Requirements for Risk Management,
Internal Controls and Certain Internal Documents of the
Central Securities Depository”. The aforementioned
regulations are aimed at limiting the risk exposure of
the central securities depository, which is a non-bank
credit institution, as stipulated in the Central Securities
Depository Law.

Pursuant to Federal Law No. 7-FZ, dated February 7,
2011, “On Clearing and Clearing Activities”, the Bank of
Russia approved FFMS Order No. 12-35/pz-n, “On Ap-
proving Terms and Conditions for Accrediting a Credit
Institution Other Than a Clearing Agency to Perform the
Functions of a Central Counterparty”.
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II1.2. The State Registration of Credit Institutions
and the Licensing of Banking Operations

In 2012, the total number of operating credit insti-
tutions with banking licences dropped from 978 as of
January 1, 2012, to 956 as of January 1, 2013 (by 2.2%)
due to licence revocation and reorganisation of credit in-
stitutions.

In the reporting year:

—nine newly-founded credit institutions were registered
(including six non-bank credit institutions specialising
in money transfers without opening bank accounts or
engaging in other associated banking operations) as
against three credit institutions in 2011 (including one
non-bank credit institution). The number of newly-
founded credit institutions increased due to the en-
actment of Federal Law No. 161-FZ, dated June 27,
2011, “On the National Payment System” and Federal
Law No. 162-FZ, dated June 27, 2011, “On Amending
Some Russian Laws in Connection with Adopting the
Federal Law on the National Payment System” (here-
inafter referred to as Federal Law No. 162-FZ) that
provided for the establishment of non-bank payment
credit institutions;

—seven credit institutions dropped out after being re-
organised through mergers, including six banks (as
against the 18 credit institutions which merged in
2011, including 17 banks);

- six credit institutions changed their form of incorpora-
tion from that of limited liability companies to that of
joint-stock companies (as against four credit institu-
tions in 2011, including one non-bank credit institu-
tion).

In 2012, four banks changed their status to non-bank
credit institutions due to their non-compliance with cap-
ital minimum requirements stipulated in Article 11.2 of
Federal Law No. 395-1, dated December 2, 1990, “On
Banks and Banking Activities” (no decisions to change
bank status to that of a non-bank credit institution were
made by the Bank of Russia in 2011). Two non-bank
credit institutions changed their status to that of banks.

In 2012, 27 credit institutions, or 2.8% of the total
number of operating credit institutions expanded their
business by obtaining banking licences (as against 18
credit institutions in 2011), of which:

—two banks were granted general banking licences (as
against four banks in 2011), including one bank that
was reorganised through a merger;

—seven banks were granted licences to take deposits
and place precious metals (as against six banks in
2011);

—one bank which participated in the DIS and had been
licensed to conduct banking operations in roubles and
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foreign currency (without the right to take household

funds on deposit) and to take rouble-denominated

household deposits, was issued a licence to take
household funds in roubles and foreign currency on
deposit;

—eight banks were licensed to take household depos-
its, including seven banks which were licensed to take
deposits denominated in roubles and foreign currency
(as against five banks in 2011), and one bank which
was licensed to take rouble-denominated deposits;

—two banks were licensed to conduct banking opera-
tions in roubles and foreign currency, albeit without
the right to take household deposits (as against one
such bank in 2011), including one bank that was re-
organised through a merger;

—two non-bank credit institutions were licensed to per-
form a broader range of banking transactions in rou-
bles and foreign currency than their previous licences
provided for (as against one non-banking credit insti-
tution in 2011);

—five banks were licensed to conduct banking opera-
tions in roubles and foreign currency (without the
right to take household deposits) due to the elimi-
nation of prior restrictions on correspondent banking
with non-residents.

In 2012, 496 credit institutions had their banking li-
cences replaced in connection with the change of the
names of certain banking operations, pursuant to Federal
Law No. 162-FZ.

Federal Law No. 391-FZ, dated December 3, 2011,
“On Amending the Federal Law on Banks and Banking
Activities” requires operating banks to increase their
capital to 300 million roubles by January 1, 2015.

As of January 1, 2013, 246 banks had capital lev-
els of less than 300 million roubles, with approximately
17 billion roubles required to recapitalise them, which
represented 29.9% of their current capital (as against
304 banks, 25 billion roubles, and 38% respectively as
of January 1, 2012).

The aggregate registered authorised capital of op-
erating credit institutions increased from 1,214.3 billion
roubles to 1,341.4 billion roubles, or by 10.5% in 2012.

Non-resident total investments in the aggregate au-
thorised capital of operating credit institutions rose from
336.4 billion roubles to 362.7 billion roubles in 2012, or
by 7.8% (as against the year-on-year growth of 3.1 bil-
lion roubles, or 0.9% in 2011). Non-resident sharehold-
ing in the Russian banking system dropped from 27.7%
to 27.0% (it decreased from 28.1% to 27.7% in 2011).
The number of credit institutions with foreign sharehold-
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ing grew from 230 to 244 (from 220 to 230 in 2011). The
number of credit institutions with non-resident stakes of
more than 50% increased from 113 to 117 (from 111 to
118 in 2011), while foreign investments in the author-
ised capital of these credit institutions rose by 23.1 bil-
lion roubles (as against a decrease of 6.4 billion roubles
in 2011).

Credit institutions with foreign investments are lo-
cated in 37 Russian regions. These include 159 credit
institutions (65.2% of the total number) in Moscow and
the Moscow Region, and 13 credit institutions (5.3% of
the total number) in St Petersburg.

The number of branches of operating credit institu-
tions continued to decrease in the reporting year (from
2,807 to 2,349, or by 16.3%). This trend can be ex-
plained by the transformation of separate divisions into
internal structural units that are characterised by stream-
lined opening/closing procedures, minimal staffing, and,
accordingly, by lower administrative costs.

In 2012, the total number of internal structural units
of credit institutions and their branches grew by 2,148 to
42,758 as of January 1, 2013 (40,610 year on year). The
number of additional offices increased from 22,565 to
23,347, the number of operations offices rose from 5,360
to 7,447, the number of credit and cash offices expanded
from 1,725 to 2,161, the number of mobile banking ve-
hicles went up from 100 to 118, and the total number of
external cash desks decreased from 10,860 to 9,685.

As a result, the number of internal structural units
per 100,000 residents increased from 28.4 at the end
of 2011 to 29.9 at the end of 2012.

The Bank of Russia registered 224 issues of securi-
ties by credit institutions in 2012. This decrease in com-
parison with 2011 (301 issues) was due to a reduction in
the number of share issues in the reporting period (from
250 to 170 respectively).

The par value of shares issued for bank authorised
capital increases amounted to 113.2 billion roubles in
2012 (as against 125.8 billion roubles in 2011). Issues
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registered for authorised capital increases included: 136
issues with a par value of 95.7 billion roubles, raised by
subscription to ordinary and preferred shares; 16 issues
worth 13.5 billion roubles paid up with bank own funds,
as well as five issues worth 4.0 billion roubles where the
sums were obtained via the conversion of previously is-
sued shares (due to the bank reorganisation through a
merger).

Two issues of shares worth 0.4 billion roubles were
registered in 2012 in connection with newly created
credit institutions (two issues worth 0.3 billion roubles
in 2011).

In the reporting period, the value of shares issued
in connection with credit institutions changing their form
of incorporation from that of limited liability companies
to joint-stock companies amounted to 2.6 billion rou-
bles (as against 4.6 billion roubles in 2011). The value of
shares issued due to the conversion of preferred shares
into shares with different rights or due to a decreased par
value amounted to 0.5 billion roubles (1.3 billion roubles
in 2011).

In 2012, share issue reports were registered for a
total of 118.1 billion roubles (as against 112.3 billion
roubles in 2011).

The number and value of the 2012 registered bond is-
sues did not change much: 54 issues worth 200.0 billion
roubles as against 51 issues worth 203.7 billion roubles
in 2011. Registered reports on bond issues and received
placement notices of bond issues amounted to a total
of 158.4 billion roubles, which is 1.8 times higher than
in 2011, when the value of bond issues totalled 87.8 bil-
lion roubles.

In the reporting period, 16 share issues worth 4.1 bil-
lion roubles and 16 bond issues worth 55.6 billion roubles
were cancelled as a result of the issuer failure to sell a
single security per issue or due to non-compliance with
Russian securities laws (24 share issues worth 5.8 billion
roubles and nine bond issues worth 40.0 billion roubles
in 2011).
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I11.3. Off-site Supervision and Supervisory Response

Increasing the transparency of bank activities was
one of the most important goals of off-site banking su-
pervision in 2012. These efforts were focused primarily
on determining the real quality of bank assets, the level
and composition of bank capital, and the accuracy of
bank reporting.

During the course of this work, the Bank of Russia
studied the risks associated with fiduciary transactions,
as well as bank operations with non-resident counter-
parties, including those that were registered in offshore
zones. It scrutinised: the extension of loans to private
non-resident companies, the placement of bank funds
with non-resident banks, the registration and custody of
securities (including those placed by Russian issuers)
in non-resident depositories, and requirements for non-
residents concerning asset trust management. Checking
the accuracy of bank assessment of risks associated with
non-transparent transactions' and providing an appropri-
ate supervisory response represented important efforts
aimed at preventing these operations. To broaden the
disclosure of information about those that actually par-
ticipated in bank transactions with non-residents, de-
termine the sources of money flows, and establish the
beneficiaries of funds, the Bank of Russia (when neces-
sary) requested the appropriate information from foreign
banking and financial supervisors. Supervisory response
measures were applied to credit institutions that were
camouflaging their risks.

The Bank of Russia continued to pay close attention
to evaluating loan portfolios that constituted the bulk
of bank assets and worked with credit institutions on
increasing the transparency of extended loans and as-
sociated risks. The Bank of Russia monitored the real
concentration levels of bank owner-related risks, and en-
gaged in the identification of cases where banks would
assume excessive owner-related risks. It guided banks to
take action aimed at reducing their assumed exposure,
and prescribed measures including dispersing owner-
related risks using measures developed in consultation
with credit institutions.

The reporting year was characterised by an increased
exposure of credit institutions to risks related to consum-
er loans, especially unsecured ones. Within the frame-

work of off-site supervision, the Bank of Russia examined
bank methodologies for assessing the creditworthiness
of counterparties and risks of consumer lending, as well
as the adequacy of respective homogenous loan portfo-
lios and their related provisions.

A separate area of supervisory analysis is cash man-
agement and accounting at credit institutions. Bank of
Russia regional branches paid special attention to ana-
lysing cash transactions conducted by credit institutions
and to establishing an economic justification for till cash.
Adhering to a substantive approach, the Bank of Rus-
sia took into account the overall structure of the balance
sheet of a bank, its development strategy, types of cus-
tomer activities, the existence and scope of its branch
network and internal structural units, and other aspects
of its operation. When the Bank of Russia identified in-
stances where cash amounts were less than the amounts
in the accounting records or those where supporting
documentation for cash or cheques received (credited)
was absent, the Bank of Russia immediately required
such credit institutions to form 100% provisions, in line
with Bank of Russia Regulation No. 283-P, dated March
20, 2006, “On the Procedure for Making Loan Loss Provi-
sions by Credit Institutions”.

Off-site supervision included capital quality assess-
ments when stocks or shares of credit institutions were
acquired by the parties with non-transparent nature and/
or scale of business.

A comprehensive analysis of banks took into account
their policies for attracting household deposits. The Bank
of Russia monitored the level of interest rates on house-
hold deposits against the average market interest rates
on rouble-denominated deposits?. Starting in Septem-
ber 2012, the monitoring of maximum market average
interest rates on deposits was performed net of the im-
pact of synthetic deposit products®. To ensure depositor
trust in the Russian banking sector, the Bank of Russia
undertook supervisory efforts aimed at enhancing the
transparency of terms and conditions for taking house-
hold deposits, including synthetic banking products, by
banks, as follows:

—if unfair competitive practices were employed and/
or deceptive advertising was used to sell complex

' For the purpose of calculating the bank capital adequacy ratio, higher-risk transactions include claims on offshore resident
companies, investments in mutual funds, assets in trust management, investments in certain debt securities and claims on the

purchase/sale of those securities.

2 Maximum market average interest rates on rouble-denominated deposits are calculated every ten days based on a sample of ten
credit institutions that take in the largest amounts of household deposits; the findings are posted on the Bank of Russia website.
3 Synthetic deposit products for the purposes of this Report are deposits that, besides terms and conditions related to the deposit
per se, are subject to additional terms and conditions (for example, purchasing investment units worth a specified sum or taking

out insurance with a particular insurer).
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banking products or other services in order to attract
household deposits, the regional offices of the Fed-
eral Anti-monopoly Service were notified;

—measures stipulated by Russian legislation were tak-
en to ensure that potential customers were complete-
ly and fairly informed about existing risks, including
possible losses due to the risky nature of complex
banking products and their exemption from the scope
of Federal Law No. 177-FZ, dated December 23,
2003, “On the Insurance of Household Deposits with
Russian Banks”;

—when bank deposit rates exceeded the estimated
maximum market average interest rate by more than
two percentage points, recommendations and sug-
gestions for their reduction were sent to banks, and
restrictions and/or bans on certain banking opera-
tions were imposed, if necessary.
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To ensure transparency and determine an appropriate
mode of supervising credit institutions, which are mem-
bers of banking groups (including international ones),
supervisory colleges were arranged in 2012 for banking
groups of major Russian banks. Bank of Russia repre-
sentatives took part in international supervisory colleges
which were governed by the supervisors of Hungary, Italy,
the Netherlands, and India.

In 2012, the off-site banking supervisory units of
Bank of Russia regional branches participated in a num-
ber of specialised regional meetings. Issues discussed at
these meetings included such pressing supervisory mat-
ters as improving the quality of supervision in the Bank
of Russia regional branches, assessing risks related
to consumer loans, organising the supervision of bank
structural divisions, and enhancing interaction between
regional branches.
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I11.4. Bank On-site Inspections

In 2012, the Bank of Russia continued its policy of
improving the quality of on-site inspections, including the
setting up of the necessary institutional and legal condi-
tions. As a result of the third phase of the inspection cen-
tralisation programme?, inspection units within the single
centralised inspection entity have been operating in all of
the federal districts (except for Moscow and the Moscow
Region) since January 1, 2013. Preparations were also
made to centralise the inspection activities of the Bank
of Russia Moscow Regional Branch.

In 2012, Bank of Russia authorised representatives
conducted 1,118 inspections of 692 credit institutions?
(see Chart 3.1).

Most inspections (757, or 67.7%) were carried out
under the Summary Plan. There were 361 unscheduled
inspections (32.3%), including 168 inspections of indi-
vidual issues® (see Charts 3.2 and 3.3).

Unscheduled inspections included the following:
103 inspections were conducted within the framework
of examining the applications of credit institutions that
decided to increase their authorised capital by more
than 20%; 12 inspections were carried out due to bank
applications for licences required to expand their busi-
ness; four inspections were conducted due to credit

institutions having qualified for insolvency (bankruptcy)
remedies and two inspections were made due to the
elimination of reasons for such remedies; four inspec-
tions were carried out due to the reported non-compli-
ance of credit institutions with Bank of Russia regulations
on cash circulation; one inspection was conducted due
to the reorganisation of the credit institution through a
merger; and 67 inspections were made as a result of
Bank of Russia management decisions — these were due
to the changed financial standing of credit institutions
(36 inspections) and at the request of federal authorities,
including law enforcement authorities (31 inspections)
(see Chart 3.4).

Working groups focused on the examination of the
most material aspects of bank activities, and for that rea-
son the majority of inspections were of a thematic type
(899, or 80% of total inspections).

In compliance with Article 32 of Federal Law
No. 177-FZ, dated December 23, 2003, 82 inspections
were conducted with participation of the Agency that
focused on value and structure of bank exposure to de-
positors, the payment of insurance premiums, and the
performance of other duties imposed on banks by the
federal law.

Inspections of credit institutions CHART 3.1
and their branches
290
(25.9%)
828
(74.1%)

Credit institutions
Il Branches of credit institutions

Scheduled inspections by type CHART 3.2
15 33
(2.0%) (4.4%)
709
(93.7%)

Scheduled comprehensive
[l Scheduled thematic
Of individual issues

' The third phase of centralisation included the establishment of interregional inspectorates in the Volga, Southern and North-

Caucasian Federal Districts.
2 Of which:

— 828 inspections (74%) - in unit banks and in the head offices of multi-branch credit institutions;
— 290 inspections (26%) — in bank branches. Some credit institutions were inspected several times, including their head offices

and/or branches or internal structural units.

3 These inspections are conducted as a result of Bank of Russia regional management decisions. The inspections were focused
on compliance with required ratios and on operations with foreign exchange and cheques by authorised banks (their branches).
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Scheduled and unscheduled
inspections

CHART 3.3

N

Grounds for unscheduled inspections ~ CHART 3.4

361
(32.3%)

757
(67.7%)

Scheduled
[l Unscheduled

1 67

168

44 12

Bank of Russia management decision (18.6%)
Elimination of reasons for insolvency remedies (0.6%)

0 Increase of authorised capital (28.5%)

[l Application for expanding business (3.3%)
Non-compliance of a credit institution with cash regulations,
reported to a Bank of Russia regional branch (1.1%)
Credit institution qualifying for insolvency remedies (1.1%)

W Individual issues (46.5%)

M Reorganisation of a credit institution through a merger with another
credit institution (0.3%)

N )

Compliance with AML/CFT laws was the focus of 446
inspections. As a result, separate inspection reports were
filed regarding individual issues and instances where
bank actions (inaction) failed to comply with AML/CFT
laws. Additionally, signs of falsified transactions aimed
at siphoning money abroad were identified among a
number of banks and their customers who participated
in international trade.

The inspections that were undertaken reported inci-
dences where banks underestimated their credit risks,
which were due, among other things, to the acceptance
of substandard collateral; of extending loans to shell
companies not engaged in real business and having no
legal or economic ties with the end objects of their in-
vestments; and the emergence of contingent credit liabil-
ities on reassigned retail loan portfolios. The inspections
also identified cases of capital acquisition when investors
used improper assets and of transactions designated to
bypass the Bank of Russia restrictions on certain opera-
tions. In some cases, results were achieved due to new
approaches, including IT-based approaches, when veri-
fying the accuracy of reporting submitted by borrowers
to credit institutions.

To understand the nature and level of risks of multi-
branch credit institutions, 141 interregional inspections
were conducted to study the operations of both head of-
fices and branches with high concentrations of business.
For consolidated risk assessment, nine credit institutions
(the members of two bank groups') were inspected. The
findings of one such consolidated inspection were dis-
cussed at a supervisory college meeting that was attend-
ed by Bank of Russia representatives, as well as bank
executives and owners.

This approach helped to identify signs of banking op-
erations that were aimed at artificially overstating asset
quality, including by means of transferring troubled as-
sets from the balance sheet of one credit institution (or
structural unit thereof) to another credit institution/unit;

reassigning loan portfolios to third parties at the expense
of funds provided by banks themselves or on non-market
terms (for a token payment). In individual cases, such
arrangements involved groups of shell companies not
engaging in real business, whose debt, repeatedly rolled
over, was “serviced” at the expense of the credit institu-
tions themselves, which were providing funds through a
chain of payments organised between these companies.

The Bank of Russia head office continued its prac-
tice of engaging in inspection quality control by means
of monitoring the inspections of banks falling within the
“second line” of supervision and on the coordination of
interregional inspections of multi-branch banks. At the
level of the interregional inspectorates, which partici-
pated in centralised inspection activities, monitoring was
focused on inspections of all credit institutions located in
the respective regions?.

Within the framework of interaction among Bank of
Russia structural units, including interaction stipulated
by Bank of Russia Ordinance No. 2791-U of March 13,
2012, “On Procedures of Interaction among Bank of Rus-
sia Structural Units in Preparing Proposals and Making
Decisions on the Application of Enforcement Measures”,
the management of the Bank of Russia, its supervisory
units and regional branches were informed about cur-
rent inspection results to facilitate timely supervisory
decision-making, including immediate decisions. Moni-
toring identified threats in the activity of 55 “second-line”
banks®. Off-site supervisory units initiated appropriate
discussions regarding these threats with the executives
and/or owners of such banks in order to develop the
necessary remedies.

Inspection results were duly communicated to su-
pervisory, controlling and law-enforcement authorities.
Pursuant to Presidential Decree No. 224, dated March
3, 1998, “On the Interaction of State Bodies Fighting
Economic Crimes”, 75 reports were sent to the Russian
Prosecutor General’s Office on trades and transactions

' Including one informal bank group (credit institutions belonging to the same owners, which have not officially announced the

establishment of a bank group).

2 Excluding inspections of credit institutions related to individual issues.
3 Reasons to qualify for bankruptcy interventions or to have their banking licences revoked.



BANKING REGULATION AND SUPERVISION IN RUSSIA

by credit institutions and their customers that showed
signs of infractions of financial and economic legislation.
The Bank of Russia received 49 requests for informa-
tion concerning inspection results and provided seven
consultations. In the course of 15 inspections of credit
institutions, the Bank of Russia requested information
from law enforcement authorities concerning bank cus-
tomers and their possible involvement in illegal activities.
Information provided by the law enforcement bodies was
promptly passed to the working groups in charge of the
inspections.

To ensure the internal control of inspection quality,
the Bank of Russia conducted post-inspection reviews,
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such as the rapid analyses of inspection results and
opinions of inspectors-general on the inspection find-
ings. The quality of inspection reports was investigated,
when necessary, as well as the process of preparing
Bank of Russia regional branch reports for review. Con-
trol measures implemented by the Main Inspectorate of
Credit Institutions also involved the development of rec-
ommendations for improving the efficiency of inspection
monitoring. Avideo-conferencing sub-system is deployed
and used for the on-line management of the centralised
inspection service at the head office and all interre-
gional inspectorates of the Main Inspectorate of Credit
Institutions.
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II1.5. Bank Financial Rehabilitation and Liquidation

As part of the efforts to implement Federal Law No.
175-FZ, dated October 27, 2008, “On Additional Meas-
ures to Strengthen the Stability of the Banking System
until December 31, 2014” (hereinafter referred to as Fed-
eral Law No. 175-FZ), the Bank of Russia, jointly with
the Agency, took measures in 2012 to prevent the bank-
ruptcy of seven banks.

In 2012, measures to prevent the bankruptcy of two
banks were completed; one of the banks was reorgan-
ised through a merger with another bank; another bank
is now operating in a regular way (the Agency sold its
stake via a public sale of shares).

As of January 1, 2013, five banks continued to take
scheduled actions as part of the Agency’s intervention
plans to prevent them from going bankrupt.

Financial recovery programmes were funded under
Federal Law No. 175-FZ with assets contributed to the
Agency by the Russian Federation or with Bank of Russia
loans that have been extended to the Agency.

As of January 1, 2013, the Agency owed 335.4 billion
roubles to the Bank of Russia for loans it granted under
Federal Law No. 175-FZ. Funds repaid by the Agency
to the Bank of Russia in 2012 amounted to 11.0 billion
roubles.

All the key aspects of the Agency’s intervention
plans to prevent bank failures, which are approved by
the Bank of Russia, are made disclosed by the Bank of
Russia and the Agency through the publishing of relevant
information.

The Agency regularly reports on its progress to the
Bank of Russia from the date of approval of an Agency
intervention plan to the date of its fulfilment (the comple-
tion of action to prevent bank failure).

Furthermore, a bankruptcy-prevention programme
involving other investors was completed at one bank,
where the rehabilitation decision had been made before
the entry into force of Federal Law No. 175-FZ.

In 2012, 49 credit institutions’ qualified for insolvency
(bankruptcy) interventions under Article 4 of Federal Law
No. 40-FZ, dated February 1999, “On the Bankruptcy
(Insolvency) of Credit Institutions” (hereinafter referred
to as Federal Law No. 40-FZ); 23 of these credit institu-
tions eliminated the reasons for insolvency (bankruptcy)
interventions. Three credit institutions qualified for insol-
vency (bankruptcy) interventions pursuant to Paragraph
7 of Article 4 of Federal Law No. 40-FZ. Two of these

credit institutions were requested to raise their author-
ised capital and own funds to the required levels by a
deadline which is after the end of the reporting year; the
other credit institution had been in business for less than
two years after having been issued its licence, and the
federal law did not apply bankruptcy remedies to it. Two
credit institutions were requested to initiate financial re-
covery procedures; two credit institutions were operating
under their financial recovery plans; 17 credit institutions
had their banking licences revoked.

As of January 1, 2013, ten credit institutions? qualified
for insolvency (bankruptcy) interventions under Article 4
of Federal Law No. 40-FZ.

Pursuant to Federal Law No. 177-FZ, in 2012,
the Bank of Russia supervised banks to make sure
that they comply with the deposit insurance system’s
requirements.

As of January 1, 2013, there were 891 banks par-
ticipating in the deposit insurance system (896 banks
as of January 1, 2012), including 98 banks which had
their licences previously revoked (voided) and 10 oper-
ating credit institutions which formally remained in the
deposit insurance system but had lost their right to take
individual deposits or open new personal accounts after
the Bank of Russia banned them from being able to raise
funds from households and from opening bank accounts
for households, in accordance with Article 48 of Federal
Law No. 177-FZ (seven banks), on account of a voluntary
refusal to service individuals (one bank), or on account of
a change in status from that of a bank to that of a non-
bank credit institution (two non-bank credit institutions).

In 2012, seven banks joined the deposit insurance
system and twelve banks dropped out (of which, six
banks because of their reorganisation and six as a result
of their liquidation).

In the reporting period, two banks participating in
the deposit insurance system were prohibited from tak-
ing funds from households and opening personal bank
accounts, pursuant to Article 48 of Federal Law No.
177-FZ, for the reason of their subjection to interven-
tions stipulated by Point 4 of Part 2 of Article 74 of
Federal Law No. 86-FZ, dated July 10, 2002, “On the
Central Bank of the Russian Federation (Bank of Rus-
sia)” (hereinafter referred to as Federal Law No. 86-FZ).
Two of the aforementioned banks later had their licences
revoked.

" Including two banks where recovery measures were applied pursuant to Federal Law No. 175-FZ, dated October 27, 2008, “On
Additional Measures to Strengthen the Stability of the Banking System until December 31, 2014”.
2 Including one bank where recovery measures were applied pursuant to Federal Law No. 175-FZ, dated October 27, 2008, “On
Additional Measures to Strengthen the Stability of the Banking System until December 31, 2014”.
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Fourteen banks participating in the deposit insur-
ance system experienced insured events in 2012 (their
banking licences were revoked). The provisional admin-
istrations appointed by the Bank of Russia provided the
Agency with lists of obligations to depositors arising from
all insured events within seven days, as envisaged in
Federal Law No. 177-FZ. That allowed the Agency to initi-
ate insurance payments to depositors in a timely manner
(within three business days from the date of the submis-
sion of the required documents to the Agency, but not
earlier than 14 days from the date of the insured event).

The Bank of Russia and the Agency cooperated, co-
ordinated their activities and exchanged information on
functioning the deposit insurance system, bank partici-
pation and premiums, the payment of deposit compen-
sation, Bank of Russia inspections of banks participating
in the deposit insurance system, penalising banks, and
other issues related to the operation of the deposit insur-
ance system, in accordance with Federal Law No. 177-FZ
and agreements signed in 2012.

In the year under review, the Bank of Russia revoked
the banking licences of 22 credit institutions (18 in 2011)
in accordance with Article 74 of Federal Law No. 86-FZ
and Article 20 of Federal Law No. 395-1, dated Decem-
ber 2, 1990, “On Banks and Banking Activities” (herein-
after referred to as Federal Law No. 395-1).

Banking licences were revoked on the following
grounds:

—non-compliance with federal banking laws and Bank
of Russia regulations in case measures stipulated by
Federal Law No. 86-FZ were applied to non-compliant
banks repeatedly within the period of one year — in
21 cases (18 in 2011);

—the inability to satisfy creditor monetary claims and/or
failure to make mandatory payments within 14 days
of their due date — in 10 cases (8 in 2011);

— established facts of to patently inaccurate reports -7
cases (6 in 2011);

— capital adequacy ratio falling below 2% - 7 cases (5
in 2011);

—bank capital falling below the minimal required level
established by the Bank of Russia on the date of its
state registration — 6 cases (6 in 2011);

—repeated violation within one year of requirements
stipulated in Articles 6 and 7 (excluding Point 3 of
Article 7) of Federal Law No. 115-FZ, dated August 7,
2001, “On Countering the Legalisation (Laundering)
of Criminally Obtained Incomes and the Financing of
Terrorism” —1 case (3 in 2011).

Half of all credit institutions that lost their licences in
2012 were registered in Moscow and the Moscow Region
(10 banks and one non-bank credit institution).

Additionally, one bank licence was voided due to its
shareholders deciding to liquidate it voluntarily (four in
2011).

In 2012, 22 provisional administrations were appoint-
ed to manage credit institutions (hereinafter referred to

as provisional administration) due to the revocation of
their licences. Overall, 27 provisional administrations op-
erating in 2012 were appointed for that reason; 20 of
them included Agency staff members, pursuant to Point
2 of Article 19 of Federal Law No. 40-FZ.

As of January 1, 2013, there were six provisional ad-
ministrations in place which had been appointed after
the credit institutions had been stripped of their licences.

As of January 1, 2013, liquidation was pending at
137 credit institutions; their licences had been revoked
(voided) and the Bank of Russia had not yet received
certificates of their removal from the state register. These
included 131 credit institutions in ongoing liquidation (as
of the reporting date, the relevant court rulings were not
made with respect to the remaining six credit institutions
following the revocation of their banking licences).

Most of the liquidated credit institutions (123) had
been recognised as insolvent (bankrupt) and subjected
to receivership (in 2012, 20 credit institutions were de-
clared bankrupt; an arbitration court had ruled in favour
of the compulsory liquidation of one of them). Arbitration
courts mandated compulsory liquidation with respect to
three credit institutions (including one credit institution
in 2012). In addition, five credit institutions had filed for
voluntary liquidation, based on decisions taken by their
founders (members) (in 2012, the founders of one credit
institution decided to file for voluntary liquidation).

Liquidation procedures were implemented in most of
the liquidated credit institutions (119) as of January 1,
2013 by a corporate liquidator, the Agency, which was
appointed under Point 2 of Article 50.11 of Federal Law
No. 40-FZ and Article 23.2 of Federal Law No. 395-1.
The Agency acted as a receiver at 117 credit institutions
and as liquidator at the remaining two credit institutions.

As of January 1, 2013, the Agency had been appoint-
ed as receiver (liquidator) in 291 credit institutions. Of
these, 172 credit institutions that were liquidated by the
Agency were taken off the state register of legal entities'.

In the entire period of operation of the Russian bank-
ing system, as of January 1, 2013, 1,594 credit institu-
tions had been taken off the state register of legal entities
due to their liquidation. According to the reports filed with
the Bank of Russia, the average percentage of satisfied
creditor claims on these credit institutions amounted to
10.6%, including 73.5% of the claims of first-ranking
creditors.

Since 2004, when the Agency assumed the functions
of a receiver (liquidator), receivership (liquidation) pro-
cedures have been completed by the Agency with re-
spect to 174 credit institutions. The average percentage
of satisfied creditor claims on these credit institutions
amounted to 24.9%, including 55.3% of the claims of
first-ranking creditors, 68.9% of the claims of second-
ranking creditors, and 18.8% of the claims of third-rank-
ing creditors and other creditors whose claims were to
be satisfied after those listed in the register of creditor
claims.

' This information was prepared based on the information reported by the registrar to the Bank of Russia as of January 1, 2013.
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In 2012, the Bank of Russia conducted 16 inspections
to check on the performance of the receivers (liquidators)
of credit institutions. Fourteen inspections dealt with the
activities of the Agency after it had been appointed as a
receiver by the court of arbitration due to a bank bank-
ruptcy; two inspections were focused on the operations
of individual receivers (liquidators) of credit institutions.

In 2012, the Bank of Russia accredited twenty pro-
visional administrators as the receivers of credit in-
stitutions, and extended the accreditations of twenty
provisional administrators. Additionally, one provisional
administrator was denied accreditation due to ineligibility.

As of January 1, 2013, 40 provisional administrators
were accredited with the Bank of Russia.

In 2012, the Bank of Russia Board of Directors did
not pass resolutions to make Bank of Russia payments,
pursuant to Federal Law No. 96-FZ, dated July 29, 2004,
“On Bank of Russia Compensation Payments for House-
hold Deposits with Russian Bankrupt Banks Uncovered
by the Deposit Insurance System”.

As of January 1, 2013, the Bank of Russia had
passed resolutions to pay 40,308 depositors a total of
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1,264,696,400 roubles; the Bank of Russia payments
were received by 36,173 depositors (89.7% of those eli-
gible) and totalled 1,231,258,700 roubles (97.4% of the
total funds allocated for the Bank of Russia payments).

As of January 1, 2013, receivers had satisfied Bank
of Russia claims on credit institutions whose depositors
had received payments from the Bank of Russia totalling
430,814,100 roubles, or 35.0% of the total claims it had
gained as a result of its payments (in 2012, the Bank of
Russia received 1,158,600 roubles in claims payable to
the Bank Russia that resulted from the payments it had
made).

The authorised registrar made entries registering lig-
uidation in the single state register of legal entities with
respect to 29 credit institutions where depositors had
received Bank of Russia payments. The Bank of Russia
claims on such credit institutions that remained unsatis-
fied during receivership due to the insufficient funds of
debtors, totalling 722,107,200 roubles, were written off
the Bank of Russia balance sheet (including funds to-
talling 199,276,400 roubles, which were written off the
Bank of Russia balance sheet in 2012).
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II1.6. Countering the Legalisation (Laundering)
of Criminally Obtained Incomes and the Financing of Terrorism

In 2012, the Bank of Russia continued to exercise
the powers granted by Federal Law No. 115-FZ, dat-
ed August 7, 2001, “On Countering the Legalisation
(Laundering) of Criminally Obtained Incomes and the
Financing of Terrorism” (hereinafter referred to as Fed-
eral Law No. 115-FZ). Particular attention was paid to
maintaining conditions that ensure the efficient com-
pliance of credit institutions with anti-money launder-
ing/countering the financing of terrorism (AML/CFT)
legislation.

Pursuant to one of the provisions of Federal Law No.
115-FZ', the Bank of Russia jointly with Rosfinmonitor-
ing, established requirements with respect to internal
AML/CFT controls in credit institutions?.

Bank of Russia requirements (which take revised in-
ternational AML/CFT standards into consideration®) de-
fine the organisation of anti-money laundering risk man-
agement. It is designed to minimise its occurrence and
to protect credit institutions from dealing with criminally
obtained funds; these constitute the key principles and
objectives of AML/CFT control.

As a result of the supervisory efforts of the Bank of
Russia and its regional branches, 1,116 inspections of
credit institutions were completed in 2012. Compliance
with AML/CFT legislation was the subject of examination
in 40% of all completed scheduled and unscheduled in-
spections of credit institutions.

In 2012, the Bank of Russia continued to implement
its mandate* with respect to initiating and examining
cases that involved administrative offences related to
banks and their officers’ failure to comply with AML/CFT
legislation®.

During the reporting year®, the Bank of Russia re-
gional branches initiated almost 1,500 administrative
cases with respect to 405 credit institutions and their
officers, including 534 cases with respect to officers.

' Point 2 of Article 7 of the Federal Law No. 115-FZ.

Of these, 110 administrative cases were dropped dur-
ing the investigation. As a result, 1,322 administrative
cases were examined in 2012; 307 resulted in rulings
which imposing fines, 490 ending in warnings, and
there were 525 where the administration’s charges were
dropped.

An important event in 2012 was a successful review
at the FATF” plenary session (June 2012) of the Third
Progress Report on Russia, which addressed the defi-
ciencies in its AML/CFT system that had been identified
by international experts during the third round of mutual
assessments®. The Bank of Russia was included in the
inter-agency Russian delegation that defended the Re-
port. During the defence of the Third Progress Report,
experts made no criticisms on the activities of credit in-
stitutions or the Bank of Russia.

Additionally, in 2012, Bank of Russia experts jointly
with other involved governmental agencies participated
in the activities of international organisations working
in the AML/CFT area, such as FATF, MONEYVAL®, and
EAG'. They advocated the interests of the Russian bank-
ing community.

In implementing the principle of uniform enforcement,
the Bank of Russia continued in 2012 to generalise and
systematise issues related to compliance with AML/CFT
laws and publish explanatory letters clarifying the most
pressing questions concerning the application of Bank of
Russia AML/CFT regulations.

In addition to its enforcement activity, the Bank of
Russia actively continued to provide credit institutions
with methodological recommendations concerning their
compliance with AML/CFT rules in the reporting year.

Based on the analysis of data collected during the
course of its supervisory activities, the Bank of Russia
prepared recommendations for credit institutions that
describe the typical features of transactions requiring

2 Bank of Russia Regulation No. 375-P, dated March 2, 2012, “On Requirements Regarding Bank Internal Control Rules to Pre-
vent Money Laundering and the Financing of Terrorism” (registered by the Ministry of Justice on April 6, 2012, under No. 23744;

published in Bank of Russia Bulletin No. 20 of April 18, 2012).

3 New version of “International Standards on Combating Money Laundering and the Financing of Terrorism & Proliferation — the

FATF Recommendations” adopted in February 2012.

4 The Bank of Russia is authorised to initiate and examine cases of administrative offences involving the failure of credit institutions
(branches) and their officers to comply with AML/CFT legislation by Federal Law No. 176-FZ, dated July 23, 2010, “On Amending
the Federal Law on Countering the Legalisation (Laundering) of Criminally Obtained Incomes and the Financing of Terrorism and
the Russian Code of Administrative Offences” (effective since January 24, 2011).

5 Stipulated by Article 15.27 of the Russian Code of Administrative Offences.

8 As of January 1, 2013.

7 Financial Action Task Force.
8

9

The Mutual Assessment Report on Russia was approved at the FATF plenary meeting in June 2008.
The Council of Europe Committee of Experts on the Evaluation of Anti-Money Laundering Measures.
' The Eurasian Group on Countering Money Laundering and Terrorism Financing.
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increased attention. Such transactions required scrutiny
because their economic sense or lawful purpose was not
evident (Bank of Russia Letter No. 167-T of December
7, 2012, “On Increased Bank Attention to Certain Opera-
tions by Their Customers”). The recommendations are
intended to help identify such transactions and mitigate
the associated risks.
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In 2012, the Bank of Russia continued to train and re-
train the executives and specialists of its regional branch-
es in AML/CFT issues, in accordance with its Catalogue
of Professional Training. Eight training sessions for 416
participants were organised by experts from the Bank of
Russia head office, the Ministry of Interior, Rosfinmoni-
toring and Rosfinnadzor.
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II1.7. The Central Catalogue of Credit Histories

For the system of credit histories launched in 2006,
the reporting year was characterised by increased growth
in the number of credit history titles accumulated at the
Central Catalogue of Credit Histories (CCCH) and by a
growing number of inquiries from credit history makers
and users.

During 2012, the number of credit history titles at the
CCCH' increased by 33 million (which is 11% more than
in the previous year) to 175 million at the end of the re-
porting year?.

At the beginning of 2013, there were 174.6 million
credit history titles of individual borrowers (a 23.2%
year-on-year increase) and 446,800 credit history ti-
tles of corporate borrowers (a 35.5% year-on-year
increase). The number of credit history titles of cor-
porate borrowers that were transferred to the CCCH
increased two-fold as compared with 2011, due, first
of all, to the adjusted approach to assessing borrower
risk® that stimulated the creation of corporate credit
histories.

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 3 mil-
lion in the reporting year and reached 12 million since
the launch of the CCCH. The majority of inquiries about
CHBs (61.4%, or 1.8 million) were filed in 2012 by credit
institutions that were credit history users.

In 2012, the CCCH was able to provide information on
72.3% of all inquiries from credit history makers and users
about CHBs in which their credit histories were filed (71.0%
in 2011, 60.7 in 2010). This confirms the fact that the ma-
jority of borrowers had had their credit histories put on file.

With respect to the service’s technical support, the
CCCH continued to improve the functionality of its au-
tomated “Central Catalogue of Credit Histories” system.

The number of CHBs in 2012 fell from 31 to 26, which
testifies to the further consolidation of the CHB services
market.

' The CCCH operation is governed by Federal Law No. 218-FZ, dated December 30, 2004, “On Credit Histories”.
2 The number of credit history titles is defined as a sum total of all credit history titles transferred to the CCCH by all credit history
bureaus (data about the same borrower can be kept in several credit history bureaus), including credit history titles filed only fol-

lowing a lender’s request.

3 Relevant requirements, established in Bank of Russia Ordinance No. 2613-U of April 20, 2012, “On Amending Bank of Russia
Instruction No. 110-1, Dated January 16, 2004, on Banks’ Required Ratios”, are included in Bank of Russia Instruction No. 139-I,

dated December 3, 2012, “On Banks’ Required Ratios”.
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IT1.8. Cooperation with Russia’s Banking Community

The Bank of Russia developed its banking regulations
while in active consultation with the Association of Rus-
sian Banks (ARB) and the Association of Regional Banks
of Russia (Russia Association), as well as with major
credit institutions. In December 2012, the Bank of Russia
launched a new FAQ section on its website, “Answers to
Frequently Asked Questions from Credit Institutions and
Bank of Russia Regional Branches Concerning Banking
Regulation and Supervision”, which is regularly updated
and contains materials from previous years’ correspond-
ence with credit institutions.

In 2012, the Bank of Russia and the Government of
St Petersburg, jointly with the St Petersburg Foundation
for the Support of International Banking Congresses,
organised the 21st International Banking Congress,
“Banks and Banking Regulation: Strategy, Results, and
Prospects”. The event was held in St Petersburg on June
5-8. During its plenary sessions and panels, the Con-
gress participants discussed the economic development
outlook on all levels — from national to global; additionally
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they discussed the impact of macroeconomic conditions
on banking systems; global trends in the development of
the banking industry; the relevant banking regulation is-
sues; systemic and individual risk management; informa-
tion security issues in banking; the development of pay-
ment systems and the banking business; the economic,
organisational, and structural factors affecting bank and
banking system soundness; ways to increase banking
efficiency; as well as the regulation and supervision of
systemically important financial institutions.

In the period under review, the Bank of Russia actively
interacted with credit institutions within the framework of
participating in traditional banking forums, conferences
and meetings, including those that were organised by
the ARB and the Russia Association. Thus, Bank of
Russia representatives participated in the 10" Interna-
tional Banking Forum, “Russian Banks: the 215t Century”
(Sochi, September 5-8, 2012), and in the traditional an-
nual meeting of credit institutions with Bank of Russia
executives (Moscow Region, February 2-3, 2012).
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I11.9. Cooperation with International Financial Organisations,
Foreign Central Banks and Supervisors

In 2012, the Bank of Russia continued to participate
in the Basel Committee on Banking Supervision (BCBS)
and in the activities of its working groups and sub-groups
on the issues of macro-prudential supervision and the
supervisory college activities.

During 2012, the Bank of Russia prepared informa-
tion and materials requested by the Secretariat of the
BCBS Group of Bank Supervisors from Central and
Eastern Europe (BSCEE), including amendments to the
BSCEE Agreement and the BSCEE Secretariat Opera-
tional Bylaw.

During the reporting year, the Bank of Russia also
participated in mutual assessment of BCBS member
countries’ compliance with “Principles for Sound Stress
Testing Practices and Supervision” (May 2009) and
“Good Practice Principles on Supervisory Colleges” (Oc-
tober 2010).

As part of its cooperation with the G20 and the Finan-
cial Stability Board (FSB), the Bank of Russia participat-
ed in the evaluation of Russian banks’ adherence to the
FSB’s Principles and Standards for Sound Compensation
Practices at financial institutions (Peer Review 2012). It
contributed to quarterly reports on the implementation of
Russia’s commitments under the Framework for Strong,
Sustainable and Balanced Growth and the Seoul Plan
of Action with respect to building additional capacity
and enhancing the transparency of the financial mar-
ket; improving legal regulation of the financial market;
and on the creation of an international financial centre
in Russia.

In the framework of its cooperation with the Interna-
tional Monetary Fund (IMF), the Bank of Russia met with
IMF experts for Article IV consultations (in May 2012).

Efforts were continued to update the information on
banking laws and regulations for the IMF electronic da-
tabase on a regular basis. This information is published
quarterly on the Bank of Russia website.

In June 2012, the Bank of Russia hosted a meeting
with World Bank representatives to evaluate the efficien-
cy of the World Bank’s programmes in Russia.

Within the framework of cooperation with the Or-
ganisation for Economic Cooperation and Development
(OECD), the Bank of Russia worked and consulted with
the OECD Investment Committee in the area of Russia’s
OECD accession commitments. The Bank of Russia
prepared comments on accession reviews of Russia’s
investment and financial systems made by the OECD
Committee on Financial Markets, and suggestions for a
draft legislative plan to bring Russian legislation in line
with its future obligations in the OECD.
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In preparing Russia’s AML/CFT progress report, the
Bank of Russia supplied information on its compliance
with the 23 Recommendation of the Financial Action
Task Force (FATF) (on preventing criminals from man-
aging or owning financial institutions).

Attaching great importance to cooperation and infor-
mation exchange with the banking supervisory authori-
ties of foreign countries, the Bank of Russia has signed
37 cooperation agreements (memoranda of understand-
ing) with foreign bank supervisors so far.

In the reporting year, to expand cooperation in the
area of banking supervision and exchange supervisory
information (including information related to the supervi-
sion of cross-border establishments of Russian and for-
eign banks with respect to the BCBS recommendations)
the Bank of Russia signed memoranda of understanding
with the Swedish Financial Supervisory Authority (Febru-
ary 2012) and the Reserve Bank of India (August 2012).
The Bank of Russia also worked on drafting memoranda
(agreements) with a number of supervisory authorities
from other countries.

In 2012, the Bank of Russia organised meetings to
discuss issues that were relevant to banking regulation
and supervision with the supervisors of Austria, Belarus,
Hungary, Germany, India, Kazakhstan, and Latvia; it also
held consultations with the Bank of Korea.

To coordinate the activities of authorities supervising
banking group cross-border establishments, the Bank of
Russia has been cooperating with foreign supervisors in
multilateral colleges.

The Banks/Financial Services Sub-group of the
Russian-German Inter-governmental Working Group on
Strategic Cooperation in Economics and Finance con-
tinued to operate in 2012. In June, it met to discuss the
operation of the derivatives market and the local bonds
market, the consequences of Russia’s accession to the
WTO, and the implementation of the FSB’s recommen-
dations.

In its cooperation with the Eurasian Economic Com-
munity (EurAsgC), the member states of the Common
Economic Space (CES) and the Commonwealth of In-
dependent States (CIS), the Bank of Russia participated
in preparing materials for meetings of the EurAskC inte-
gration bodies and the Council of Governors of EurAseC
Central (National) Banks. It drafted documents on the
issues of cooperation, banking sector and supervision
development within the EurAsEC member states, as
well as made suggestions for draft agreements on the
operational requirements of the financial market of the
CES member states and on the exchange of informa-
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tion (including confidential information) on banking, the
securities market and insurance.

In 2012, the Bank of Russia provided in-house train-
ing for the National Bank of the Kyrgyz Republic on
“Consolidated Supervision” (May 2012), in accordance
with the Professional Training Programme for EurAsEC
Central (National) Banks.

In July 2012, Bank of Russia representatives took part
in a meeting/training session, “The Protection of Finan-
cial Services Consumer Rights and Financial Education”,

80

which was organised by the Central Bank of the Repub-
lic of Armenia, to share its experiences in improving the
financial literacy of the general public and protecting
the rights of financial services consumers. In November
2012, the National Bank of the Republic of Belarus ar-
ranged a meeting/training session which was attended
by Bank of Russia specialists. There, they shared their
experiences in the area of banking regulation and su-
pervision and discussed the harmonisation of banking
regulatory and supervisory requirements within the CES.



BANKING REGULATION AND SUPERVISION IN RUSSIA

I11.10. Outlook for Banking Regulation and Supervision in Russia

111.10.1. The state registration
of credit institutions and the licensing
of banking operations

In 2013, the Bank of Russia will continue to work on
drafting federal laws to:

—improve Russian legislation with respect to specify-
ing eligibility requirements for executives and found-
ers (members) of credit institutions, empowering the
Bank of Russia to monitor these persons’ eligibility
according to the established requirements, to collect
information on their business reputation, to maintain
the appropriate databases, and to reduce the range
of bank branch executives who have to be approved
by the Bank of Russia;

—reduce from 20% to 10% the minimum percentage
of acquired shares (stakes) in credit institutions that
would require Bank of Russia approval;

—ensure control over large buyers of shares (stakes)
in credit institutions and specify requirements for the
executives and founders of credit institutions;

—establish by law a new type of a bank deposit that
cannot be prematurely withdrawn in full or in part or is
certified by a savings (deposit) certificate that cannot
be prematurely presented for payment;

— forbid foreign banks from opening branches;

—exclude of the “reciprocity principle”, in line with Rus-
sia’s commitments concerning its membership in in-
ternational organisations;

— cancel the prohibition preventing bank founders from
leaving the bank membership within the first three
years;

—oblige credit institutions to make the information on
the professional qualifications and expertise of their
executives publicly available.

In 2013, the Bank of Russia plans to complete the
drafting of its Ordinance “On Amending Bank of Russia
Instruction No. 135-I, Dated April 2, 2010, on the Bank
of Russia Decision-Making Procedure for the State Reg-
istration of Credit Institutions and the Licensing of Bank-
ing Operations”. The above draft includes amendments
related to the following:

—the verification of information regarding the availabil-
ity (absence) of a criminal record among candidates
for bank executive positions;

—the requirement that education certificates received
abroad by candidates for bank executive positions be
confirmed;

—the establishment of a provision that deems that the
verification of sources of funds paid for stock (shares)
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of a credit institution is unnecessary when its author-

ised capital is increased solely on the account of the

bank property;

—the procedure for filing bank charters (changes to the
charters) with the Federal Tax Service of the Russian
Federation (FTS) in the course of registering credit
institutions with the state (amending the charter) and
for the return by the FTS of said charters (changes to
the charters) with notes of registration to the credit
institutions that file them;

—reconciling the provisions of Bank of Russia Instruc-
tion No. 135-I, dated April 2, 2010, and Bank of Rus-
sia Regulation No. 337-P, dated June 19, 2009, “On
the Procedure and Criteria for Assessing the Financial
Situation of Legal Entities Which are Founders (Mem-
bers) of a Credit Institution”, concerning credit ratings
assigned by rating agencies;

— permitting credit institutions (branches) to house ad-
ditional offices in quickly-erected constructions, in-
cluding modular buildings, which do not qualify as
immovable property.

Additionally, this draft regulation includes changes re-
lated to the implementation of Federal Law No. 282-FZ,
dated December 29, 2012, “On Amending Some Rus-
sian Laws and Invalidating Certain Provisions in Rus-
sian Laws” (hereinafter referred to as Federal Law No.
282-FZ). In particular, Federal Law No. 282-FZ amends
the Federal Law “On Banks and Banking Activities” and
the Law “On the Central Bank of the Russian Federation
(Bank of Russia)”. It eliminates the requirement that a
notification be filed by a party that acquires more than
1% of stock (shares) of a credit institution when the lat-
ter is founded. It also mandates that the Bank of Rus-
sia must grant prior and subsequent approval (in cases
stipulated by the Federal Law “On Banks and Banking
Activities”) when more than 20% of a credit institution’s
stock (shares) is acquired, and/or when a company or an
individual (group) establishes direct or indirect (through
third parties) control over the shareholders (members) of
a credit institution who own more than 20% of the stock
(shares) in that credit institution.

In 2013, a new version of Bank of Russia Ordinance
No. 1548-U of February 7, 2005, “On the Procedure
for Opening (Closing) and Managing a Mobile Banking
(Branch) Vehicles” is expected to be published, which
will provide for:

—expanding customer service points where mobile
banking vehicles (MBV) can operate;

—adjusting a list of operations with foreign exchange
and cheques, in line with Bank of Russia Instruction
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No. 136-I, dated September 16, 2010, “On the Pro-
cedure for Authorised Banks (Branches) Conducting
Some Types of Banking Operations with Foreign Ex-
change and Cheques, Including Traveller’s Cheques,

Denominated in Foreign Currency, with the Participa-

tion of Individuals”;

— prohibiting MBVs from exclusively engaging in the
sale/purchase of foreign cash.

A number of amendments will be introduced to
Bank of Russia regulations due to the development and
launching of the “The Registration and Licensing of Bank
Activities” module in the “Digital Collection of Bank Legal
Files” system.

111.10.2. Banking regulation

In 2013, the Bank of Russia will continue to imple-
ment Basel IlI:

—following the assessment of the impact of new rules
for calculating the capital amount and capital ade-
quacy ratio of credit institutions which were estab-
lished by Bank of Russia Regulation No. 395-P, dated
December 28, 2012, “On the Methodology for Cal-
culating the Amount and Assessing the Adequacy of
Bank Capital (Basel Ill)”, the Bank of Russia will pub-
lish a regulation concerning the application of these
rules for prudential purposes. It is expected that the
regulatory act will come into effect starting with re-
porting as of October 1, 2013;

—the Bank of Russia will monitor the level and compo-
nents of the leverage indicator in correlation with ex-
isting regulatory requirements concerning the calcu-
lation of the bank capital adequacy ratio. Mandatory
public disclosure of the financial leverage indicator by
credit institutions is expected as of January 1, 2015.
For prudential purposes, the leverage indicator will be
used since January 1, 2018;

—within the framework of implementing new liquidity
standards according to Basel lll, the Bank of Rus-
sia will develop in 2013 a procedure for calculating
liquidity indicators, in line with revisions to the BCBS
document approved by central bank governors and
head supervisors in early 2013.

In 2013, the Bank of Russia will also continue its
efforts on:

1. Improving approaches to consolidated supervision,
for which the Bank of Russia plans to publish a regulation
that would establish procedures for calculating capital
and required ratios at the level of a (consolidated) group
of banks with an account of Basel Ill provisions.

2. Implementing the provisions of Basel Il Pillar 2
(Supervisory Review Process) and Pillar 3 (Market Dis-
cipline) in Russian banking.

With respect to Pillar 2 (Supervisory Review Process),
the Bank of Russia will start preparing a regulatory frame-
work providing a methodology for the supervision of bank
capital adequacy, including methods of assessing bank
internal procedures for monitoring the capital adequacy
and its use in evaluating the economic position of banks.
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After the Bank of Russia is delegated the authority to
define risk and capital management standards for credit
institutions and banking groups and to require banks to
develop and implement internal procedures for assess-
ing their capital adequacy, it plans to republish a revised
version of its 2011 recommendations concerning minimal
standards for internal capital adequacy assessment as
a Bank of Russia regulation. These requirements will be
applied by the Bank of Russia on a gradual basis, be-
ginning with the largest credit institutions, so that all the
credit institutions implement these procedures by 2017.

With respect to Pillar 3 (Market Discipline), the Bank
of Russia intends to publish methodological recom-
mendations on the disclosure by credit institutions of
assumed risks, procedures for risk management, and
capital adequacy. Similar to implementation of Basel Il
Pillar 2, these recommendations will be republished as
a regulation after the Bank of Russia is assigned the au-
thority to oblige credit institutions to disclose informa-
tion on their exposures, risk assessment procedures, and
capital adequacy.

3. Defining approaches to the regulation and supervi-
sion of domestic systemically important banks (D-SIBs),
in line with the BCBS document “A Framework for Deal-
ing with Domestic Systemically Important Banks” (Oc-
tober 2012).

The Bank of Russia plans to develop the criteria for
identifying credit institutions as D-SIBs. In developing
such criteria along the lines recommended by the BCBS,
the Bank of Russia will proceed from the assumption that
the systemic importance of a bank should be determined
based on the consolidated impact that the failure of such
a bank can have on the domestic economy.

The development of rules for the operation of D-SIBs
will be based on decisions made by the G20 leaders;
however, considering that the BCBS work on a number of
D-SIB supervision aspects is not yet finalised, the Bank
of Russia regulatory framework in this area will be de-
veloped gradually, following the publication of finalised
versions of appropriate BCBS documents.

As part of implementing the Russian Banking Sector
Development Strategy until 2015, the Bank of Russia will
continue its work on the draft Federal Law “On Amending
the Federal Law on the Insurance of Household Deposits
with Russian Banks” that aims to establish uniform su-
pervisory requirements for assessing bank sustainability
and requirements for participation in the deposit insur-
ance system, based on international supervisory and
enforcement principles.

I11.10.3. Off-site supervision

In 2013, the banking supervisory activities will focus
on the following key areas:

—the further development of risk-based supervisory
practices, including the consolidated supervision of
banking groups and other groups of financial market
participants;

— particular attention within the “second line” of super-
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vision will be paid to systemically important banks,

in line with internationally-recognised approaches to

their identification and assessment of risk profiles, as
established in the IFRS and in BCBS documents;

—increased focus will be given to bank capital quality;

—enhanced control is planned over Russian banks’
cross-border operations, the accuracy of the report-
ing on their nature and counterparties in transactions
under examination;

—the evaluation of bank asset quality will continue, as
well as the verification of adequate representation of
their fair value in banks balance sheets;

— priority will be given to establishing the final benefi-
ciaries of credit institutions that have non-transpar-
ent ownership structures; determining owner-related
credit risks; and when necessary — developing and
approving action plans for decreasing levels of con-
centration of bank owner-related risks;

—the Bank of Russia will continue improving methods
of and approaches to off-site supervision related
to bank internal structural divisions and enhancing
cooperation between the Bank of Russia regional
branches in this area;

- special importance will be attached to expanding co-
operation with foreign banking and financial super-
visors, in line with existing international cooperation
agreements and to developing the supervisory activi-
ties of international colleges with respect to Russian
banking groups;

—in terms of expanding off-site supervisory tools, it will
be relevant to develop a skilled assessment of the
market value of bank assets, including a revaluation
of property incorporated in capital calculation, as well
as collateral that secures loans.

Further efforts will be made to improve macro-pru-
dential analysis, based on the calculation and publication
(jointly with the IMF) of financial stability indicators, and
to assess systemic risks through stress testing. Within
the framework of developing its stress-testing methodol-
ogy for the Russian banking sector, the Bank of Russia
will actively use the approaches that have been recom-
mended by international organisations (the IMF, BCBS,
etc.). In defining stress-testing parameters, the Bank of
Russia will expand its list of sources for analysis to con-
sider the opinions of investors when building scenarios
(in particular, consider the negative scenarios of rating
agencies, investment banks, market analysts, etc.). Ad-
ditionally, hypothetical scenarios will be examined (the
present scenarios are mostly based on historical data, in
particular, most shocks are extracted from the real events
of the 2008-2009 crisis).

111.10.4. On-site inspection

The main priorities of the Bank of Russia inspection
policy in 2013 will be as follows:
—improving the quality of bank inspections by moni-
toring ongoing inspections, enhancing interaction
between Bank of Russia regional branches and in-
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spectorates and supervisory units at the Bank of

Russia head office, and monitoring pre-inspection

preparations;

— preparing for the fourth (final) stage of centralising
the Bank of Russia inspection activities, which will
extend the centralisation principle to inspectorates
in Moscow and the Moscow Region;

—enhancing the quality control of inspection activity
by developing a vertically integrated internal control
service;

—improving information and analytical tools for inspec-
tion activities by implementing advanced IT technolo-
gies and new specialised solutions and by fully utilis-
ing the capabilities of the data analysis systems that
exist at the Bank of Russia, federal ministries, and
governmental agencies. In particular, the Bank of
Russia plans to further develop IT tools for assess-
ing consumer loan portfolios.

To improve uniform approaches and standards relat-
ed to inspections, the Bank of Russia will draft revised
versions of appropriate regulations in 2013.

Special importance will be attached to the continued
practice of simultaneous inspections of both bank head
offices and branches, as well as of credit institutions that
are members of banking groups (bank holding compa-
nies). Consolidated inspections provide an opportunity to
assess the risks of credit institutions that are members
of banking groups (bank holding companies) on a con-
solidated basis. Simultaneous inspections of both head
offices and branches improve the accuracy of assess-
ments of bank financial soundness.

I11.10.5. Bank financial rehabilitation

Taking positive experience into account with respect
to the application of Federal Law No. 175-FZ, dated Oc-
tober 27, 2008, “On Additional Measures to Strengthen
the Stability of the Banking System until December 31,
2014”, the Bank of Russia will continue its work in 2013
on drafting the Federal Law “On Amending Federal Law
No. 175-FZ, Dated October 27, 2008, on Additional
Measures to Strengthen the Stability of the Banking Sys-
tem until December 31, 2014” to change the status of
this Federal Law to a permanent one.

The adoption of the envisioned amendments, which
would make the Agency perform its functions of finan-
cially rehabilitating credit institutions on a permanent
basis rather than only during the financial crisis, will
become an important element in the overall efforts to
maintain the soundness of the banking system and the
public trust in it. It will allow for banking businesses to
be rescued, reduce the financial burden on the deposit
insurance system, streamline liquidation procedures, and
improve the protection of lenders.

Continuing its application of core recommendations
of the Financial Stability Board regarding the efficient
rehabilitation/liquidation of financial institutions, the
Bank of Russia, pursuant to the approved plan for im-
plementing the Key Attributes of Effective Resolution Re-
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gimes for Financial Institutions, intends to undertake the
following:

—determine key issues that require amendments to
Russian legislation and Bank of Russia regulations
to establish the requirements for systemically impor-
tant credit institutions to develop and regularly update
financial rehabilitation plans, as well as to authorise
the Bank of Russia to monitor the development of
financial rehabilitation plans and their submission to
the Bank of Russia;

—assess the possibilities and forms of introducing in
Russia new tools for resolving bank insolvency (bank-
ruptcy) that are not currently in use nor provided for
in current legislation (bridge banks, “bail-in” mecha-
nisms, imposing a moratorium on payments to some
lenders, etc.).

111.10.6. Control over bank liquidation

As a part of implementing the Russian Banking Sec-
tor Development Strategy until 2015, the Bank of Russia
will continue its work in 2013 on drafting the Federal Law
“On Amending the Russian Federation Criminal Code and
Other Legislative Acts of the Russian Federation”.

This draft Federal Law establishes the criminal liability
of bank officers for including incomplete or false infor-
mation (fraudulent representation) in bank books, state-
ments, and other reporting documents to conceal mate-
rial information about the bank actual financial standing,
and for reporting such false information to the Bank of
Russia, or for publishing it, or for disclosing it in cases
stipulated by federal banking laws.

Proposed amendments to Russian criminal legislation
aim to prevent the concealment of information about the
real financial standing of credit institutions, to eliminate
bank fraudulent reporting practices, and to enhance the
protection of rights and the lawful interests of bank cus-
tomers.

111.10.7. Countering the legalisation
(laundering) of criminally obtained
incomes and the financing of terrorism

In 2013, Bank of Russia AML/CFT activities will take
into account new international approaches set out in
revised “International Standards on Combating Money
Laundering and the Financing of Terrorism & Prolifera-
tion - FATF Recommendations”' and the required prepa-
rations of the Russian Federation for the fourth round of
AML/CFT mutual evaluations.

The key task faced by the Bank of Russia and its
regional branches in 2013 is to ensure the efficient
implementation of a risk-based approach to AML/CFT
among credit institutions, including the risk minimisation

of bank involvement in money laundering and terrorism
financing.

In 2013, the Bank of Russia will continue its efforts
on refining the list of transactions subject to mandatory
control; improving risk-based identification procedures
with regard to customers, customer agents, and benefi-
ciaries; expanding grounds for banks to refuse to open
accounts or perform operations which are ordered by
their customers; and on empowering credit institutions
to repudiate bank deposit contracts.

Additionally, the Bank of Russia activities in 2013
will include the objectives and functions defined in the
process of reforming financial market regulation and es-
tablishing a single regulator on the basis of the Bank of
Russia.

111.10.8. Improving the Central
Catalogue of Credit Histories

In 2013, the Bank of Russia will continue its efforts
to improve the efficiency of the CCCH and credit history
bureaus and to expand the functionality of the CCCH
automated system.

To improve the legal regulation of activities required
to create credit histories, the Bank of Russia (in compli-
ance with Point 9 of the Russian Banking Sector Devel-
opment Strategy until 2015) will continue its participation
in drafting the Law “On Amending the Federal Law on
Credit Histories” (hereinafter referred to as the draft Law)
as follows:

—to oblige credit history sources to supply credit his-
tory bureaus with information on all individuals who
have received loans of amounts totalling less than
one million roubles without their consent;

—to include organisations that acquire the rights of
claim on loan agreements (credit contracts) and or-
ganisations entitled to collect debt by court ruling into
the definition of credit history sources;

—to oblige credit history sources to correct wrong in-
formation in credit histories within a set period of time
at the request of the credit history maker;

—to include loan guarantors in the definition of credit
history makers;

—to specify a procedure for transferring credit histories
in the event of transfers of claims on loan agreements
(credit contracts) or for other reasons;

—to ensure that credit history bureaus only file credit
histories if a bank supplies them with information on
the liabilities of a credit history maker.

In 2013, the Bank of Russia also plans to continue im-
proving the functionality of the CCCH automated system
to refine the database search for credit history makers,
accelerate data processing, and expand the possibilities
of data analysis.

' The revised FATF Recommendations were adopted in February 2012.
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III.11. Bank of Russia Supervisors

The Bank of Russia supervisory divisions employ
4,468 executives and specialists, of whom 30.2% work
at the head office, and 69.8% are engaged in the re-
gional branches. The vast majority of specialists (98.2%)
has a higher education, are aged between 30 and 50
years (62.2%), and have worked in the banking system
for more than three years (93.8%).

The Bank of Russia pays close attention to improv-
ing the skills of its supervisors. In 2012, 1,635 Bank of
Russia employees participated in 130 training sessions
on most topical subjects of banking regulation, licensing
and inspection, the supervision of credit institutions and
their financial recovery, as well as financial monitoring
and foreign exchange control. Trainings were organised
in accordance with the Bank of Russia Vocational Train-
ing Plan and contracts for the provision of educational/
consulting services which were signed with universities
and other organisations.

In 2012, 42 staff members of supervisory divisions
completed professional training programmes exceed-
ing 500 academic hours on topics such as “Provisional
Administration Head - Bank Manager” and “Financial
Recovery Advisor for Credit Institutions”, whose devel-
opment was ordered by the Bank of Russia. Two new
training programs were introduced: “Commercial Bank
Curator — Bank Manager” and “Commercial Bank In-
spector — Bank Manager”.

To acquire additional skills in the area of assessing
the credit risk and financial soundness of companies
acting as bank counterparties, six training sessions were
organised for 106 supervisors on the issue of reconciling
Russian accounting standards with the IFRS. A special-
ised advanced course on individual international stand-
ards and their application was attended by 39 trainees.

Eleven short-term training sessions were arranged
for 68 supervisors by outsourcing organisations under
contracts for educational/consulting services. The most
relevant topics included: “International Settlements and
Foreign Currency Operations”, “Accounting for Opera-
tions with Financial Instruments”, “Countering the Mis-
use of Insider Information and Market Manipulation”, and
“International Experience of Using Electronic Money and
Its Application in Russia”.
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During the reporting year, 221 staff members took
courses on “Bank Financial Standing Analysis” and “Bank
Correspondent Account Analysis” with the PROGNOZ
business intelligence solution, and 107 specialists com-
pleted their training in the course “Inspector Workstation
Installation, Setup, Administration and Maintenance”.

Short-term skills improvement programmes for the
supervisory staff of regional branches were carried out
in accordance with the Bank of Russia Vocational Train-
ing Plan by the most experienced specialists of the Bank
of Russia and its training units, by university lecturers,
and by experts from other organisations and government
agencies. A total of 28 short-term training sessions were
organised in 2012 for 705 employees.

Within the framework of sharing international expe-
rience in the area of banking supervision through the
Russian-language version of the FSI Connect solution
developed by the BIS Financial Stability Institute (Basel,
Switzerland), 151 Bank of Russia staff members suc-
cessfully participated in distance learning courses and
received the appropriate certificates.

In addition to planned centralised training programmes,
the Bank of Russia schools (colleges) organised 13 train-
ing events for 172 specialists at the request of regional
branches and tailored these events to their demands.

In the framework of international cooperation, there
were ten training events in Russia and 31 abroad, which
were attended by 160 supervisors. During study visits,
the trainees learned, in particular, about conducting
banking supervision in accordance with Basel Il and Ba-
sel lll; the latest trends in the regulation and supervision
of systemically significant banks; the financial market
infrastructure; AML/CFT measures; etc.

Bank of Russia supervisors also participated in a
number of international events that were organised in
Russia jointly with the Federal Financial Supervisory Au-
thority of Germany (BaFin), the German Bundesbank, the
Financial Services Volunteer Corps (USA), the Agency for
the Exchange of Financial Technology (Luxemburg), and
the Central Bank of Montenegro, as well as in several
international seminars under the Vocational Training Pro-
gramme for employees of the Eurasian Economic Com-
munity’s central (national) banks.
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IV.1. Monitoring Banking Sector Stability

The monitoring of liquidity risk, risks of lending to
non-financial organisations and households, capital ad-
equacy, market risk and a number of other risks was
performed in 2012 to identify at an early stage negative
trends in the banking sector, including individual banks
whose transactions make decisive contribution to these
trends.

To improve monitoring quality, and in line with recom-
mendations of international organisations and the experi-
ence of regulators and central banks in assessing bank-
ing sector stability, the so-called risk map was employed.
It permits to systematise the existing assessments of
banking sector risks, prioritise external and internal risk
drivers, and visualise their trends.

The risk map is build on the basis of quarterly analy-
ses of the groups of indicators that shape the main vec-
tors of risks characterising the macroeconomy, credit
risk, market risk and external risks, capital adequacy,
bank profitability, and liquidity risk.
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The overall level of risks during 2012 remained mod-
erate (as of January 2013, the financial stability indicator
calculated with the risk map exceeded 70%; it was at its
lowest level of 56% in the first quarter of 2009). At the
same time, the analysis shows changes in the banking
sector risks structure in 2012.

Thus, external risks decreased due to somewhat
weakened tension on the eurozone debt markets by the
end of 2012, including credit risks (that was reflected in
the CDS changed value on European sovereign bonds
and on the debt obligations of European banks). Mar-
ket risks also decreased against the backdrop of posi-
tive dynamics on Russian debt securities and stock
markets.

At the same time, decreased capital adequacy re-
mains the main growth driver for systemic risks in the
banking sector. In addition, amid structural liquidity defi-
cit, Bank of Russia refinancing operations played an im-
portant role in constraining the respective risks.
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IV.2. Banking Sector Clustering

As in previous years, the clustering of credit institu-
tions is used to analyse banking sector stability, with
banks grouped into the following six clusters:

— state-controlled banks;

—foreign-controlled banks;

— large private banks;

— small and medium-sized banks based in Moscow
and the Moscow Region;

— small and medium-sized regional banks;

— non-bank credit institutions.

In this Report, for the first time a sub-group of banks
under the material influence of Russian residents is iden-
tified within the group of foreign-controlled banks.

The clustering allowed scrutinising the transactions
and risks of various groups of banks and assessing the
structure of different segments of the banking services
market and potential for negative developments in these
segments.

No substantial changes were reported in the banking
sector cluster structure in 2012 (see Table 4.1).

State-controlled banks slightly increased their share
of total assets, from 50.2% to 50.4%, while their share of
total capital went down from 50.8% to 48.2%.

Foreign-controlled bank share of total banking assets
rose from 16.9% to 17.8%, and their share of total capital
went up from 17.6% to 19.2%. Meanwhile, the share of
non-resident subsidiaries under the material influence
of Russian residents in total banking sector assets ex-
panded by 1.7 percentage points (from 4.2% to 5.9%),
and in total capital — by 1.5 percentage points (from 3.9%
to 5.4%).

Large private banks lowered their share of total bank-
ing sector assets from 27.5% to 26.6%; their share of
total capital, however, increased from 24.9% to 26.1%.

The most numerous groups were small and medium-
sized banks based in Moscow and the Moscow Region
and small and medium-sized regional banks. Their total
share of banking sector assets went down in 2012 from
5.0% to 4.9% and their share of capital decreased from
6.5% to 6.3%.

Indicators of bank groups* TABLE 4.1
No. of credit % share of total % share of total
Bank group institutions banking sector assets | banking sector capital
01.01.2012 | 01.01.2013 | 01.01.2012 | 01.01.2013 | 01.01.2012 | 01.01.2013
State-controlled banks 26 25 50.2 50.4 50.8 48.2
Foreign-controlled banks 108 112 16.9 17.8 17.6 19.2
of which:
banks under the material influence
of Russian residents 21 25 4.2 5.9 3.9 5.4
Large private banks 132 128 27.5 26.6 24.9 26.1
Small and medium-sized banks
based in Moscow and the Moscow
Region 301 291 2.5 24 3.4 3.3
Small and medium-sized regional
banks 355 341 2.5 2.4 3.1 3.0
Non-bank credit institutions 56 59 0.4 0.3 0.2 0.2
Total 978 956 100 100 100 100

l * The criteria for clustering credit institutions and the relevant indicators are used in this Report for analysis only.
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IV.3. Statistical Appendix

~

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

2006 2007 2008 2009 2010 2011 2012
GDP, billions of roubles® 26,917.2 | 33,247.5 | 41,276.8 | 38,807.2 | 46,308.5 | 55,799.6 | 62,599.1
GDP growth rate 108.2 108.5 105.2 92.2 104.5 104.3 103.4
Federal budget
surplus (+)/deficit (-),
as % of GDP 7.4 5.4 4.1 -6.0 -3.9 0.8 -0.1
Industrial output index 106.3 106.8 100.6 90.7 108.2 104.7 102.6
Agricultural output 103.0 103.3 110.8 101.4 88.7 123.0 95.3
Retail trade turnover 1141 116.1 113.7 94.9 106.4 107.0 105.9
Fixed capital investment 116.7 122.7 109.9 84.3 106.0 110.8 106.6
Household real disposable
money income 113.5 1121 102.4 103.0 105.9 100.4 104.2
Unemployment rate,
as % of economically
active population
(average for period) 7.0 6.0 6.2 8.2 7.3 6.5 5.5
Consumer price
index(December as %
of previous December) 109.0 111.9 113.3 108.8 108.8 106.1 106.6
Average nominal US
dollar/rouble rate over
period 27.18 25.57 24.81 31.68 30.36 29.35 31.07

l " In current prices.
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Russian banking sector macroeconomic indicators TABLE 2
01.01.2009 | 01.01.2010 | 01.01.2011 { 01.01.2012 | 01.01.2013
Banking sector assets (liabilities), billions of roubles | 28,022.3 29,430.0 | 33,804.6 | 41,627.5 | 49,509.6
as % of GDP 67.9 75.8 73.0 74.6 79.1
Banking sector capital, billions of roubles 3,811.1 4,620.6 4,732.3 5,242 1 6,112.9
as % of GDP 9.2 11.9 10.2 9.4 9.8
as % of banking sector assets 13.6 15.7 14.0 12.6 12.3
Loans and other funds provided to non-financial
organisations and households, including overdue
debt, billions of roubles 16,526.9 16,115.5 18,147.7 | 23,266.2 | 27,708.5
as % of GDP 40.0 41.5 39.2 a41.7 44.3
as % of banking sector assets 59.0 54.8 53.7 55.9 56.0
Securities acquired by banks, billions of roubles 2,365.2 4,309.4 5,829.0 6,211.7 7,034.9
as % of GDP 5.7 11.1 12.6 11.1 11.2
as % of banking sector assets 8.4 14.6 17.2 14.9 14.2
Household deposits, billions of roubles 5,907.0 7,485.0 9,818.0 11,871.4 14,251.0
as % of GDP 14.3 19.3 21.2 21.8 22.8
as % of banking sector liabilities 21.1 25.4 29.0 28.5 28.8
as % of household income 23.4 26.1 30.6 33.7 36.5
Funds raised from organisations, billions of roubles! 8,774.6 9,557.2 11,126.9 13,995.7 15,648.2
as % of GDP 21.3 24.6 24.0 25.1 25.0
as % of banking sector liabilities 31.8 32.5 32.9 33.6 31.6

" Including deposits, government and other extra-budgetary funds, funds of the Ministry of Finance, 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).
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The registration and licensing of credit institutions as of January 1, 2013 TABLE 3
Registration of credit institutions
1. Credit institutions’ registered by the Bank of Russia or the registration authority,
in line with decisions made by the Bank of Russia, total? 1,094
of which:
— banks 1,027
- non-bank credit institutions 67
1.1. Registered wholly foreign-owned credit institutions 73
1.2. Credit institutions that have been registered by the Bank of Russia but have not yet paid
authorised capital and have not received a licence (within the time period established by law) 1
of which:
— banks 0
— non-bank credit institutions 1
Operating credit institutions
2. Credit institutions licensed to conduct banking operations, total® 956
of which:
— banks 897
— non-bank credit institutions 59
2.1. Credit institutions holding licences (permits):
— to take household deposits 784
— to conduct operations in foreign currencies 648
— general licences 270
— to conduct operations with precious metals 211
2.2. Credit institutions with a foreign stake in authorised capital, total 244
of which:
— wholly foreign-owned credit institutions 73
— credit institutions with a 50%-plus foreign stake 44
2.3. Credit institutions registered with the deposit insurance system* 793
3. Registered authorised capital of operating credit institutions, millions of roubles 1,341,425
4. Branches of operating credit institutions in Russia, total 2,349
of which:
— Sberbank branches® 239
— branches of wholly foreign-owned credit institutions 136
5. Branches of operating credit institutions abroad, total® 6
6. Branches of non-resident banks in Russia 0
7. Representative offices of Russian operating credit institutions, total’ 415
of which:
— in Russia 375
— in non-CIS countries 28
- in CIS countries 12
8. Additional offices of credit institutions (branches), total 23,347
of which:
— Sberbank additional offices 10,923
9. External cash desks of credit institutions (branches), total 9,685
of which:
— Sberbank cash desks 6,724
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This information includes data received from the registration authority as of the reporting date.

10. Cash and credit offices of credit institutions (branches), total 2,161
of which:
— Sberbank cash and credit offices 0
11. Operations offices of credit institutions (branches), total 7,447
of which:
— Sberbank cash and credit offices 670
12. Mobile banking vehicles of credit institutions (branches), total 118
of which:
— Sberbank mobile banking vehicles 113

Licence revocation and liquidation of corporate entities
13. Credit institutions that had their banking licences revoked (cancelled) but have not

been struck off the state register® 137
14. Liquidated credit institutions struck off the state register, total® 2,055
of which:
- liquidated due to licence revocation (cancellation) 1,594
— liquidated due to reorganisation 460
of which:
— by merger 2
— by acquisition 458
of which:
— by being transformed into other banks’ branches 377
— by being merged with other banks (without setting up a branch) 81
— liquidated due to an infraction of law in respect of the payment of authorised capital 1
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01.01.2012 01.01.2013
Number % share number % share
Operating credit institutions licensed to conduct
banking operations, total 978 100 956 100
of which:
— joint-stock companies 645 65.95 634 66.32
of which:
— closed joint-stock companies 261 26.69 254 26.57
— open joint-stock companies 384 39.26 380 39.75
— limited liability companies 333 34.05 322 33.68
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Number of credit institutions and their branches by region as of January 1, 2013

TABLE 5

Number Number of branches in region

of credit credit institutions | credit institutions

institutions | total | with head office | with head office

In region in given region | in another region
Total for the Russian Federation 956 2349 403 1946
CENTRAL FEDERAL DISTRICT 564 458 102 356
Belgorod Region 5 12 1 11
Bryansk Region 0 13 0 13
Vladimir Region 3 18 0 18
Voronezh Region 3 31 0 31
Ivanovo Region 6 14 0 14
Kaluga Region 4 13 0 13
Kostroma Region 5 9 0 9
Kursk Region 2 11 0 11
Lipetsk Region 2 13 1 12
Moscow Region 12 70 2 68
Orel Region 1 15 0 15
Ryazan Region 4 14 0 14
Smolensk Region 4 15 6 9
Tambov Region 1 6 0 6
Tver Region 6 14 1 13
Tula Region 5 15 1 14
Yaroslavl Region 7 28 2 26
Moscow 494 147 20 127
Moscow and the Moscow Region (for reference) 506 217 90 127
NORTH-WESTERN FEDERAL DISTRICT 70 311 9 302
Republic of Karelia 1 14 2 12
Komi Republic 2 24 2 22
Arkhangelsk Region 2 27 0 27
of which: Nenets Autonomous Area 0 1 0 1
Vologda Region 10 17 4 13
Kaliningrad Region 3 27 1 26
Leningrad Region 5 13 0 13
Murmansk Region 3 16 0 16
Novgorod Region 2 10 0 10
Pskov Region 3 6 0 6
St Petersburg 39 157 0 157
SOUTHERN FEDERAL DISTRICT 46 249 17 232
Republic of Adygeya (Adygeya) 4 5 1 4
Republic of Kalmykia 2 3 0 3
Krasnodar Territory 15 80 1 79
Astrakhan Region 5 21 4 17
Volgograd Region 4 43 0 43
Rostov Region 16 97 11 86
NORTH-CAUCASIAN FEDERAL DISTRICT 50 169 82 87
Republic of Daghestan 27 85 69 16
Republic of Ingushetia 2 8 1 7
Kabardino-Balkaria Republic 5 13 3 10
Karachai-Cherkess Republic 5 4 0 4
Republic of North Ossetia — Alaniya 5 11 4 7
Chechen Republic 0 6 0 6
Stavropol Territory 6 42 5 37

§
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END 5

Number Number of branches in region
of credit credit institutions | credit institutions
institutions | total | with head office | with head office
In region in given region | in another region
VOLGA FEDERAL DISTRICT 106 518 85 433
Republic of Bashkortostan 11 36 0 36
Republic of Mari El 2 16 4 12
Republic of Mordovia 4 8 1 7
Republic of Tatarstan (Tatarstan) 23 89 50 39
Udmurt Republic 2 22 0 22
Chuvash Republic — Chuvashia 4 16 0 16
Perm Territory 5 57 0 57
Kirov Region 3 18 0 18
Nizhny Novgorod Region 11 97 6 91
Orenburg Region 8 19 0 19
Penza Region 1 17 0 17
Samara Region 20 60 6 54
Saratov Region 9 48 16 32
Ulyanovsk Region 3 15 2 13
URALS FEDERAL DISTRICT 44 254 80 174
Kurgan Region 3 9 0 9
Sverdlovsk Region 16 70 4 66
Tyumen Region 16 98 38 60
of which: Khanty-Mansi Autonomous Area - Yugra 9 28 6 22
Yamalo-Nenets Autonomous Area 0 19 0 19
Chelyabinsk Region 9 77 38 39
SIBERIAN FEDERAL DISTRICT 53 269 21 248
Republic of Altai 3 6 1 5
Republic of Buryatiya 1 12 2 10
Republic of Tyva 1 3 0 3
Republic of Khakassia 2 4 0 4
Altai Territory 7 21 5 16
Trans-Baikal Territory 0 8 0 8
Krasnoyarsk Territory 5 46 1 45
Irkutsk Region 8 33 4 29
Kemerovo Region 9 20 0 20
Novosibirsk Region 9 62 0 62
Omsk Region 6 30 0 30
Tomsk Region 2 24 8 16
FAR EASTERN FEDERAL DISTRICT 23 121 7 114
Republic of Sakha (Yakutia) 4 27 0 27
Kamchatka Territory 3 9 3 6
Primorsky Territory 6 24 2 22
Khabarovsk Territory 3 30 0 30
Amur Region 2 6 0 6
Magadan Region 0 8 0 8
Sakhalin Region 5 9 2 7
Jewish Autonomous Region 0 4 0 4
Chukchee Autonomous Area 0 4 0 4

Notes.

1. The number of credit institutions indicated for St Petersburg and the Leningrad Region (column 2) and their
branches (column 3) pertains to credit institutions and their branches registered by the Bank of Russia regional
branch for St Petersburg and the Bank of Russia regional branch for the Leningrad Region respectively.

2. In line “Moscow and the Moscow Region”, figures in column 4 and 5 indicate the number of branches whose
parent credit institution is located in the given region (Moscow and the Moscow Region) and in other regions.

J
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THE BANK OF RUSSIA

Categorised performance indicators on credit institutions with foreign interest relative TMBLE 8 |
to indicators on operating credit institutions (%)

| 1.01.09 [ 1.01.10 [ 1.01.11 | 1.01.12 | 1.01.13
Credit institutions with a 50%-plus foreign stake in authorised capital

Assets 18.7 18.3 18.0 16.9 17.8
Capital 17.3 17.0 191 17.6 19.83
Correspondent accounts with non-resident banks 17.0 15.6 20.3 14.3 21.7
Loans and other placements with non-financial organisations 16.6 14.8 15.1 14.0 14.2
Loans and other funds provided to households 23.3 25.1 25.7 22.0 22.6
Loans, deposits and other funds provided to credit institutions 25.0 31.7 25.1 30.0 27.3
Household deposits 10.3 12.0 11.5 11.4 13.5
Funds raised from organisations'’ 18.8 18.5 17.6 17.4 18.6
Current-year profits (losses) 19.7 29.8 20.7 17.4 19.6
For reference
Number of credit institutions, units | 102 | 108 | 111 | 113 | 117
of which wholly foreign-owned credit institutions
Assets 13.0 11.3 11.0 10.0 9.8
Capital 12.2 11.0 12.1 11.1 11.4
Correspondent accounts with non-resident banks 12.1 9.0 9.2 6.9 15.2
Loans and other placements with non-financial organisations 11.6 9.1 9.2 8.3 7.5
Loans and other funds provided to households 15.4 15.6 14.9 10.7 111
Loans, deposits and other funds provided to credit institutions 21.6 23.8 20.0 24.2 20.0
Household deposits 54 6.2 5.3 54 6.1
Funds raised from organisations'’ 12.6 11.1 11.0 10.7 11.0
Current-year profits (losses) 14.8 27.4 15.1 12.0 13.4
For reference
Number of credit institutions, units | 76 | 82 | 80 | 77 | 73

! These include deposits, government and other extra-budgetary funds, funds of the Ministry of Finance, fiscal authorities,
individual unincorporated entrepreneurs, and customers in factoring and forfeiting operations, certificates of deposit, float,
and funds written off from customer accounts but not passed through a bank correspondent account (net of funds raised
from credit institutions).
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Bank assets grouped by investment (billions of roubles) TABLE 9
Assets 01.01.2012 | 01.04.2012 | 01.07.2012 | 01.10.2012 | 01.01.2013
Money, precious metals and gemstones, total 1,225.6 999.2 1,097.0 1,206.9 1,554.0
of which money 1,125.0 910.7 986.4 1,040.9 1,423.5
Accounts with the Bank of Russia and
authorised bodies of other countries, total 1,747.4 1,345.1 1,348.9 1,276.0 2,159.9
of which:
bank correspondent accounts with the
Bank of Russia 961.0 792.1 769.4 726.4 1,248.9
bank required reserves
transferred to the Bank of Russia 378.3 385.1 392.6 411.3 425.6
deposits and other funds deposited
with the Bank of Russia 392.1 151.8 171.3 120.0 461.6
Correspondent accounts with credit
institutions, total 1,000.6 1,019.1 1,096.5 1,313.5 1,483.3
of which:
correspondent accounts with corre-
spondent credit institutions 227.4 210.9 228.7 211.4 315.8
correspondent accounts with
non-resident banks 773.1 808.2 867.8 1,102.1 1,167.5
Securities acquired by credit institutions, total 6,211.7 6,434.8 6,587.9 6,751.4 7,034.9
of which:
debt obligations 4,676.2 4,803.9 4,964.9 4,993.1 5,265.1
equities 914.4 873.8 903.6 887.6 791.6
discounted bills 233.9 347.8 278.0 310.9 398.8
shares of subsidiaries and affiliated
joint-stock companies 387.3 409.3 441.4 559.7 579.4
Other stakes in authorised capital 291.9 303.0 307.2 316.5 333.4
Financial derivatives - 115.8 188.1 158.4 163.9
Loans, total 28,737.0 28,987.3 31,142.7 32,271.7 33,993.1
of which loans, deposits and other place-
ments 28,699.2 28,956.4 31,109.0 32,236.4 33,960.1
of which overdue debt 1,133.0 1,211.9 1,248.8 1,290.5 1,257.4
of which loans and other placements with
non-financial organisations 17,715.3 17,720.7 18,806.0 19,499.1 19,971.4
of which overdue debt 822.6 891.4 923.8 952.3 924 .1
of which loans and other funds extended
to individuals 5,550.9 5,895.1 6,572.6 7,175.9 7,737 .1
of which overdue debt 291.1 299.8 304.3 317.8 313.0
of which loans, deposits and other place-
ments with credit institutions 3,958.0 3,771.8 4,072.3 3,800.4 4,230.4
of which: overdue debt 5.1 5.0 54 54 5.2
Fixed and intangible assets, other real estate,
and inventories 973.8 995.3 1,013.8 1,051.0 1,090.5
of which real estate temporarily unused in
the core activity - 112.2 113.9 119.7 96.7
Disposition of profits 173.2 71.9 106.8 136.2 210.2
of which profit tax 155.4 58.2 106.7 135.6 204.4
Other assets, total 1,266.4 1,261.1 1,376.9 1,379.4 1,486.3
of which:
float 589.8 489.3 572.1 540.4 647.8
debtors 181.0 213.1 216.1 222.5 210.0
deferred expenses 94.3 108.4 109.9 109.0 121.5
Total assets | 41,627.5 41,532.5 | 44,265.7 | 45,861.0 | 49,509.6
( J
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Bank liabilities grouped by source of funds (billions of roubles) TABLE 10
Liabilities 01.01.2012 | 01.04.2012 | 01.07.2012 | 01.10.2012 | 01.01.2013
Bank funds and profits, total 4,963.0 5,109.8 5,259.3 5,547.0 5,911.0
of which:
funds 2,719.9 2,794.5 2,879.2 2,939.7 3,049.7
profits (losses), including previous-
year financial results 2,243.1 2,315.4 2,380.2 2,607.2 2,861.3
of which current-year profits
(losses) 848.2 267.9 507.0 750.1 1,011.9
Loans, deposits and other funds received by
credit institutions from the Bank of Russia 1,212.1 1,469.4 2,250.7 2,350.6 2,690.9
Bank accounts, total 336.4 304.4 354.0 332.5 462.8
of which:
correspondent bank correspondent
accounts 216.6 185.9 204.8 186.9 289.6
non-resident bank correspondent
accounts 105.5 111.2 136.9 1383.7 145.5
Loans, deposits and other funds received
from other credit institutions, total 4,560.2 4,124.9 4,221.6 4,317.6 4,738.4
Customer funds, total’ 26,082.1 25,464.4 26,953.4 27,933.6 30,120.0
of which budget funds in settlement
accounts 37.8 43.4 43.6 41.5 38.5
Government and extra-budgetary funds in
settlement accounts 7.1 4.8 4.4 3.7 1.6
Organisations’ funds in settlement and other
accounts 5,326.7 5,521.7 5,348.8 5,366.7 5,706.6
Customer float 288.1 287.8 326.8 342.5 296.4
Deposits and other funds raised by corpo-
rate entities other than credit institutions 8,367.4 7,446.7 8,215.4 8,916.4 9,619.5
Household deposits 11,871.4 11,984.3 12,833.4 13,057.6 14,251.0
Customer funds in factoring and forfeiting
operations 21.9 18.2 21.0 26.2 37.2
Bonds 666.7 778.6 807.2 924.7 1,037.4
Bills and bank acceptances 859.5 1,166.0 1,106.3 1,097.6 1,149.3
Financial derivatives - 103.3 158.9 119.0 135.3
Other liabilities, total 2,947.5 3,011.6 3,154.1 3,238.5 3,264.7
of which:
provisions 2,318.8 2,341.5 2,400.6 2,459.2 2,441.3
float 325.0 296.2 328.6 311.6 395.3
creditors 46.4 78.5 97.7 102.7 72.3
deferred income 5.5 4.9 52 5.3 10.2
accrued interest and interest/coupon
liabilities on securities 251.7 290.5 322.0 359.8 345.5
of which overdue interest 0.0 0.0 0.0 0.0 0,0
Total liabilities 41,627.5 | 41,532.5 | 44,265.7 | 45,861.0 | 49,509.6

l "Including certificates of deposit and savings certificates.
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ANNEXES

Banking sector capital structure (%)’ RS T2
01.01.2012 | 01.04.2012 | 01.07.2012 | 01.10.2012 | 01.01.2013
Capital growth factors 115.2 115.3 115.8 118.2 117.4
Authorised capital 24.5 24.0 23.9 23.4 22.8
Share premiums 21.5 21.1 22.4 21.8 20.3
Profits and funds 42.9 44.9 45.1 47.6 46.8
Subordinated loans 22.7 21.6 20.7 21.7 24.2
Property value growth on account
of revaluation 3.7 3.8 3.8 3.7 3.3
Other factors 0.0 0.0 0.0 0.0 0.0
Capital reducing factors 15.2 15.3 15.8 18.2 17.4
Losses 1.7 1.7 1.9 2.2 1.7
Intangible assets 0.1 0.1 0.1 0.1 0.1
Own shares (equities) bought out 0.0 0.0 0.0 0.0 0.0
Sources of capital formed on account
of improper assets 0.1 0.1 0.1 0.1 0.1
Reduction of additional sources of capital
with account of restrictions imposed by
Point 3.11 of Bank of Russia Regulation
No. 215-P, dated February 10,2003 0.2 0.2 0.1 0.1 0.5
Bank shareholding 12.4 12.6 13.1 15.1 14.5
Other factors 0.7 0.6 0.5 0.5 0.4
Capital, total 100.0 100.0 100.0 100.0 100.0

l ! Calculated based on bank reporting Form 0409134.
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