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Foreword
The Russian banking sector, which is the principal financial intermediary in this coun
try, has developed dynamically during the past few years. Despite some of the problems
it faced in the summer of 2004, it continued to make progress in the year under review.
As bank lending expanded rapidly in 2004, credit institutions registered a significant rise
in profits and their return on assets and capital increased.
The current state of the Russian economy and banking business augurs well for the
banking sector’s future and its increasing role in the country’s economy. The implemen
tation of the Banking Sector Development Strategy until 2008 will be a major condition of
success in this area.
The Banking Supervision Report 2004 deals with the principal aspects of the func
tioning of credit institutions last year, the risk profile in the banking sector and the current
state and prospects for the improvement of banking supervision in Russia. It contains a
more comprehensive analysis of the general economic conditions of banking sector de
velopment as it scrutinises, among other things, the state of the nonfinancial sector of
the economy, financial markets and the payment system. More attention has been ac
corded to the evaluation of the banking sector’s stability by stress testing.
The Report also focuses on the measures that have been taken to build the deposit
insurance system, which exert a great influence on the banking sector and banking su
pervision.
Sergei М. Ignatyev,
Bank of Russia Chairman

The state
of the Russian
banking sector
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I.1. General economic conditions

I.1.1. Macroeconomic developments

hold income growth and the government’s moderate
spending policy brought about a rise in the federal bud
get surplus to 4.4% of GDP as against 1.7% in 2003.
In 2004, the Russian government formed a stabilisa
tion fund within the federal budget, accumulating addi
tional revenues from high oil prices on the world market.
By the end of 2004, the stabilisation fund aggregated
522.3 billion rubles. It became a major factor of lessen
ing inflationary pressure on the economy.
Consumer price inflation slowed to 11.7% last year
as against 12% in 2003. Price formation was subject to
volatile factors unrelated to the monetary policy in the
short term, such as the sharp rise in world energy prices
and the instability of some food products supply on the
domestic and world markets. In December 2004, core
inflation stood at 10.5% as against 11.2% a year earlier.
The improvements in the Russian economy, sus
tained economic growth and political stability did not pass
unnoticed by international rating agencies and in Novem
ber 2004 Fitch Ratings raised Russia’s sovereign rating
to investment grade.

Russia continued to enjoy economic stability in 2004.
The economic situation in this country was characterised
by the continued growth in the output of goods and ser
vices, household real money income and fixed capital in
vestment. Russia continued to demonstrate a strong bal
ance of payments and had a federal budget surplus. Al
though the inflation target set for 2004 was surpassed,
consumer price growth last year was smaller than in 2003.
GDP expanded 7.1% year on year as against 7.3% in
2003. There were both external and internal factors be
hind the economic growth.
The favourable price situation and the expansion of
export volumes last year caused exports to grow to the
highest level since 1994. Energy prices were 23% higher
on average in 2004 than in 2003. The average price of
Urals crude oil went up 26.8% in 2004, to $34.6 per bar
rel. Year on year, exports of goods increased 35.0% to
$183.5 billion and imports rose 26.6% to $96.3 billion.
Russia’s trade surplus reached an alltime high of $87.1
billion, whereas in 2003 it stood at $59.9 billion.
The current account surplus rose 70% year on year,
to $60.1 billion, or 10.3% of GDP, whereas in 2003 it stood
at $35.4 billion, or 8.2% of GDP. As Russia liberalised its
foreign exchange legislation and interest rates soared on
international financial markets, net capital outflow by the
private sector of the economy increased from $1.9 bil
lion in 2003 to $9.4 billion in 2004.
Russia’s international reserves grew 1.6 times, and
as of January 1, 2005, aggregated $124.5 billion, con
tributing to the country’s financial stability. In December
2004, the real effective rate of the ruble was 4.7% higher
than in December 2003.
Domestic demand, a major factor of production
growth, increased rapidly in 2004. Last year’s tendency
of fixed capital investment growing faster than real con
sumer spending has changed. Fixed capital investment
expanded 10.9% in 2004 as against 12.5% in 2003.
A 9.9% growth in real money income led to an increase in
real consumer spending, which rose by an estimated
11.5% in 2004 as against 8.2% in 2003.
Unlike the previous year, 2004 saw the number of
employed in the economy rise and unemployment drop.
Last year, the unemployment rate1 dropped to 8.2% as
against 8.6% in 2003 amid rapid growth in labour pro
ductivity.
The favourable external economic situation, the im
provement of the financial standing of enterprises, house
1

I.1.2. The nonfinancial sector
of the economy
The situation in the Russian economy was largely
determined by the development of its nonfinancial sec
tor.
Production growth rates in different branches of the
nonfinancial sector differed significantly. Industrial out
put increased 6.1% in 2004. At the same time, the most
rapid rate of output growth was registered in the glass,
porcelain and faience industry (16.3% compared to 2003)
and machinebuilding and metalworking (11.7%). The
chemical and petrochemical industry increased its out
put by 7.4%. Output grew 5.3% in the building materials
industry, 5% in the food industry, 4% in the ferrous met
allurgy industry and 3% in the timber, woodworking and
pulpandpaper industry. Yearonyear production
growth in the fuel industry stood at 7.1% and at 0.3% in
the electricpower industry.
Profit net of loss of the key branches of the nonfi
nancial sector of the economy in 2004 increased more
than 50% year on year to 2,083.9 billion rubles.
The proportion of lossmaking companies in 2004
dropped by 5.5 percentage points to 35.8%. According
to official statistics, the biggest number of lossmaking
enterprises in 2004 was registered in the production and
distribution of electricity, gas and water (56.7% of the total

The unemployment ratio calculated according to ILO methodology to the economically active population.
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quarter of 2004 showed that the main incentives for the
investment activity of nonfinancial enterprises were en
suring the utilisation of production capacity, intensifying
and modernising production, expanding output, turning
out new products, borrowing funds and getting a return
from financial investment.
As for the major sources of investment, the enterpris
es surveyed by the Bank of Russia indicated in order of
priority profit, depreciation, bank and other loans, leas
ing, budget funds, federal target programmes, foreign
investments and share issue.
The raising of longterm funds enabled enterprises
to use their own funds not only for growth in investment
assets, but also the financing of current activities. Enter
prises had their own floating funds and had broader op
portunities to use them for working capital formation. The
value of enterprises’ own floating funds increased 61.9%
in 2004, whereas in 2003 it decreased 11.2%.
The ratio of equity capital invested by enterprises in
working capital in 2004 expanded from 13.2% to 19.0%
of the total equity capital. Accordingly, the ratio of work
ing capital created from enterprises’ own funds increased
from 25.2% to 32.4% of the working capital.
The state of payments and settlements continued to
improve. Specifically, the ratio of nonpayments in total
receivables of large and mediumsized enterprises
dropped by 5 percentage points to 16.2% and by 5.8 per
centage points to 18.9% in total payables.
As the financial performance of nonfinancial enter
prises improved, their demand for banking services in
creased. According to a special poll conducted by the
Bank of Russia in the fourth quarter of 2004, which in
volved more than 10,000 enterprises based in 79 Rus
sian regions, the nonfinancial enterprise sector was
characterised by a relatively high level of demand for
banking services.
In the period under review, 47.2% of the enterprises
polled applied for new or additional services and 93.1%
of enterprises had their demand for banking services met;
20.8% of enterprises had their demand met to a full ex
tent.

number of enterprises in this sector) and woodworking
and the output of timber products (51.7%).
Enterprises’ activity in 2004 resulted in profit from
sales, profit before tax and net profit, all of which in
creased as compared with the same period in 2003. How
ever, in 2004 only profit from sales increased more than
in 2003 (40.6% as against 39.4% in 2003). Although pre
tax profit rose 57.0% in 2004 as against 68.8% in 2003, it
accounted for 86.4% of the profit from sales as against
80.6% in 2003. Net profit, which enterprises retained af
ter tax and extraordinary incomes and expenses, in
creased 62.0% and accounted for 9.6% of earnings. In
2003, it rose 110% but accounted for just 8.2% of earn
ings.
Most of the growth in profit was due to the increased
profit of exportoriented industries, especially the oil and
metallurgy sectors, which was largely the result of an in
crease in the world market prices and the price policy they
pursued on the domestic market.
The return on enterprises’ sales2 and capital3 also in
creased in 2004. The return on sales stood at 17.4% in
the period under review as against 15.9% in 2003 and the
return on capital rose from 8.3% to 10.7%.
The velocity of enterprises’ capital turnover stood at
0.71 of the overtheperiod turnover in 2004. This means
that the earnings received in 2004 compensated 71% of
the funds placed in assets (this compares with 65% in
2003). The duration of one turnover, or the period during
which the cost of the capital invested in assets at the 2004
velocity of capital turnover could be offset by earnings,
was 1.4 years as against 1.5 years in 2003.
Labour productivity4 at enterprises stood at 973,200
rubles per person employed as against 729,800 rubles
per person in 2003.
The financial conditions of enterprises with different
sizes of capital differed significantly. The financial stand
ing of the largest enterprises was relatively good, while
other enterprises, especially those with assets smaller
than 100 million rubles, continued to face serious prob
lems.
Unlike larger enterprises, enterprises with assets
smaller than 100 million rubles registered a contraction
in both fixed and equity capital. The reduction of fixed
capital at enterprises with assets smaller than 100 million
rubles was largely due to the contraction of fixed assets
(by 6.0%). The equity capital of enterprises with assets
smaller than 100 million rubles decreased in its balance
sheet value by 7.1% and by 6.2% in net assets.
The level of selffinancing of enterprises fell slightly
and the ratio of equity capital in enterprises’ balance sheet
total for 2004 fell from 63.7% to 62.8%.
The analysis of the investment activity of 12,500 en
terprises monitored by the Bank of Russia in the fourth

I.1.3. Financial markets and nonbank
financial institutions5
There was a slight slowdown in the development of
financial markets in 2004, but overall they grew faster than
GDP. The financial markets came to play a more impor
tant role in accumulating savings and transforming them
into investments. The value of investments attracted by
Russian enterprises on the domestic securities markets
(corporate bond and stock markets) in 2004 aggregated
153 billion rubles.

2

Calculated as the ratio of profit from sales to earnings regarded as volume of sales.
Calculated as the ratio of profit before tax to average assets.
4
Labour productivity is measured using the indicator employed for this purpose by the European Central Bank. It is calculated as the
ratio of earnings from sales of goods and services to the number of persons employed.
5
Materials prepared by the Federal Financial Market Service (“Russian Financial Market Development Strategy”), Economic Research
Foundation “Development Centre” and data compiled by RTS, MICEX, National Association of Stock Market Participants and the
National Managers’ League are used in this subsection.
3
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RTS and MICEX Index Dynamics
in 2004

CHART 1.1
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Despite progress in the development of the financial
markets, Russia’s top companies do not regard the na
tional financial market as a major source of investments,
while many mediumsized companies do not have access
to it. The principal sources of investments for Russian
companies are, as before, their own funds, loans and pri
mary offerings on foreign markets. In 2004, Russian en
terprises raised $10.2 billion in investments on foreign
securities markets through participation and debt financ
ing.
Corporate securities market
The stock market. The favourable macroeconomic
situation and the improvement of the financial standing
of enterprises in the real sector in 2004 had a benign ef
fect on the Russian stock market. The favourable exter
nal factor of growth of the Russian stock market was the
improved price situation on world raw material markets,
which allowed Russia to maintain a foreign trade surplus
and receive considerable federal budget revenues.
At the same time, the end of 2004 was not good for
the stock market due to the instability of major issuers.
The stock market indices gained less in 2004 than they
did in 20036. The MICEX index gained 7% as against 61%
in 2003 and stood at 552.22 points as of December 30,
2004 and the RTS index rose 8% as against 58% in 2003
and reached 614.11 points as of December 31, 2004 (see
Chart 1.1). At the same time, both trading floors regis
tered an increase in stock price volatility in 2004.
The average daily volume of stock trade on MICEX
stood at 11.1 billion rubles in 2004, an increase of 29%
on 2003, whereas in the RTS, it remained virtually un
changed at $22 million. The aggregate secondary stock
trade turnover on the two trading floors expanded 27%
in 2004 year on year. At the end of the period under re
view, the capitalisation of the RTS stock market stood at
$168 billion, representing an increase of 6% on the same
period a year earlier.
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Investors’ interests differed considerably by instru
ment and depended on the issuer’s financial standing and
potential. The shares of electricity companies continued
to predominate in MICEX and the RTS aggregate ex
change trade turnovers in 2004, accounting for 52% as
against 64% in 2003 on MICEX and 29% as against 34%
in the RTS.
The fact that stock trade volumes increase faster than
market capitalisation testifies to the increased liquidity of
the stock market. However, in terms of liquidity, the Rus
sian stock market is inferior not only to most of the devel
oped markets, but also some emerging markets. Russian
outstanding corporate stocks account for no more than
5—25%.
It should be noted that a large portion of Russian
stocks is traded on international financial markets (Lon
don and New York) in the form of American depositary
receipts (ADR) and global depositary receipts (GDR).
Banks still maintain a low presence on the stock mar
ket: their share of the market is estimated at 8—9%, and
it declined slowly in 2003 and 2004.
The corporate bond market. As the needs of the real
economy for investment increased, the corporate bond
market continued to grow dynamically. The fastest grow
ing segment of the financial market, the corporate bond
market expanded by twothirds in 2004. At the same time,
in the middle of last year the corporate bond market dem
onstrated its stability despite rumours of overheating. It
had survived defaults on several bank bond issues almost
unscathed.
Companies were active in issuing bonds in 2004:
more than 80 new corporate bond issues with a nominal
value of 140.4 billion rubles were placed on MICEX, an
increase of 79% on 2003. The average value of a corpo
rate bond issue in 2004 topped 1.5 billion rubles as
against 1 billion rubles in 2003.
The structure of corporate bonds by maturity did not
change much in 2004 as compared with 2003: new is

6
The annual rates of growth of Russian stock indices in 2004 were comparable with those of the major stock indices of the developed
markets: Tokio’s Nikkei rose 8%, London’s FTSE 8%, Frankfurt’s DAX 7% and the Dow Jones Industrial Average 3%.
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sues with 2 and 3year maturity periods predominated.
At the same time, corporate bond issues with maturity
periods of 5 years and more were placed.
In 2004, the corporate bond market was character
ised by an increase in secondary trade. The average dai
ly volume of secondary corporate bond trade on MICEX7
expanded 67% in 2004 year on year to 1.7 billion rubles.
Secondary trade volumes and growth rates on the cor
porate bond market exceeded those of the rubledenom
inated government securities market.
Organised borrowings on the bond market are be
ginning to compete with bank lending. By the beginning
of 2005, rates on primary offerings were within 10—12%
p.a. and for the largest companies 7—9% p.a., that is,
they were quite competitive with interest rates on long
term ruble loans (10—14% p.a.) regardless of the expens
es involved in conducting and servicing bond issues
(these account for about 1.5% of the value of the issue).
At the same time, ruble borrowings made on the bond
market largely go to finance current needs rather than
investments. According to Rosstat data, bank loans ac
counted for 6.3% of the financing of fixed capital invest
ment in 2004, whereas corporate bond issues account
ed for a lowly 0.2%.
Unlike the stock market, the corporate bond market
has banks as its main participants. Banks have always
accounted for a large share of this market: in the middle
of last year it was over 40% and by the beginning of 2005
it exceeded 50%. At the same time, there is no indisput
able leader, as none of the banks controls more than 3%
of the market.
The domestic foreign exchange market. The situa
tion on the domestic foreign exchange market in 2004
was affected by the dynamics of export earnings, Rus
sian companies’ borrowings abroad, Bank of Russia op
erations conducted in line with its monetary and exchange
rate policy and dollar fluctuations against the euro on the
world currency market. Banks’ demand for foreign ex
change was largely determined by such factors as im
port payments and large corporate foreign debt pay
ments.
From January to the middle of April, the situation on
the domestic foreign exchange market was characterised
by growth in the supply of foreign exchange, caused by
the flow of vast amounts of currency export earnings to
the economy, and the active opening of short currency
positions by credit institutions.
In the middle of April, the dollar’s rally encouraged
credit institutions to build up their long positions in this
currency. In the second half of April, a rise in the dollar
rate against the ruble ended and the exchange rate sta
bilised at 29.0—29.3 rubles to the dollar. In the mean
time, the situation on the world currency market changed

and some Russian banks experienced a shortage of li
quidity. The ruble resumed its rally in nominal terms in
late October when the inflow of export earnings grew and
the dollar weakened on the world currency market.
The average daily ruble/dollar spot trade turnover on
the interbank market increased 32% in 2004 year on year,
to $16.4 billion. The average daily dollar/euro spot trade
turnover expanded 37% to $4.1 billion.
The aggregate ruble/dollar exchange trade turnover
more than doubled in 2004 as compared with 2003 and
stood at $347.5 billion; STS turnover of “today” trades
aggregated $84.7 billion and STS turnover of “tomorrow”
trades reached $119.1 billion. The aggregate volume of
ruble/euro exchange operations contracted 10% in 2004
to 2 billion euros.
The GKO—OFZ market. The situation on the govern
ment securities market in 2004 was affected by the do
mestic debt management policy pursued by the Finance
Ministry, the situation on the domestic foreign exchange
market and banking sector liquidity dynamics. During the
year, the effective yield on government bonds calculated
by MICEX declined by 0.51 percentage points from 7.46%
to 6.95%. The average daily trade turnover expanded 31%
year on year to 1.2 billion rubles8.
The high level of banking sector liquidity in the first
quarter of 2004 allowed the Finance Ministry to place
government bonds without offering any premium to the
market yield.
As the situation on the domestic foreign exchange
market changed in April 2004, government securities
became less attractive to investors. The liquidity short
age in the banking sector, caused by problems faced by
some banks, led to the further reduction of activity of gov
ernment securities market participants. In the second
quarter of 2004, the GKO—OFZ trade volume dropped
by more than half compared to the previous quarter.
The GKO—OFZ market in 2004 was characterised by
a small volume of operations conducted to regulate the
current liquidity level. Banks preferred to cover the short
age of funds by concluding repo deals with the Bank of
Russia. The main reason for the reduction of the GKO—
OFZ market’s role in regulating commercial banks’ free
funds is the low level of liquidity of government securi
ties, which is largely the result of the negative real yields
on many government securities and the high concentra
tion of bond issues placed with passive investors.
Banking sector liquidity started to grow again in Sep
tember 2004, causing the demand for government secu
rities to rise. At the same time, the principal GKO—OFZ
market participants were, as before, the biggest inves
tors, such as Sberbank and the Pension Fund9, which
bought government securities for the longterm invest
ment of free funds.

7

Taking into account overthecounter transactions registered on MICEX.
This figure does not take into account the Finance Ministry and Bank of Russia auctions. In 2004, the Finance Ministry held 27
primary GKO—OFZ bond auctions, raising 94.5 billion rubles, excluding secondary trade operations. During the year, the nominal
value of the domestic government debt market rose 77% to 557.6 billion rubles and its duration increased from 2.7 years to 4.8 years.
9
According to the Federal Financial Market Service, in 2002 and 2003 the Pension Fund accumulated and invested 99 billion rubles of
pension savings in government bonds. In 2004, the Pension Fund invested 15 billion rubles in these instruments.
8
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The role of nonbank financial institutions in the Rus
sian financial system and their interrelationship with credit
institutions. The principal types of nonbank financial in
stitutions on the Russian market today are insurance com
panies, investment intermediaries and collective invest
ment institutions. In addition, there are the necessary el
ements of the market infrastructure, such as trading
floors, clearing systems and discount houses, but since
they perform purely auxiliary functions and make no in
vestments on their own behalf, their activities are not con
sidered in this Report.
The role of the nonbank financial institutions in
creased on the Russian market in 2004 mainly owing to
insurance companies.
Three factors affected the insurance market in 2004.
First, amendments to the Federal Insurance Law came
into effect at the beginning of 2004, which set new re
quirements for the minimum paidup authorised capital
of insurance companies and established the procedure
for conducting specialisation. Second, the proportion of
financial optimisation schemes, especially in life insur
ance, contracted in the insurance business structure.
Third, the dynamics of the insurance market and its fi
nancial stability in 2004 were significantly affected by
compulsory third party liability auto insurance introduced
in the middle of 2003.
The total value of insurance premiums increased 9%
in 2004 to 471.6 billion rubles and insurance indemnities
aggregated 307.6 billion rubles, a rise of 8.1% on 2003.
However, despite significant growth in the total value of
insurance premiums collected by insurance companies,
they accounted for a meagre 2.8% of GDP in 2004.
Insurance companies mainly invest in corporate
stocks and debt instruments, which, according to experts’
estimates, accounted for nearly 60% of insurance com
panies’ total investments in the first nine months of 2004.
Although insurance companies are the most devel
oped nonbank financial institutions, the volume of their
operations is considerably smaller than that of banks. As
of the beginning of 2005, insurance companies’ assets
accounted for about 9% of bank assets and insurance
companies’ capital accounted for nearly 12% of aggre
gate banking sector capital.
Most of Russia’s largest insurance companies are a
part of financial holding companies or have been created
by large industrial companies. Such holding companies
comprise banks, as a rule, which are only connected with
insurance companies by having the same owner rather
than directly participating in capital.
Financial intermediaries play an increasingly im
portant role on the Russian stock market each year. At
the same time, a tendency towards concentration of ser
vices has been registered in this sector since 2002. The
number of professional securities market participants has
been declining, while the ratio of universal companies that
have the right to conduct all types of activities permissi
ble for the professional securities market participant has
been expanding. According to the Federal Financial Mar
ket Service (FFMS), more than half of the 1,664 compa

nies of this kind were engaged in broker and dealer activ
ities and securities management since the beginning of
2005 as against 37% as of the beginning of 2003 and 16%
as of the beginning of 2000.
As of the beginning of 2005, Russian investment in
termediaries managed more than 311 billion rubles, or
4.4% of banking sector assets. Management companies
set up by banks play a minor role, accounting for 3.5% of
trust assets.
Most of the resources managed by investment inter
mediaries are those accumulated by collective invest
ment institutions. These institutions are represented by
unit investment funds (PIF) and nongovernment pension
funds (NPF) on the Russian financial market.
According to the National Managers’ League, assets
of unit investment funds increased almost 14% during
2004 to 106 billion rubles. However, they account for just
1.5% of aggregate banking sector assets. The number
of registered unit investment funds rose by 125 to 286
last year.
The investment structure of PIFs is dominated by
stock funds, which account for three quarters of all as
sets. The less risky bond unit investment funds account
for a lowly 3% of assets, while the remainder are mixed
investments, most of which are also shares, and riskier
venture funds and real estate funds.
Hence, the management companies of the unit in
vestment funds are largely oriented to the stock market
where banks are not particularly active. The investment
declarations of unit funds usually do not provide for in
vestments in bank deposits. Therefore, banks and unit
investment funds have little bearing upon each other.
At the same time, unit investment funds are the imme
diate rivals of general bank management funds (OFBU),
although the funds attracted by the latter accounted for
just 2% of the funds attracted by PIFs (2.3 billion rubles)
as of the beginning of 2005, according to the National
Managers’ League.
The total value of pension reserves of nongovern
ment pension funds (NPFs) stood at 175 billion rubles
as of the beginning of 2005, according to the FFMS. This
represents 2.5% of banking sector assets. The major
NPFs have been established and are maintained by the
largest Russian enterprises.
The investment strategy of the biggest funds is to in
vest in stocks and bonds, especially those issued by the
parent company. Bank deposits usually account for 7—
8% of investment assets and are placed with a bank affil
iated with the parent structure. Hence, the interrelation
ship between banks and nongovernment pension funds
is confined to the aforementioned deposits and only ex
ists for a small number of banks.
Overall, the analysis of the interconnection between
the Russian banking sector and nonbank financial in
stitutions shows that if problems arise in the nonbank
financial sector, they will have little effect on the bank
ing sector. First, banks are incomparable in scale with
other institutions (banking sector assets exceed by al
most 10 times the assets of the major nonbank financial
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institutions, although last year’s dynamics indicate that
nonbanking institutions have been growing faster). Sec
ond, the direct participation of nonbank financial insti
tutions in banks’ capital is negligent. Banking assets cur
rently owned by nonbank financial institutions account
for a meagre 0.2—0.3% of banking sector assets.
Banks dominate all domestic debt markets. They ac
count for more than a half of the domestic government
debt market, mainly owing to Sberbank, twothirds of the
volume of the regional and local government debt mar
ket and more than 43% of the corporate bond market.
On the one hand, the key role played by banks is due
to their resource potential; on the other hand, banks ac
tively work as regional and corporate loan underwriters
and consultants.
Owing to client relations, the nonbank financial sec
tor is more dependent on the banking sector than banks
depend on nonbank intermediaries. Nonbank financial
institutions have a small but stable share of banking sec
tor liabilities (5—6%). The share of bank deposits in non
bank institutions’ assets is several times bigger. Conse
quently, should problems arise in the banking sector, the
nonbank financial sector’s stability will be seriously af
fected.

I.1.4. Payment system
The state of the Russian payment system was a ma
jor factor of stability of the financial sector and the econ
omy as a whole in 2004.
During the year under review, the Russian payment
system effected 992.0 million payments to the amount of
223.9 trillion rubles. At the same time, the rate of growth
in the number of payments remained unchanged from
2003 at 116%. In the meantime, the rate of growth in the
value of payments slowed down by 17.1 percentage
points year on year to 122.9%.
Electronic settlements become increasingly used in
the Russian payment system. They accounted for 80.4%
of the total number of payments and 89.6% of the total
value of payments as against 77.5% and 86.8%, respec
tively, in 2003. The use of electronic technologies in the
Russian payment system, based on the advanced meth
ods of data processing and transmission, increased the
efficiency and security of the services provided to all par
ticipants in settlement.
The Bank of Russia payment system, which the joint
IMFWorld Bank mission characterised as systemically
important within the framework of the Financial Sector
Assessment Programme for Russia, leads in terms of both
the number and value of payments effected. In 2004, the
payments effected by the Bank of Russia payment sys
tem accounted for 47.6% of the total number of payments
effected by the Russian payment system and 60.5% of
the total value of payments.
The Bank of Russia continues to attach great impor
tance to the creation of a realtime gross settlement sys
tem and in 2004 it made some progress towards reach
ing this goal.

The provision of settlement services by the Bank of
Russia is regulated by Russian legislation, which requires
the Bank of Russia to conduct free of charge operations
with regional government accounts and the accounts of
the bodies that provide cash services for the regional
budgets. In accordance with the decision of the Bank of
Russia, no fee is charged for the settlement services pro
vided when funds are reserved in foreign exchange op
erations. Free payments accounted for 56.1% of the to
tal number of payments in 2004. Operations conducted
by the Bank of Russia for pay accounted for 43.9%. The
charge was unchanged from the previous year.
One of the Bank of Russia’s major areas of activity is
setting rules for the use of noncash settlement instru
ments, which should broaden the range of affordable
payment services, match international regulation stan
dards and take into account the current trends in the de
velopment of new technologies.
In 2004, the Bank of Russia began to elaborate new
principles of regulating noncash settlements and pay
ment systems in order to standardise noncash settle
ment rules and establish uniform requirements for the
management and operation of the payment systems and
set a procedure for monitoring compliance with these
requirements.
Changes were made in noncash settlement rules in
Russia last year (with regard to the letter of credit settle
ments), which took into account the international prac
tice of conducting documentary operations.
The Bank of Russia upgraded the standards regulat
ing the procedure for issuing bank cards in Russia and
conducting payment card operations by credit institu
tions. The new regulations are designed to encourage
noncash settlements using common settlement and
credit cards and create conditions for the introduction of
new payment instruments such as prepaid bank cards.

I.1.5. Banking sector performance
indicators relative to key macroindicators
Despite sustained economic growth and the favour
able price situation on world raw material markets, the
rates of growth in the major banking sector performance
indicators slowed down in 2004. Banking sector assets
increased 27.4% during 2004 as against 35.1% in 2003.
Capital growth slowed to 16.2% from 40.2% in 2003.
Loans to the nonfinancial sector expanded 39.0% as
against 42.4% in 2003 and household sector deposits
grew 29.7% as against 47.1% in 2003.
As a result, the ratio of these indicators to GDP
changed in 2004. The ratio of banking sector assets to
GDP (42.5%) was virtually unchanged from the previous
year (42.4%), the ratio of household sector deposits to
GDP did not change much either (11.7% as against 11.5%
in 2003), whereas banking sector capital to GDP contract
ed from 6.2% to 5.6%.
At the same time, the expansion of banks’ operations
with the real sector was the principal factor of growth in
banking sector assets in 2004. Loans and other funds
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provided to the nonfinancial enterprise sector increased
from 17.2% of GDP to 18.8% of GDP and their share in
banking sector assets expanded from 40.5% to 44.1%.
The chief source of resources for credit institutions
in 2004 was funds attracted from enterprises and organ
isations, which increased 43.4% during the year as
against 26.9% in 2003. Relative to GDP, they grew from
10.5% to 11.8% and their share in banking sector liabili
ties expanded from 24.7% to 27.8%.

In real terms, aggregate banking sector assets in
creased 19.7% in 2004, capital 4.0%, loans to the non
financial sector 29.5%, household deposits 21.8% and
funds attracted from enterprises and organisations
35.2%.
The dynamics of the ratio of the key banking sector
performance indicators to GDP indicate that the bank
ing sector’s role in the country’s economy constantly
grows.
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I.2. Institutional aspects of the banking sector development

I.2.1. Banking sector quantitative
characteristics
The number of operating credit institutions decreased
from 1,329 to 1,299 in 2004. Thirtythree credit institu
tions had their banking licences revoked last year. These
included eight of the top 200 banks in terms of assets:
DialogOptim (ranked 56th as of January 1, 2004), Kredit
trast (63rd), Neftegazbank (106th), Sodbiznesbank (113th),
Imperial (135th), Paveletsky (167th), Legprombank (170th)
and Meritbank (200th). Three credit institutions were re
organised through mergers and acquisitions and five new
ones were registered.
There was a slight drop in the number of operating
banks in all federal districts, except the NorthWestern
Federal District. The biggest reduction in the number of
credit institutions was registered in the Central Federal
District from 752 to 742.
The reorganisation of the branch network of credit
institutions continued in the year under review. There was
a slight rise in the number of branches of operating cred
it institutions last year: from 3,219 as of January 1, 2004,
to 3,238 as of January 1, 2005, an increase of 0.6%. (In
the previous three years, the number of branches of op
erating credit institutions had declined by 574, or 15.1%).
There were 1,011 Sberbank branches as of January 1,
2005, 34 fewer than a year earlier (see Chart 1.2).
Credit institutions and their branches continued to
increase the number of their internal divisions such as ad

Number
of credit institutions
and their branches
4,000

3,433

I.2.2. Concentration of banking activities
The share of the top 200 credit institutions in terms
of assets was virtually unchanged in 2004 and as of Jan
uary 1, 2005, it stood at 89.0% of total bank assets as
against 88.0% as of January 1, 2004. The share of the
largest five banks expanded from 42.9% to 45.1%, main
ly due to the expansion of Sberbank’s share from 27.6%
to 28.6%.
The top 200 banks in terms of capital accounted for
82.9% of aggregate banking sector capital as of January
1, 2005, as against 82.7% as of January 1, 2004, and the
largest five banks accounted for 34% as against 35% as
of January 1, 2004.
The number of credit institutions with a capital of more
than 5 million euros increased during 2004 from 462 to
501, or by 8.4% (the aggregate capital of this group of

Number of banks with a capital
of more than 5 million euros
and their share in aggregate
banking sector capital

CHART 1.2

1,329

3,793

ditional offices and cash and credit offices in 2004. At the
same time, there was a fall from 19,060 to 18,491 in the
total number of cash points. The total number of internal
divisions of credit institutions and their branches in
creased by 1,202 to 27,670 as of January 1, 2005, as
against 26,468 as of January 1, 2004.
In five federal districts (the NorthWestern, Volga,
Southern, Siberian and the Far Eastern districts) the num
ber of branches of banks based in other regions exceed
ed the number of local credit institutions and their branch
es as of January 1, 2005.
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banks grew 17.1%) and their share in aggregate banking
sector capital expanded from 93% to 94% (see Chart
1.3). As of the beginning of 2005, 38.6% of all credit in
stitutions had a capital in excess of 5 million euros as
against 34.8% a year earlier.
The dynamics of the internationallyaccepted Her
findahlHirschman Index (HHI)10 testify to the low level of
asset concentration in the Russian banking sector (see
Chart 1.4). However, after its fall in 2003, this index rose
in 2004. After a threeyear decline, the level of concen
tration of loans to the nonfinancial enterprise sector also
rose in 2004 and registered 0.126. Hence, the level of
concentration of loans to the nonfinancial enterprise
sector in 2004 may be rated as medium.
Only the personal deposit market had a high level of
concentration, despite its persistent decline. As of Janu
ary 1, 2005, the HHI of this segment of the market regis
tered 0.37. The significant reduction of the index during
the past few years was largely due to the contraction of
Sberbank’s share of the personal deposit market and it

Ural

Siberian

Far Eastern

As of January 1, 2005

testifies to the intensification of competition on the retail
banking market.
The capital concentration level (0.043) was the low
est banking sector performance indicators and during the
past few years had the tendency to decline.
Banking sector concentration levels continued to dif
fer significantly by region in 2004 (see Chart 1.5).
The second highest level of banking sector asset con
centration after the Central Federal District is registered
in the NorthWestern Federal District, where it is given a
medium rating (HHI = 11.5). Other federal districts have
low asset concentration levels and the Siberian Federal
District has the lowest. However, all federal districts reg
istered a rise in asset concentration levels in 2004.

I.2.3. Banking sector development
at the regional level
The number of regional banks11 fell slightly in 2004,
decreasing from 650 as of January 1, 2004, to 628 as of

10

The HerfindahlHirschman Index is recommended by the Compilation Guide on Financial Soundness Indicators, which is currently
being drafted by the IMF, as a measure of concentration in the banking sector. It is calculated as a sum of squared unit weights of
credit institutions in the total volume of the banking sector indicator. The index shows the extent of the indicator’s concentration on
the scale of values from 0 to 1. The value 0 signifies the lowest level of concentration, less than 0.10 a low level of concentration, 0.10
to 0.18 a medium level of concentration and more than 0.18 a high level of concentration.
11
Regional banks are the banks registered outside Moscow and the Moscow Region.
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January 1, 2005. At the same time, the rates of growth in
regional bank assets12 (31.5%) were faster than the rates
of growth in aggregate banking sector assets (27.4%) in
2004. As a result, regional banks accounted for 37.3% of
aggregate banking sector assets as of January 1, 2005,
as against 35.5% as of January 1, 2004.
The aggregate capital of regional banks increased by
30.0 billion rubles, or 22.9%, and these banks account
for 17.0% of aggregate banking sector capital as of Jan
uary 1, 2005, as against 16.1% as of January 1, 2004.
As in the previous two years, regional banks profited
in 2004, aggregating 26.4 billion rubles, an increase of
34% on 2003. The ratio of profitmaking regional banks
was virtually unchanged at 98.3% of the total number of
regional banks as of January 1, 2005, and 99.95% of ag
gregate regional bank assets.
The NorthWestern Federal District had the highest
rate of provision with banking services in 2004: it was 27%
higher than the national average13. At the same time, the
ratio of assets and loans to gross regional product ex
ceeded the national average by 41% and 27% respec
tively. The ratio of personal deposits to income was also
the highest in Russia. Another region where the rate of
provision with banking services was higher than the na
tional average was the Volga Federal District.
The lowest rate of provision with banking services
was, as before, in the Siberian Federal District, although
growth in this rate reduced the gap between it and the
Southern, Ural and Far Eastern Federal Districts to a min
imum (however, the Ural and Far Eastern Federal Districts
are far ahead in terms of institutional saturation with bank
ing services, the number of credit institutions and their
branches per capita). The lowest rates of provision with
banking services were registered in the Republics of In
gushetia and Daghestan.
At the beginning of 2005, as in the previous year, there
were no more than two locallybased operating credit in
stitutions in 13 Russian regions14 (the Bryansk, Kursk, Li
petsk, Orel, Tambov, Novgorod, Penza and Chita Regions
and the Republics of Buryatiya, Kalmykia, Ingushetia,
Karelia and MariiEl)15. There were no credit institutions
in the Jewish Autonomous Area and the Chukchee Au
tonomous Area as of January 1, 2005, as in the previous
years.
Consequently, the provision of the Russian regions
with banking services has not changed much in recent
years, while the persisting differentiation between regions
in this respect largely results from different levels of their
economic development.

I.2.4. State participation
in the banking sector
According to estimates16, the group of state banks
(credit institutions in which the state17 controls more than
50% of authorised capital) comprised 21 credit institu
tions as of January 1, 2005, as against 20 credit institu
tions as of January 1, 2004.
As of January 1, 2005, state banks accounted for
28.0% of aggregate banking sector equity capital (as
against 28.4% as of January 1, 2004), 38.1% of assets
(as against 36.0% as of January 1, 2004), 42.2% of loans
to the real economy (as against 38.2% as of January 1,
2004), 65.7% of household deposits (as against 67.7%
as of January 1, 2004) and 76.6% of investments in Rus
sian government debt obligations (as against 80.0% as
of January 1, 2004).
Sberbank plays a special role on the Russian bank
ing services market. In 2004, its share in aggregate bank
ing sector assets expanded from 27.6% to 28.6% and in
aggregate banking sector capital from 18.2% to 18.3%.
Sberbank continues to dominate the household sector
deposit market. Despite its gradual decline, Sberbank’s
share in the total value of deposits and other household
sector funds attracted by banks remained large at 60.3%
as of January 1, 2005 (a year earlier, it was 63.3%).
Sberbank also plays the leading role on the financial
market. As of January 1, 2005, it accounted for 71.3% of
investments in Russian government debt obligations as
against 71.9% as of January 1, 2004. It has retained its
major role in lending to the real sector and its share of
total loans extended by the banking sector to the non
financial enterprise sector has expanded significantly
during the year (from 29.3% as of January 1, 2004, to
32.6% as of January 1, 2005). The scale of Sberbank’s
operations on the interbank market also expanded sig
nificantly in 2004. Sberbank’s share in total interbank
loans, deposits and other placements increased from
2.4% to 6.4%.
Vneshtorgbank, Russia’s second largest state bank,
also expanded its activities significantly in 2004. During
the year, its assets increased almost 1.5 times and, as a
result, Vneshtorgbank’s share in banking sector assets
rose from 5.2% to 6.0%. The value of household depos
its almost doubled during the year and Vneshtorgbank’s
share of the household deposit market expanded from
1.8% to 2.6%. The bank’s share of lending to the non
financial enterprise sector also increased from 4.8% as
of January 1, 2004, to 5.7% as of January 1, 2005. At the

12

Assets of the banks registered in the region, including their branch network inside the region, and assets of the branches of banks
registered in other regions.
13
The average rate of provision with banking services by region was calculated without taking into account credit institutions based in
Moscow and the Moscow Region.
14
Excluding the autonomous areas inside other constituent territories of the Russian Federation.
15
As of January 1, 2004, these constituent territories included the Leningrad Region, where the number of locallybased operating
credit institutions increased to three in 2004, and did not include the Republic of Kalmykia, where the number of such credit institu
tions decreased from three to two.
16
There are no accurate figures because the Bank of Russia has no codes in its database allowing it to precisely identify state partic
ipation in the authorised capital of credit institutions (applicable legislation does not require the Bank of Russia to have such codes).
17
Among the organisations that represent the state are the executive bodies of power, federal and regional state unitary enterprises,
the Federal Property Fund and the Bank of Russia, which is not an executive body of power.
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same time, Vneshtorgbank’s investments in Russian gov
ernment debt obligations decreased almost four times
and the bank’s share in total investments in government
debt instruments contracted from 6.3% to 1.7% during
the year. Vneshtorgbank’s share in aggregate banking
sector capital also decreased (from 6.5% to 6.0%) as the
bank’s capital grew more slowly (7.3%) than banking sec
tor capital as a whole.
Looking at the Russian banking sector without Sber
bank and Vneshtorgbank, the state banks play a far more
modest role in it. They account for 4.9% of total banking
sector equity capital (as against 4.9% as of January 1,
2004), 5.3% of aggregate assets (as against 4.9% as of
January 1, 2004), 6.3% of loans to the nonfinancial en
terprise sector (as against 6.2% as of January 1, 2004),
7.3% of household deposits (as against 7.6% as of Janu
ary 1, 2004) and 13.5% of investment in Russian govern
ment debt obligations (as against 7.9% as of January 1,
2004).
The group of Russian overseas banks is composed
of the Moscow Narodny Bank (London), Banque Com
merciale pour l’Europe du NordEurobank (Paris), Ost
West Handelsbank (FrankfurtamMain), DonauBank
(Vienna) and EastWest United Bank (Luxembourg).
These banks operate in compliance with host country leg
islation and are supervised by local supervisory authori
ties, while the Bank of Russia participates in managing
these banks through its representatives on their supervi
sory boards.
The Bank of Russia holds a 15% stake in the Donau
Bank (Vienna) and EastWest United Bank (Luxembourg).
It has retained its blocks of shares in these banks at the
recommendation of the local supervisory authorities. The
Bank of Russia holds a 88.89% stake in the Moscow Nar
odny Bank (London), a 87.04% stake in Eurobank (Paris)
and a 51.62% stake in OstWest Handelsbank (Frankfurt
amMain).
Pursuant to Article 8 of the Federal Law on the Cen
tral Bank of the Russian Federation (Bank of Russia), the
Bank of Russia disposes of its stakes in these banks in

agreement with the Russian government. Article 13 of the
Federal Law places decisionmaking concerning the par
ticipation of the Bank of Russia in the capital of credit in
stitutions within the competence of the National Banking
Board.
Implementing the decisions of the National Banking
Board, in 2004, the Bank of Russia continued to create
conditions for a withdrawal from the capital of Russian
overseas banks. Specifically, it took steps to make them
more independent financially from the Bank of Russia,
held meetings and consultations with host country super
visory authorities and studied possible ways of alienating
shares. Work continued in the period under review to
transfer to the Bank of Russia the rights to the shares of
Russian overseas banks historically registered with “nom
inal shareholders.”
The financial standing of the Russian overseas banks
is considered stable. All of them profited in 2004.
The Russian Banking Sector Development Strategy
until 200818 envisages the withdrawal of the Bank of Rus
sia from the capital of Russian overseas banks. At the
same time, the Bank of Russia and its collegiate body,
the National Banking Board, believe that the Bank of Rus
sia stakes in these banks should be sold without harming
the interests of the state.

I.2.5. Foreign capital
in the Russian banking sector
Foreign capital participation in the Russian banking
system expanded in the year under review. Nonresident
participation in the aggregate authorised capital of oper
ating credit institutions increased from 18.9 billion rubles
to 23.6 billion rubles, or 24.9%, in 2004 (in 2003, it in
creased from 15.9 billion rubles to 18.9 billion rubles, or
19.0%). The nonresident share of aggregate banking
sector authorised capital expanded from 5.2% to 6.2%
(in 2003, it shrank slightly from 5.3% to 5.2%). As the
number of operating credit institutions with foreign inter
est rose from 128 to 131 (in 2003, it increased from 126
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to 128), the number of credit institutions with a nonresi
dent stake of more than 50% increased from 41 to 42 (in
2003, it rose from 37 to 41), while foreign investment in
the authorised capital of operating banks grew by 4.65
billion rubles (see Chart 1.6).
There are credit institutions with foreign interest lo
cated in 29 Russian regions, 87 of which, or 66.4% of the
total, are based in Moscow and the Moscow Region, eight
in St Petersburg and four in the Tyumen Region.
Eightyfour credit institutions with foreign interest, or
64.1% of the total) have a general banking licence, 45 cred
it institutions, or 34.4%, have a licence to conduct bank
ing operations in rubles and foreign currency and two
credit institutions, or 1.5%, are licensed to conduct op
erations in rubles only. Of the total number of credit insti
tutions with foreign interest, 122 credit institutions, or
93.1%, have a licence to take household funds on de
posit and 38 credit institutions, or 29.0%, are licensed to
take on deposit and place precious metals.
Thirtythree credit institutions, or 25.2%, are wholly
foreignowned. The number of such banks increased by
one during the year (Moscowbased Ziraat Bank).
The policy of foreigncontrolled banks in 2004 was
mainly expanding the provision of settlement services to
clients and operations on the Russian retail banking and
securities markets.
The assets of foreigncontrolled banks increased
29.9% during 2004 to 539.9 billion rubles and their equi
ty capital expanded 36.7% to 73.8 billion rubles. Howev
er, foreign capital continues to play a very modest role in
the Russian banking sector: as of January 1, 2005, this
group of banks accounted for 7.6% of banking sector
assets and 7.8% of equity capital (as against 7.4% and
6.6%, respectively, as of January 1, 2004).
The main sources of funds for foreigncontrolled
banks in 2004 remained the funds in their customer ac
counts and loans, deposits and other funds raised on the
interbank market. These sources accounted for nearly
77% of the banks’ liabilities.
The balances in customer accounts increased 1.5 ti
mes in 2004 and stood at 246.9 billion rubles, while their
ratio in these banks’ liabilities expanded from 39.4% as
of January 1, 2004, to 45.7% as of January 1, 2005. In
the meantime, the balances of corporate customer set
tlement, current and other accounts increased 29.2%,
whereas their ratio in liabilities was virtually unchanged
at 17.3%. Corporate deposits grew 43.7% to 73.6 billion
rubles, while their ratio in liabilities expanded from 12.3%
to 13.6%.
Foreigncontrolled banks rapidly expanded their op
erations on the retail banking services market in 2004. The
value of deposits and other funds attracted from house
holds increased from 34.0 billion rubles to 55.2 billion ru
bles, or 62.7% — more than the banking sector’s 29.7%
average. This source of funds accounted for 10.2% of the
liabilities of this group of banks as against 8.2% a year ear
lier. At the same time, the foreigncontrolled banks’ share
of the household deposit market expanded from 2.2% as
of January 1, 2004, to 2.8% as of January 1, 2005.

The balances of funds raised by foreigncontrolled
credit institutions on the interbank market rose 15.8% in
2004 to 169.9 billion rubles, while their share in liabilities
contracted from 35.3% to 31.5%. Most of the funds were
attracted from nonresident banks — 140.6 billion rubles
(82.7%), of which nearly 45% of the funds had a maturity
of over one year.
Foreigncontrolled banks are beginning to play a
more significant part in the redistribution of resources
between the international and Russian financial markets.
As of the beginning of 2004, the funds attracted by the
banks to the Russian financial market exceeded the
funds placed with nonresidents by 109.9 billion rubles,
whereas as of January 1, 2005, the excess amounted to
153.8 billion rubles. Credit institutions controlled by non
residents accounted for 51.1% of the net inflow of funds
from the international financial market to the Russian
banking sector as of January 1, 2005, as against 64.4%
as of January 1, 2004.
Lending operations are a major activity of the banks
controlled by nonresidents. Loans and other funds pro
vided by the banks to the nonfinancial enterprise sector
increased from 146.1 billion rubles to 202.1 billion rubles,
or 38.3%, in 2004, while their share in the assets of the
banks expanded from 35.2% to 37.4%. Loans extended
in foreign currency accounted for 74% of the banks’ credit
investments. However, the share of foreigncontrolled
banks in the total value of loans extended by the banking
sector to nonfinancial enterprises remained virtually un
changed in 2004 at 6.2%.
There was a marked rise in the foreigncontrolled
bank activity on the consumer credit market. Consumer
credit increased 2.7 times in 2004 (2.1 times in the bank
ing sector) to 46.6 billion rubles, accounting for 14.5% of
the loan portfolio of the banks as against 7.6% as of Jan
uary 1, 2004.
As foreigncontrolled banks expanded their opera
tions on the securities market in 2004, their investments
in securities increased 52.3% to 84.6 billion rubles. In
vestments made in securities accounted for 15.7% of
assets of this group of banks as against 13.4% a year
earlier. As banks preferred to invest in debt obligations,
these investments grew 57.6% to almost 95.6% of the
total value of securities bought by the banks. At the same
time, there was a significant rise in investments in the debt
obligations of Russian banks (from 1.4 billion rubles to
10.2 billion rubles) and corporations (from 9.4 billion ru
bles to 20.9 billion rubles) and their share in total debt
obligations expanded to 38.5% as of January 1, 2005, as
against 21% as of January 1, 2004. The share of invest
ments in Russian government debt obligations decreased
from 56.2% to 35.0%.
The 2004 results proved further improvement of for
eigncontrolled banks’ financial standing. Current prof
its increased 7.5% (from 16.5 billion rubles as of January
1, 2004, to 17.8 billion rubles as of January 1, 2005). The
number of profitmaking banks rose slightly (from 34 to
38), while their profits increased from 16.7 billion rubles
to 18.0 billion rubles. At the same time, the number of
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lossmaking banks fell from six to four, with their losses
increasing marginally (from 218 million rubles to 239 mil
lion rubles).
Growth in bank profits allowed an improvement in
their financial results in 2004, taking into account their
performance in the previous years. As of January 1, 2005,
profits aggregated 29.7 billion rubles as against 19.7 bil
lion rubles as of January 1, 2004, taking into account the
financial results of past years.

At the same time, profits in 2004 grew slower than those
in 2003 due to some extent to the increase in the costs in
volved in the expansion of the branch network and retail
banking business. Profit growth was also slower than that in
assets and capital. As a result, the return on both assets
and capital of the credit institutions controlled by nonres
idents decreased in 2004 to 3.8% and 29.0% respectively
(as against 4.7% and 35.8% in 2003). These rates, howev
er, are higher than the banking sector’s averages.
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I.3. Banking operations

I.3.1. The dynamics and structure
of borrowed funds
The resource base of credit institutions continued to
expand during the year under review and its growth was
accompanied by structural changes in banking sector li
abilities (see Chart 1.7). However, the rates of resource
growth slowed down largely due to the “crisis of confi
dence” that led to the stagnation of the interbank market
in the summer of 2004, the run on some banks and the
reduction of demand for bank securities (see Annex IV.1).
Growth in banking sector liabilities was largely due to
the funds attracted from the enterprise and household
sectors.
The funds attracted from the enterprise sector last
year were the principal source of the expansion of the re
source base of credit institutions, accounting for 27.8%
of aggregate banking sector liabilities as against 24.7%
as of January 1, 2004. At the same time, these funds ac
counted for almost 40% of overall growth in banking sec
tor liabilities. The funds attracted from the enterprise sec
tor increased 43.4% during the year to 1,986.1 billion ru
bles (see Chart 1.8). Faster growth in funds attracted from
the corporate sector to some extent compensated the
slowing of growth in household deposits and funds raised
by issuing debt obligations.
Funds attracted from resident enterprises and organ
isations were the principal source of resources attracted
from the enterprise sector. As of January 1, 2005, they
accounted for 25.0% of banking sector liabilities as

against 22.4% as of January 1, 2004. The funds attract
ed from resident enterprises and organisations increased
by 527.0 billion rubles, or 41.9%, during 2004, ensuring
about onethird of growth in banking sector liabilities, and
aggregated 1,784.1 billion rubles as of January 1, 2005.
The balances in settlement and current accounts ac
count for 64% of total funds attracted from the enterprise
sector.
Corporate deposits grew 80.5% in 2004 as against
12.9% in 2003 and their share in aggregate banking sec
tor liabilities expanded from 5.6% as of January 1, 2004,
to 7.9% as of January 1, 2005.
Demand deposits and deposits with terms of up to
30 days increased 2.1 times and accounted for 12.2%
of total corporate deposits. Deposits with terms from
31 days to 1 year rose 68.5% and deposits with terms
longer than 1 year increased 93.1% (as of January 1,
2005, they accounted for 54.2% and 33.6% of total de
posits respectively).
Household deposits were another major source of
growth in banking sector resources. As of January 1,
2005, they accounted for 27.5% of banking sector liabil
ities as against 27.0% as of January 1, 2004. Household
deposits accounted for 29.3% of growth in aggregate
banking sector liabilities. They increased 29.7% and as
of January 1, 2005, aggregated 1,964.0 billion rubles. It
is clear that the rates of growth in household deposits
were adversely impacted by last summer’s “confidence
crisis.” They slowed down significantly from 47.1% in
2003 and from 51.9% in 2002. However, there are objec
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Dynamics of funds attracted
from the corporate sector
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The ratio of promissory notes in banking sector debt
obligations increased to 78.6% as of January 1, 2005, as
against 73.4% as of January 1, 2004. The total value of
promissory notes issued by banks rose 8.6% to 506.2 bil
lion rubles, although in 2004 their ratio in banking sector
liabilities fell to 7.1% as against 8.3% as of January 1, 2004.
The total value of bonds, certificates of deposit and
savings certificates issued by banks declined by 18.5%
to 1.9% of banking sector liabilities as of January 1, 2005,
as against 2.9% as of January 1, 2004. Last year’s fall in
the value of certificates of deposit, which have always
been an alternative to bank promissory notes (whenever
banks exceeded the N13 required ratio, which placed a
limit on promissory note issuing), was due to the coming
into force of Bank of Russia Instruction No. 110I, dated
January 16, 2004 “On Banks’ Required Ratios,” which
cancelled the N13 ratio.
The value of obligations on loans, deposits and other
funds from other banks increased 40.3% to 737.1 billion
rubles in 2004 and the ratio of this source of funds in bank
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tive reasons for the slowing of growth in household de
posits in the future.
In 2004, as in 2003, household deposits in rubles
grew faster than those in foreign currency, whereas the
opposite trend was registered in 1999—2002 (see Chart
1.9). As a result, the ratio of the rubledenominated bank
deposits expanded from 69.4% to 73.6% in total house
hold deposits in 2004. This trend was typical of Sberbank,
which leads the ruble deposit market, and, to a far great
er extent, other banks.
The ratio of household deposits with terms longer than
1 year expanded from 43.7% of total deposits as of Janu
ary 1, 2004, to 57.6% as of January 1, 2005 and from 11.8%
of total banking sector liabilities to 15.8% respectively.
Competition on the household deposit market con
tinued to increase. Household deposits with banks ex
cluding Sberbank grew 40.2%, whereas household de
posits with Sberbank increased 23.6% as against 29.7%
in the banking sector as a whole.
Sberbank’s share of the household deposit market
continued to contract in 2004, although Sberbank still
dominates this market: as of January 1, 2005, it account
ed for 60.3% of total household deposits as against 63.3%
as of January 1, 2004 (see Chart 1.10).
The value of debt obligations issued by banks in 2004
increased slightly by 1.5%, standing at 644.2 billion ru
bles as of January 1, 2005. Such slow growth rates were
largely due to the fall in demand for bank certificates of
deposit. Last year also saw a drop in demand for promis
sory notes. In the second half of May and throughout
June, demand sagged due to the turbulent state of the
banking sector. Demand also lagged in August and Sep
tember as a result of the decreased yield on operations
with promissory notes.
As of January 1, 2005, the debt obligations issued by
banks accounted for 9.0% of banking sector liabilities.
The ratio of debt obligations with maturities over one year
increased 18.4% and at the beginning of 2005 they ac
counted for 37.5% of total banking sector debt obliga
tions as against 32.1% a year earlier.
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ing sector liabilities expanded from 9.4% as of January 1,
2004, to 10.3% as of January 1, 2005 (see Chart 1.11).
At the same time, there was a significant slowdown in
fundraising operations on the interbank market (from
66.5% in 2003 to 40.3% in 2004) due to the “confidence
crisis,” which led to stagnation of the interbank market
early in the summer of last year.
Loans taken from resident banks grew at a particu
larly rapid rate in 2004 (49.8% as against 36.6% on loans
taken on the international interbank market). However,
loans taken from nonresident banks accounted for al
most 70% of total interbank loans as of January 1, 2005.
Foreign currency loans accounted for 98.1% of total loans
taken on the international interbank market as against
94.0% as of January 1, 2004, whereas their balances in
creased 42.5% during 2004 as against 88.3% in 2003.
Loans taken from nonresident banks in foreign currency
accounted for 68.4% of total interbank loans as against
67.4% a year earlier. The ratio of foreign currency loans
raised on the international interbank market with a matu
rity of over one year expanded from 53% as of January 1,
2004, to 58% as of January 1, 2005.
Medium and longterm loans raised on internation
al financial markets in 2004 grew against the background

of positive assessments of the economic situation in Rus
sia by leading ratings agencies. After Moody’s gave Rus
sia an investment grade rating in 2003, Fitch did the same
in November 2004.

I.3.2. Asset dynamics and structure
In 2004, the Russian banking sector managed to pre
serve momentum and strengthen its positions as a finan
cial intermediary. Banking sector assets increased 27.4%
in 2004 to more than 7.1 trillion rubles. Chart 1.12 illus
trates the changes in the structure of banking sector as
sets.
The expansion of bank lending to the nonfinancial
sector was the major factor of growth in banking sector
assets in 2004 (see Chart 1.13).
Loans extended by banks to the nonfinancial enter
prise sector increased 39.0% in 2004 as against 42.4%
in 2003 and aggregated 3,149.9 billion rubles as of Jan
uary 1, 2005. However, the ratio of the loans in aggre
gate banking sector assets expanded from 40.5% to
44.1% (see Chart 1.12). Last year, 70.1% of operating
credit institutions expanded lending to the nonfinancial
enterprise sector. Of the total value of loans to the non
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Banking sector asset structure
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financial enterprise sector, 72.4% were extended in ru
bles and their value increased 50.3% during the year un
der review.
Loans with maturities over one 1 year increased
44.7% to 39.5% of total loans to the nonfinancial enter
prise sector as against 37.9% as of the beginning of 2004.
The structure of credit investments19 by sector has
changed. Growth in debt on loans extended to the farm
and construction sectors rose slightly faster in 2004 than
in 2003 (65.5% as against 62.6% and 50.0% as against
49.2% respectively). Despite their significant decline, the
rates of growth in credit to the transport and communi
cations sector remained high (38.3% as against 62.8%
in 2003) and lending to the trade and pubic catering sec
tor increased 34.1% as against 40.5% in 2003. The debt
19
20

on loans extended to industrial enterprises grew 23.6%
(of this, the debt on loans to chemical industry enterpris
es rose 27.5% as against 41.6% in 2003 and those to light
industry enterprises 32.1% as against 31.6%). The ma
jority of loans were extended to industry, trade and pub
lic catering and other sectors. The debt on loans to en
terprises in the industries accounted for respectively
33.5%, 22.4% and 29.7% of enterprises total debt as of
January 1, 2005 as against 37.6%, 23.2% and 25.7% as
of January 1, 2004. The ratio of debt on loans to the farm
sector rose from 2.7% to 3.3%, construction sector from
5.0% to 5.4% and transport and communications re
mained at 5.7%.
The value of loans and other funds provided to non
resident corporate borrowers20 was nearly unchanged in

Sectoral data are based on bank statements (form 0409302 code).
Excluding loans extended to nonresident banks.
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Dynamics of average weighted
CHART 1.14
interest rates on loans
to nonfinancial organisations
and households in 2003—2004 (% p.a.)
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2004 at 118.8 billion rubles, of which 84.2% of funds were
provided in foreign currency. Loans extended to nonres
ident corporate borrowers accounted for a lowly 1.7% of
banking sector assets as of January 1, 2005.
The main factors that determined the favourable dy
namics of lending to the nonfinancial sector in the previ
ous years remained the same in 2004. One reason is the
enterprise sector’s persistently high demand for loans.
Another is the growth in the supply of loans from banks
due to the increase in the value of funds attracted by credit
institutions for a specific term, including maturities over
one year.
As the Bank of Russia repeatedly cut its refinancing
rate in 2004 (from 16% to 13%) and reduced the reserves
credit institutions are required to deposit with it21, the price
of resources attracted by banks decreased and this al
lowed banks to cut the cost of credit. As a result, bank
loans became affordable for a broader range of borrow
ers. The average weighted interest rate on ruble loans
extended to nonfinancial organisations for all maturities
fell from 12.4% in January 2004 to 10.1% in December
and the interest rate on loans with maturities from 1 year
to 3 years declined from 15.3% to 10.8% respectively
(see Chart 1.14).
At the same time, the demand for loans has yet to be
met in full. The largest Russian companies, whose shares
are known as blue chips, actively raise funds on interna
tional financial markets by selling securities (eurobonds)
issued by nonresidents in the interest of specific Rus
sian companies. There are several reasons why this
mechanism is used: the Russian banking sector lacks the
resources that are adequate in volume, maturity and cost
to the needs of large companies and the cost of resourc
es on international financial markets is lower. Another
important factor is that corporate relations between Rus
sian credit institutions are underdeveloped and this rep
resents an obstacle to syndicated lending (only a handful
of Russian banks can meet borrowers’ demand for large
sum loans).
Lending to resident individuals continued to increase
at rapid rates in 2004. As in 2003, the value of the loans
rose by 2.1 times last year. The value of loans extended
to Russian residents increased from 298.4 billion rubles
as of January 1, 2004, to 616.5 billion rubles as of Janu
ary 1, 2005, of which 535.8 billion rubles, or 87%, were
provided as consumer credit. Banks extended most of the
loans to households in rubles (85.2% of the total value of
the loans). Loans to the household sector accounted for
8.6% of banking sector assets as of January 1, 2005, as
against 5.3% as of January 1, 2004, and 13.8% of bank
ing sector loans as against 9.8% respectively.
At the same time, rapid growth in lending to house
holds makes these operations riskier: overdue debt on
this kind of loans in the banking sector as a whole in
creased 2.5 times and accounted for 1.4% of their total
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value as of January 1, 2005, as against 1.1% as of Janu
ary 1, 2004.
Further growth in consumer lending is hindered by
the lack of necessary legal conditions, like an effective
mortgage system and legal protection of consumers’ in
terests and the high cost of credit, which does not corre
spond to the income level of the majority of the popula
tion. Another brake on consumer credit was the absence
of credit bureaus22, which help credit institutions reduce
risks and cut costs.
Banks’ investments in securities increased 8.4% in
2004 and as of January 1, 2005, aggregated 1,086.9 bil
lion rubles. As a result of more rapid growth in operations
on the asset side, especially lending, the ratio of securi
ties in banking sector assets contracted from 17.9% to
15.2%. The ratio of debt obligations in credit institutions’
securities portfolios increased from 62.4% to 69.2% in
2004, while slightly contracting in banking sector assets
from 11.2% to 10.5%. Russian government debt obliga
tions predominate in the structure of bank investments in
debt obligations (57.9% as of January 1, 2005, as against
71.5% as of January 1, 2004). The value of Russian gov
ernment debt obligations fell by 2.6% in 2004 to 435.6 bil
lion rubles and their ratio in banking sector assets dropped
from 8.0% to 6.1% (see Chart 1.15). Banks scaled down
their activity on the government securities market in 2004
after the policy pursued by the Finance Ministry had
changed the bonded debt structure in favour of longer
term instruments (the share of the debt depreciation fed
eral loan bonds, or OFZAD, expanded from 38.9% to
63.6% during the year, while the shortterm GKO bonds
were withdrawn from circulation). The low liquidity level
of the government securities market and smaller returns
the government securities offered as compared with other

21
According to the decision of the Bank of Russia Board of Directors, since July 8, 2004, the required reserves for obligations to
households were lowered from 7% to 3.5% and for other obligations of credit institutions in rubles and in foreign currency from 7% to
3.5%.
22
Federal Law No. 218FZ, dated December 30, 2004, “On Credit Histories,” is to come into force on June 1, 2005.
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investments made by credit institutions led to a contrac
tion in investments in government bonds (see I.1.3. Fi
nancial markets and nonbank financial institutions).
Bank investments in resident corporate debt obliga
tions increased 83% in 2004 to 108.0 billion rubles and
they accounted for 1.5% of banking sector assets, up
from 1.1% a year earlier.
Bank investments in stocks expanded 21.7% to
140.9 billion rubles in 2004, but their share in banking sec
tor assets remained small at 2.0% as of January 1, 2005
(2.1% as of January 1, 2004). At the same time, bank in
vestments in Russian nonfinancial enterprise sector’s
shares accounted for 68.0% of their total value, invest
ments in nonresident bank shares accounted for 9.2% and
investments in resident bank shares accounted for 4.0%.
Banks invest in stocks and shares not only to profit,
but also to diversify their investments in order to increase
returns. Specifically, they would buy shares of big issu
ers such as Unified Energy System or LUKoil to resell them
on the secondary market.
Bank investments in promissory notes dropped sig
nificantly in 2004. As of January 1, 2005, they accounted
for 2.7% of banking sector assets as against 4.7% as of
January 1, 2004. The value of promissory notes dis
counted by banks in 2004 decreased 26.0% in 2004 to
193.4 billion rubles. Promissory notes issued by Russian

9.9

enterprises account for 46.8% of the notes discounted
by banks, notes issued by Russian banks account for
49.2% and promissory notes issued by nonresidents, ex
cluding banks, account for 3.2%. At the same time, in
vestments in promissory notes issued by Russian enter
prises declined significantly in 2004 (by 44%), mainly as
a result of the fall in returns from these operations in the
third quarter of last year. In that period, the average
weighted interest rate on rubledenominated discount
ed notes with maturities up to 30 days fell to 1.5% as
against 11.6% in the second quarter and 15.1% in the
fourth and there was also a drop, although not as sharp,
in interest rates on promissory notes with maturities from
1 year to 3 years.
In the summer of 2004, the Russian interbank mar
ket was stagnant, but fully recovered in the fourth quar
ter. The value of claims on interbank loans, deposits and
other placements increased 61.5% in the banking sector
as a whole in 2004 and their share in banking sector as
sets expanded from 4.7% to 6.0%. The value of loans
placed on the domestic interbank market rose 60.7% and
their share in banking sector assets increased to 3.2%
as of January 1, 2005, as against 2.6% as of the begin
ning of 2004. The value of loans placed with nonresident
banks grew 62.4% and their share in banking sector as
sets expanded from 2.2% to 2.7%.
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I.4. Financial performance of credit institutions

I.4.2. Income and expense structure
In 2004, as before, the structure of gross incomes of
credit institutions was dominated by incomes from for
eign exchange operations (37.3% as against 39.2% as of
January 1, 2004) and incomes from the recovery of sums
from fund and reserve accounts (34.0% as against
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The overall financial standing of credit institutions
remained stable in 2004. Although growth in banking sec
tor assets slowed down slightly, this had no negative ef
fect on credit institutions’ returns.
Banking sector profits continued to increase rapidly in
2004. During the year, they grew 38.6% as against 38.1%
in 2003. As of January 1, 2005, operating credit institutions
profited 177.9 billion rubles as against 128.4 billion rubles a
year earlier (see Chart 1.16), while their profits, including
the financial result of the past years, aggregated 199.4 bil
lion rubles as against 114.7 billion rubles as of January 1,
2004. For the first time since the 1998 crisis, credit institu
tions’ profits, including the financial result of the past years,
exceeded current profit as credit institutions covered the
losses they incurred as a result of the crisis.
The ratio of profitmaking credit institutions in
creased from 96.6% to 98.2% of the total number of
credit institutions. The number of lossincurring institu
tions fell from 41 to 22 over the year and their ratio shrank
from 3.1% to 1.7% of the total operating credit institu
tions (see Chart 1.17). Credit institutions’ losses de
creased to 551.3 million rubles in 2004, while as of Janu
ary 1, 2004, they amounted to 5.0 billion rubles.
Banking sector profitability has remained at a fairly
high level during the past four years, while the return on
capital in the banking sector continues to exceed the re
turn on capital in the economy as a whole. The return on
bank assets increased from 2.6% in 2003 to 2.9% in 2004,
while the return on capital rose from 17.8% to 20.3%23.
During the past year, 800 banks, or 62% of operating
credit institutions, have increased their return on assets

and capital. The selection of banks for participation in the
deposit insurance system, which began in 2004 and in
the course of which the Bank of Russia paid attention to
their profitability indicators, provided an impetus for the
improvement of the financial performance of banks.

billion rubles

I.4.1. Financial results

1,276

No. of banks

1,000
800
600
400
200

130
83

58

46

41

22

0
1.01.00

1.01.01

1.01.03

1.01.02
Profitmaking banks

23

1.01.04

1.01.05

Lossincurring banks

Return on assets is calculated as the ratio of the fullyear financial result before tax to bank assets, while the return on capital is
calculated as the ratio of the fullyear financial result before tax to capital. Assets and capital have been calculated as annual (chrono
logical) averages for the accounting period.
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Structure of credit institutions’
current financial result
(gross net income and profit)
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28.5%). At the end of 2004, interest incomes received
accounted for 13.3% as against 12.8% at the end of 2003,
while the share of incomes from operations with securi
ties continued to decline (from 11.5% as of January 1,
2004, to 7.8% as of January 1, 2005).
Similar changes occurred in the structure of expenses
in 2004. Expenses on foreign exchange operations and
deductions to funds and reserves predominated, ac
counting for 38.7% and 37.7% respectively. The increase
by 5.25 percentage points of expenses on the replenish
ment of funds and reserves in 2004 reduced the propor
tions of other expenses. The most significant decrease was
registered in expenses on interest payments on borrowings
(from 6.21% as of January 1, 2004, to 5.87% as of January 1,
2005) and expenses on operations with securities (from
7.14% to 5.39%). Administrative costs and expenses on
penalties and fines remained relatively unchanged in 2004.
Banking sector net current income 24 aggregated
467 billion rubles in 2004, an increase of 25.6% year on
year. The net income structure was largely determined by
the further expansion of credit investments, the increased
attractiveness of foreign exchange operations and the re
duction of the yield on securities market instruments (see
Chart 1.18). Net interest income makes up the largest part
of banks’ net current income and in 2004 it increased to
62.3% of net income as against 55.6% in 2003.

The dollar’s rally against the ruble in the spring and sum
mer of 2004 and the expansion of import volumes stimulat
ed growth in credit institutions’ operations with foreign ex
change and foreign currency values and income from these
operations increased accordingly. As a result, the ratio of
banks’ net income from operations with foreign exchange
and foreign currency values, including exchange rate dif
ferences, rose during the year from 1.8% to 4.9%.
Net commission income continued to grow in 2004
and its ratio expanded from 19.0% of net income as of
January 1, 2004, to 22.6% as of January 1, 2005.
At the same time, there was a sharp fall in net income
from the sale and purchase of securities and their revaluation
in 2004. This was largely due to the reduction of bank invest
ments in Russian government debt obligations. Income from
securities trading was also affected by the significant decline
in securities prices in the second quarter of 2004 and the cor
responding negative revaluation of Russian stock prices af
ter a long period of their growth. As a result, the ratio of net
income from operations with securities, which rose to 34.6%
as of April 1, 2004, fell to 16.0% as of July 1, 2004, and even
tually decreased to 12.5% as of January 1, 2005.
Credit institutions’ maintenance and administrative
costs accounted for 49.2% of net current income in 2004
as against 49.8% in 2003. During the year, they grew
24.1% as against 32.2% in 2003.
Bank reserves were nearly unchanged in 2004 and
aggregated 58.1 billion rubles as against 58.3 billion ru
bles in 2003. The size and structure of loan loss provi
sions were largely affected by the reclassification of bank
loans, the cancellation of standard loan provisions and
the possibility of making minimum deductions to reserves
on other quality categories of loans due to the introduc
tion of the new loan classification and provisioning pro
cedure on August 1, 200425. The reduction of the ratio
between reserves and net income from 15.7% to 12.4%
made it possible to raise the ratio of pretax profit to 38.4%
as against 34.5% at the end of 2003.
The analysis of credit institutions’ key financial sound
ness indicators in 2004 testifies to the overall stability of
the Russian banking sector. During the year, the number
of credit institutions without any shortcomings (Group 1)
increased from 297 to 352, while the number of credit
institutions with few shortcomings (Group 2) decreased
from 982 to 904. As a result, financially sound credit in
stitutions (Group 1 and Group 2 banks) accounted for
96.7% of all banks. The ratio of problem banks (Group 3
and Group 4) decreased to 3.2% during the year as
against 3.5% as of January 1, 2004.
Financially sound credit institutions continued to account
for the largest possible proportion (99.3%) of aggregate bank
ing sector assets in 2004. Almost all funds raised by the bank
ing sector were placed with financially sound banks.

24

Net income is the financial result prior to the creation (recovery) of reserves net of maintenance and administrative expenses.
Calculated in accordance with the Profit and Loss Account of Credit Institutions (form 0409102 code).
25
Before August 1, 2004, loan loss reserves were calculated for four credit risk groups and a fixed percentage of deductions was set
for each group (Bank of Russia Instruction No. 62a, dated June 30, 1997, “On the Procedure for Making and Using Loan Loss Provi
sions”). After August 1, 2004, calculations have been made for five loan categories. Provisions have been cancelled for (the highest)
Category I loans and minimum and maximum provisions have been established for Category II, III and IV loans, depending on the
collateral of Category I and II quality (Bank of Russia Regulation No. 254P, dated March 26, 2004, “On the Procedure for Making by
Credit Institutions Loan Loss Provisions and Provisions for Loan Debts and Similar Debts”).
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II.1. Credit risk

II.1.1. Banking sector
loan portfolio quality
Overdue debt on loans rose 28.9% in 2004 and as of
January 1, 2005, aggregated 61.9 billion rubles. At the
same time, its ratio of total debt on loans contracted from
1.6% to 1.4%.
Overdue debt accounted for 1.5% of loans to the non
financial enterprise sector as of January 1, 2005, as
against 1.6% a year earlier. Overdue debt on ruble loans
was down to 1.6% from 1.7%, whereas overdue debt on
foreign currency loans expanded from 1.3% to 1.4%. As
in the previous years, the highest overdue debt ratio on
ruble loans was registered in agriculture (2.9%) and on
foreign currency loans in the construction sector (6.5%
in 2004 as against 0.3% in 2003) (see Chart 2.1). On the
whole, overdue debt ratios differ little by sector, even tak
ing into account the currency of credit.
During 2004, the number of credit institutions with an
overdue debt of less than 2% of their loan portfolio de
clined from 609 as of January 1, 2004, to 605 as of Janu

ary 1, 2005, and such banks accounted for 78.0% of
banking sector assets as against 81.5% a year earlier.
On the other hand, the number of credit institutions
with an overdue debt of more than 10% of their loan port
folios fell from 69 to 38 and as of January 1, 2005, such
banks accounted for 0.2% of banking sector assets.
Standard loans accounted for 46.9% of the total loan
debt as of January 1, 2005, and nonperforming (prob
lem and bad) loans amounted to 3.8%. This means that
the banking sector has a mediumlevel credit risk and it
is much too low to provoke a bad debt crisis26 (for the
record27: as of September 1, 2004, 43.3% and 3.1% re
spectively) (see Chart 2.2). The number of credit institu
tions with more than 50% of standard loans in their loan
portfolios stood at 460 in 2004 and they accounted for
55.8% of aggregate banking sector assets.

II.1.2. Credit risk concentration
As in the previous year, only one credit institution vi
olated the large loan risk ratio28 in 2004.

Overdue debt in total loan debt
by sector (%)
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According to international banking supervision standards, nonperforming loans accounting for more than 10% of the loan portfolio
signify a high credit risk.
27
Comparisons are only possible beginning from September 1, 2004, due to the enforcement of Bank of Russia Regulation No. 254P,
dated March 26, 2004, “On the Procedure for Making by Credit Institutions Loan Loss Provisions and Provisions for Loan Debts and
Similar Debts,” which changed the methodology of determining the quality of loans. In reports prior to September 1, 2004, loans were
classified in accordance with Bank of Russia Instruction No. 62a, dated June 30, 1997, “On the Procedure for Making and Using Loan
Loss Provisions.”
28
Under Article 65 of the Federal Law on the Central Bank of the Russian Federation (Bank of Russia), a large loan risk is the sum of
loans, guarantees and sureties issued to one customer exceeding 5% of the equity capital of a bank.

30

BANKING SECTOR RISKS

Banking sector
loan portfolio quality
as of January 1, 2005 (%)
12.2

ing dates the actual LLP level of the overwhelming major
ity of banks matched the required minimum29. As of Jan
uary 1, 2005, the number of banks with LLP of at least
100% of the imputed reserve adjusted for the collateral
factor stood at 1,203 against 1,238 as of January 1, 2004,
and accounted for 95.4% of banking sector assets as
against 93.6% a year earlier.
The total LLP created as of January 1, 2005, covered
5.3% of the actual loan debt. At the same time, it covered
68% of nonperforming (problem and bad) loans.

CHART 2.2

1.9 1.9

46.9

II.1.5. Financial soundness of borrowers

37.1
Standard loans
Substandard loans
Doubtful loans
Problem loans
Bad loans

The value of large loan claims (credit risks) in the
banking sector as a whole increased from 1,964.4 billion
rubles to 2,298.2 billion rubles, or 17.0%, in 2004. This
means that it grew considerably more slowly than overall
loan debt. As a result, large loans accounted for 32.2%
of banking sector assets as of January 1, 2005, as against
35.1% a year ago.
The number of credit institutions that violated the N6 ra
tio (maximum risk per borrower or group of related borrow
ers) fell from 24 to 23 and they accounted for 5.9% of aggre
gate banking sector assets as against 6.7% a year earlier.

II.1.3. Credit risks on operations
with shareholders and insiders
As of January 1, 2005, the N9.1 ratio (the maximum
amount of loans, bank guarantees and sureties provided
by a credit institution or banking group to its members or
shareholders) was calculated by 500 credit institutions
as against 504 as of January 1, 2004. At the same time,
none of the credit institutions was found guilty of violat
ing this ratio as of the end of 2004, whereas as of the be
ginning of 2004 three credit institutions were.
The N10.1 ratio, which sets a limit on total loans ex
tended by a credit institution to insiders and guarantees
and sureties issued to them, was calculated by 932 credit
institutions as of January 1, 2005, as against 879 credit
institutions as of January 1, 2004. As of the end of 2004,
two banks failed to comply with this ratio (they accounted
for a negligent part of assets of the banks that calculate
this ratio), whereas as of the beginning of 2004 only one
credit institution was found guilty of violating this ratio.

II.1.4. Loan loss provision
Throughout 2004, credit institutions demonstrated
high loan loss provision (LLP) levels. On nearly all account

The quality of banks’ loan portfolios is immediately
dependent upon the financial standing of borrowing en
terprises. The Bank of Russia’s enterprisemonitoring
results have shown that the financial condition of borrow
ing enterprises was satisfactory in 2004 and better than
in 2003. However, it is mostly the industrial enterprises
that have improved their financial standing. Transport and
construction companies were in poor financial condition.
Communications, trade and public catering enterprises
faced serious financial problems.
The actual level of the selffinancing of enterprises30,
which is a measure of enterprises’ equity capital, dropped
slightly in 2004 and by the end of the period under review
it stood at 67.2%.
The debt load on enterprises’ equity capital31 was
moderate at 0.49, but it rose slightly in 2004. However,
the debt load on industrial and communications enter
prises was moderate, whereas the already heavy debt
load on construction and transport enterprises further
increased and by the end of the period it had surpassed
their equity capital by 1.6 times and 2.4 times respec
tively. In the meantime, the debt load on the equity capi
tal of trade and public catering enterprises, which had
declined slightly, registered 2.9.
The raising of mostly longterm resources, including
bank loans, allowed enterprises to use their own funds
not only for expanding investment assets, but also financ
ing current activities. The value of enterprises’ own work
ing assets increased 43.7% in 2004 and as a result, the
ratio of working assets created from their own funds grew
from 41.4% to 48.2% (in 2003 it expanded from 35.1% to
40.2%).
The state of enterprises’ settlements deteriorated
slightly in 2004. As shortterm payables and receivables
grew, the shortterm net receivables position32 of enter
prises, which reflects the deflection of funds from pro
duction, increased. At the same time, the ratio of over
due receivables remained high at 15.8%.
Enterprises’ earnings from the sale of goods, work
and services in 2004 increased 42.0% year on year. At
the same time, enterprises’ net inflow of money account

29
Beginning from reports as of September 1, 2004, the minimum loan loss reserve has been determined by adjusting the imputed
reserve for the collateral factor in compliance with Bank of Russia Regulation No. 254P, dated March 26, 2004, “On the Procedure
for Making by Credit Institutions Loan Loss Provisions and Provisions for Loan Debts and Similar Debts.”
30
The ratio of net assets in enterprises’ balance sheet total.
31
The ratio of total debt obligations to equity capital of enterprises.
32
The excess of receivables over payables of enterprises.

31

BANK OF RUSSIA

ed for 1.5% of their earnings and this led to the 58.3%
expansion of the money stock.
The coverage of enterprises’ current (shortterm)
obligations improved on the whole. The cash coverage of
obligations rose to 13.6% by the end of the period. It was
the highest (15.3%) in industry and lowest (2.4%) in trade
and public catering.
The coverage of enterprises’ current (shortterm)
obligations with working assets increased from 159.3%
to 181.1% in 2004. At the same time, it deteriorated in
the communications and construction sectors where at
the end of the period it stood at 60.6% and 96.7% re
spectively. Despite growth, the coverage of shortterm

obligations of transport enterprises also remained inad
equate at 83.5%.
The financial result of the activities of enterprises in
all sectors was pretax profit, which in 2004 increased
50.1% year on year.
The enterprise sector return on assets rose to 11.5%
in 2004 as against 9.1% in 2003 and the enterprise sec
tor return on equity capital increased to 17.0% as against
13.7%.
Overall, the analysis of the borrowing enterprises’ fi
nancial soundness indicators in 2004 did not reveal any
factors that might lead to a significant deterioration in the
quality of banks’ loan portfolios.
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II.2. Market risk

II.2.1. General characteristics
of market risk
The number of credit institutions calculating market
risk decreased from 824 to 790 in 2004 and they account
ed for 90.2% of banking sector assets as against 93.1%
in 2003.
Banking sector market risk increased 15% in the pe
riod under review and as of January 1, 2005, it stood at
262.3 billion rubles. Its ratio to the capital of the market
riskcalculating banks also rose (from 30.7% to 31.7%).
However, the ratio of market risks to aggregate banking
sector risks is still small and as of January 1, 2005, it stood
at 5% (see Chart 2.3).
The structure of market risk changed dramatically in
2004. In January—November 2004, stock market risk ac
counted for the largest part of market risk, whereas in De
cember the situation changed and as of January 1, 2005,
interest risk prevailed for the first time in aggregate mar
ket risks (during 2004, its ratio increased from 32.3% to
41.8%). The ratio of stock market risk dropped from
40.3% to 39.8% and currency risk from 27.4% to 18.3%.
One of the factors of growth in interest risk in Decem
ber was the contraction of trade investments in Russian
government debt obligations (by 21.7 billion rubles, or
7.4%, in December) and the continued expansion of in
vestment in resident corporate debt obligations (by 6.1 bil
lion rubles, or 10.8% in December).
There was an expansion of the ratio of currency risk
in March—July 2004, which on August 1, reached a year
high of 32.1% due to growth in the aggregate value of the
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open currency positions caused by the dollar’s rally in that
period (see I.1.3. Financial markets and nonbank finan
cial institutions).
As of January 1, 2005, currency risk was taken into
account when calculating capital adequacy by 716 banks,
which accounted for 85% of banking sector assets
(775 banks accounting for 87% of banking sector assets
as of January 1, 2004). In comparison, as of January 1,
2005, stock market risk was included in the calculation
by 118 banks accounting for 27% of banking sector as
sets and interest risk was included in the calculation by
214 banks accounting for 32% of banking sector assets.
The number of banks that play an important role in all seg
ments of the financial market and, consequently, must in
clude all the three kinds of market risk in the calculation is
relatively small (72 as against 70 as of January 1, 2004)
and as of January 1, 2005, they accounted for 22% of bank
ing sector assets as against 20% as of January 1, 2004.
The foreign currency component of credit institutions’
assets and liabilities continued to contract in 2004 (see
Chart 2.4). As of January 1, 2005, foreign currency as
sets accounted for 26.5% of total assets as against 29.9%
a year earlier and foreign currency liabilities accounted
for 27.3% of total liabilities as against 28.1%. As a result,
the difference between the ratios of the foreign currency
assets and liabilities became negative (—0.8 percentage
points) as the yield on the rubledenominated instruments
grew due to the rise in the ruble’s exchange rate in 2004.

BANK OF RUSSIA

At the same time, credit institutions have improved
compliance with the size of the open currency position
(OCP). Eighteen credit institutions on average violated the
limits set on the OCP quarterly in 2004 as against 24 in
2003. As of January 1, 2005, the banks that failed to com
ply with the OCP limits accounted for 6.6% of banking
sector assets as against 8.6% as of January 1, 2004.
Credit institutions continued to expand their opera
tions on forward markets in 2004. The value of claims and
obligations for the delivery of money, precious metals and
securities in forward transactions increased 1.8 times in
2004 to 800.4 billion rubles and 784.9 billion rubles re
spectively. The ratio of such claims to banking sector cap
ital expanded from 55.0% to 84.6% during 2004 and ob
ligations from 52.6% to 82.9%.
The range of participants on the derivatives market
has widened. Fourteen new organisations, including eight
banks, have become settlement firms participating in
clearing operations. Among them are major financial
market participants like Vneshtorgbank and Brunswick
UBS, one of the leading investment banks operating on
the Russian securities market. Dresdner Bank has an
nounced the beginning of its accreditation on the Rus
sian forward market. According to official exchange data,
the ratio of banks participating on the forward exchange
market in 2004 remained stable at 29% in the FORTS sys
tem and 68% on the St Petersburg Currency Exchange
as against 25% and 67% in 2003 respectively. The banks
participating on the forward exchange market in 2004
accounted for no more than 4% of the total number of
banks.
In 2004, the value of offbalance sheet foreign cur
rency claims and obligations rose 43.4% and 29.4% re
spectively. The ratio between offbalance sheet and bal
ance sheet operations conducted by banks in foreign
currency also increased. At the beginning of 2004, the
ratio between offbalance sheet claims and balance sheet
assets stood at 37%, whereas by January 1, 2005, it rose
to 48%. Similar dynamics were registered in the ratio be
tween offbalance sheet obligations and balance sheet
liabilities in foreign currency, which increased from 38%
to 40% in the period under review.

II.2.2. Evaluation of banking sector
vulnerability to currency risk
To evaluate the Russian banking sector’s vulnera
bility to currency risk, the Bank of Russia conducted
stress testing amid the ruble’s rally. The initial event in

the stressed situation was a sudden 30% rise in the ru
ble nominal exchange rate against the dollar. To deter
mine the effect of currency risk on the financial state of
the Russian banking sector, the Bank of Russia analy
sed data on credit institutions required to calculate the
level of currency risk33, which had net long open posi
tions on the dollar. The number of such credit institu
tions stood at 326 as of January 1, 2005, as against 400
as of May 1, 200434, and they accounted for 48.5% of
aggregate banking sector assets and 41.4% of banking
sector capital (as against 63.7% and 57.3% respective
ly as of May 1, 2004)35.
The analysis has shown that by the end of 2004, the
long open positions on the dollar of the reviewed group
of credit institutions decreased 1.9 times as of May 1,
2004, to $378.6 million, and their share in the long open
positions on all currencies and precious metals36 stood
at 68.1% on average as of January 1, 2005, as against
69.6% as of May 1, 2004.
The stress testing has shown that a 30% ruble’s gain
as of January 1, 2005, will not lead to a significant loss of
capital. The overwhelming majority of banks will lose no
more than 3% of their capital.
By and large, the banking sector’s vulnerability to a
sharp rise in the ruble is declining and it is currently low.
If the said scenario is realised, as of January 1, 2005, the
reviewed group of banks may lose 1.1% of their capital
as against 1.5% as of May 1, 2004.

II.2.3. Evaluation of banking sector
vulnerability to interest risk
(trade portfolio)
To assess the banking sector vulnerability to inter
est risk on the trade portfolio, the Bank of Russia stress
tested banks to determine the effect of growth in inter
est rates on the financial state of the banking sector. It
was assumed that as a result of growth in the required
yield on corporate debt obligations, their value would fall
by 30%37.
To evaluate the effect of the interest risk of the trade
portfolio on the Russian banking sector, the Bank of Rus
sia analysed data reported by credit institutions with res
ident enterprises’ listed debt instruments in their trade
portfolios. For the purposes of this analysis, these credit
institutions were divided into two groups: banks required
to calculate interest risk and, consequently, include mar
ket risk in the capital adequacy ratio and banks that did
not calculate interest risk38.

33

Currency risk is included in market risk calculation when as of the accounting date, the percentage ratio of the total value of the open
currency positions to equity capital equals or exceeds 2%.
34
Due to the extension of the list of credit institutions required to submit reports in form 0409634, comparisons are only possible from
reports as of May 1, 2004. Before this date, credit institutions presented the form on a selective basis and this was done mostly by
head offices.
35
There were no form 0409634 reports on 22 banks with open dollar positions as of January 1, 2005, and on 46 banks as of May 1,
2004.
36
In ruble terms.
37
The devaluation of investments in government securities was not assessed because Sberbank and the Russian Government’s Pen
sion Fund, which buy government bonds as a longterm investment, remain the principal GKO—OFZ market participants.
38
In accordance with Bank of Russia Regulation No. 89P, dated September 24, 1999, “On the Procedure for Calculating Market
Risks by Credit Institutions,” interest and stock market risks are calculated when the total balance sheet value of the trade portfolio
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The number of credit institutions in the first group rose
by a third to 120 as of January 1, 2005, as against 90 as
of January 1, 2004. They accounted for 64% of banking
sector investments in resident corporate debt obligations.
This group of credit institutions accounted for 27.5% of
banking sector assets and 26.6% of banking sector cap
ital (as against 25.6% and 25.2% respectively as of Jan
uary 1, 2004).
The number of credit institutions in the second group
decreased and as of January 1, 2005, it stood at 76 as
against 89 year on year. These banks accounted for the
remaining part of banking sector investments in resident
corporate debt obligations (36%) and their share of bank
ing sector assets stood at 46.0% as of January 1, 2005,
and of capital at 35.9% (as against 46.5% and 37.7% re
spectively as of January 1, 2004).
The stress testing of the credit institutions required
to calculate interest risk has shown that their vulnerabili
ty to interest risk increased in 2004. As of the beginning
of the year, their pontential losses might have accounted
for 4.8% of capital (12.0 billion rubles) as against 3.6%
(7.4 billion rubles) a year earlier.
Credit institutions that have trade investments in res
ident enterprises’ listed debt instruments, but do not cal
culate interest risk also became more vulnerable to in
terest risk in 2004. If the negative scenario is realised,
their losses would account for 2.0% of capital (6.8 billion
rubles) as of the beginning of the year as against 1.3%
(3.9 billion rubles) as of the beginning of last year.
Consequently, in 2004 the banking sector became
more vulnerable to interest risk due to expanded trade
portfolios of credit institutions. If the considered scenar
io is realised, some banks may sustain heavy losses.

II.2.4. Evaluation of banking sector
vulnerability to stock market risk
To determine the financial stability of the Russian bank
ing sector to stock market risk by stress testing, the Bank
of Russia evaluated the possible negative consequences
of a fall in the RTS index. The RTS index’s fall by 30%39 is
considered the initial event in the stressed situation.

To determine the effect of stock market risk on the
capitalisation of the Russian banking sector, the Bank of
Russia analysed data reported by credit institutions with
investments in listed stocks in their trade portfolios. As in
the analysis of interest risk, credit institutions were bro
ken down into two groups. The first comprised banks re
quired to calculate stock market risk and, consequently,
include stock market risk in the calculation of the capital
adequacy ratio. The second comprised credit institutions
that did not calculate stock market risk.
The number of credit institutions in the first group rose
to 111 as of January 1, 2005, as against 94 as of January 1,
2004. They accounted for 68.7% of banking sector trade
investments in listed stocks. This group of credit institu
tions accounted for 24.9% of banking sector assets and
24.7% of banking sector capital as of January 1, 2005
(as against 22.9% and 22.4% respectively as of January
1, 2004).
The number of credit institutions in the second group
stood at 156 as of January 1, 2005, as against 160 as of
January 1, 2004. These banks accounted for the remain
ing part of the banking sector’s trade investments in list
ed stocks (31.3% as of January 1, 2005) and their share
of banking sector assets stood at 47.8% as of January 1,
2005, and of capital at 39.2% (as against 49.9% and
42.1% respectively as of January 1, 2004).
The stress testing of credit institutions calculating
stock market risk has shown that the RTS index’s fall by
30% will not lead to significant losses. As of January 1,
2005, they may account for 3.8% of capital (8.9 billion
rubles) as against 5.2% (9.5 billion rubles) as of the be
ginning of last year.
The susceptibility to stock market risk of credit insti
tutions that have trade investments in listed stocks, but
do not calculate stock market risk increased slightly in
2004. If the negative scenario is realised, their losses
would account for 1.1% of capital (4.0 billion rubles) as
of the beginning of the year as against 0.7% (2.5 billion
rubles) as of the beginning of last year.
The stress testing shows that the banking sector’s
vulnerability to stock market risk, evaluated as a sharp
fall in the RTS index, is relatively low.

equals or exceeds 5% of the value of a credit institution’s balance sheet assets as of the accounting date. The total balance sheet
value of the trade portfolio is calculated as the sum of the balance sheet values of the financial instruments that have market value and
acquired by a credit institution for subsequent resale, including repotype instruments.
39
It was assumed that the RTS index’s fall by 30% would cause a similar reduction in the value of trade portfolios.
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II.3. Liquidity risk

The most liquid banking sector assets (cash, pre
cious metals and gemstones, the balances in nostro cor
respondent accounts and balances in correspondent
and deposit accounts with the Bank of Russia) increased
18.4% in 2004 and as of January 1, 2005, they aggre
gated 978.8 billion rubles, or 13.8% of the total banking
sector assets as against 14.9% as of January 1, 2004)
(see Chart 2.5).
At the same time, the value of cash, precious metals
and gemstones remained virtually unchanged in absolute

and relative terms in 2004 and as of January 1, 2005, it
accounted for 2.8% of aggregate banking sector assets.
The value of nostro correspondent accounts de
creased by 1.4 times in 2004. The balances in nostro cor
respondent accounts with resident banks fell by 1.6 times
and in nonresident banks by 1.3 times.
The balances in credit institutions’ correspondent
and deposit accounts with the Bank of Russia declined
in the summer of 2004, but by the end of the year the
situation had stabilised and these balances accounted
CHART 2.5
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for 8.0% of aggregate banking sector assets, an in
crease of 1 percentage point on the beginning of the
year (see Chart 2.6).

Structure of loan debt
and borrowed funds
by maturity

CHART 2.7
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Customer deposits to loans (cover ratio)43
The analysis of the cover ratio (CR) during the last
two years reveals the constantly widening gap between
customer loans, except interbank loans, and deposits.
The ratio of loans financed from other sources, including
funds raised on the interbank market and the balances in
corporate customer current and settlement accounts,
which are mostly shortterm, is expanding. As of January
1, 2005, customer deposits covered 64.9% of loans,
which represents a decrease by 3 percentage points from
January 1, 2004 (see Chart 2.8).
This testifies to the existence of the potential risk of
some credit institutions that have problems fulfilling their
obligations in the event of unfavourable developments on
financial markets.
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Throughout 2004, the value of loans41 with maturities
over one year continued to rise faster (by 53.8%) than
total loan debt (by 44.5%). (In 2003, funds provided for
terms longer than one year increased 74.4%, while total
loan debt grew 49.6%). As a result, the ratio of the medi
um and longterm (longer than one year) components of
the loan portfolio continued to grow and as of January 1,
2005, it stood at 43.4% of total loan debt as against 40.8%
as of January 1, 2004. In the meantime, the ratio of the
shortterm debt on loans, including loans with a maturity
of up to 30 days, decreased from 14.6% as of January 1,
2004, to 7.8% as of January 1, 2005 (see Chart 2.7).
Similar changes were registered in the structure of
deposits42 taken by credit institutions. In 2004, funds at
tracted for terms longer than one year grew faster than
total deposits (71.2% as against 38.4%). Funds attracted
for terms longer than one year accounted for 53.0% of to
tal deposits as of January 1, 2005, as against 42.8% as of
January 1, 2004. At the same time, the ratio of deposits
with a maturity of up to 30 days contracted from 15.8% as
of January 1, 2004, to 14.1% as of January 1, 2005.
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As of January 1, 2005, 443 credit institutions had cov
er ratios half the size of the banking sector average and
they accounted for 17.4% of aggregate banking sector
assets. At the same time, 74 credit institutions had no
corporate and/or household deposits in their resources,
but these credit institutions accounted for a negligent
0.8% of aggregate banking sector assets.
The use of shortterm liabilities as a source
of medium and longterm loans44
The rate of using shortterm liabilities as a source
for extending medium and longterm loans remained
virtually unchanged in 2004 and stood at 29.5% as of
January 1, 2005, as against 30.3% as of January 1, 2004.

II.3.2. Fulfilment of obligations
The total value of credit institutions’ unfulfilled obli
gations to creditors and depositors decreased by almost
20 times in 2004 and as of January 1, 2005, it stood at

40
Bank of Russia Ordinance No. 1376U, dated January 16, 2004, “On the List, Forms and Procedure for Compiling and Presenting
Reporting Forms by Credit Institutions to the Central Bank of the Russian Federation,” came into force on April 1, 2004, introducing
the new version of reporting form No. 0409125 “Information on Assets and Liabilities by Call and Payment Term,” which made it
impossible to compare data for 2004 and 2005 compiled in this form.
Therefore, the analysis of bank assets and liabilities by maturity was done on the basis of data on the distribution by call and payment
term of assets and liabilities accounted for in balance sheet accounts.
41
Loan debt includes loans extended by credit institutions to legal entities and households, except resident banks and financial or
ganisations, and other funds provided to these categories of debtors, both resident and nonresident.
42
Deposits include deposits taken by credit institutions from legal entities and households, except resident banks and financial organ
isations, and other funds attracted from these categories of resident and nonresident creditors, except the balances in current and
settlement accounts of these categories of customers.
43
Calculation of this indicator is recommended by the IMF (“Customer deposits to total [noninterbank] loans”) for the analysis of
financial stability in the “Compilation Guide on Financial Soundness Indicators.” This indicator allows one to evaluate banking sector
liquidity, as it compares the most “traditional” and stable resources with the principal directions of their investment. The reduction of
the cover ratio is indicative of the growing dependence of the ability of credit institutions to fulfil the obligations they assumed on their
capability to quickly access the money or stock market and, consequently, the increased risk of liquidity loss.
44
Calculated as the ratio of the excess of medium and longterm (longer than one year) loans over funds attracted for a similar term
to shortterm borrowings (up to one year). An increase in this ratio indicates that there is no balance in the structure of the loan
portfolio and major resources.
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2.2 million rubles. At the same time, the number of credit
institutions that failed to timely meet their obligations to
individual creditors and depositors increased by 14 and
as of January 1, 2005, stood at 21.
The growth tendency in the number of credit institu
tions that had difficulty fulfilling obligations to creditors
and depositors emerged last summer (see Annex IV.1).
However, the ratio of unfulfilled obligations and man
datory payments by credit institutions with unmet credi
tors’ claims to their liabilities contracted from 0.4% as of
January 1, 2004, to nought as of January 1, 2005.

Banking sector
liquidity indicators
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100
90.4

90

78.0

80
68.1

64.2

%

70
60

56.2

56.2

50

II.3.3. Compliance with required
liquidity ratios

40

38.5
31.4

30

There were few cases in 2004 when some credit in
stitutions failed to comply with required liquidity ratios45.
All the top 20 credit institutions in terms of assets
complied with the instant (N2) and current (N3) liquidity
requirements in 2004.
There was a slight rise in 2004 in the number of cred
it institutions that failed to comply with the instant liquid
ity ratio (eight credit institutions as of April 1, 2004, five
as of July 1, 2004 and eleven as of October 1, 2004), the
current liquidity ratio (five credit institutions as of April 1,
2004, eight as of July 1, 2004 and eight as of October 1,
2004), the longterm liquidity ratio (three credit institu
tions as of October 1, 2004) and the general liquidity ra
tio (eight credit institutions as of April 1, 2004, fourteen
as of July 1, 2004 and eighteen as of October 1, 2004).
Several factors were behind the increase:
— first, in accordance with the new, more conservative
method of calculating the required ratios, credit in
stitutions were required to comply with the required

As of January 1, 2004

As of January 1, 2005

Instant liquidity
Current liquidity
Longterm liquidity
General liquidity

rations on a daily basis, whereas previously some of
them conducted regulating operations that ensured
them formal compliance with the required ratios as
of the accounting dates;
— second, there was a slight contraction in credit insti
tutions’ liquidity in the spring and summer of 2004.
For the same reasons, there was a slight decline in
the instant liquidity ratio (from 68.1% as of January 1,
2004, to 56.2% as of January 1, 2005), the current liquidity
ratio (from 90.4% to 78.0%) and the general liquidity ra
tio (from 38.5% to 31.4%) in the banking sector average
(see Chart 2.9).
As banks expanded longterm lending in 2004, the
banking sector average longterm liquidity ratio 46 in

45

Bank of Russia Instruction No. 110I, dated January 16, 2004, “On the Required Ratios for Banks,” which came into effect on April 1,
2004, set new criteria for acknowledging noncompliance with a required ratio. Since data reported as of May 1, 2004, “noncompli
ance with a required ratio” means the violation of its officially established numerical value for a total of six business days and more
during any 30 consecutive business days.
46
Bank of Russia Instruction No. 110I, dated January 16, 2004, “On the Required Ratios for Banks,” set this ratio at no more than 120%.
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creased from 56.2% as of January 1, 2004, to 64.2% as of
January 1, 2005. The analysis of the elements involved in
the calculation of the longterm liquidity ratio shows that it
has risen due to the low rates of growth in aggregate bank
ing sector capital, which has expanded 3.3 times more
slowly (16.2% in 2004) than longterm (over one year)
lending operations (53.7%). This lagging was not com
pensated by growth (60.2% during 2004) in banking sec
tor liabilities with maturities longer than one year, which
have grown faster than longterm lending.
The growth tendency in the number of credit institu
tions that failed to comply with required liquidity ratio
emerged last summer had reversed by the end of 2004.
At the beginning of 2005, as at the begininnig of 2004,

the number of credit institutions that failed to comply with
required liquidity ratios was negligible.
Four credit institutions (one more than a year earli
er) failed to comply with the N2 ratio as of January 1,
2005, four (two more than a year earlier) failed to com
ply with the N3 ratio and eleven (two more than a year
earlier) failed to comply with the N5 ratio. All credit in
stitutions complied with the N4 ratio as of January 1,
2005, whereas a year earlier one credit institution failed
to do so. Credit institutions that failed to comply with the
above ratios accounted for an extremely small part of
aggregate banking sector assets (0.3% as regard the
N2 ratio, 0.2% as regard the N3 ratio and 0.4% as re
gard the N5 ratio).
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II.4. Equity capital adequacy

Banking sector
equity capital dynamics
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As of January 1, 2005, Russia’s operating credit in
stitutions had an equity capital of 946.6 billion rubles.
Capital growth rates slowed down significantly in 2004
and stood at 16.2% as against 40.2% in 2003. As a re
sult, the ratio of banking sector capital to GDP declined
from 6.2% in 2003 to 5.6% in 2004. The ratio between
banking sector capital and assets also changed and stood
at 13.3%, whereas in the previous three years it ranged
from 14.0% to 14.6% (see Chart 2.10).
At the same time, banking sector capital formation in
2003 and 2004 was affected by a number of singular, un
characteristic factors, such as the revocation of banking
licence from the SBSAGRO bank in January 2003, the
capitalisation in August—November 2003 of the Rossiiski
Kredit bank, which was managed by the state corporation
Agency for Restructuring Credit Organisations (ARCO) and
the change of the loan loss provisioning and accounting
procedure in August 2004. The gap between capital growth
rates would have been considerably smaller if these fac
tors had not been taken into account47.
The reduction of issue income from the sale of bank
shares by 9.9 billion rubles, or 8.1%, and the slowing of
growth in subordinated loans and the 2004 profits48 in
cluded in the capital calculation were significant factors
of the slowdown in capital growth.
Growth in equity capital was registered by 1,044 banks,
or 80.4% of operating credit institutions.

The increase in banking sector equity capital in 2004
was due to a growth by 86.0 billion rubles (65.4% of the
total equity capital growth) in profits and funds created
from profits and the expansion by 40.7 billion rubles, or
30.9%, of operating credit institutions’ paidup authorised
capital included in the equity capital calculation. At the
same time, the ratio of authorised capital to equity capi
tal of credit institutions was constantly contracting: in
2004, it fell to 42.2% as against 44.1% in 2003 and 53.4%
in 2002.
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47
According to Bank of Russia estimates, capital growth rates would have been 22.6% in 2003 without taking into account the SBS
AGRO and Rossiiski Kredit banks and 17.9% in 2004 (including loan reclassification on August 1, 2004).
48
Current profits included in the capital calculation rose 69.3% in 2003 and 17.5% in 2004.
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Last year, 244 banks registered a decrease in their
equity capital by the total amount of 7.2 billion rubles.
These banks accounted for 9.5% of banking sector as
sets. There were no banks with a negative capital as of
January 1, 2005, whereas there was one as of January 1,
2004, and two as of January 1, 2003.

II.4.2. Bank compliance
with the capital adequacy requirement
The capital adequacy ratio decreased from 19.1%
to 17.0% in 2004 as banks’ riskweighted assets grew
faster than equity capital (see Chart 2.11). As of Janu

ary 1, 2005, banks’ riskweighted assets increased
25.0% year on year, while banking sector equity capital
expanded 16.2%49 during the period. In comparison, the
aggregate risk of credit institutions with positive capital
rose 42.6% in 2003, while their equity capital increased
23.0%.
The change in the procedure for calculating this indi
cator50, made on April 1, 2004, affected the capital ade
quacy ratio to some extent.
Only one bank failed to comply with the capital ade
quacy requirement (N1 ratio) as of January 1, 2005,
whereas as of January 1, 2004, three banks failed to com
ply with this requirement51.

49

Before April 1, 2004, when calculating the capital adequacy indicator, one reduced aggregate risk by the amount of reserves creat
ed for the depreciation of securities and possible losses on Risk Group 2—4 loans. From May 1, 2004, credit risk on balance sheet
assets has been calculated as the sum of assets net of the amount of the reserve for possible losses or reserve for loan losses or
samecategory debt on each riskweighted asset.
50
In accordance with Bank of Russia Instruction No. 110I, dated January 16, 2004 “On Banks’ Required Ratios,” which replaced
Bank of Russia Instruction No. 1, dated October 1, 1997, “On the Regulation of Banking Activities,” from May 1, 2004, the amount of
riskweighted assets includes the amount of credit risk on balance sheet assets and the sum of the bank’s claims to the counterparty
with regard to the reverse (forward) part of the transactions, which arose as a result of the acquisition of financial assets and simulta
neous assumption of obligations for their reverse alienation net of the imputed reserve and riskweighted claims on persons affiliated
with the bank; the amount of credit risk on forward transactions is reduced by the sum of the reserve created for forward transactions,
while the amount of KRV credit risk is calculated as the amount of credit risk on contingent credit liabilities.
51
Before April 1, 2004, noncompliance with the N1 ratio was registered as of the accounting date, after May 1, 2004, it was registered as
noncompliance during a total of six business days or more within the 30 consecutive business days preceding the accounting date.
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Among the banks that complied with the N1 ratio in
2004, banks with the capital adequacy ratio of more than
28% made up the largest group (see Chart 2.12). Banks
with a capital adequacy ratio from 14% to 28% account
ed for the largest part of banking sector assets (Sber
bank excluded). The equity capital adequacy ratio of the
top 20 banks in terms of assets stood at 13.0% as of Jan
uary 1, 2005, as against 15.4% as of January 1, 2004.

II.4.3. Evaluation of riskweighted assets
The ratio of credit riskweighted assets52 to aggre
gate banking sector assets contracted from 66.6% to
62.7% in 2004 (see Chart 2.13).

Risk Group 1—3 assets decreased 5.7%, while
Risk Group 4 and 5 assets 53 increased 21.0% during
the period under review. As a result, the ratio of the
highest risk (Group 4 and 5) assets to aggregate risk
weighted banking sector assets expanded from 96.2%
to 97.0%, while the ratio of Risk Group 5 assets stood
at 92.7%.
Growth in riskweighted assets was largely due to
the increase (by 67.3%) in credit risk on balance sheet
assets. As of January 1, 2005, credit risk on balance
sheet assets accounted for 80.5% of total riskweight
ed assets, credit risk on contingent credit liabilities
9.4%, market risk 4.7% and credit risk on forward deals
0.6%.

52

Credit risk on balance sheet assets.
Prior to April 1, 2004, Risk Groups are cited in accordance with Bank of Russia Instruction No. 1, dated October 1, 1997, “On the
Procedure for Regulating Banking Activities,” and from May 1, 2004, in accordance with Bank of Russia Instruction No. 110, dated
January 16, 2004, “On Banks’ Required Ratios.” Balance sheet assets are taken into account.
53
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II.5. Bank management quality

In 2004, the ratio of lossmaking credit institutions
contracted from 2.9% to 1.7% of the total number of cred
it institutions, the lowest level in recent years. During the
past year, banks reversed the negative tendency of 2001—
2003 towards the reduction of the return on capital and
this indicator rose from 17.8% at the beginning of the year
to 20.3% at the end. Banks improved the quality of man
agement and enhanced the effectiveness of the use of
funds invested in them by members (shareholders).
The quality of bank management improved due to the
reduction in 2004 of such indicators as the ratio of over
due debt on placements to total loans (from 1.6% at the
beginning of the year to 1.4% at the end), the ratio of ad
ministrative costs to total expenses (from 4.81% to
4.47%) and the ratio of penalties and fines to total ex
penses (from 0.03% to 0.01%).
The work carried out by the Bank of Russia as the
banking regulation and supervisory authority to select
banks for the deposit insurance system had a favour
able effect on the quality of bank management. The
adoption and enforcement of the deposit insurance leg
islation compelled many banks to reconsider their strat
egies and market tactics. The owners and managers of
many banks took a fresh view of governance, risk man
agement and internal controls. As a result, banks im
proved their decisionmaking, disclosed and optimised
hitherto opaque ownership structures, raised the quali
ty of their loan portfolios and ensured compliance with
economic and financial soundness requirements and the
provisions of the legislation on countering the legalisa

tion (laundering) of criminally obtained incomes and the
financing of terrorism.
At the same time, serious bank management prob
lems remained unresolved last year. Banks often failed
to ensure a clear and effective separation of duties be
tween their managerial structures and this frequently led
to unjustified interference in bank affairs by affiliated per
sons. Boards of directors were too closely involved in the
daytoday management while paying litte attention to the
strategies and objective analysis of the performance of
their credit institutions and, at the same time, preventing
their executive bodies from carrying out their duties and
bearing the responsibility for the results of their work.
In addition, there were quite a few flaws in the struc
ture of the boards of directors (supervisory boards)
formed by banks. This applies to the number of board
members and the participation of the socalled “indepen
dent directors” in them, that is, board members who do
not represent bank owners or managers but have the
necessary competence and ability to make objective
judgements regardless of the views held by bank man
agers and owners.
There is room for improvement as far as the obser
vance of professional ethics by banks is concerned. Some
banks last year faced problems connected with unfair
competition, formal approach to the implementation of
the law against money laundering and terrorist financing
and conflicts that arose as a result of the failure by banks
to fully inform their customers about the actual price of
the services they provide.
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II.6. Stress testing the banking sector

To determine the extent of credit institutions’ resis
tance to shocks in a crisis, the Bank of Russia stress test
ed the Russian banking sector. To evaluate the effect of
risk on the capitalisation of the banking sector, it analy
sed data reported by the top 200 banks in terms of as
sets54 (referred to below as the large Russian banks) in
the period from January 1, 1998 to January 1, 200555.
In accordance with internationally accepted methods,
capital losses of the large Russian banks were evaluated
under the predetermined effect of three major kinds of
risk — credit, market and liquidity — on the balance sheet
of each bank. The initial event in the stressed situation is
the slowing or complete cessation of economic growth,
which may be provoked by a fall in oil prices. In this sce
nario, the ratio of bad debts would increase signficant
ly56, banks’ highly liquid assets would become devalued
and the run on banks would aggravate the crisis. Eventu
ally, the following negative changes would occur within
the framework of the stress scenarios57:
— an expansion of the share of bad debts58 in the loan
portfolio of banks and the failure to pay off loans ex
tended to enterprises in the real sector;
— a run on banks;
— a devaluation of banks’ highly liquid assets, includ
ing the trade securities portfolio (notably, investments
in listed stocks);
— losses of banks with a short currency position.
The quantitative characteristics of the above nega
tive consequences are calculated for each bank on the
basis of reported data as of January 1, 2005.
As a result of the calculations made, one can con
clude that if the moderate scenario is realised, banks’ ag

gregate capital losses would account for 1.4% of GDP and
if the pessimistic scenario is realised, they would account
for 2.7% of GDP (as against 1.3% and 2.2% a year earli
er). Possible losses have also been calculated for a crisis
on the real estate market, which may cause banks to lose
additionally up to 11% of their capital.
The stress test has shown that in 2004 the banking
sector was slightly more vulnerable to shocks than it was
in 2003. One of the reasons for this was the expansion of
the scale of the banking business, especially lending. Sig
nificant growth in the value of household sector deposits
increases the liquidity risk, which in 2004 was contained
by the establishment of the deposit insurance system.
Judging by the results of stress testing, banks may incur
considerable losses as a result of a crisis on the inter
bank loan market.
At the same time, despite growth in the banking sec
tor’s potential losses, the likelihood of a fullscale eco
nomic and banking crisis, caused by external economic
factors, such as the change of the price situation on the
energy market, is considered remote now that several
factors that keep energy prices high have emerged in the
world economy. Oil prices will hardly fall below $28 per
barrel in the near future as demand remains high in Asia
and the Pacific, especially China, and the leading oilex
porting countries have limited capability to rapidly in
crease oil production on a large scale.
A sharp fall in real estate prices, if it is limited in time
and space, will hardly cause a systemic banking crisis.
However, if the real estate crisis is a part of a general eco
nomic crisis, the financial standing of many banks will
deteriorate significantly.

54

Excluding nonbank credit institutions.
These top 200 banks account for 89% of aggregate banking sector assets.
56
The ratio of bad debts would increase by the magnitude of their standard deviation, calculated for the period from July 1, 1998 to
May 1, 1999.
57
Two alternative scenarios are being considered at present, moderate and pessimistic, which differ in the extent of the negative
change of the risk factors.
58
For the purposes of the stress test, bad loans signify problem and loss loans in accordance with the classification established in
Bank of Russia regulatory documents (Bank of Russia Regulation No. 254P “On the Procedure for Making by Credit Institutions Loan
Loss Provisions and Provisions for Loan Debts and Similar Debts”). Since this Regulation set new criteria and loan quality categories,
the previous categories could no longer be used. Therefore, since August 1, 2004, bad loans signify not doubtful and loss loans as
they are defined in defunct Regulation No. 62a, but problem and loss loans as they are defined in Regulation No. 254P. Although this
factor has little bearing on the amount of losses, it must be taken into account when interpreting stress test results.
55

44

Banking regulation
and supervision
in Russia

III

BANK OF RUSSIA

III.1. General characteristics of banking regulation and supervision

III.1.1. Objectives and tasks
of the Bank of Russia
in banking regulation and supervision
Being the body of banking regulation and supervision
under the Federal Law on the Central Bank of the Rus
sian Federation (Bank of Russia), the Bank of Russia is
dutybound to maintain the stability of the Russian bank
ing system and guarantee protection of the interests of
creditors and depositors.
The current banking sector reform will facilitate the
achievement of the objectives set in the MediumTerm
Programme for the Social and Economic Development
of the Russian Federation in 2005—2008, especially the
task of ending the excessive orientation of the Russian
economy to raw materials by rapidly diversifying it and
enabling it to use its competitive advantages.
The principal tasks of banking sector development
are as follows:
— improving the protection of the interests of bank de
positors and creditors;
— enhancing the effectiveness of banking sector activ
ities aimed at accumulating household and enterprise
sector funds and transforming them into loans and
investments;
— increasing the competitiveness of Russian credit in
stitutions;
— preventing the use of credit institutions for dishonest
commercial practices and for illegal purposes, espe
cially terrorist financing and money laundering;
— creating a competitive environment and ensuring the
transparency of credit institutions;
— strengthening investor, creditor and depositor confi
dence in the Russian banking sector.

III.1.2. The organisational structure
of Bank of Russia banking supervision
The supervisory divisions of the Bank of Russia head
office comprise the Banking Regulation and Supervision
Department, Credit Institutions Licensing and Financial
Rehabilitation Department, Foreign Exchange Regulation
and Control Department and Main Inspectorate for Credit
Institutions. The main tasks of these divisions are to pro
vide methodological and organisational support for the
entire range of the legislatively established functions of
the Bank of Russia in banking regulation and supervision,
such as licensing credit institutions, exercising their cur
rent supervision, inspecting credit institutions and finan
cially rehabilitating and, if necessary, liquidating financial
ly unsound credit institutions.

At the top of the Bank of Russia supervisory divisions
is the Bank of Russia Banking Supervision Committee
headed by the Bank of Russia’s First Deputy Chairman
responsible for banking supervision. The Committee is
responsible for working out decisions on policy imple
mentation in the field of banking regulation and supervi
sion.
The Bank of Russia implements its banking regula
tion and supervision policies through its regional branch
es (national banks and main divisions). As of January 1,
2005, the Bank of Russia system comprised 19 national
banks and 59 main divisions.

III.1.3. Bank of Russia
supervisory staff
The Bank of Russia supervisory divisions employ a
staff of 4,165 specialists, of whom 87.4% are employees
of regional branches and 12.6% work in head office de
partments. Most of them (95.2%) are universityeducat
ed specialists and 23.6% have worked in the banking sys
tem for more than 15 years.
In line with the Russian Banking Sector Development
Strategy, the Bank of Russia continues to implement its
longterm programme for the advanced training and re
training of Bank of Russia supervisors. This programme
is being carried out in collaboration with Russia’s top in
stitutions of higher education, such as the Russian Gov
ernment’s Academy of the National Economy, the Higher
School of Economics and the Russian Government’s Fi
nancial Academy.
Last year, 247 Bank of Russia employees finished a
course of retraining in commercial bank inspection and
management and commercial bank curatorship and man
agement. Training in these specialities was provided for
a total of 474 employees (including those who finished
the courses in 2003) from 77 Bank of Russia regional
branches and head office divisions, including 289 cura
tors, 164 inspectors and 21 receivers.
In addition to vocational retraining, the Bank of Rus
sia continued to implement a programme designed to
enhance the social awareness and personal efficiency of
bank curators and inspectors. Training is conducted by
specialists from the Personnel Department who teach
trainees how to behave confidently, effectively cooper
ate with partners, conduct public presentations, persuade
partners and win their confidence and willingness to co
operate.
In 2005, the best students among the heads of the
Bank of Russia supervisory divisions will receive additional
training and qualify for a MBA degree.
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III.2. Upgrading the legislative and regulatory framework
of credit institutions’ activity in accordance
with international standards
In 2004, the Russian Government and Bank of Rus
sia continued to upgrade banking legislation in line with
the Russian Banking Sector Development Strategy until
2008, Guidelines for the State Monetary Policy in 2004
and the plan of action for the implementation of the Me
diumTerm Programme for the Social and Economic De
velopment of the Russian Federation (2003—2005).
To strengthen public confidence in the banking sys
tem, Russia passed Federal Law No. 96FZ, dated July
29, 2004, “On Bank of Russia Payments on Household
Deposits with Bankrupt Banks Uncovered by the Com
pulsory Deposit Insurance System,” which set out the le
gal, financial and organisational principles of effecting
payments by the Bank of Russia on personal deposits with
bankrupt banks that do not participate in the deposit in
surance system.
Federal Law No. 121FZ, dated August 20, 2004, “On
Amending the Federal Law on Insolvency (Bankruptcy)
of Credit Institutions and Invalidating Some Laws (Provi
sions of Laws) of the Russian Federation” changed the
procedure for regulating the relations arising as a result
of bank failures.
The Bank of Russia participated in drafting Federal
Law No. 218FZ, dated December 30, 2004, “On Credit
Histories,” which set the procedure for creating, keeping
and using credit histories and set out the principles of co
operation between credit bureaus and borrowers, feder
al and local government bodies and the Bank of Russia.
The Bank of Russia also took part in the discussion of
the following draft federal laws on:
— making changes and amendments to the Tax Code
of the Russian Federation with regard to the taxation
of mortgagebacked bond issuers and settling prob
lems involved in the taxation of interest income on
household deposits with banks;
— making an amendment to Article 7 of the Federal Law
on the Tax Authorities of the Russian Federation, end
ing control by banks of the observance by organisa
tions or their associations of cash operation rules;
— establishing the procedure for issuing state housing
certificates and granting subsidies to individuals.
In collaboration with the Ministry of Finance, in 2004,
the Bank of Russia elaborated the concept and specifi
cations of a federal law designed to amend the Federal
Law on Banks and Banking Activities and Federal Law on
the Central Bank of the Russian Federation (Bank of Rus
sia). The purpose of the amendments is to grant to the
Bank of Russia the power to supervise bank holding com
panies, review and specify the terminology and harmon
ise with international financial reporting standards the
regulations relating to the activities of banking groups and

bank holding companies and the disclosure of informa
tion by them to users concerned.
The Bank of Russia carried out work to bring the ap
plicable banking regulation and supervision standards
into compliance with the new laws. When building the sys
tem of standards and laws regulating the activities of cred
it institutions, the Bank of Russia was guided by the best
international practice, especially the standards contained
in the Basel Committee’s Core Principles for Effective
Banking Supervision.
The state registration of credit institutions and
licensing of banking activities. To improve the appli
cable system of registration of credit institutions and li
censing of banking activities, the Bank of Russia drafted
and issued in March 2004 Instruction No. 109I, dated
January 14, 2004, “On the Bank of Russia DecisionMak
ing Procedure for the State Registration of Credit Institu
tions and the Issue of Licences for the Conduct of Bank
ing Operations.” Among the novels established by this
document are the following:
— the setting of a limit of 20% on the proportion of the
property (nonpecuniary) contribution to the autho
rised capital of a credit institution. The limit is de
signed to ensure the financial stability of operating
credit institutions;
— the conduct of an inspection of a credit institution by
the Bank of Russia or its regional branch to establish
the sources of funds paid for its shares (stakes) and
the financial standing of the acquirers of its shares
(stakes) and make sure that the latter have enough
money of their own to pay for the shares (stakes) they
acquire. The aim of the inspection is to tighten con
trol over authorised capital formation. The procedure
is applied when the authorised capital of credit insti
tutions increases by more than 20% of the previously
registered amount or when there is reason to believe
that the shares (stakes) in credit institutions have
been paid for in violation of the applicable standards;
— the possibility of creating a new kind of internal struc
tural division called the cash and credit office (credit
institutions opened 111 cash and credit offices in
2004). The cash and credit office may be opened
outside the territory on which the Bank of Russia re
gional branch that supervises the credit institution (or
the branch of the credit institution) that opened it is
located. The cash and credit office is designed to
make it easier for a small business or household to
receive a loan.
Additional requirements for bank managers. To up
grade its regulations on access to the management of
credit institutions, the Bank of Russia issued Ordinance
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No. 1492U, dated August 20, 2004, “On the Application
of the Russian Federation Legislation on the Securities
Market to the Chief Executive Officers and Members of
the Boards of Directors of Credit Institutions That Are
Professional Securities Market Participants.” Elaborated
in pursuance of the Federal Securities Market Law, the doc
ument establishes additional requirements for persons who
fulfil the functions of a oneman executive body, their dep
uties, members of the collegiate executive body of credit
institutions, members of the boards of directors (supervi
sory boards) of credit institutions that are professional se
curities market participants and sets the procedure for
monitoring compliance with these requirements.
Upgrading offsite banking supervision and reg
ulation. Pursuant to Federal Law No. 86FZ, dated Ju
ly 10, 2002, “On the Central Bank of the Russian Federa
tion (Bank of Russia),” the Bank of Russia issued Instruc
tion No. 110I, dated January 16, 2004, “On Banks’ Re
quired Ratios,” which came into force on April 1, 2004.
The Instruction requires credit institutions to comply with
the required ratios on a daily basis, cuts the number of
the required ratios, lowers the minimal levels of instant
and current liquidity, changes the procedure for calcu
lating the liquidity ratios and changes the method of cal
culating a bank’s equity capital adequacy ratio. In pursu
ance of some provisions of this Instruction and for the
purpose of upgrading the methods of calculating the re
quired ratios and improving control over the compliance
with these ratios, the Bank of Russia issued a number of
regulations in 2004.
Operating Ordinance No. 47T, dated April 27, 2004,
“On the Application of Chapter 10 of Bank of Russia In
struction No. 110I, Dated January 16, 2004, On Banks’
Required Ratios,” stipulates the cases in which Bank of
Russia regional branches can require a bank to present
information on the required ratios as of an intramonth date
(dates).
Bank of Russia Ordinance No. 1489U, dated August
13, 2004, “On Making Amendments to Bank of Russia In
struction No. 110I, Dated January 16, 2004, “On Banks’
Required Ratios,” introduces the following changes:
— the imputed base of the required ratios N6, N7, N9.1,
N10.1 and N12, which limit a bank’s credit risks, will
be reduced by the amount of the imputed reserves
for possible losses;
— banks that are members of a banking group (bank
holding company) will be granted a deferral until Au
gust 1, 2005, on the requirement to include in the N6
ratio the balances in corresponding accounts opened
with credit institutions that are members of the same
banking group (bank holding company);
— banks will be required to calculate as of an intramonth
date all indicators involved in the calculation of the
required ratios, including equity capital, should the
Bank of Russia demand the calculation of the required
ratios as of an intramonth date (dates);
— the procedure for using sanctions against banks that
have failed to comply with the control values of the
required ratios will be specifed.

Bank of Russia Operating Ordinance No. 105T, dat
ed September 9, 2004, “On the Provision of Information
for the Purposes of Bank of Russia Regulation No. 248P,
Dated January 16, 2004,” recommends the Bank of Rus
sia regional branches to report banks’ failures to comply
with the N6 ratio as a result of calculating the balances in
correspondent accounts with counterparty banksmem
bers of a banking group (bank holding company) as part
of information presented to the Bank of Russia under Bank
of Russia Regulation No. 248P, dated January 16, 2004,
“On the Procedure for Considering by the Bank of Russia
of a Bank’s Request to the Bank of Russia to Decide on
the Bank’s Compliance with the Requirements for Par
ticipation in the Deposit Insurance System.”
Bank of Russia Operating Ordinance No. 106T, dat
ed September 10, 2004, “On the Calculation of Maximum
Risk per Borrower or Group of Related Borrowers (N6
Ratio),” contains the recommendation to consider as a
group of related borrowers a bank’s corporate and indi
vidual borrowers who are economically connected in such
a way as the deterioration of the financial standing of one
of them would lead to or make possible the deterioration
of the financial standing of another borrower (other bor
rowers), which may result in the nonfulfilment (inappro
priate fulfilment) by this borrower (these borrowers) of
obligations on the bank’s credit claims.
Bank of Russia Official Interpretation No. 31OR, dat
ed December 17, 2004, “On the Application of Some Pro
visions of Bank of Russia Instruction No. 110I, dated Jan
uary 16, 2004, “On Banks’ Required Ratios,” contains a
list of people who may be classified as bank insiders.
Implementing the Concept of the Development of the
Housing Mortgage Lending System and taking into account
the requirements of the Federal Law on Mortgage Securi
ties, the Bank of Russia issued Instruction No. 112I, dat
ed March 31, 2004, “On the Required Ratios for Credit
Institutions Issuing MortgageBacked Bonds,” which es
tablished additional required ratios and raised the mini
mum equity capital requirement (N1) to 14%.
To monitor the quality of banks’ equity capital, which
is derived from subordinated loans, among other sourc
es, and to ensure an adequate supervisory response to
the early termination of subordinated loan agreements
by the sides and its consequences, the Bank of Russia
issued Operating Ordinance No. 114T, dated Septem
ber 28, 2004, “On the Termination of the Subordinated
Loan Agreement.”
Improving the loan loss provision procedure. In 2004,
the Bank of Russia enforced Regulation No. 232P, dat
ed July 9, 2003, “On Loan Loss Provisions by Credit In
stitutions” (came into force on March 1) and Regulation
No. 254P, dated March 26, 2004, “On the Procedure for
Making by Credit Institutions Loan Loss Provisions and
Provisions for Loan Debts and Similar Debts” (came into
force on August 1). Drafted taking into account interna
tionally accepted methods of evaluating the quality of
assets and making provisions, these documents provide
for the further development of the principle of professional
judgement in evaluating credit risk, establish five risk clas
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sification groups, introduce “bracket” provisioning rates,
specify the role of the collateral factor in determining the
amount of loan loss provisions, provide for making provi
sions for the portfolio of similar loans and change the pro
cedure for writing off bad loans from the balance sheet.
Bank of Russia Ordinance No. 1449U, dated June 15,
2004, “On Making Changes in Bank of Russia Ordinance
No. 1318U, Dated August 7, 2003, On Provisioning and
the Size of Provisions for Operations Conducted by Credit
Institutions with Residents of Offshore Zones” (came into
force on July 15, 2004), extended the list of operations
with offshore zone residents for which credit institutions
must make provisions by including in it operations with
offshore zone residents under broker service agreements
and clarified the procedure for making provisions for the
guarantees and sureties issued to offshore zone residents
if a credit institution is the guarantor on the operation in
which offshore zone residents are the principal and ben
eficiary.
Upgrading internal control requirements. In 2004, the
Bank of Russia enforced Regulation No. 242P, dated
December 16, 2003, “On Organising Internal Controls in
Credit Institutions and Banking Groups,” which regards
internal controls as a system and continuous and allem
bracing process. The document was drafted taking into
account the Basel Committee’s recently published rec
ommendations on internal controls, which attach special
importance to the participation of boards of directors and
executive bodies in this process.
The Regulation eliminated flaws and discrepancies
in the legal base of internal controls in credit institutions
and facilitated conversion of Russian internal control
practices to internationally accepted standards.
Internet banking. Taking into consideration the in
creased role of new information technologies in banking,
including those connected with the Internet, the Bank of
Russia issued Ordinance No. 1390U, dated March 1,
2004, “On the Procedure for Informing the Central Bank
of the Russian Federation by Credit Institutions on the Use
of Internet Technologies.” The results of the preliminary
processing of data received from credit institutions show
that at the end of last year 910 Russian credit institutions
had 1,140 sites on the Internet and 325 of them provided
online banking services.
To ensure that credit institutions make their activities
more transparent and provide accurate information to their
customers, including potential ones, and to regulate the
contents of credit institutions’ websites, the Bank of Rus
sia issued Operating Ordinance No. 16T, dated February
3, 2004, “On Recommendations on the Contents and Or
ganisation of Credit Institutions’ Internet Sites.”
Optimisation of reporting. In 2004, the Bank of Russia
continued to make efforts to upgrade and optimise pru
dential reporting by credit institutions. To determine wheth
er a bank can qualify for participation in the deposit insur
ance system, the Bank of Russia introduced the new re
porting form “Interpretation of Individual Balance Sheet
Accounts and Profit and Loss Statement Symbols for the
Compilation of the Balance Sheet (Published Form) and

the Profit and Loss Statement (Published Form) and the
Calculation of Financial Soundness Indicators.”
The Bank of Russia also specified the contents of and
the procedure for compiling the published forms of the
balance sheet and profit and loss statement and the re
quirements for compiling the reporting form “Information
on the Quality of Loans, Loan Debt and Similar Debts.”
The Bank of Russia issued recommendations for its
regional branches on the analysis of reports compiled to
International Financial Reporting Standards (IFRS), which
are set forth in Bank of Russia Letter No. 35T, dated Feb
ruary 28, 2005, “On Methodological Recommendations
for the Analysis of Financial Statements Compiled by
Credit Institutions According to IFRS.”
At the same time, the Bank of Russia repealed its In
struction No. 17, dated October 1, 1997, “On Compiling
Financial Statements” and amendments to it (Bank of
Russia Ordinance No. 1503U, dated September 22,
2004, “On Eliminating Discrepancies in Bank of Russia
Regulations”).
Information disclosure. The Bank of Russia attaches
special importance to transparency in the activities of in
dividual credit institutions and the banking sector as a
whole. In 2004, it compiled the annual Banking Supervi
sion Report and it puts information on Russian banking
sector developments on its website every month.
The Bank of Russia is broadening the range of infor
mation it discloses on its website. More than half of all
Russian credit institutions now put information on their
activities on it. Bank of Russia regional branches are
broadening the exchange of analytical information in the
Bank of Russia corporate portal and the new version of
Recommendations on the Analysis of the Activities of
Credit Institutions and the Development of Banking Ser
vices in a Region, which the Bank of Russia made known
to its regional branches late in 2004, is expected to stim
ulate this work.
In 2004, the Bank of Russia continued to improve the
conditions and forms of cooperation with foreign banking
supervisory authorities. It issued Ordinance No. 1381U,
dated January 29, 2004, “On the Procedure for Exchang
ing Information and/or Documents between the Bank of
Russia and Central Banks and Banking Supervisory Au
thorities of Foreign States.”
Monitoring nonfinancial sector enterprises. The
Bank of Russia paid serious attention last year to the de
velopment and improvement of the analysis of risks in
volved in lending to the nonfinancial sector of the econ
omy. This particularly applies to the practical application
of the results of monitoring enterprises and the analysis
of demand for banking services for the purposes of su
pervision and in the interest of the banking community. In
2004, the Bank of Russia carried out a pilot project in the
course of which it supplied credit institutions with aggre
gate analysis materials based on enterprise monitoring
results in order to evaluate the risks they assumed. The
project involved 13 Bank of Russia regional branches and
over 360 credit institutions based in many Russian re
gions.
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Inspection. In 2004, the Bank of Russia continued
to upgrade its legal regulation of inspections in order to
evaluate the quality of risk management, internal con
trols and the financial standing and prospects for the
future of credit institutions on the basis of an informed
judgement.
To build a comprehensive inspection system and
bring it into compliance with the requirements of the Fed
eral Law on Insurance of Household Deposits with Rus
sian Banks (Federal Deposit Insurance Law) and Federal
Law on Foreign Exchange Regulation and Foreign Ex
change Control and also the requirements of the new
Bank of Russia documents on banking regulation and
supervision, in 2004, the Bank of Russia made amend
ments to its regulations establishing the procedure for
organising and conducting inspections59.
The Bank of Russia paid considerable attention to the
upgrading of the methods of conducting inspections of
credit institutions and their branches. For this purpose, it
issued methodological recommendations on inspecting
specific activities of credit institutions and their branch
es60 and on inspecting and evaluating risk management
and internal controls in credit institutions61.
Financial rehabilitation of credit institutions and
control over their liquidation. The coming into force in
2004 of the Federal Law on Amending the Federal Law on
Insolvency (Bankruptcy) of Credit Institutions and Invali
dating Some Laws (Provisions of Laws) of the Russian
Federation, the Federal Law on Amending Some Laws of
the Russian Federation in Connection with the Adoption
of the Federal Law on Mortgage Securities and the Fed
eral Law on Bank of Russia Payments on Household De
posits with Bankrupt Banks Uncovered by the Compul
sory Deposit Insurance System, all of them drafted with
the participation of the Bank of Russia, determined a new
line of upgrading the legislative framework of the finan
cial rehabilitation and control over the liquidation of credit
institutions.
It should be noted that the amendments made to the
Federal Law on Insolvency (Bankruptcy) of Credit Institu
tions are of great importance for the further improvement
of the bank financial rehabilitation and liquidation proce
dures. Specifically, they:
— reduced from one month to 14 days the period of in
solvency of a bank on the expiry of which bankruptcy
proceedings may be initiated;
— introduced the corporate liquidator, which under this
Law is the Deposit Insurance Agency (DIA), a state
corporation;

— set a simplified procedure for establishing creditors’
claims, whereby these claims are considered by the
receiver rather than the arbitration court;
— tightened control over the actions of the receiver,
ensuring the transparency of the receiver’s activities
by increasing the number and volume of publications
on bankruptcy proceedings.
In pursuance of these laws, the Bank of Russia is
sued a number of regulations.
Bank of Russia Ordinance No. 1510U, dated Octo
ber 28, 2004, “On Amending Bank of Russia Ordinance
No. 1260U, Dated March 24, 2003, On the Procedure
for Matching Authorised Capital of a Credit Institution with
its Equity Capital,” stipulated that during the first two years
since the issue of a banking licence, a credit institution
will not be required to match its authorised capital with
equity capital.
Bank of Russia Ordinance No. 1533U, dated Decem
ber 22, 2004, “On Establishing the Value of Property (As
sets) and Liabilities of a Credit Institution,” established
the procedure for calculating the value of the property
(assets) and liabilities of a credit institution for the pur
pose of declaring it bankrupt.
Bank of Russia Regulation No. 265P, dated Decem
ber 14, 2004, “On the Accreditation of Arbitration Man
agers with the Bank of Russia as Receivers of Bankrupt
Credit Institutions,” established the procedure for con
sidering applications of arbitration managers, members
of a selfregulating arbitration managers organisation,
and the procedure for drafting and issuing certificates of
accreditation, extending the term of accreditation, can
celling accreditation, redrafting and issuing duplicate
certificates of accreditation and termination of certificates
of accreditation.
To establish a standard curriculum for educational in
stitutions training arbitration managers as receivers of
bankrupt credit institutions, the Bank of Russia issued Or
dinance No. 1532U, dated December 21, 2004, “On Ap
proving the Arbitration Managers Training Programme.”
In connection with the coming into force of the Fed
eral Law on Bank of Russia Payments on Household De
posits with Bankrupt Banks Uncovered by the Compul
sory Deposit Insurance System, the Bank of Russia draft
ed and issued in 2004 regulations designed to guarantee
Bank of Russia payments of up to 100,000 rubles on de
posits with banks that have not joined the deposit insur
ance system.
Bank of Russia Ordinance No. 1517U, dated Novem
ber 17, 2004, “On Bank of Russia Payments on House
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hold Deposits with Bankrupt Banks Uncovered by the
Compulsory Deposit Insurance System and on the Pro
cedure for Cooperation between Agent Banks and the
Bank of Russia,” set the procedure for effecting Bank of
Russia payments, calculating their amount and cooper
ating between the Bank of Russia and agent banks
through which depositors’ applications are received and
Bank of Russia payments are effected.
Bank of Russia Ordinance No. 1539U, dated Decem
ber 29, 2004, “On the Procedure for Making a Decision
on Effecting Bank of Russia Payments on Household De
posits with Bankrupt Banks Uncovered by the Compul
sory Deposit Insurance System,” established the proce
dure for making a decision on effecting Bank of Russia
payments and for cooperation between Bank of Russia

structural divisions and regional branches in making a
decision on effecting Bank of Russia payments.
Bank of Russia Ordinance No. 1516U, dated Novem
ber 17, 2004, “On the Procedure for the Competitive Se
lection of Agent Banks to Effect Bank of Russia Payments
on Household Deposits,” set the requirements a bank
should meet to acquire the right to participate in the com
petitive selection and established the procedure for con
ducting the competitive selection by the Bank of Russia
and making the decision on the selection of an agent bank.
In all, the Bank of Russia issued 52 regulatory docu
ments on the licensing and financial rehabilitation of credit
institutions and household deposit insurance in 2004, in
cluding one instruction, four regulations, 23 ordinances
and 24 operating ordinances.
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III.3. Bank of Russia evaluation of banks’ compliance
with requirements for participation in deposit insurance system

The establishment of the compulsory household de
posit insurance system became a major step forward in
strengthening credibility of the Russian banking system.
Represented by the Deposit Insurance Agency and Bank
of Russia, the state has assumed serious social respon
sibility to the public, compelling bank owners and man
agers to take additional measures to increase the finan
cial stability of their banks. The Bank of Russia has creat
ed and is now upgrading the legislative framework of the
deposit insurance system. All applications made by banks
for admission to the deposit insurance system have been
considered without delays.
The Federal Depoposit Insurance Law established for
the first time the legal, financial and organisational prin
ciples of building and operating the deposit insurance
system. Under this Law, banks that as of the day on which
the Law came into effect had the licence to take house
hold funds on deposit and open and keep household ac
counts must participate in the deposit insurance system
to retain their right to take household funds on deposit.
To participate in the deposit insurance system, a bank
must comply with all the requirements set by Part 1 of
Article 44 of the Federal Depoposit Insurance Law, nota
bly:
— have its accounting and reporting recognised as reli
able by the Bank of Russia;
— comply with the required ratios established by the
Bank of Russia;
— have its financial stability recognised as adequate by
the Bank of Russia;
— have no record of being subjected to measures stip
ulated by Article 74 of the Federal Law on the Central
Bank of the Russian Federation (Bank of Russia), Ar
ticle 20 of the Federal Law on Banks and Banking
Activities and Article 3 of the Federal Law on Insol
vency (Bankruptcy) of Credit Institutions and give no
reason for using these measures as a result of the
selective inspection conducted pursuant to Part 4 of
Article 45 of the Federal Deposit Insurance Law.
The Bank of Russia issued a number of regulations in
pursuance of the Federal Deposit Insurance Law.
Regulation No. 248P, dated January 16, 2004, “On
the Procedure for Considering by the Bank of Russia a
Bank’s Request to the Bank of Russia to Make the Deci
sion on the Bank’s Compliance with the Requirements for
Participation in the Deposit Insurance System,” estab
lished the stages, terms and procedure for making the
decision (positive or negative) by the Bank of Russia
Banking Supervision Committee on a bank’s compliance
with the requirements for participation in the deposit in
surance system.

Bank of Russia Regulation No. 247P, dated January
16, 2004, “On the Procedure for Considering by the Bank
of Russia an Appeal against its Negative Decision on a
Repeat Request by a Bank to Consider its Compliance
with the Requirements for Participation in the Deposit In
surance System,” set the procedure for making an ap
peal against the Bank of Russia’s negative decision on a
repeat request by a bank to consider its compliance with
the requirements for the participation in the deposit in
surance system, considering an appeal by the Bank of
Russia and passing the decision by the Bank of Russia
Banking Supervision Committee or Bank of Russia Chair
man to meet (or refuse to meet) a bank’s request.
Bank of Russia Ordinance No. 1379U, dated Janu
ary 16, 2004, “On the Evaluation of the Financial Sound
ness of a Bank for the Purpose of Recognising it Suffi
cient for Participation in the Deposit Insurance System,”
established a set of indicators and the methods of calcu
lating them and determining the overall result on them
for the purpose of recognising a bank’s financial sound
ness sufficient for participation in the deposit insurance
system. When selecting the bank performance indicators,
the Bank of Russia assumed that banking supervision
would be proactive only if the supervisory authority had
the necessary information on the owners of the bank, its
business, risks and the quality of corporate governance.
Therefore, the set of assessment indicators embraced
ownership structure transparency and bank management
quality, including the assessment of risk management and
internal controls, and the evaluation of capital, assets,
profitability and liquidity.
Bank of Russia Ordinance No. 1417U, dated April 1,
2004, “On the Form of the Register of Bank Obligations
to Depositors,” drafted at the proposal of the Deposit In
surance Agency, established the procedure for register
ing a bank’s obligations to individual depositors when tak
ing money on deposit, the form of the bank register of
obligations to depositors and the duty of the bank in re
spect to which the insured event has occurred to compile
a register of obligations, taking into account the bank’s
obligations to depositors and counterclaims to deposi
tors, and present it to the DIA within seven days after the
insured event occurred. The document also set the pro
cedure for cooperation between the DIA and provisional
administration of a bank, appointed by the Bank of Rus
sia, in compiling and submitting a register of obligations
when the insured event occurred.
The Bank of Russia also issued a number of regula
tions establishing the procedure for terminating the right
of a bank that has refused to participate or been found
unfit to participate in the deposit insurance system to take
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household funds on deposit and open household ac
counts with a bank.
Bank of Russia Ordinance No. 1476U, dated July 16,
2004, “On the Procedure for Requiring a Bank by the Bank
of Russia to Submit an Application for the Termination of
the Right to Handle Deposits,” set the procedure and the
time period within which the Bank of Russia should re
quire a bank to make an application for the termination of
its right to conduct deposit operations in the event of the
bank’s refusal to participate in the deposit insurance sys
tem or its failure to meet the conditions set for the partic
ipation in this system.
Bank of Russia Ordinance No. 1477U, dated July 16,
2004, “On the Procedure for Invalidating the Licence of a
Bank to Take Household Funds on Deposit in Rubles, Li
cence to Take Household Funds on Deposit in Rubles and
Foreign Currency or General Licence in the Event of the
Bank’s Refusal to Participate in the Deposit Insurance
System or Failure to Qualify for Participation in the De
posit Insurance System,” set the procedure for replacing
(cancelling) the licences of banks that had not joined the
household deposit insurance system.
Bank of Russia Ordinance No. 1483U, dated July 30,
2004, “On the Procedure for Prohibiting a Bank that Has
Refused to Participate in the Deposit Insurance System
or Has Been Found Unfit to Participate in the Deposit In
surance System from Taking Household Funds on Deposit
and Opening Household Accounts with Banks,” set the
procedure for the Bank of Russia to prohibit banks that
had the right to handle household accounts as of the day
the Federal Deposit Insurance Law came into force from
taking household funds on deposit and opening house
hold accounts with banks and stipulated the conditions
and terms of notifying credit institutions of the ban.
In 2004, the Bank of Russia considered banks’ appli
cations for the participation in the deposit insurance sys
tem. In all, 1,150 banks submitted such applications by
the deadline set by the law. Of these, 16 banks recalled
their applications and 11 banks had their banking licenc
es revoked by the Bank of Russia in 2004.
The Bank of Russia declared 421 banks fit for the
participation in the deposit insurance system in 2004.
This represents 37% of the total number of applicant
banks. As of January 1, 2005, the value of household
deposits covered by the deposit insurance system
amounted to 1,760.2 billion rubles, or 90% of the total
value of household deposits with Russian banks (as of
April 1, 2005, the deposit insurance system covered 824
banks and the value of household deposits with the
banks covered by the deposit insurance system ac
counted for 98% of the total value of household depos
its with Russian banks).
Banks denied access to the deposit insurance sys
tem by the Bank of Russia Banking Supervision Com
mittee may submit a repeat application. The Federal
Deposit Insurance Law and Bank of Russia Regulation
No. 247P, dated January 16, 2004, “On the Procedure
for Considering by the Bank of Russia an Appeal against
its Negative Decision on a Repeat Request by a Bank to

Consider its Compliance with the Requirements for Par
ticipation in the Deposit Insurance System,” allows banks
to appeal against the decision by the Bank of Russia to
deny them access to the deposit insurance system. The
Bank of Russia is to consider banks’ repeat applications
and make decisions on them by September 27, 2005.
In addition, in pursuance of the Federal Deposit In
surance Law, the Bank of Russia and DIA signed a num
ber of documents on cooperation and exchange of in
formation in 2004.
It should be noted that in the course of the selection
of banks for the deposit insurance system, the quality of
capital, assets and the transparency of the ownership
structure of many banks have improved significantly.
Banks that have entered the deposit insurance system
meet all requirements and, most significantly, must com
ply with them on a permanent basis.
The preliminary analysis of credit institutions’ activi
ties, conducted with the participation of various Bank of
Russia divisions and coordinated by the offsite super
vision service, resulted in the drawing up of a list of ques
tions for a selective inspection. This list only included
questions to which offsite supervision could not provide
answers, such as questions necessary for the evaluation
of the sources of equity capital, the quality of assets, the
loan loss provisions and the compliance with the required
ratios on a daily basis.
In 2004, the Bank of Russia conducted 1,125 selec
tive inspections of banks that called for it to decide if they
complied with the requirements made for participation in
the deposit insurance system. Those represented more
than 43% of all inspections conducted last year. House
hold deposits with banks inspected in 2004 accounted
for 99.7% of the total value of household deposits kept in
Russian banks.
When considering inspection materials and the po
sitions held by Bank of Russia regional branches on
banks’ compliance with the deposit insurance system
requirements, the Bank of Russia attached great impor
tance to the financial soundness of credit institutions,
including the appropriateness of the evaluation of the
quality of a bank’s loan portfolio, the adequacy of loan
loss provisions, the quality of internal controls for the
evaluation of risk assumed by banks and the reliability
of accounting and reporting. This work was carried out
in accordance with the principle of making an informed
judgement on each particular issue. Therefore, addition
al information was requested on some credit institutions
and their assets and some questions were raised and
discussed at meetings held in the Bank of Russia with
representatives of credit institutions. The prime objec
tives of these measures were to investigate the nature
and level of risk assumed by banks, make an objective
assessment of the financial soundness of banks and
optimise the supervisory procedure.
As for credit institutions that have entered the deposit
insurance system, the Bank of Russia is monitoring them
to make sure that their current state meets access re
quirements.
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III.4. Regulating access to banking services market

In 2004, the Bank of Russia continued to upgrade the
licensing of banking activities in compliance with the Basel
Committee’s Core Principles for Effective Banking Super
vision. A major problem in the field of the registration and
licensing of banking activities which the Bank of Russia
prioritized last year, was that of improving the transpar
ency of the ownership structure of credit institutions and
enhancing the efficiency of Bank of Russia control over
persons who can exert a significant influence on the man
agement of credit institutions due to direct or indirect
(through a third person) ownership of shares (stakes) in
credit institutions.
In 2004, as in the previous years, the total number of
registered credit institutions had a tendency to decline.
During 2004, it fell from 1,666 to 1,516, or by 9% as
against 8.8% in 2003, when the total number of registered
credit institutions decreased from 1,826 to 1,666. The
number of operating credit institutions with a licence to
conduct banking operations also fell in 2004 year on year,
from 1,329 to 1,299, of which 50 are nonbank credit in
stitutions (see Chart 3.1).
Three new credit institutions (two banks and a non
bank credit institution) were registered in the year under
review as against 16 credit institutions (14 banks and two
nonbank credit institutions) in 2003.
The reorganisation of credit institutions continued in
2004: three credit institutions merged with other credit
institutions (as against seven in 2003), five changed their
status from a limited liability company to a jointstock

company (as against 10 in 2003 and 41 in 2002) and one
nonbank credit institution became a bank last year.
Fiftyfour credit institutions, or 4.16% of the total,
expanded the range of their activities in 2004 by getting
additional licences (65 credit institutions, or 4.89% of the
total, in 2003).
In 2004, the Bank of Russia did not allow 17 credit
institutions to expand the range of their activities, of which
eight credit institutions were denied permission because
their authorised capital ownership structure was not
transparent enough and nine for other reasons (violation
of the federal laws and Bank of Russia regulations requir
ing Bank of Russia’s permission for the acquisition of
more than 20% of stakes (shares) in the authorised cap
ital of a credit institution by a group of persons related by
an agreement or group of corporate entities that are sub
sidiary to or dependent on one another, equity capital
formation with inappropriate assets, noncompliance with
Bank of Russia financial soundness requirements, etc.).
The measures taken by shareholders and members
of credit institutions to strengthen the capital base of
their credit institutions in 2004 led to the expansion of
the aggregate authorised capital of operating credit in
stitutions by 18.5 billion rubles from 362.0 billion rubles
to 380.5 billion rubles, or 5.1% (see Chart 3.2). In 2003,
the aggregate authorised capital of operating credit in
stitutions increased from 300.4 billion rubles to 362.0 bil
lion rubles, or by 61.6 billion rubles, or 20.5% as against
a growth of 39.4 billion rubles, or 15.1% in 2002.
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Most of bond issuing credit institutions were Moscow
based banks that registered 18 issues with a total value
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of bonds in the year under review.
The aim of regulation in licensing banking activities is
to ensure the necessary quality of bank governance in
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practice, prevent incompetent or dishonest persons from
becoming managers of credit institutions and thus doing
harm to credit institutions and their creditors and depos
itors.
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III.5. Offsite supervision

Offsite supervision conducted by the Bank of Rus
sia last year was aimed at implementing the provisions of
Federal Law No. 177FZ, dated December 23, 2003, “On
Insurance of Household Deposits with Russian Banks,”
and Bank of Russia regulations issued in pursuance of
this Law as well as Bank of Russia Regulation No. 254P,
dated March 26, 2004, “On the Procedure for Making by
Credit Institutions Loan Loss Provisions and Provisions for
Loan Debts and Similar Debts,” and Bank of Russia In
struction No. 110I, dated January 16, 2004, “On Banks’
Required Ratios.”
The new principles of substantive analysis of the sit
uation in a bank required the use of new financial sound
ness indicators, such as the ownership structure trans
parency and the organisation of the risk management
system and internal controls and bank profitability indi
cators.
In 2004, the Bank of Russia continued to evaluate the
quality of credit institutions’ capital and implemented mea
sures stipulated by Instruction No. 1246U, dated Febru
ary 10, 2003, “On Actions to Be Taken in Response to the
Established or Suspected Instances of the Formation of
Equity Capital or a Part Thereof with Improper Assets.” In
the course of selective inspections of credit institutions,
conducted in compliance with the requirements of Bank
of Russia Regulation No. 215P, dated February 10, 2003,
“On the Methodology of Determining the Equity Capital of
Credit Institutions,” the Bank of Russia assessed the qual
ity of the capital of 761 credit institutions, or 58.6% of the
total number of operating credit institutions.
At the proposal of the Bank of Russia, 14 credit insti
tutions readjusted their equity capital to a total amount of
413.5 million rubles in 2004. After the Bank of Russia
Banking Supervision Committee had studied the corre
sponding materials submitted by Bank of Russia regional
branches, the Bank of Russia ordered four credit institu
tions to readjust their capital to the total amount of 614.2
million rubles. This work was carried out taking into con
sideration the evaluation of the quality of a bank’s cur
rent assets and on the basis of materials collected by in
spectors when the Bank of Russia was making decisions
on the access of banks to the deposit insurance system.
As in 2003, the number of sanctions used against
credit institutions and the number of sanctioned credit
institutions continued to decline in 2004 due to addition
al measures taken by credit institutions in order to qualify
for the deposit insurance system.

Taking into consideration the results of the analysis
of credit institutions’ reports, in 2004, the Bank of Russia
notified in writing the management and/or boards of di
rectors (supervisory boards) of 1,175 credit institutions
(as against 1,188 in 2003) about shortcomings in their
work and met with the managers of 373 banks.
As for enforcement measures used against credit in
stitutions in 2004, 82 banks were prohibited from or re
stricted in taking household funds on deposit (75 banks
in 2003) and 50 banks were prohibited from opening
branches (51 banks in 2003). Three hundred banks were
fined for violating prudential standards (342 banks in
2003) and 764 banks (936 in 2003) received various or
ders, such as to comply with Bank of Russia required ra
tios, to increase loan loss provisions, to meet reporting
deadlines and to eliminate shortcomings in the work of
branches.
It should be noted that while the total number of en
forcement measures declined (from 1,721 in 2003 to
1,447 in 2004), the measures used last year were con
siderably tougher. In 2004, 33 credit institutions had their
banking licences revoked as against 16 in 2003 and the
number of bans imposed on individual banking operations
conducted by credit institutions increased 39%, of which
the number of bans on taking household deposits rose
47.8%.
In 2004, beginning from reporting for the first nine
months of the year, the offsite supervision services of
Bank of Russia regional branches began to collect and
scrutinise credit institutions’ IFRS financial statements.
This work will be continued in 2005.
IFRS statements for the first nine months of 2004
were presented in compliance with Bank of Russia Ordi
nance No. 1363U, dated December 25, 2003, “On the
Compilation and Presentation of Financial Statements by
Credit Institutions,” by 1,290 credit institutions, or 99.31%
of the total number of credit institutions that were in op
eration as of January 1, 2005. The Bank of Russia had its
regional branches to provide information on credit insti
tutions that failed to report to IFRS standards for the first
nine months of 2004. According to data provided by Bank
of Russia regional branches, 13 credit institutions super
vised by seven Bank of Russia regional branches failed
to present IFRS statements for the first nine months of
2004. The Bank of Russia studied the reasons why these
credit institutions failed to present the required reports
and penalised them.
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III.6. Inspection of credit institutions

In inspecting credit institutions, the Bank of Russia in
2004 switched from formal control over the observance
of Russian legislation and Bank of Russia regulations by
credit institutions to the qualitative assessment of their
activities. It attached priority to inspecting credit institu
tions and their branches for the purpose of increasing the
stability of the banking sector and building the deposit
insurance system in pursuance of the Federal Deposit
Insurance Law.
In 2004, the Bank of Russia conducted 2,595 sched
uled and unscheduled inspections of credit institutions
and their branches. The total number of inspections in
creased 19% year on year.
In line with the General Plan for Comprehensive and
Selective Inspections of Credit Institutions and their
Branches in 2004, the Bank of Russia conducted 1,442 in
spections (771 inspections of the head offices of credit
institutions and 671 inspections of the branches of credit
institutions). This represents an increase of 7.5% on the
previous year. The number of comprehensive inspections
stood at 330 and the number of selective ones at 1,112.
Interregional inspections were conducted in 53 credit in
stitutions and 120 branches of credit institutions.
The total number of unscheduled inspections of credit
institutions and their branches stood at 1,153 in 2004 (of
these, 1,033 inspections were conducted in the head offic
es and 120 in the branches of credit institutions). The prin
cipal objectives of unscheduled inspections in 2004 were to

ascertain banks’ compliance with the deposit insurance sys
tem requirements, to analyse the sources of funds used to
increase the registered authorised capital of credit institu
tions by more than 20%, to verify the sources of funds used
as payment for shares (stakes) in credit institutions by their
acquirers and to find out if there are grounds for implement
ing bankruptcyprevention measures.
The inspections of credit institutions and their branch
es, conducted in 2004, revealed 17,883 violations of fed
eral legislation and Bank of Russia regulations, a decrease
of 30% on 2003. Sanctions were used against credit in
stitutions after inspections in 1,562 cases in 2004, of
which preventive measures were taken in 815 cases.
Typical violations uncovered in 2004 were violations
of accounting and reporting rules, credit operation rules
(credit risk evaluation and loan loss provision), required
ratio calculation and compliance, equity capital measure
ment and the failure by credit institutions to comply with
internal control rules for the purpose of preventing mon
ey laundering and financing of terrorism.
To increase the effectiveness of inspections in 2004
stateoftheart computer technologies were introduced.
Its regional branches began a test run of the Automated
inspection unit system, which pools in real time all infor
mation relating to inspections. The system provides ad
ditional opportunities for efficient inspection management
and for upgrading reports presented by the inspection
units of Bank of Russia regional branches.
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III.7. Financial rehabilitation and restructuring of credit institutions

The number of credit institutions which as of the ac
counting date had ground for being subjected to bank
ruptcyprevention measures under Article 4 of the Fed
eral Law on Insolvency (Bankruptcy) of Credit Institutions
continued to decline in 2004.
The number of such credit institutions fell from 20, or
1.5% of the total number of operating credit institutions,
as of January 1, 2004, to 16 as of January 1, 2005, or
1.2% of the total number of operating credit institutions.
In 2004, 44 credit institutions avoided being subject
ed to bankruptcyprevention measures as they eliminat
ed the grounds for them on their own without waiting for
the Bank of Russia to order them to do so.
In the period under review, 59 credit institutions were
ordered by the Bank of Russia to implement financial re
habilitation measures, of which 45 credit institutions were
ordered to do so as they allowed their equity capital to
become smaller than their authorised capital at the end
of the accounting month.
Last year, Bank of Russia regional branches moni
tored the implementation of the financial rehabilitation
plans by 26 credit institutions, most of which (62%) had
improved their financial standing during the year and were
taken off the watch list.
When analysing the activities of credit institutions that
had lost their liquidity in May—July 2004, the Bank of
Russia discovered significant flaws in capital formation,
asset quality and management, which did not allow these
credit institutions to maintain a proper level of liquidity and
risk management. At the same time, some credit institu

tions overcame their financial problems with the support
of founders and creditors.
To protect the interests of creditors and depositors of
problem credit institutions and credit institutions that had
their licences revoked, the Bank of Russia appointed pro
visional administrations to manage these credit institutions.
In 2004, the Bank of Russia monitored the activities
of 35 provisional administrations of credit institutions, of
which 30 were appointed in the period under review. Of
these, 28 were appointed to credit institutions that had
had their banking licences revoked and two were appoint
ed to operating credit institutions.
During 2004, the Bank of Russia recalled 21 provi
sional administrations, of which four were recalled after
the arbitration court had ordered compulsory liquidation
and the appointment of a liquidator and 17 after the arbi
tration court had declared credit institutions insolvent
(bankrupt) and appointed receivers.
In 2004, the Bank of Russia continued to cooperate
with the Agency for Restructuring Credit Organisations
(ARCO). Last year, the ARCO completed the bankruptcy
proceedings against the commercial jointstock bank
SBSAGRO. The Moscow Arbitration Court finished bank
ruptcy proceedings on April 20, 2004.
As the ARCO had fulfilled its duties, the Federal Law
“On Invalidating the Federal Law on Restructuring Credit
Institutions and on the Procedure for Liquidating the
Agency for Restructuring Credit Organisations” was
passed in June 2004 and as of January 1, 2005 the ARCO
liquidation proceedings were in their final stage.
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III.8. Liquidation of credit institutions

Pursuant to Article 74 of the Federal Law “On the
Central Bank of the Russian Federation (Bank of Russia)”
and Articles 20 and 23 of the Federal Law “On Banks and
Banking Activities,” the Bank of Russia ordered in 2004
the revocation (cancellation) of banking licences from 33
credit institutions, of which two credit institutions had their
licences revoked for repeated violations within a year of
the Federal Law “On Countering the Legalisation (Laun
dering) of Criminally Obtained Incomes and the Financ
ing of Terrorism” and 19 credit institutions were stripped
of their banking licences for failing to meet creditors’ pe
cuniary claims and/or effect compulsory payments (see
Chart 3.3).
As of January 1, 2005, liquidation proceedings were
conducted in 205 out of 218 credit institutions that had
their banking licences revoked. Most of the liquidated
credit institutions (161) were declared bankrupt by ar
bitration courts and bankruptcy proceedings were initi
ated in them (in 2004, bankruptcy proceedings were
started in 36 of these credit institutions); in 33 credit in
stitutions arbitration courts appointed liquidators (in
2004, liquidators were appointed in four credit institu
tions); seven credit institutions were being liquidated in
accordance with the decision of their members
(founders) and creditors (pursuant to legislative provi
sions effective at the time) to declare bankruptcy and
voluntary liquidation and four credit institutions were
being voluntarily liquidated by the decision of their mem
bers (in 2004, such a decision was taken on one credit
institution). In 45 credit institutions declared absentee
debtors by arbitration courts, liquidation proceedings

were conducted by Bank of Russia specialists (in 17 of
these credit institutions, Bank of Russia specialists were
appointed receivers in 2004). In 28 credit institutions liq
uidated by Bank of Russia specialists, bankruptcy pro
ceedings were completed in 2004. Liquidation proceed
ings in these credit institutions took no more than one
year, as a rule. The upgrading of the bank liquidation
and bankruptcy legislation allowed the Bank of Russia
to initiate liquidation proceedings and withdraw from the
banking sector credit institutions which had had their
banking licences revoked a long time ago but the deci
sions to liquidate them taken by their members or arbi
tration courts had not been fulfilled. In 2004, arbitration
courts decided to change the method of liquidating 18
such credit institutions.
Creditors’ claims to liquidated credit institutions
struck off the state register were met by 5% on average;
of these, creditors of the 1st priority group had 69.5% of
their claims met, creditors of 2nd priority group 69.5%
and corporate entities 3.3%.
Twentyseven inspections of receivers (liquidators)
were conducted in 2004. After inspections, receivers (liq
uidators) were ordered to eliminate shortcomings in their
work within specified time periods. Information on viola
tions discovered in the course of inspections was passed
to arbitration courts, the Ministry of Justice and creditors’
committees of credit institutions in the process of liqui
dation.
In 2004, pursuant to Article 6 of the Federal Law on
Insolvency (Bankruptcy) of Credit Institutions and Article
20 of the Federal Law on Insolvency (Bankruptcy), the
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Bank of Russia issued certificates to 48 receivers (liqui
dators) of credit institutions, extended the term of the
certificates of 236 receivers (liquidators), cancelled the
certificates of five receivers (liquidators) and refused to
certify 135 applicants for the receiver’s (liquidator’s) cer
tificate, including one person who was not certified when
he applied for the extension of his certificate.
In the course of implementing the provisions of the
Federal Law on Insolvency (Bankruptcy) of Credit Institu

tions, notably, the clause stipulating that the Deposit In
surance Agency may be appointed the receiver of bank
rupt credit institutions, in 2004, the Moscow Arbitration
Court appointed the DIA the receiver of one credit insti
tution declared bankrupt.
Three educational establishments accredited by the
Bank of Russia in 1999—2000 had their accreditation
terms extended in 2004 so that they could continue to
train receivers (liquidators) of bankrupt credit institutions.
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III.9. Countering the legalisation (laundering)
of criminally obtained incomes and the financing of terrorism

In 2004, the Bank of Russia carried out a large amount
of work to upgrade the legal and methodological support
provided to credit institutions in countering the legalisa
tion (laundering) of criminally obtained incomes and the
financing of terrorism (AML/FT).
Federal Law No. 88FZ, dated July 28, 2004, “On
Amending the Federal Law on Countering the Legalisa
tion (Laundering) of Criminally Obtained Incomes and the
Financing of Terrorism” (hereinafter referred to as Fed
eral Law No. 88FZ), which came into force on August 30,
2004, gave the Bank of Russia the powers to establish
qualification requirements for executives responsible for
the observance of internal control rules and the imple
mentation of internal control programmes, requirements
for the training of personnel and identification of custom
ers and beneficiaries by credit institutions.
Therefore, the Bank of Russia focused its efforts in
2004 on the creation of conditions conducive to the ef
fective implementation by credit institutions of the new
AML/FT legislative provisions.
Implementing the powers granted to it by Federal Law
No. 115FZ, dated August 7, 2001, “On Countering the
Legalisation (Laundering) of Criminally Obtained Incomes
and the Financing of Terrorism” (hereinafter referred to
as Federal Law No. 115FZ), in 2004, the Bank of Russia
drafted and issued a number of AML/FT regulations, es
tablishing the following requirements for:
— the training of personnel in a credit institution (spe
cifically, on issues relating to the elaboration and ap
proval in a credit institution of programme of training
in AML/FT and a programme implementation plan,
including the subjects and duration of training and
persons responsible for it, a list of the divisions of a
credit institution whose staff must receive training and
the procedure for examining the trainees)62;
— qualification requirements for the executive and the
staff of the division of a credit institution responsible
for AML/FT if such a division is organised under the
guidance of the responsible executive63;
— the identification by credit institutions of their cus
tomers and beneficiaries (lists of data have been

compiled, which a credit institution is required to col
lect for the purpose of identifying individuals, legal
entities and selfemployed entrepreneurs, the per
sons and entities have been established who should
be regarded as beneficiaries and a list of operations
has been drawn up, which are particularly risky from
the viewpoint of money laundering and terrorist fi
nancing64;
— the procedure for passing information by credit insti
tutions to the authorised agency, stipulated by the
Federal Law on Countering the Legalisation (Laun
dering) of Criminally Obtained Incomes and the Fi
nancing of Terrorism (specifically, in regard to new
operations subject to mandatory control under Fed
eral Law No. 88FZ)65;
— the procedure for passing information by credit insti
tutions to the authorised agency in the event of the
refusal to conclude a bank account (deposit) agree
ment with an individual or legal entity and/or conduct
operations on grounds established by the Federal
Law on Countering the Legalisation (Laundering) of
Criminally Obtained Incomes and the Financing of
Terrorism66.
In addition, taking into consideration the provisions
of Federal Law No. 88FZ and its own regulations, the
Bank of Russia established the procedure for exercising
control over the activities of credit institutions and their
branches from the viewpoint of money laundering and
terrorist financing.
To provide methodological support to credit institu
tions in implementing AML/FT measures, in 2004, the
Bank of Russia made known to credit institutions the FATF
Report on Money Laundering and Terrorist Financing Ty
pologies 2003—2004 and five information circulars ex
plaining various aspects of the application of AML/FT leg
islation.
To enhance the effectiveness of the implementation
of Federal Law No. 115FZ on May 17, 2004, the Bank of
Russia and Federal Financial Monitoring Service, signed
an agreement on cooperation in the field of information
to be implemented in pursuance of the Federal Law on

62
Bank of Russia Ordinance No. 1485U, dated August 9, 2004, “On the Requirements for the Training and Instruction of Personnel in
Credit Institutions.”
63
Bank of Russia Ordinance No. 1486U, dated August 9, 2004, “On the Qualification Requirements for the Special Executives Re
sponsible for the Observance of Internal Control Rules for the Purpose of Countering the Legalisation (Laundering) of Criminally
Obtained Incomes and the Financing of Terrorism and the Implementation of Internal Control Programmes in Credit Institutions.”
64
Bank of Russia Regulation No. 262P, dated August 19, 2004, “On the Identification by Credit Institutions of Customers and Bene
ficiaries for the Purpose of Countering the Legalisation (Laundering) of Criminally Obtained Incomes and the Financing of Terrorism.”
65
Bank of Russia Ordinance No. 1490U, dated August 17, 2004, “On Amending Bank of Russia Regulation No. 207P, Dated Decem
ber 20, 2002, on the Procedure for Passing by Credit Institutions to the Authorised Agency Information Stipulated by the Federal Law
on Countering the Legalisation (Laundering) of Criminally Obtained Incomes and the Financing of Terrorism.”
66
Bank of Russia Ordinance No. 1519U, dated November 26, 2004, “On the Procedure for Passing Information to the Authorised
Agency in the Event of the Refusal to Conclude a Bank Account (Deposit) Agreement with an Individual or Legal Entity and to Conduct
Operations with Monetary Funds or Other Property.”
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Countering the Legalisation (Laundering) of Criminally
Obtained Incomes and the Financing of Terrorism.
The agreement provides for the sharing of informa
tion between the Bank of Russia and the Federal Finan
cial Monitoring Service for the purpose of countering
money laundering and terrorist financing, the conduct of
joint training on methods in this sphere, the provision of
consultative aid on issues within the competence of each
party and other measures aimed at promoting coopera
tion in the field of information.
Exercising their legislatively established powers to
monitor compliance by credit institutions with the require
ments of Federal Law No. 115FZ, in 2004, Bank of Rus
sia regional branches conducted 2,592 inspections of
1,185 credit institutions within the framework of banking
regulation and supervision.
Violations of Federal Law No. 115FZ and Bank of
Russia regulations issued in pursuance of this Law were
discovered in 56.4% of inspected credit institutions. The
most common violations were the failure to present to the

authorised agency on time information on operations sub
ject to mandatory control and errors in composing elec
tronic messages.
As a result of the inspections, the credit institutions
were subjected to both preventive measures, such as
informing their managers about the shortcomings dis
covered in their work, and enforcement measures, such
as ordering the elimination of the uncovered shortcom
ings, placing restrictions on and banning some bank
ing operations, imposing fines and revoking banking li
cences.
In accordance with the Catalogue of the Vocational
Training of Personnel, the Bank of Russia continued in
2004 to provide comprehensive and continuous training
to executives and specialists of its regional branches re
sponsible for providing support for the Bank of Russia’s
efforts to combat money laundering and terrorist financ
ing. Seven seminars, in which more than 300 employees
of the corresponding divisions of Bank of Russia regional
branches, were held last year.
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III.10. Cooperation with the Russian banking community

In 2004, the Bank of Russia closely cooperated with
the banking community in drafting documents on bank
ing regulation and supervision.
Last year, in collaboration with the Association of
Russian Banks and the Association of Regional Banks of
Russia it placed on its website for discussion with the
banking community the drafts of the following Bank of
Russia regulations: “On Banks’ Required Ratios,” “On the
Procedure for Making by Credit Institutions Loan Loss
Provisions and Provisions for Loan Debts and Similar
Debts,” and “On Setting Limits on Open Currency Posi
tions, the Methods of Calculating them and the Specifics
of Supervision of their Observance by Credit Institutions.”
The Bank of Russia sent to the banking associations
and put on its official website for public discussion the
draft of Bank of Russia Letter on Organising the Manage
ment of Legal Risk and Reputation Risk in Credit Institu
tions and Banking Groups.
In the second quarter of 2004, the Bank of Russia sent
to the banking associations a draft of the Questionnaire
on SelfAppraisal of the Operation Risk Management in a
Credit Institution. It also put the draft on the websites of
the Association of Russian Banks, Association “Russia”
and National Stock Market Association. Having discussed
the draft in the second and third quarters of the year, the
associations commented on it and set forth proposals that
were favourable and constructive on the whole.
At the request of the Association of Russian Banks,
Bank of Russia experts lectured during the seminars or
ganised for credit institutions on the application of Bank
of Russia Regulation No. 254P, dated March 26, 2004,
“On the Procedure for Making by Credit Institutions Loan
Loss Provisions and Provisions for Loan Debts and Simi
lar Debts” (the seminars were held in RostovonDon,
Novosibirsk and Moscow).
In addition, the Bank of Russia advised banks on a
wide range of issues relating to the improvement of fi
nancial risk regulation.
To help banks cut their costs and become more com
petitive, in 2004, the Bank of Russia proposed discuss
ing with them and their associations the possibility of re
placing the numerous internal divisions of a bank and a

bank branch by one universal internal division, an outlet,
a list of operations which might be delegated to the out
let and the procedure for accounting of the operations
conducted by the outlet in the balance sheet of a bank or
bank branch and appointing the manager and chief ac
countant of the outlet and their deputies.
At the request of credit institutions and banking as
sociations, the Bank of Russia put on its website the meth
ods (algorithms) of calculating banks’ financial soundness
indicators established by Bank of Russia Ordinance No.
1379U, dated January 16, 2004, “On the Evaluation of
the Financial Soundness of a Bank for the Purpose of
Recognising it Sufficient for Participation in the Deposit
Insurance System.” At the same time, the Bank of Russia
proposed that the firms which designed the software for
the implementation of this Ordinance (closeend joint
stock company Prognoz and limited liability company
EDSLANIT) develop similar software for credit institu
tions.
Chief executives of the supervisory divisions of the
Bank of Russia and some of its regional branches partic
ipated in the Second International Banking Forum, “Rus
sian Banks in the 21st Century,” organised by the Asso
ciation of Regional Banks of Russia in Sochi.
Representatives of the Bank of Russia, Federal As
sembly of the Russian Federation, Russian President’s
Office, Russian Government’s Office, federal minis
tries, foreign central (national) banks and supervisory
authorities, international financial organisations and
banking community took part in the 13th International
Banking Congress, The Russian Banking System in the
Context with International Trends and Standards, held in
St Petersburg in June 2004.
The Congress discussed the specific conditions of the
modernisation of the Russian banking sector, issues re
lating to banking risks and their management in the con
text of international best practice and Russian experience,
deposit insurance, crossborder banking services, for
eign exchange liberalisation and competition on the in
ternational banking services market, corporate gover
nance and internal controls in banks and transition to in
ternational financial reporting standards.
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III.11. Cooperation with international financial organisations
and foreign central banks and supervisory authorities

Cooperation with international financial organ
isations
The International Monetary Fund and World Bank
Bank of Russia representatives participated in work
ing meetings, consultations and the drafting of materials
and comments within the framework of the IMF mission
in the Bank of Russia. Specifically, the sides discussed
issues relating to the establishment of the deposit insur
ance system, forecasting the situation in the banking sec
tor, asset securitisation, mortgage lending, risk regula
tion and stress testing methods. The Bank of Russia con
tinued to cooperate with the World Bank in implement
ing the Financial Institution Development Project and dis
cussed the possibility of developing a new project in sup
port of regional banks and small and mediumsized busi
nesses.
When participating in the Coordinated Compilation
Exercise (CCE), a phase of the IMF work programme de
signed to improve the macroprudential analysis of finan
cial systems67, the Bank of Russia was involved in the In
ventory Survey conducted by the IMF in 2004 to receive
information on the current state of the work connected
with the calculation and dissemination of financial sound
ness indicators (FSI).
Bank of Russia representatives also took part in a CCE
meeting held by the IMF in Washington in November 2004
that discussed, among other things, standard reporting
forms on FSI and metadata to them and approved a CCE
work schedule.
The Bank of Russia in 2004 cooperated with the
World Bank Moscow office in conducting a comparative
analysis of Russian legislation and legislation of the in
dustrialised nations on the registration of credit institu
tions and licensing of banking activities.
Basel Committee on Banking Supervision
and its working groups
In 2004, Bank of Russia representatives participat
ed in:
— two meetings of the working group on the dissemi
nation of the Basel Committee’s Core Principles for
Effective Banking Supervision at the invitation of the
Basel Committee’s Secretariat;
— the meeting of the 17th Conference of the Banking
Supervisors from Central and Eastern Europe Group,
held in Dubrovnik, Croatia, in May, which discussed
the optimisation of provisioning and the development

of the organisational structures of banking and finan
cial market supervision;
— the 13th International Conference of Banking Super
visors, held in Spain in September, at the invitation of
the Basel Committee’s Secretariat.
The Bank of Russia took part in organising and hold
ing in August 2004 in St Petersburg the Basel Commit
tee’s 14th Conference of the Regional Group on Banking
Supervision of Caucasus and Central Asia States and
Russia, which discussed issues relating to the upgrading
of the legislative framework of the capital adequacy cal
culation, made taking into account all kinds of risk, finan
cial crisis and bank failures and the evaluation of their
possible effect on the financial market, and cooperation
between bank supervisors with bank internal controllers
and extermal auditors.
EU European Commission
The Bank of Russia cooperated with the EU in carry
ing out the following TACIS projects:
— “Banking Supervision and Reporting,” a project de
signed to enhance the effectiveness of banking super
vision and create a system of prudential reporting based
on IFRS and international supervisory best practice;
— “Central Bank Training — III,” a project designed to
provide training for employees of Bank of Russia head
office and supervisory divisions of Bank of Russia re
gional branches.
The Bank of Russia continued to improve the
forms and conditions of cooperation with foreign
supervisory authorities. It signed an agreement on co
operation in banking supervision with the National Bank
of the Kyrgyz Republic.
In 2004, the Bank of Russia discussed the wording of
agreements (memorandums of understanding) on co
operation in banking supervision with the supervisory au
thorities of 15 countries and the drafting of new agree
ments (memorandums of understanding) with the super
visory authorities of two countries, with which it already
had cooperation agreements.
The activities of the subgroup Banks/Financial
Services of the RussianGerman Intergovernmental
Working Group on the Strategy of Economic and Fi
nancial Cooperation. In 2004, the Bank of Russia or
ganised a number of events to discuss the most urgent
problems of individual segments of the Russian financial
market:
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— a working meeting of the subgroup on Financing
Russian Small and MediumSized Enterprises was
held in the Bank of Russia on February 5, 2004, with
the participation, on the German side, of represen
tatives of the Ministry of Finance, Economics and La
bour Ministry, KfW, International Raiffeisen Union,
Dresdner Bank, Commerzbank and German Embas
sy in Russia and representatives of the Bank of Rus
sia, Ministry for AntiMonopoly Policy and Support of
Entrepreneurship, Association of Russian Banks,
Federal Fund for Small Business Support, Russian
Venture Investment Association, Russian Microfinan
cial Centre, Agricultural Credit Cooperation Devel
opment Fund, Vneshtorgbank and Sberbank. The dis
cussion focused on banks’ participation in financing
small and mediumsized enterprises, the role of, and
prospects for microfinancial institutions in financing
small and mediumsized businesses and venture
funds’ possibilities in financing small and medium
sized enterprises;
— a working meeting of the subgroup on Building Sav
ings Banks was held in the Bank of Russia on April
28, 2004, with the participation, on the German side,
of representatives of the Union of Private Building
Savings Banks and representatives of the Federation
Council’s Committee on Financial Markets and Mon
ey Circulation, State Committee on Construction and
Housing and Utilities Complex, banking associations
and Federal Agency on Housing and Utilities. The
participants in the meeting considered issues relat
ing to the legal framework of building savings banks
and prospects for housing financing development
through mutual savings banks;
— a meeting of the subgroup on Transparency of Credit
Institutions’ Activities was held in Berlin on May 25—
26, 2004, with the participation, on the German side,
of representatives of the Bundesbank, Finance Min
istry, Economics and Labour Ministry, KfW and Com
merzbank and representatives of the Bank of Russia,
Ministry of Finance, Economic Development and
Trade Ministry and Russian banks. The discussion
centred on the transparency of the banking business,
including the quality of reporting, Bank of Russia re
quirements for the ownership structure transparen
cy and the upgrading of bank capital and asset qual
ity standards and implementing the substantive ap
proach to supervision;
— a working meeting of experts of the subgroup on
Leasing was held in the Bank of Russia on September
28, 2004, with the participation, on the German side,
of representatives of the Ministry of Finance, German
Leasing Union and German Embassy in Russia and
representatives of the Bank of Russia, Association of
Russian Banks, Vneshtorgbank, Sberbank, Russian

Association of Leasing Companies and a number of
Russian leasing companies. The participants in the
meeting discussed the legal aspects of leasing in Rus
sia, the main problems of Russian leasing market op
erators, the leasing situation in Russia from the view
point of a leasing company with foreign investment
capital, real estate leasing in Russia, the fiscal and
balance sheet aspects of leasing in Russia, the fiscal
aspects of leasing operations involving the use of for
eign bank loans, some aspects of the taxation and le
galisation of the cession of the right of claim on leas
ing contracts and the financing of leasing operations.
Participation in international banking confer
ences. Bank of Russia representatives participated in
the 12th Interbank Conference on “Capitalisation of Banks:
Ways and Possibilities” and “Foreign Capital in Central
and Eastern European Banking Systems: a Driving Force
or a Brake,” held in Yalta, Ukraine, in April 2004.
Participation in creating a single economic space
(SES). To contribute to the efforts made by Belarus, Ka
zakhstan, Russia and Ukraine to create a single econom
ic space, Bank of Russia representatives participated as
experts in the meetings of Working Group No. 4 “Fiscal
and Monetary Policy. Foreign Exchange Regulation and
Control and Macroeconomic Indicators,” held in Astana,
Kazakhstan, on April 1, 2004, in Yalta, Ukraine, on May
20 and 21, 2004, in Kiev on October 20 to 22, 2004, in
Moscow on November 15, 2004, and in Minsk on Decem
ber 14, 2004.
Within the framework of this working group, Bank of
Russia representatives took part in developing the SES
Design Specification and Plan of Action and later in draft
ing the agreements on harmonising banking legislation
with Basel principles and on harmonising the deposit in
surance systems. At the meeting of Working Group No. 4
held in Minsk, Belarus, on December 14, 2004, experts
of the SES member states approved the draft agreements
in principle and at the meeting of the SES HighLevel
Group held in Minsk on December 15, 2004, the draft
agreements were approved in principle and recommend
ed for the negotiating process.
Cooperation with international organisations in
countering the legalisation (laundering) of criminal
ly obtained incomes and the financing of terrorism.
In February, June and October 2004, Bank of Russia rep
resentatives participated as members of the Russian del
egation in the plenary meetings of the Financial Action
Task Force (FATF) and its working groups. In addition, in
July 2004, the Bank of Russia took part in the meeting of
the MONEYVAL Committee of the Council of Europe, the
Select Committee of Experts on the Evaluation of Anti
Money Laundering Measures, which approved the sec
ond round antimoney laundering evaluation report on
Russia.
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III.12. Outlook for banking regulation and supervision in Russia

In the next few years, the Bank of Russia is to contin
ue to carry out a set of measures designed to increase
the stability of the Russian banking sector, protect the
interests of creditors and depositors and upgrade the
methods and organisation of banking supervision in line
with the Russian Banking Sector Development Strategy
until 2008.
The Bank of Russia will focus its efforts on further
improving the legal framework of the banking sector, cre
ating a favourable environment for the enhancement of
the role played by banks in financial intermediation, en
couraging competition, increasing the transparency of
credit institutions, strengthening market discipline in the
banking sector, creating a level playing field for all credit
institutions and tightening corporate governance require
ments.
Deposit insurance system development. As re
gards the practical actions aimed at ensuring the func
tioning of the deposit insurance system, the Bank of Rus
sia is to carry out a series of measures designed to mini
mise the insurance system risks, especially by barring fi
nancially unstable banks from it. In addition, the guaran
tees provided by the Federal Deposit Insurance Law are
to be extended to household deposits of precious metals
with banks.
It should be noted that one of the tasks set by the
Banking Sector Development Strategy for the Bank of
Russia is that of using information received in the course
of examining banks’ applications for deposit insurance
system entry for uncovering violations of law endanger
ing creditors’ and depositors’ interests and taking corre
sponding supervisory measures in response. In addition,
the Bank of Russia will closely watch the banks whose
entry requests have been turned down.
In 2005, the Bank of Russia will continue to build the
deposit insurance system, consider banks’ repeat requests
for entry and improve the regulation of the system.
Licensing banking activities. To create more
favourable conditions for the implementation of bank re
organisation procedures, in 2005, the Ministry of Finance
will cooperate with the Bank of Russia and Economic De
velopment and Trade Ministry in drafting amendments to
the Federal Law on Banks and Banking Activities, simpli
fying bank reorganisation procedures and providing bet
ter protection for the interests of the creditors of reorga
nised credit institutions.
In line with the Banking Sector Development Strategy,
the Bank of Russia will make amendments in its regulations
to simplify the procedure for opening bank branches.
Changes will continue to be made in applicable bank
ing legislation to lower Bank of Russiacontrolled thresh

old amounts of shares (stakes) acquired in a credit insti
tution. The acquisition of more than 1% of shares in a
credit institution will require notification and the acquisi
tion of more than 10% of shares prior permission. This
will help to make the ownership structure of credit insti
tutions more transparent and allow the Bank of Russia to
have more control over decisionmaking in credit institu
tions.
Legislators continue to make changes in the federal
laws establishing the procedure for identifying the actual
owners of a credit institution and disclosing information
on them and other persons capable of directly or indi
rectly influencing the decisions made by bank manage
ment, setting requirements for the financial standing and
business reputation of actual owners and granting to the
Bank of Russia the right to end the participation of per
sons who do not meet the established requirements in
the management of credit institutions. Business reputa
tion criteria are being worked out for the founders (mem
bers) and actual owners of credit institutions and mem
bers of their boards of directors (supervisory boards) and
chief executive officers.
When controlling the quality of governance in credit
institutions, the Bank of Russia will pay special attention
to members of boards of directors (supervisory boards).
This is necessitated by the increased role and responsi
bility of boards of directors (supervisory boards) in the
management of credit institutions and, consequently, in
the improvement of corporate governance in the bank
ing sector and the task of tightening requirements for the
competence and business reputation of members of
boards of directors (supervisory boards).
Of great importance for tackling the task of making
the Russian banking sector more competitive, set in the
Banking Sector Development Strategy, is attracting for
eign capital, which will bring advanced technology and
high corporate governance standards to the Russian
banking services market. To create equal conditions for
resident and nonresident participation in banking sec
tor capital, Russia will have to make amendments in its
legislation, establishing the same procedure for acquir
ing large blocks of shares in credit institutions by resi
dents and nonresidents.
In 2005, the Bank of Russia is to complete the draft
ing of its new Regulation on the Procedure and Criteria
for Evaluating the Financial Condition of Individual
Founders (Members) of a Credit Institution.
To strengthen the resource base of credit institutions,
the Bank of Russia will lift restrictions on the issue of
bonds with a value equalling that of the authorised capi
tal of a bondissuing credit institution.
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Offsite supervision. The Bank of Russia will con
tinue to carry out measures aimed at encouraging the use
of substantive supervision, including a more accurate
evaluation of the financial soundness of credit institutions
and, whenever necessary, an adequate supervisory re
sponse. This work will also be carried out as part of the
procedure for selecting banks entering the deposit insur
ance system.
To create conditions for the development of substan
tive supervision, the Bank of Russia will participate in
drafting amendments to the provisions of the Federal Law
on the Central Bank of the Russian Federation (Bank of
Russia), establishing Bank of Russia powers in using pro
fessional (informed) judgement in supervisory practice.
In 2005, the Bank of Russia plans to begin preparing
for the implementation of the Basel Committee’s docu
ment “International Convergence of Capital Measurement
and Capital Standards: a Revised Framework,” known as
Basel II. Specifically, it intends to form a working group
of Bank of Russia experts and representatives of the As
sociation of Russian Banks and Association of Regional
Banks of Russia.
The Bank of Russia will continue to upgrade the pro
cedure for regulating risks assumed by credit institutions
in conducting lending operations with related persons and
economically interrelated borrowers.
To harmonise credit risk evaluation standards used
in provisioning with IFRS, the Bank of Russia is to revise
its Regulation No. 232P, dated July 9, 2003, “On the Pro
cedure for Loan Loss Provisions by Credit Institutions” and
Regulation No. 254P, dated March 26, 2004, “On the
Procedure for Making by Credit Institutions Loan Loss
Provisions and Provisions for Loan Debts and Similar
Debts,” including the risk evaluation procedure for a port
folio of homogeneous credit claims, taking into account
the new version of IAS 39.
To upgrade market risk regulation standards, the
Bank of Russia is to introduce, in addition to the standard
ized method of market risk measurement, the Basel Com
mitteeencouraged Value at Risk method.
To minimise risks connected with the economic, so
cial and political conditions of the borrower country (coun
try risk) as well as legal, operating and reputation risks
involved in the relations with offshore zones, the Bank of
Russia is to revise the provisioning requirements for credit
institutions’ operations with offshore zone residents.
In 2005, the Bank of Russia will continue to optimise
and upgrade prudential reporting within the framework
of the EU/TACIS Project “Banking Supervision and Re
porting.” Changes are to be made in the contents of pru
dential reports and the procedure for presenting them and
recommendations are to be worked out for their analy
sis. In addition, within the framework of this Project, the
Bank of Russia will be upgrading the legal framework of
consolidated supervision and its procedures. This work
is expected to result in changes in applicable Bank of
Russia regulations and the Bank of Russia will issue new
regulations on these matters, taking into account inter
national experts’ recommendations.

A series of measures is to be implemented to upgrade
the legal framework of consolidated supervision. The
Bank of Russia is to draft in collaboration with the Finance
Ministry amendments to the Federal Law on Banks and
Banking Activities and the Federal Law on the Central
Bank of the Russian Federation (Bank of Russia). It will
also continue to draft a new version of its Regulation No.
191P, dated July 30, 2002, “On Consolidated Report
ing,” which will contain a revised methodology for com
piling consolidated reports and measuring consolidated
risk on their basis.
The Bank of Russia plans to complete the drafting of
a regulation on the evaluation of financial soundness of a
credit institution, based on standards used in determin
ing banks’ fitness for the participation in the deposit in
surance system and requiring the use of professional
judgement in evaluation, and a regulation on the regimes
of credit institutions’ supervision, which will require su
pervisors to be guided by the evaluation of the financial
soundness of credit institutions and make supervisory
decisions on the basis of professional (substantive) judge
ment. The Bank of Russia is also to complete the devel
opment of methodologies for the introduction of the cu
ratorship in supervisory practices, notably, the Bank of
Russia’s Regulation on the Curator of a Credit Institution
and Methodological Guidance for the Curator, known as
“The Curator’s Handbook.”
The recommendations on the analysis of the finan
cial standing of credit institutions and the computerised
system of analysis of the financial standing of a bank,
worked out in 2000, are to be revised and upgraded. In
2005, all Bank of Russia regional branches are to test run
the subsystem “Forecasting the financial standing of
credit institutions,” designed to detect problems in cred
it institutions at an early stage (an early warning system).
The results of polls of credit institutions will be used
to upgrade the methodological recommendations on con
ducting the stress testing of credit institutions.
To improve corporate governance in the Russian
banking sector, the Bank of Russia will provide credit in
stitutions with information, compiled according to inter
national standards, on the contemporary principles of
organising corporate governance in credit institutions and
circulate among them a questionnaire designed to help
credit institutions to evaluate corporate governance on
their own. The Bank of Russia will continue to develop the
methods of evaluating the quality of internal controls in
credit institutions and banking groups and improve the
reporting of internal control management. The Bank of
Russia also plans to work out recommendations on the
management of individual kinds of nonfinancial risk.
To be able to make a comprehensive assessment of
banking risks, the Bank of Russia will develop methodol
ogies for monitoring the use by credit institutions of new,
remote banking technologies, including Internet banking.
The Bank of Russia is determined to adhere to its
policy of increasing banking sector transparency, inform
ing all users concerned about major developments and
trends in the Russian banking sector. It will continue to
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publish macroprudential indicators of the Russian bank
ing sector and it is determined to expand the sphere of
analysis and the set of tools used in this analysis, gradu
ally approaching international best practice in financial
stability reports.
The volume of information disclosed by credit insti
tutions on the Bank of Russia website will be expanded
and the Bank of Russia will continue to build a system to
monitor the state of the banking sector, which in the long
run will make it possible to detect problems in the Rus
sian banking sector at an early stage68.
To improve the quality of the evaluation of the finan
cial stability of the Russian banking sector, the Bank of
Russia will continue to implement the IMF Financial Sec
tor Assessment Program (FSAP), compiling financial
soundness indicators (FSI) that allow one to evaluate the
financial state of the country’s financial institutions and
their corporate counterparties, as well as the household
sector. FSI include data on individual institutions and the
markets on which these financial institutions operate. The
Bank of Russia will adapt the methods of calculating FSI
to the conditions of the Russian banking sector and ap
plicable regulations.
Inspections. The upgrading of inspection standards
is part of the general effort to enhance the effectiveness
of supervision for the stability of the banking sector.
Building upon the experience gained in conducting in
spections and realising the shortterm objectives in this area,
the Bank of Russia will continue to improve the quality of
inspections. To this end, it will focus on such aspects of im
portance for the quality of inspections as the upgrading of
inspection methodologies and improving preparations for
inspections and the recording of inspection results (the
structure of the inspection report and memorandum).
From the organisational point of view, the effective
ness of inspections could be increased by expanding and
strengthening cooperation with bank curators, especially
at the stage of preparing for and conducting an inspec
tion. The Bank of Russia intends to make better use of
interregional inspections as a means of coordinating and
organising inspections in the regions, especially in con
ducting inspections of multibranch banks, and their in
formation and analysis capabilities.
The Bank of Russia will continue to introduce ad
vanced software and hardware systems to enhance the
practical uses of analysis and increase information sup
port for inspection planning and management.
Financial rehabilitation and liquidation of credit
institutions. To raise bank capitalisation requirements,
Russia will make amendments to its legislation, increas
ing the capital adequacy requirement and stipulating that
noncompliance with this requirement will be regarded
as grounds for the revocation of a banking licence. This
requirement will apply to all credit institutions, bank and
nonbank, regardless of their equity capital, from 2007.
As for preventing bank insolvency (bankruptcy), the
principal objectives set in this field by the Banking Sector
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Development Strategy are to ensure the timely and ef
fective use of sanctions stipulated by the Federal Law on
Insolvency (Bankruptcy) of Credit Institutions and improve
the procedure for liquidating credit institutions, includ
ing the establishment of an effective procedure for sell
ing the assets of liquidated banks and the exclusion of
collateral from bankrupt’s assets in the event of the debt
or’s bankruptcy.
The Bank of Russia is currently drafting a new version
of its Regulation No. 241P, dated November 26, 2003,
“On the Provisional Administration of a Credit Institution,”
in connection with the granting to the Deposit Insurance
Agency of the powers of the receiver (liquidator) of credit
institutions, the broadening of the powers of the provisional
administration of a credit institution appointed by the Bank
of Russia after the revocation of a banking licence from
the credit institution, the possibility of including DIA em
ployees in the provisional administrations and the estab
lishment of the compulsory deposit insurance system.
In connection with the changes made in the Federal
Law on Insolvency (Bankruptcy) of Credit Institutions,
which introduced the corporate liquidator of credit insti
tutions and granted the corresponding powers to the DIA,
the Bank of Russia has drafted a regulation on the proce
dure for conducting settlement operations by a credit in
stitution after the revocation (cancellation) of its banking
licence and on the accounts of the receiver (liquidator or
liquidation commission) and a regulation on how Bank of
Russia regional branches should deal with credit institu
tions that had their banking licences revoked in order to
regulate the procedure for using the accounts of the liq
uidated credit institution by receivers (liquidators or liq
uidation commissions), including the DIA.
In addition, in order to monitor liquidation procedures,
the Bank of Russia is drafting an ordinance establishing
the list, forms and procedure for compiling and present
ing reporting forms of liquidated credit institutions to the
Central Bank of the Russian Federation. The indicators
included in the monthly reporting forms are an effective
means of control over bankruptcy proceedings, which will
enable the Bank of Russia to obtain on a constant basis
data on the financial standing of the credit institution be
ing liquidated, the value of bankrupt’s assets, the course
and outcome of asset sale, the extent to which creditors’
claims have been met and the availability of funds that
could be used to meet creditors’ pecuniary obligations.
Credit bureaus from which banks can receive infor
mation on borrowers’ bona fide fulfilment of obligations
to banks serve the purpose of evaluating and reducing
credit risks.
The Federal Law on Credit Histories, which comes into
effect on June 1, 2005, regulates the establishment and
operation of credit bureaus and the Central Catalogue of
Credit Histories, a special division of the Bank of Russia.
The Bank of Russia is currently working on legalising
the establishment of the Central Catalogue of Credit His
tories and tackling related technical problems.

For details, see Annex IV.2. Building a system of monitoring banking sector stability.
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IV.1. The situation in the banking sector in May—July 2004

The “confidence crisis” that hit the Russian banking
system in the spring and summer of 2004 had a marked
effect on the dynamics of banking sector indicators. In
May 2004, the Bank of Russia revoked Sodbiznesbank’s
banking licence. It was the first time a bank was stripped
of its licence for noncompliance with the law on coun
tering the legalisation (laundering) of criminally obtained
incomes and the financing of terrorism. After that, many
banks overhauled their risk evaluation systems, reducing
and sometimes closing their mutual credit limits on the
interbank market.
These developments provoked alarming reports in
the media. The deposit insurance system was not yet in
place and depositors felt understandable concern for their
money. The situation was compounded by unfair com
petition, such as the spreading of false bank “black lists”
and the mentioning of known banks in a negative con
text. As a result, the level of mutual confidence of banks
and the level of customer and depositor confidence in the
banks declined dramatically.
These developments were accompanied by an ab
solute contraction in banking sector ruble liquidity amid
significant growth in banks’ foreign assets, caused by the
reversal of the ruble/dollar exchange rate. As ruble liquid
ity shrank, interbank interest rates soared.
As a result of the combined effect of these events and
factors, the volume of the interbank market declined be
tween May and July. Interbank credit turnovers on the
domestic market decreased 12.2% in May and 13.3% in
June. Many banks preferred to stop extending interbank
loans altogether and accumulate additional liquidity.
At the same time, there was a run on some Moscow
based banks in June. The net outflow of deposits (out
flow net of inflow) amounted to 5.2 billion rubles in June

and 18.1 billion rubles in July, excluding those of Sber
bank and Vneshtorgbank. The adversity spread to region
al banks in July when the outflow of deposits from these
banks amounted to 6.3 billion rubles. Tension escalated
early in July when Gutabank, which had branches in many
regions, stopped payments.
The following measures were taken to stabilise the
situation.
On June 15, the Bank of Russia set a single required
reserve ratio of 7% and on July 8, it lowered it to 3.5%.
This gave the banking sector additional liquidity in July.
The value of required reserves deposited with the Bank
of Russia declined by 118.6 billion rubles, or almost by
half.
To boost depositor confidence in the banking system,
Russia urgently drafted and passed the Federal Law on
Bank of Russia Payments on Household Deposits with
Bankrupt Banks Uncovered by the Compulsory Deposit
Insurance System, which applies to depositors of the
banks that do not participate in the deposit insurance
system and had their licences revoked after the Federal
Depoposit Insurance Law came into force after Decem
ber 27, 2003.
Vneshtorgbank urgently made the decision to ac
quire Gutabank, assuming the obligation to restore its
solvency. At the same time, the Bank of Russia deposit
ed $700 million in Vneshtorgbank.
As a result of the implementation of these measures,
the “confidence crisis” was overcome, and in August, the
interbank market began to recover and the flow of house
hold deposits to banks resumed.
Despite the adverse developments of the spring and
summer of 2004, the banking sector continued to move
forward.
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IV.2. Building a system of monitoring banking sector stability

The Bank of Russia is currently working to organise
banking sector monitoring. The banking sector monitor
ing system is largely based on the financial soundness
indicators (FSI) and the IMF Compilation Guide on Finan
cial Soundness Indicators.
So far, the Bank of Russia has carried out the follow
ing preparatory work:
— it has selected from the Compilation Guide the indi
cators which, in its opinion, are best suited for the
analysis of the Russian banking sector;
— it has added to these indicators a number of other
indicators, including those used to evaluate banks’
compliance with the requirements for entry to the de
posit insurance system;
— it has calculated series of financial soundness indi
cators for borrowing enterprises on the basis of mon
itoring data;

— it has included in the analysis information on the state
of the financial markets and macroeconomic indica
tors and FSI on other financial intermediaries and the
household sector;
— it has calculated series on the basis of quarterly data
compiled during the past five years (monthly data for
2004) and analysed them to find out the most sensi
tive indicators of change in the banking sector.
At present, the Bank of Russia is working to determine,
on the basis of expert estimates, the limits of the accumu
lation of adverse changes in the banking sector and fur
ther select and upgrade financial soundness indicators.
The Bank of Russia is considering the possibility of
finding out the reasons for the sharp fluctuations of the
aggregate banking sector indicators by determining the
systemically important banks that had the most signifi
cant effect on the dynamics of a specific indicator.
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IV.3. Statistical appendix

Dynamics of key macroeconomic indicators
in 2001—2004

TABLE 1

Indicator

2001

GDP, billion rubles
as % of previous year
GDP deflator index, %
Federal budget surplus, as % of GDP

2002

2003

2004

8,944

10,818

13,201

105.1

104.7

107.3

16,779
107.1

116.5

115.5

113.7

118.6

3.0

1.4

1.7

4.4

Industrial output, as % of previous year

104.9

103.7

107.0

106.1

Agricultural output, as % of previous year

107.5

101.5

101.3

101.6

Retail trade turnover, as % of previous year

111.0

109.3

108.8

112.5

Fixed capital investment, as % of previous year

110.0

102.8

112.5

110.9

Household real disposable income, as % of previous year
Unemployment rate, as % of economically active population
(average for period)
Consumer price index (December as % of December of previous year)

108.7

111.1

115.1

108.4

9.0
118.6

8.1
115.1

8.6
112.0

8.2
111.7

29.17*

31.35

30.68

28.81

US dollar/ruble nominal rate, average for period

* Estimate.

Macroeconomic indicators of the Russian
banking sector

TABLE 2

Indicator

1.01.02

Banking sector assets (liabilities), billion rubles
as % of GDP
Banking sector equity capital, billion rubles
as % of GDP
as % of banking sector assets
Loans and other funds extended to resident nonfinancial enterprises,
including overdue debt, billion rubles
as % of GDP
as % of banking sector assets
Securities acquired by banks, billion rubles
as % of GDP

1.01.03

1.01.04

1.01.05

3,159.7

4,145.3

5,600.7

35.3

38.3

42.4

7,136.9
42.5

453.9

581.3

814.9

946.6

5.1

5.4

6.2

5.6

14.4

14.0

14.6

13.3

1,176.8
13.2

1,591.4
14.7

2,266.9
17.2

3,149.9
18.8

37.2

38.4

40.5

44.1

562.0

779.9

1,002.2

1,086.9

6.3

7.2

7.6

6.5

17.8

18.8

17.9

15.2

677.9

1,029.6

1,514.4

1,964.0

7.6

9.5

11.5

11.7

as % of banking sector liabilities

21.5

24.8

27.0

27.5

as % of household money income

12.8

15.2

17.0

18.4
1,986.1

as % of banking sector assets
Household deposits and other funds, billion rubles
as % of GDP

Funds attracted from enterprises and organisations*, billion rubles

902.6

1,091.4

1,384.8

as % of GDP

10.1

10.1

10.5

11.8

as % of banking sector liabilities

28.6

26.3

24.7

27.8

* Including deposits, government extrabudgetary funds, funds of the Finance Ministry, financial bodies, customers in factoring
and forfeiting operations, float, and funds written down from customers’ accounts but not entered in a credit institution’s corre
spondent account.
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Quantitative characteristics of Russian credit institutions
(numbers)
Indicator
Credit institutions registered by the Bank of Russia
and other bodies
Operating credit institutions (credit institutions licensed
to conduct banking operations)
Credit institutions which have been registered by
the Bank of Russia but have not yet paid in their
authorized capital and have not received licences
(within the time period set by law)
Credit institutions which had their banking licences
revoked (cancelled)
Credit institutions licensed to conduct operations
in foreign currency
Credit institutions with general licences

1.01.04

TABLE 3
1.04.04

1.07.04

1.10.04

1.01.05

1,668

1,621

1,586

1,549

1,518

1,329

1,330

1,326

1,314

1,299

4

2

0

0

1

335

289

260

235

218

845
310

852
312

855
311

849
309

839
311

Data on registration and licensing of credit institutions
as of January 1, 2005*
Registration of credit institutions
1. No. of credit institutions1 registered by the Bank of Russia or by the Authorized registration authority
on the basis of Bank of Russia decision, total2
of which:
— banks

TABLE 4

1,516
1,464

— nonbank credit institutions

52

1.1. No. of registered wholly foreignowned credit institutions
1.2. Credit institutions which have been registered by the Bank of Russia but have not yet paid in authorised capital
and have not received licences (within the time period set by law)
of which:
— banks

33
1
0

— nonbank credit institutions

1

2. Nonbank credit institutions registered by other bodies prior to July 1, 2002

2

Operating credit institutions
3. Credit institutions licensed to conduct banking operations, total3

1,299

of which:
— banks

1,249

— nonbank credit institutions

50

3.1. Credit institutions with licences (permits):
— to take household funds on deposit

1,165

— to conduct operations in foreign currency

839

— general licences

311

— to conduct operations with precious metals
— Permits

4

— licences4

178

3.2. Credit institutions with a foreign stake, total

131

of which:
— wholly foreignowned credit institutions

33

— credit institutions with a 50%plus foreign stake

9

4. Registered authorised capital of operating credit institutions, million rubles
5. Branches of operating credit institutions in Russia, total

380,468
3,238

of which:
— Sberbank branches5

1,011

— branches of wholly foreignowned credit institutions

16

6. Branches of operating credit institutions abroad, total6

3

7. Nonresident bank branches in Russia

0

8. Representative offices of operating Russian credit institutions, total7

350

of which:

306
31
13

— in Russia
— in nonCIS countries
— in CIS countries
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Licence revocation and liquidation of legal entities
9. Credit institutions which had their banking licence revoked (cancelled) but were not struck off the State Register8

218

10. Liquidated credit institutions struck off the State Register, total9

1,569

of which:
— due to licence revocation (cancellation)

1,201

— due to reorganisation

367

of which:
— by merger

0

— by acquisition

367

of which:
— transformed into other banks’ branches

329

— merged with other banks (without establishing a branch)

38

— due to noncompliance with authorised capital payment requirement

1

* Including data provided by the Authorized registration authority as of the accounting date.
1
The term “credit institution” in this Table includes one of the following terms:
— a legal entity registered by the Bank of Russia (prior to July 1, 2002) or the Authorized registration authority and having the
right to conduct banking operations;
— a legal entity registered by the Bank of Russia (prior to July 1, 2002) or the Authorized registration authority, which had but lost
the right to conduct banking operations;
— a legal entity registered by other bodies (before the Federal Law on Banks and Banking Activities came into force) and having
Bank of Russia licence to conduct banking operations.
2
Credit institutions which have the status of a legal entity as of the accounting date, including credit institutions that have lost the
right to conduct banking operations but have not yet been liquidated as legal entities.
3
Credit institutions registered by the Bank of Russia (prior to July 1, 2002) or the Authorized registration authority and having the
right to conduct banking operations and also nonbank credit institutions registered by other bodies and holding Bank of Russia
licences to conduct banking operations.
4
Issued since December 1996 in accordance with Bank of Russia Letter No. 367, dated December 3, 1996.
5
Sberbank branches put on the State Register of Credit Institutions and assigned serial number. Before January 1, 1998, the
total number of Sberbank branches indicated in this row in the monthly Bulletin of Information on Credit Institutions was 34,426.
6
Branches opened by Russian credit institutions abroad.
7
Representative offices of Russian credit institutions abroad include the offices of whose opening abroad the Bank of Russia
was notified.
8
Total number of credit institutions stripped of banking licences by the Bank of Russia, including credit institutions struck off the
State Register, is 1,430.
9
After July 1, 2002, a liquidated credit institution is struck off the State Register only after its liquidation has been registered by
the Registration Authority.

Dynamics of operating credit institutions’
organisational and legal form structure

TABLE 5
1.01.04

Title

Number

Operating credit institutions with licences to conduct
banking operations, total
of which:

1,329

— jointstock companies
— closeend jointstock companies
— openend jointstock companies
— unit trusts
— additional liability companies
— limited liability companies
— Russian Finance Corporation (government enterprise)

74

1.01.05

% share

Number

% share

100

1,299

100

838

63.05

824

63.43

350

26.34

341

26.25

488

36.72

483

37.18

490

36.87

474

36.49

1

0.08

1

0.08

489

36.79

473

36.41

1

0.08

1

0.08
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Number of credit institutions and their branches by region
as of January 1, 2005

TABLE 6

Region

No. of
credit institutions
in region

Total

1

2

3

Total in Russia:

No. of branches in region
Credit institutions
Credit institutions
with head office
with head office
in this region
in another region
4
5

1,299

3,238

866

2,372

742

722

225

497

Belgorod Region

6

32

5

27

Bryansk Region

2

21

2

19

Vladimir Region

3

31

0

31

Voronezh Region

4

40

1

39

Ivanovo Region

5

22

3

19

Kaluga Region

5

31

2

29

Central Federal District

Kostroma Region

5

18

1

17

Kursk Region

2

19

0

19

Lipetsk Region

2

19

1

18

Orel Region

2

21

3

18

Ryazan Region

4

25

2

23

Smolensk Region

4

31

5

26

Tambov Region

2

21

7

14

Tver Region

8

36

3

33

Tula Region

6

36

6

30

Yaroslavl Region

11

37

4

33

Moscow Region

671

282

180

102

656

133

37

96

15

149

9

140
308

of which: Moscow
Moscow Region

87

364

56

Republic of Karelia

NorthWestern Federal District

1

20

2

18

Komi Republic

5

35

7

28

Arkhangelsk Region

4

31

0

31

0

2

0

2

8

29

9

20

of which Nenets Autonomous Area
Vologda Region
Kaliningrad Region

12

32

6

26

Leningrad Region

3

42

2

40

Murmansk Region

4

27

2

25

Novgorod Region

2

16

2

14

Pskov Region

4

10

0

10

St Petersburg

44

122

26

96

130

468

156

312

5

6

1

5

36

75

62

13
4

Southern Federal District
Republic of Adygeya
Republic of Daghestan
Republic of Ingushetia

2

5

1

KabardinoBalkar Republic

7

9

1

8

Republic of Kalmykia — Khalmg Tangch

2

5

0

5

KarachaiCircassian Republic

5

5

0

5

Republic of North Ossetia — Alania

6

17

8

9

Chechen Republic

0

1

0

1

Krasnodar Territory

21

105

23

82

Stavropol Territory

10

54

9

45

Astrakhan Region

5

29

7

22

Volgograd Region

6

58

13

45

25

99

31

68

Rostov Region

75
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Region

No. of
credit institutions
in region

Total

1

2

3

Volga Federal District

No. of branches in region
Credit institutions
Credit institutions
with head office
with head office
in this region
in another region
4
5

151

648

155

493

13

45

1

44

Republic of Marii El

1

26

4

22

Republic of Mordovia

4

18

6

12

Republic of Tatarstan

27

102

55

47

Udmurt Republic

9

26

0

26

Chuvash Republic

5

22

0

22

Kirov Region

3

27

0

27

Republic of Bashkortostan

Nizhni Novgorod Region

19

81

33

48

Orenburg Region

10

43

4

39

Penza Region

2

32

0

32

Perm Region

10

54

3

51

0

2

0

2

Samara Region

24

77

23

54

Saratov Region

18

65

23

42

6

30

3

27

71

394

165

229

5

25

0

25

Sverdlovsk Region

30

105

42

63

Tyumen Region

25

157

82

75

12

41

13

28

5

20

3

17

of which: KomiPermyak Autonomous Area

Ulyanovsk Region
Ural Federal District
Kurgan Region

of which: KhantyMansi Autonomous Area
YamaloNenets Autonomous Area
Chelyabinsk Region

11

107

41

66

Siberian Federal District

75

433

52

381

Republic of Altai

5

2

0

2

Republic of Buryatiya

2

28

5

23

Republic of Tyva

3

5

0

5

Republic of Khakassia

3

12

1

11

Altai Territory

9

56

13

43

Krasnoyarsk Territory

6

79

10

69

of which: Taimyr Autonomous Area

0

1

0

1

Evenk Autonomous Area

0

0

0

0

9

62

9

53

0

2

0

2

Kemerovo Region

10

37

0

37

Novosibirsk Region

Irkutsk Region
of which: UstOrda Buryat Autonomous Area

14

45

1

44

Omsk Region

8

44

0

44

Tomsk Region

4

31

9

22

Chita Region

2

32

4

28

0

0

0

0

43

209

57

152

of which: AginBuryat Autonomous Area
Far Eastern Federal District
Republic of Sakha (Yakutia)

6

54

9

45

Primorskiy (Maritime) Territory

9

42

17

25

Khabarovsk Territory

6

23

5

18

Amur Region

5

18

4

14

Kamchatka Region

8

19

7

12

1

2

0

2

Magadan Region

3

19

6

13

Sakhalin Region

6

21

9

12

Jewish Autonomous Region

0

6

0

6

Chukchee Autonomous Area

0

7

0

7

of which: Koryak Autonomous Area

Columns “No. of credit institutions in region” and “No. of branches in region” for St Petersburg and the Leningrad Region show
the number of credit institutions and their branches as they are indicated in the State Register of Credit Institutions by the Bank
of Russia Main Division for St Petersburg and Main Division for the Leningrad Region.
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Provision of Russian regions with banking services
as of January 1, 2005*

TABLE 7

Region

No. of
credit
institutions

No. of
branches

Assets (net),
million rubles

Loans and other
placements
with resident
nonfinancial
enterprises
and households,
million rubles

1

2

3

4

5

Central Federal District
(excluding Moscow and Moscow Region)

Deposits and
other funds
attracted from
households,
million rubles

Gross
Regional
Product
in 2004,
billion rubles
(estimate)

Population,
thousand
(estimate)

Average monthly
per capita money
income in 2004,
rubles

Institutional
saturation with
banking services
(by population)

Financial
saturation
with banking
services
(by assets)

Financial
saturation with
banking
services
(by lending
volume)

Savings index
(per capita
deposits
to income)

Composite index
of region’s
provision with
banking services

6

7

8

9

10

11

12

13

14

71

440

304,583

215,175

171,995

1,329

20,500

3,895

0.88

0.92

1.07

1.14

Belgorod Region

6

32

30,287

24,732

16,263

102

1,510

4,016

0.89

1.20

1.60

1.42

1.00
1.25

Bryansk Region

2

21

12,542

8,630

7,948

64

1,346

3,675

0.60

0.79

0.89

0.85

0.77
1.07

Vladimir Region

3

31

19,415

15,662

12,763

83

1,487

3,257

0.81

0.95

1.25

1.39

Voronezh Region

4

40

46,009

30,593

22,995

137

2,333

3,909

0.67

1.36

1.48

1.33

1.15

Ivanovo Region

5

22

11,549

5,232

7,206

46

1,115

2,620

0.85

1.02

0.76

1.30

0.96

77

Kaluga Region

5

31

14,727

10,428

9,281

62

1,020

4,051

1.25

0.95

1.10

1.19

1.12

Kostroma Region

5

18

7,867

4,710

5,086

43

717

3,693

1.13

0.74

0.73

1.01

0.89

Kursk Region

2

19

17,586

14,695

8,291

72

1,199

4,326

0.62

0.98

1.34

0.84

0.91

Lipetsk Region

2

19

22,952

15,654

9,787

110

1,191

4,263

0.62

0.84

0.94

1.02

0.84

Orel Region

2

21

9,269

7,225

5,564

60

842

3,801

0.96

0.62

0.79

0.92

0.81

Ryazan Region

4

25

15,666

11,091

10,343

85

1,194

3,568

0.86

0.75

0.86

1.28

0.92

Smolensk Region

4

31

14,353

10,759

8,374

73

1,018

4,341

1.21

0.79

0.98

1.00

0.98

Tambov Region

2

21

12,233

10,298

6,922

61

1,145

4,072

0.71

0.81

1.12

0.78

0.84

Tver Region

8

36

13,975

8,209

9,048

91

1,425

3,776

1.09

0.62

0.60

0.89

0.77

Tula Region

6

36

22,431

16,957

14,553

105

1,621

3,940

0.91

0.86

1.06

1.20

1.00

Yaroslavl Region

11

37

33,724

20,297

17,572

135

1,338

4,934

1.26

1.01

0.99

1.41

1.15

NorthWestern Federal District

87

364

509,048

280,392

210,552

1,454

13,727

6,587

1.16

1.41

1.27

1.23

1.27

1

20

9,955

7,962

5,685

65

703

5,762

1.05

0.62

0.82

0.74

0.79

5

35

22,234

11,928

14,464

144

996

9,181

1.42

0.62

0.55

0.84

0.80

Arkhangelsk Region

4

31

19,292

15,650

11,643

131

1,304

6,011

0.95

0.59

0.79

0.78

0.77

Vologda Region

8

29

40,433

20,845

14,661

128

1,245

5,192

1.05

1.27

1.07

1.20

1.14

Kaliningrad Region

12

32

22,766

13,755

11,472

64

944

4,530

1.64

1.44

1.43

1.42

1.48

Leningrad Region

3

42

19,258

9,821

12,686

158

1,652

3,739

0.96

0.49

0.41

1.08

0.68

Murmansk Region

4

27

21,500

13,996

14,725

105

872

7,888

1.25

0.82

0.88

1.13

1.01

Novgorod Region

2

16

7,422

4,442

4,506

49

674

4,140

0.94

0.61

0.59

0.85

0.73

Pskov Region

4

10

6,737

3,717

4,156

38

736

3,994

0.67

0.71

0.64

0.75

0.69

St Petersburg

44

122

339,451

178,275

116,554

570

4,600

8,665

1.27

2.40

2.06

1.54

1.77
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Republic of Karelia
Komi Republic

1
Southern Federal District

2

3

4

5

6

7

8

9

10

11

12

13

14

130

468

270,656

167,770

140,747

1,153

22,813

3,818

0.92

0.95

0.96

0.85

0.92

5

6

2,670

1,276

1,827

13

444

2,999

0.87

0.83

0.65

0.72

0.76

Republic of Daghestan

36

75

6,058

2,204

1,861

66

2,622

2,962

1.49

0.37

0.22

0.13

0.35

Republic of Ingushetia

2

5

723

191

301

6

482

1,758

0.51

0.49

0.21

0.19

0.32

KabardinoBalkar Republic

7

9

4,242

3,004

2,579

36

897

3,200

0.63

0.47

0.54

0.47

0.53

Republic of Kalmykia — Khalmg Tangch

2

5

1,372

1,075

574

21

290

2,269

0.85

0.26

0.34

0.46

0.43

Republic of Adygeya

KarachaiCircassian Republic

5

5

2,317

1,779

1,055

16

435

3,344

0.81

0.57

0.72

0.38

0.60

Republic of North Ossetia — Alania

6

17

7,804

3,605

4,937

26

704

4,062

1.15

1.21

0.92

0.91

1.04

Krasnodar Territory

21

105

76,925

52,774

47,685

364

5,099

4,119

0.87

0.85

0.96

1.20

0.96

Stavropol Territory

10

54

39,218

24,296

21,952

133

2,717

3,881

0.83

1.19

1.21

1.10

1.07

Astrakhan Region

5

29

13,571

7,122

7,972

69

998

4,490

1.20

0.79

0.68

0.94

0.88

Volgograd Region

6

58

33,577

22,817

19,370

174

2,655

4,523

0.85

0.78

0.87

0.85

0.84

Rostov Region
Volga Federal District
Republic of Bashkortostan

25

99

79,229

47,563

30,541

228

4,334

4,913

1.01

1.40

1.38

0.76

1.10

151

648

693,156

454,449

278,473

2,524

30,699

4,658

0.92

1.11

1.19

1.03

1.06
0.82

78

13

45

108,070

43,251

31,023

333

4,078

4,991

0.50

1.31

0.86

0.80

Republic of Marii El

1

26

5,032

4,130

2,979

29

717

2,575

1.33

0.69

0.93

0.85

0.92

Republic of Mordovia

4

18

10,994

7,687

4,524

38

866

3,287

0.90

1.18

1.35

0.84

1.04

Republic of Tatarstan

27

102

128,350

83,907

41,155

406

3,765

5,130

1.21

1.28

1.37

1.13

1.24

Udmurt Republic

9

26

30,035

23,717

11,115

129

1,552

3,623

0.80

0.94

1.22

1.04

0.99

Chuvash Republic

5

22

13,630

11,815

7,147

62

1,299

3,175

0.73

0.89

1.26

0.92

0.93

Kirov Region

3

27

15,981

12,922

9,544

83

1,461

3,695

0.72

0.77

1.02

0.93

0.86

Nizhni Novgorod Region

19

81

91,837

63,835

40,524

305

3,445

4,730

1.02

1.21

1.38

1.31

1.23

Orenburg Region

10

43

28,540

22,486

14,863

160

2,150

3,812

0.87

0.72

0.93

0.96

0.86

Penza Region

2

32

14,560

10,336

9,164

70

1,421

3,280

0.84

0.84

0.98

1.04

0.92

Perm Region

10

54

65,962

50,459

28,852

301

2,769

6,247

0.81

0.88

1.11

0.88

0.92

Samara Region

24

77

126,065

84,571

47,161

369

3,200

6,871

1.11

1.38

1.51

1.13

1.27

Saratov Region

18

65

40,713

24,612

21,513

162

2,624

3,897

1.12

1.01

1.00

1.11

1.06

6

30

13,387

10,722

8,910

76

1,351

3,559

0.94

0.71

0.94

0.98

0.89

71

394

443,018

220,404

168,595

2,205

12,271

7,188

1.34

0.81

0.66

1.01

0.92

5

25

7,144

5,640

3,969

50

992

3,710

1.07

0.58

0.75

0.57

0.72

Sverdlovsk Region

30

105

152,548

99,422

55,221

382

4,428

6,496

1.08

1.61

1.72

1.01

1.32

Tyumen Region

25

157

215,203

65,960

77,934

1,489

3,301

11,819

1.94

0.58

0.29

1.05

0.77

Chelyabinsk Region

11

107

68,124

49,382

31,470

284

3,550

4,717

1.17

0.97

1.15

0.99

1.07

Ulyanovsk Region
Ural Federal District
Kurgan Region

BANK OF RUSSIA

CONT.

END
1
Siberian Federal District

2

3

4

5

6

7

8

9

10

11

12

13

14

75

433

352,463

250,132

157,825

1,597

19,787

5,233

0.91

0.89

1.04

0.81

Republic of Altai

5

2

1,759

1,277

588

10

204

3,501

1.21

0.72

0.86

0.44

0.76

Republic of Buryatiya

2

28

12,500

9,049

4,696

61

969

4,601

1.09

0.83

0.99

0.56

0.84

0.91

Republic of Tyva

3

5

974

741

578

10

308

3,347

0.92

0.38

0.47

0.30

0.47

Republic of Khakassia

3

12

4,876

4,148

2,602

38

541

4,664

0.98

0.52

0.72

0.54

0.67

Altai Territory

9

56

35,981

29,096

14,098

117

2,564

3,475

0.89

1.24

1.64

0.84

1.11

Krasnoyarsk Territory

6

79

58,035

41,304

29,346

366

2,925

6,541

1.02

0.64

0.75

0.81

0.79

Irkutsk Region

9

62

40,857

27,840

21,942

232

2,545

5,441

0.98

0.71

0.79

0.84

0.83

Kemerovo Region

10

37

48,580

32,175

23,911

224

2,854

6,058

0.58

0.87

0.95

0.73

0.77

Novosibirsk Region

79

14

45

72,548

48,396

25,343

202

2,661

4,820

0.78

1.45

1.59

1.04

1.17

Omsk Region

8

44

41,159

31,981

17,048

141

2,044

5,447

0.90

1.18

1.50

0.81

1.06

Tomsk Region

4

31

25,048

18,154

12,032

126

1,036

6,220

1.19

0.81

0.96

0.99

0.98

Chita Region

2

32

10,145

5,972

5,640

70

1,136

4,606

1.06

0.59

0.56

0.57

0.67

Far Eastern Federal District

43

209

155,649

78,531

79,852

753

6,591

6,965

1.35

0.83

0.69

0.92

0.92

Republic of Sakha (Yakutia)

6

54

19,764

9,759

11,172

178

950

9,229

2.23

0.45

0.36

0.67

0.70

Primorskiy (Maritime) Territory

9

42

37,282

21,441

19,812

157

2,036

5,349

0.88

0.96

0.90

0.96

0.93

Khabarovsk Territory

6

23

46,253

22,939

21,950

158

1,420

7,480

0.72

1.18

0.96

1.09

0.97
0.72

5

18

10,848

8,432

5,640

72

888

5,213

0.91

0.61

0.77

0.64

8

19

10,309

4,850

6,142

39

352

8,035

2.70

1.06

0.81

1.15

1.28

Magadan Region

3

19

11,270

4,064

3,857

33

175

9,286

4.45

1.40

0.83

1.26

1.59

Sakhalin Region

6

21

15,879

5,279

8,743

87

532

9,362

1.79

0.73

0.40

0.93

0.83

Jewish Autonomous Region

0

6

1,446

947

983

10

189

5,029

1.12

0.57

0.61

0.55

0.68

Chukchee Autonomous Area

0

7

2,597

821

1,553

18

51

12,280

4.88

0.57

0.29

1.32

1.02

628

2,956

2,728,573

1,666,854 1,208,039

11,014

126,390

5,048

1.00

1.00

1.00

1.00

1.00

Total
(excluding Moscow and Moscow Region)

* Calculated according to the methodology developed by Bank of Russia Banking Regulation and Supervision Department.
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Amur Region
Kamchatka Region

BANK OF RUSSIA

Some performance indicators of credit institutions with foreign interest
relative to indicators of operating credit institutions (%)

TABLE 8
1.01.01

1.01.02

1.01.03

1.01.04

1.01.05

Credit institutions with a 50%plus foreign stake
Assets

9.5

8.8

8.1

7.4

Equity capital

9.4

7.7

7.1

6.6

7.8

15.6

20.0

22.9

19.7

14.0

Correspondent accounts with nonresident banks
Loans and other placements with nonfinancial enterprises and organisations, including nonresident legal entities
Loans, deposits and other placements with banks
Funds in household accounts

7.6

7.1

7.2

7.1

6.1

6.2

33.0

31.3

25.9

22.0

15.8
2.9

80

1.8

2.2

2.2

2.2

1.7

2.3

2.3

2.2

2.8

14.0

11.7

10.4

9.3

9.4

Assets

5.1

5.2

5.6

5.6

5.9

Equity capital

6.2

5.2

5.4

5.4

6.3

Correspondent accounts with nonresident banks

9.0

10.5

19.2

16.8

7.7

of which deposits and other borrowed funds
Funds attracted from enterprises and organisations*
of which whollyforeign owned credit institutions

Loans and other funds placed with nonfinancial enterprises and organisations, including nonresident legal entities
Loans, deposits and other placements with banks
Funds in household accounts
of which deposits and other borrowed funds
Funds attracted from enterprises and organisations*

5.5

5.2

5.5

4.6

4.6

13.2

20.4

16.3

17.0

11.4

1.0

1.4

1.5

1.5

2.4

1.0

1.5

1.5

1.5

2.2

5.5

5.3

5.5

5.7

6.6

* These include deposits, government extrabudgetary funds, funds of the Finance Ministry, financial bodies and customers in factoring and forfeiting operations, float, and funds written down
from customers’ accounts but not entered in a credit institution’s correspondent account.
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Structure of credit institutions’ assets by kind of investment
(billion rubles)
Assets
1

1.01.04

Money, precious metals and gemstones, total

1.1 of which money
2

TABLE 9

Accounts with the Bank of Russia, total

1.04.04

1.07.04

1.10.04

1.01.05

137.9

111.2

120.3

134.8

196.3

133.5

107.8

115.8

127.8

190.7

658.6

628.4

511.7

383.1

695.5

of which
2.1

Credit institutions’ correspondent accounts with the Bank of Russia

296.1

217.8

204.6

201.8

463.3

2.2

Credit institutions’ required reserves transferred to the Bank of Russia

267.4

287.6

250.6

116.0

121.6

2.3

Deposits placed with the Bank of Russia

3

Correspondent accounts with credit institutions, total

87.3

109.7

38.4

45.5

91.4

305.6

311.7

253.2

215.4

227.8

of which
3.1

Correspondent accounts with correspondent credit institutions

123.8

103.9

70.7

68.6

86.5

3.2

Correspondent accounts with nonresident banks

181.8

207.8

182.5

146.8

141.3

1,002.2

1,098.7

1,117.2

1,090.4

1,086.9

625.1

681.8

715.9

770.4

752.6

447.0

451.0

460.7

471.8

435.6

115.8

118.2

127.4

144.8

140.9

4

Securities acquired by banks, total
of which

4.1 Debt obligations
of which
4.1.1 Russian government debt obligations
4.2

Stocks and shares
of which

4.2.1 Controlling shareholdings
4.3

Discounted promissory notes

5

Other participation in authorised capital

6

Loan debt, total

17.4

17.4

17.3

16.8

19.6

261.3

298.7

273.8

175.2

193.4

4.2

4.5

4.3

4.9

6.1

3,048.0

3,354.4

3,715.8

4,170.5

4,463.8

3,047.4

3,353.9

3,714.3

4,169.0

4,462.4

48.0

53.7

61.0

66.6

61.9

2,385.0

2,524.5

2,758.8

3,000.6

3,268.7

37.2

42.0

47.7

51.8

49.5

263.7

373.0

406.5

514.2

425.8

6.9

6.8

7.0

6.7

3.3

0.6
179.0

0.5
187.3

1.4
196.3

1.6
206.3

1.4
222.8

of which
6.1 Loans, deposits and other placements
including overdue debt
of which
6.1.1 Loans and other placements with nonfinancial enterprises and organisations
of which overdue debt
6.1.2 Loans, deposits and other placements with banks

7

of which overdue debt
Financing of government programmes and capital investment
on a repayable basis
Fixed and intangible assets and inventories

8

Disposition of profits

9

Other assets, total

6.2

25.3

30.1

23.9

29.6

34.4

239.9

247.4

239.3

219.2

203.2

120.8

121.6

107.8

91.7

80.9

22.9

24.0

26.8

29.7

27.4

of which
9.1 Float
9.2

Debtors

9.3

Overdue interest on loans

9.4

Deferred expenses

Total assets

3.7

3.6

3.8

4.2

3.1

77.1

81.6

83.4

85.7

81.4

5,600.7

81

5,973.8 6,182.0

6,454.3 7,136.9

BANK OF RUSSIA

Structure of credit institutions’ liabilities by source
(billion rubles)
Liabilities
1

TABLE 10
1.01.04

Bank funds and profits, total

1.04.04

1.07.04

1.10.04

1.01.05

834.3

888.1

897.4

954.3

1,006.1

1.1 Bank funds

719.6

724.4

769.7

789.4

806.7

1.2

114.7

163.7

127.8

164.9

199.4

128.4

47.4

82.8

142.4

177.9

0.1
202.3

0.0
169.8

3.7
101.2

20.9
104.0

19.5
116.3

of which
Profit (loss), including financial results of previous years
of which
1.2.1 Accounting year’s profit (loss)
2 Loans, deposits and other funds received by credit institutions
from the Bank of Russia
3 Bank accounts, total
of which
3.1

Correspondent credit institutions’ correspondent accounts

3.2

Nonresident banks’ correspondent accounts

4

Loans, deposits and other funds received from other banks, total

118.4

93.8

64.8

55.4

69.1

78.6

67.2

26.4

18.6

17.5

525.3

559.3

567.3

650.9

737.1

of which
4.1
5

Overdue debt
Customers’ funds, total

3.1

3.0

3.1

3.1

0.0

2,999.6

3,252.2

3,534.7

3,685.3

4,151.5
138.7

of which
5.1 Budget funds in settlement and current accounts

56.3

70.8

96.3

132.8

5.2

Government extrabudgetary funds in settlement and current accounts

22.3

17.7

18.5

19.7

19.2

5.3

Corporate funds in settlement, current and other accounts

978.5

994.6

1,081.5

1,077.1

1,273.1

5.4

Customer float

5.5

Corporate deposits

5.6

Funds in household accounts

22.9

60.0

65.8

71.6

30.3

312.5

357.4

401.4

444.0

564.0

1,558.5

1,704.0

1,818.4

1,849.7

2,026.7

1,514.4

1,658.6

1,767.4

1,797.0

1,964.0

48.4

47.5

49.0

86.4

94.7

0.3

0.2

2.7

3.5

4.8

0.0
634.5

0.0
650.8

1.2
611.0

0.5
572.0

0.1
644.2

of which
5.6.1 Deposits and other funds attracted from households
5.7

Other borrowed funds

5.8
5.9

Customers’ funds in factoring and forfeiting operations
Funds written down from customers’ accounts but not entered
in a credit institution’s correspondent account
Debt obligations issued, total

6

of which
6.1 Bonds

13.8

23.6

25.6

26.6

30.6

148.2

130.2

86.7

62.2

99.2

1.7

2.3

3.1

3.3

3.6

Promissory notes and bank acceptances

466.0

489.5

489.9

474.7

506.2

Other liabilities, total

404.5

453.6

466.6

466.9

462.1

6.2

Certificates of deposit

6.3

Savings certificates

6.4
7

of which
7.1 Reserves

216.6

235.7

235.7

240.3

257.9

7.2

Float

118.1

139.8

147.1

152.1

139.1

7.3

Creditors

8.2

10.9

16.3

10.1

7.5

7.4

Fixed and intangible asset depreciation

23.9

26.4

29.0

32.0

34.9

7.5

Deferred income

31.4

27.9

19.1

10.8

30.1

Total liabilities

5,600.7

82

5,973.8 6,182.0

6,454.3 7,136.9

Major characteristics of banking sector lending operations
(billion rubles)
Indicators
1.

Loans, deposits and other placements, total
of which overdue debt

1.1.

Loans and other placements with resident nonfinancial
enterprises and organisations
of which overdue debt

1.2.

1.3.

TABLE 11
Rubles

1.01.04

1.04.04

1.07.04

32.4

37.8

41.6

1.01.04

1.04.04

1.07.04

Total

1.10.04

47.3

15.6

15.8

19.4

20.0

1,516.9 1,646.8 1,825.2 2,002.9 2,280.0

1.01.05

1.01.04

1.04.04

1.07.04

1.10.04

1.01.05

46.5

14.6

48.0

53.7

61.0

66.6

61.9

749.9

758.1

795.0

857.1

36.3

10.1

10.6

14.1

14.9

12.4

35.8

41.0

46.6

51.1

48.7

27.3

18.7

91.0

91.1

112.0

113.2

100.1

118.2

119.6

138.5

140.5

118.8

0.24

0.24

1.08

0.78

0.80

0.50

0.56

1.33

1.02

1.04

0.74

0.80

189.0

209.8

61.2

56.3

55.4

71.2

79.0

191.1

219.8

198.9

260.2

288.9

4.0

3.7

3.4

0.1

0.0

0.0

0.1

0.0

3.9

3.9

4.0

3.7

3.4

130.5

116.4

155.4

162.9

47.5

45.5

43.6

58.8

66.9

143.0

175.9

160.0

214.2

229.8

3.8

3.9

3.7

3.3

0.0

0.0

0.0

0.0

0.0

3.8

3.8

3.9

3.7

3.3

30.3

Loans and other placements with nonresident legal entities,
except banks

27.1

28.5

26.5

of which overdue debt

0.25

0.25

0.25

129.9

163.5

143.5

3.9

3.8

95.5
3.8

including overdue debt

1.01.05

1,987.6 2,206.0 2,433.0 2,738.5 3,125.9 1,059.8 1,147.9 1,281.3 1,430.5 1,336.5 3,047.4 3,353.9 3,714.3 4,169.0 4,462.4

25.8

Loans, deposits and other placements with financial sector

Foreign currency
1.10.04

32.6

36.2

869.9 2,266.9 2,404.9 2,620.2 2,860.0 3,149.9

of which
1.3.1. Loans, deposits and other placements with resident
credit institutions

83

of which overdue debt
1.3.2. Loans, deposits and other placements with resident
financial organisations of different forms of ownership
1.4.
1.5.

1.6.
1.7.

34.5

33.0

27.1

33.6

46.9

13.6

10.9

11.8

12.4

12.1

48.1

43.9

38.8

46.0

59.0

of which overdue debt

0.02

0.03

0.08

0.03

0.06

0.06

0.04

0.03

0.05

0.01

0.08

0.07

0.12

0.08

0.07

Loans, deposits and other placements with nonresident banks

20.3

16.5

10.3

6.2

14.5

100.5

180.6

236.1

293.8

181.4

120.7

197.1

246.4

300.0

196.0

of which overdue debt

0.01

0.01

0.00

0.00

0.00

3.09

2.99

3.05

3.07

0.02

3.10

2.99

3.05

3.07

0.02

Loans and other funds provided to government financial agencies
and extrabudgetary funds

46.8

59.2

55.8

52.6

53.3

3.4

1.9

1.9

1.8

1.3

50.1

61.1

57.6

54.3

54.6

of which overdue debt

0.17

0.14

0.39

0.55

0.36

0.10

0.10

0.09

0.07

0.04

0.27

0.23

0.49

0.62

0.40

Loans extended to resident individuals

291.2

363.6

432.7

525.2

52.2

58.0

73.6

82.2

91.3

298.4

349.2

437.2

514.9

616.5

2.4

3.3

4.4

5.8

7.0

1.0

1.1

1.2

1.3

1.3

3.4

4.4

5.5

7.1

8.4

Loans extended to nonresident individuals

0.1

0.1

0.1

0.2

0.2

1.3

1.4

2.0

2.1

2.1

1.3

1.4

2.1

2.3

2.3

0.00

0.01

0.01

0.01

0.01

0.21

0.19

0.20

0.20

0.20

0.21

0.20

0.21

0.21

0.21

1.5

1.4

1.4

1.4

2.2

2.2

2.3

3.0

1.7

3.7

3.6

3.8

4.2

3.1

of which overdue debt

For the record
Overdue interest on loans, deposits and other placements with residents

1.3

Overdue interest on loans, deposits and other placements with
nonresidents

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

Credit institutions’ investments in residents’ promissory notes

237.9

280.9

256.8

159.3

166.0

17.5

11.6

11.1

11.5

20.7

255.4

292.6

267.9

170.8

186.7

1.2

0.8

0.6

0.5

0.5

4.7

5.3

5.3

3.9

6.1

5.9

6.1

5.9

4.4

6.6

Credit institutions’ investments in nonresidents’ promissory notes

STATISTICAL APPENDIX

246.1

of which overdue debt

BANK OF RUSSIA

Return on capital in key sectors of the Russian economy
in 2004

TABLE 12

Sector

Return on capital*, %

Electricpower industry

5.4

Fuel sector

23.8

Trade and public catering

16.9

Communications

32.0

Transport

6.6

Ferrous metallurgy

58.2

Nonferrous metallurgy

36.9

Food industry

18.3

Woodworking and pulpandpaper industry

11.0

Building materials industry

20.6

Construction

10.9

Machinebuilding and metalworking

9.3

Chemical and petrochemical industry

17.8

Light industry

—0.7

Economy as a whole

14.9

Banking sector**

18.8

Source: data by sector have been compiled by the Federal Statistics Service; data for banking sector by the Bank of Russia.
* Return on capital is calculated as the ratio of profit net of loss to capital and reserves. Capital and reserves comprise authorised
capital, additional capital, reserve capital, social security fund, targeted allocations and receipts, retained profit and uncovered
loss of the past years and accounting period.
** Calculated by the Bank of Russia according to Federal Statistics Service methodology. Return on capital is calculated as the
ratio of banking sector profits to equity capital as of the end of 2004.

Number of inspections of credit institutions and their branches
conducted by the Bank of Russia in 2004

Federal district

No. of inspections conducted
according to Summary Annual Plan
of Comprehensive and Selective Inspections
of Credit Institutions and their Branches
Comprehensive
inspections

Total
Central Federal District
of which Moscow and Moscow Region

TABLE 13

Selective
inspections

Actual number of inspections

Total

Credit
institutions

Branches
of credit
institutions

492

113

379

1 181

981

200

286

77

209

887

875

12

NorthWestern Federal District

115

33

82

188

125

63

Southern Federal District

181

50

131

274

182

92

Volga Federal District

223

42

181

356

226

130

Ural Federal District

204

27

177

259

109

150

Siberian Federal District

130

40

90

210

121

89

97

25

72

127

61

66

1,442

330

1,112

2,595

1,805

790

Far Eastern Federal District
TOTAL

84

STATISTICAL APPENDIX

Household assets and funds in inspected credit institutions
as a percentage of total household assets and funds in operating credit institutions
Federal district
Central Federal District
of which Moscow and Moscow Region
NorthWestern Federal District

Credit institutions’ assets
2003

TABLE 14

Household funds

2004

2003

2004

71.14

56.89

20.30

99.66

71.07

56.75

19.90

99.66

72.00

99.74

64.46

99.78

Southern Federal District

71.19

98.19

68.12

99.99

Volga Federal District

60.15

99.84

61.58

100.00

Ural Federal District

80.05

99.17

86.31

100.00

Siberian Federal District

86.06

99.30

87.69

100.00

Far Eastern Federal District

77.49

99.81

82.67

100.00

71.17

60.13

26.41

99.68

TOTAL

85

BANK OF RUSSIA

Quantitative and qualitative characteristics of the supervisory staff at the Bank of Russia head office and regional branches
as of January 1, 2005

TABLE 15

of whom

Division title

Nominal number
of jobs as of
January 1, 2005

Total number of
employees as of
January 1, 2005
(excluding
parttimers)

age
under 30
(born
in 1975
and later)

length of work
in banking system

education

over 50
(born
in 1954
and earlier)

of whom
women over
55 and men
over 60

higher

vocational
secondary

3 years
and less

15 years
and more

women

Head office

86

Banking Regulation and Supervision Department
Credit Institution Licensing and
Financial Rehabilitation Department
Foreign Exchange Regulation and Control Department

177

169

32

54

15

165

3

16

49

121

133
103

130
96

33
25

26
22

10
6

121
91

8
2

13
12

26
7

98
56

Main Inspectorate for Credit Institutions

147

130

32

29

5

126

3

33

11

67

Head office total

560

525

122

131

36

503

16

74

93

342

1,479

1,450

218

236

59

1,385

57

69

500

1,224

981

955

150

161

30

937

17

55

184

523

609
635

602
633

124
223

70
99

19
31

585
557

15
65

49
88

128
77

408
452

Main Divisions/National Banks total

3,704

3,640

715

566

139

3,464

154

261

889

2,607

Bank of Russia total

4,264

4,165

837

697

175

3,967

170

335

982

2,949

97.7

20.1

16.7

4.2

95.2

4.1

8.0

23.6

70.8

Regional branches
Credit Institution Supervision Division (Section)
Credit Institution Inspection Division (Section)
Foreign Operations and Foreign Exchange Regulation
and Control Division (Section)
Sections of the Moscow Branch

%

For notes
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