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Foreword

Dear readers,

The economic development of the Russian Federation in 2011 was quite successful, de-
spite a range of difficulties that affected the European financial market. Russia was one of
the leaders among the G-20 in terms of its GDP growth rate (4.3%). This economic growth
created an environment that was beneficial to the expansion of banking activities. Accord-
ing to the results of the banking sector for 2011, loans to non-financial organisations grew
by 26% and loans to households rose by almost 36%. At the same time, the loan portfolio
improved in terms of quality in some respects.

The reported year was characterised by the scale of banking business and accepted risks
growing faster than the capital of credit institutions. Consequently, the capital adequacy ra-
tio fell by 3.4 percentage points for the banking sector in 2011. However, due to previously
accumulated reserves, the overall level across the sector is still substantially higher than
the regulatory requirement (14.7%). This level of capital adequacy was maintained due to
record profits posted by banks in 2011 (848.2 billion roubles).

Nevertheless, the importance of the capitalisation issue is growing, together with the
expansion of banking business. The quality of risk management and efficiency of internal
controls in credit institutions are also gaining priority.

The behaviour of foreign financial markets in 2011 triggered a substantial capital outflow
from the Russian Federation. That led to liquidity-related tensions in the banking sector. The
replenishment of funding was mainly provided through domestic sources, including house-
hold savings and the deposits of corporations and other legal entities. Limited liquidity led
to an increase in the cost of borrowing. This pressure was eased due to measures taken
by the Bank of Russia to expand the refinancing of banks.

Following the lessons that have been learned from the financial crisis, banking super-
visors and regulators should attempt to tackle more and more serious issues. To further
harmonise banking regulation with international standards, requirements were tightened in
2011 for the capital coverage of non-transparent banking transactions and operations with
higher risks. This report provides a detailed examination of these and other issues related
to improving banking regulation and developing risk-based banking supervision; it incorpo-
rates the evaluation of systemic risks which include, inter alia, methods of stress-testing.

On April 5, 2011, the Russian Government and the Bank of Russia adopted their new
Russian Banking Sector Development Strategy until 2015 (hereinafter — the Strategy) — the
third such strategic plan to have been adopted since 2001. This report offers information
about the future development of banking activities, banking regulation and supervision,
based on legal requirements and the objectives set forth in the Strategy.

| hope that the Report, which we could regard as traditional by now, will provide the pro-
fessional community with materials that are useful for analysing the state and estimating
the future development of the Russian banking sector.

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

1.1.1. Macroeconomics and external
global risks

Macroeconomics

The Russian economy continued to grow in 2011
against a background of foreign trade conditions which
proved to be favourable for Russian exporters and
higher domestic demand. Goods and services production
reached their 2008 level. The federal budget in 2011 was
executed with a surplus, and the inflation was the lowest
in Russia’s modern history. However, the unstable situa-
tion with respect to government finances in a number of
countries that are Russia’s trade partners, and concerns
about possible worst-case scenarios in the development
of sovereign debt crises, limited the external demand for
Russian export goods. A substantial net outflow of pri-
vate capital slowed the development of positive trends in
the Russian economy.

During the reporting period, the prices of most com-
modities grew on the world markets. The price situation
continued to improve for Russian exporters throughout
2011. The average annual price of Urals crude increased
by 40% on the world markets to $109.6 per barrel (see
Chart 1.1). Energy prices climbed by 36% on aver-
age, while prices for non-energy related goods rose by
15%.

The terms of trade for the Russian Federation im-
proved in 2011 as compared with the previous year.

The rate of growth in the value of imports in 2011
was practically in line with that of exports. The export of

World prices of Urals oil CHART 1.1
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goods grew due to higher prices; the import of goods ex-
panded mainly due to greater quantities. Russia’s trade
surplus in 2011 increased by 30%, while the current ac-
count surplus soared by 39%, to $98.8 billion.

As investors became more inclined to minimise their
risks in the year under review, the private sector’s net
capital outflow from Russia grew 2.3-fold, to $80.5 bil-
lion. Of the total amount of private sector’s net capital
outflow in the whole of 2011, the banking sector was re-
sponsible for 30%. This trend reflected the general situa-
tion: a capital outflow from emerging markets took place
against a backdrop of growing global instability.

Russia’s international reserves as of January 1, 2012
amounted to $498.6 billion; they grew by $19.3 billion in
2011. Their value at the beginning of the year could sup-
port 14 months of goods and services imports in 2011
(compared to 18 months in the previous year).

The Bank of Russia exchange rate policy in 2011 re-
mained in line with the managed floating exchange rate
regime.

The appreciation of the nominal effective exchange
rate of the rouble accelerated in 2011 at 5.4% (Decem-
ber on December) compared to 1.9% in 2010, while the
growth of the real effective exchange rate slowed from
6.9% to 3.8%.

Russia’s external debt grew by $56.2 billion in 2011,
and was estimated at $545.2 billion at the beginning of
2012. During the reporting period, the debt burden on
the country’s economy' would not be considered criti-
cal when measured according to internationally-recog-
nised criteria. The total external debt in 2011 amounted
to 29.4% of GDP (in comparison with 32.9% of GDP in
2010).

Annual GDP growth in 2011 was the same as it had
beenin 2010 at 4.3%. In terms of production, GDP growth
was provided first of all by higher output of manufactu-
ring, retail and wholesale trade, and agriculture. In-
dustrial output expanded by 4.7% in 2011. During the
reporting period, the average monthly growth of indus-
trial output, adjusted to exclude seasonal and calen-
dar factors, slowed down compared to 2010. Industrial
capacity utilisation reached its pre-crisis level.

Bolstered by economic growth, employment in 2011
was higher than in 2010, practically returning to its
2008 level. The overall number of unemployed people
decreased substantially. At the end of December it was
6.1% of the economically active population, while at the
end of December 2010 it was 7.2%.
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The economy grew mostly due to increased domestic
demand, including the restoration of stocks. Investment
and consumption activity accelerated in the second half
of the year. Gross fixed capital formation grew by 6.0%
in 2011. Investments in fixed capital in 2011, like in the
previous year, were mainly financed using borrowed
funds.

Growing real wages, the further improvement of the
labour market situation, and increased values of lend-
ing to households contributed to an upturn in consumer
demand. Final consumption by households expanded
by 6.8%. Consumer spending as a share of household
money income use rose in 2011 as compared with 2010
by 3.9 percentage points, to 73.8%.

Inflation in 2011 slowed to a record level of 6.1%,
which was in line with the annual target of 6-7% set in
the “Guidelines for the Single State Monetary Policy in
2011 and for 2012 and 2013”. This was 2.7 percentage
points lower than it had been in 2009 and 2010. Core
inflation remained the same as it had been the year be-
fore, at 6.6%.

The main factor driving the slowdown of consumer
price inflation was a noticeable deceleration of food price
growth (from 12.9% to 3.9%), and in particular, a fall in
fruit and vegetable prices by 24.7% (as against a 45.6%
rise in 2010). Changes in food prices on the consumer
market were driven by growing agricultural production,
decreased agricultural producer prices, and stabilised or
lower prices on global food and agricultural raw mate-
rials markets. Consumer price growth was also slowed
by the decreased growth rates of producer prices in the
manufacturing sector, as well as for the production and
distribution of electricity, gas and water, and of freight
transportation tariffs. The appreciation of the nominal ef-
fective exchange rate of the rouble was another factor
that limited price inflation.

Prices for non-food goods and services in 2011 grew
faster than in 2010 due to higher consumer demand.
Non-food goods prices rose by 6.7% during the report-
ing period as against 5.0% in 2010, and the price of serv-
ices went up 8.7% (as against 8.1% in 2010).

External Global Risks

The biggest threats to the Russian economy and
banking sector in terms of potential losses are the risk
of a drop in oil prices and the risk of the further accel-
eration of capital outflow. Both strongly depend on global
market conditions and assessments of Russia’s invest-
ment climate.

In 2011, the revenue share of oil and gas in Rus-
sia’s budget amounted to 10.4% of GDP, which is 1.9
percentage points higher than it had been in 2010. And
the revenue share of oil and gas in the overall budget
revenue grew from 46% in 2010 to 50% in 2011. This
trend towards an increased share of oil and gas revenue
in the state budget reflects the growing dependence of
the Russian economy on the fluctuation of oil prices, as
well as its higher vulnerability in the event that energy
prices drop. In 2011, such risks did not materialise.

An increase in the global level of risk in 2011 was
caused by two key reasons: a downturn in most of the
major economies, and the growing tension in the bud-
getary and financial spheres of the eurozone (which was
triggered by the debt crisis).

The development of the debt crisis in the eurozone
took place on a large scale, spreading from Europe’s five
‘problem’ countries? to the stable economies of the cur-
rency bloc. This substantially increased the risk that a
regional recession would occur by the end of 2011 (see
Chart 1.2). In the fourth quarter of 2011, the annual
GDP growth rate in the eurozone amounted to 0.7% as
against 2.0% in the fourth quarter of 2010. Additionally,

N
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upward dynamics in the government debt to GDP ratio
in the eurozone countries were observed in 2011 (see
Chart 1.3), and only insignificant improvements in this
trend are expected to occur during 2012.

Given these conditions, the threat of the growth rate
in emerging economies slowing due to a drop in demand
on the part of developed economies became more and
more significant. Thus, the annual growth rate of the GDP
in major Asian economies in 2011 fell: from 7.8% in the
first quarter to 6.9% in the third quarter in India, and from
9.7% in the first quarter to 8.9% in the fourth quarter in
China. Additionally, in October 2011, a negative annual
industrial production growth rate (-4.7%) was observed
in India.

The debt crisis manifested itself first in the substantial
rise in the yield on government bonds in the eurozone

countries (see Chart 1.4). A revaluation of investment
risks in the eurozone limited banks’ access to market
funding, putting some serious pressure on the Europe-
an interbank loan market. An escalation of the liquidity
squeeze (including the dollar liquidity shortage) was re-
flected in a dramatic increase of borrowing from the ECB
and in the amounts of overnight deposits by banks with
the regulator. The growing sums of overnight deposits
reached a record level in December 2011; they were ac-
companied by an expanding Euribor-OIS spread?, which
reflected banks’ concerns regarding regional risks (see
Chart 1.5).

The crisis also resulted in the fall of European banks’
stock prices (the MSCI Europe Index*, the European
banks’ market capitalisation-weighted index, fell 34% in
2011), in the lowering of sovereign ratings and those of

Sovereign debt of eurozone economies
(as % of GDP, annual values)
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Daily value of bank funds on overnight deposits with the ECB

and the EURIBOR-OIS spread

CHART 1.5
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major banks, in decreased investments in the euro, and
in the growing volatility of currency exchange rates. Ad-
ditionally, European banks were forced to deleverage to
meet new capital requirements®, and started building up
their capital (they also did so by selling their branches
outside the eurozone. This emerging trend to sell assets
may lead to a decline in their prices, which will increase
capital market volatility.

In the last months of 2011, European authorities
took a number of steps which were aimed at stabilising
the situation in Europe: they issued a sixth tranche of
financial aid to Greece, increased the value of resources
available to the European Financial Stability Fund (EFSF),
and extended additional resources to the IMF to provide
200 billion euros in support to distressed economies. To
simplify access to the liquidity, the ECB together with the
US Federal Reserve and the central banks of Canada, the
United Kingdom, Switzerland and Japan entered into an
agreement to resume swap-deals and cut interest rates
on dollar swaps. In addition, the ECB reduced its base
rate in November and December of 2011 (to 1%). In
December, a required reserve ratio was decreased, and
an auction was held to grant three-year refinancing to
European banks for a record amount of 489 billion eu-
ros. The aforementioned measures have enlivened mar-
ket activity to some extent (particularly on the interbank
loan market) but have not led to radical changes in the
market situation.

The expansion of global risks from the eurozone to
the Russian economy resulted in the deterioration of the
liquidity situation in the banking system in the second
half of 2011. This was followed by difficulties in access-
ing external markets and by the growth of Russian banks’
demand for Bank of Russia refinancing instruments (for
details, see Section II.3).

The short-term effect of external risk growth was a
downfall in asset prices on the Russian stock market,
which is characterised by a high correlation between
Russia’s stock and bond price indices and the European
indices. In the last four months of 2011, banks reported
a negative revaluation of both shares and bonds. In 2011,
the balance-sheet losses of Russian banks (which were
due to the negative revaluation of the securities portfolio)
totalled 33 billion roubles for the share portfolio (3.6%
of total investment portfolio) and 165 billion roubles for
the bond portfolio (3.5% of total investment portfolio).
Therefore, the losses from the negative revaluation can
be assessed as moderate, considering the share of total
stock and bond portfolios in the banking sector assets
(13.4% as of the end of December 2011).

In general, against the background of the debt prob-
lems of European countries and the slowdown of major
economies, the situation in the budgetary and financial
spheres, as well as the macroeconomic indicators of the
Russian economy look more favourable. However, the
growing capital outflow in 2011 and rising pressure on
the interb-ank loan market indicate the continued impact
of systemic risk factors.

1.1.2. National payment system

In 2011, the development of the national payment
system met the growing needs of the economy via the
stable and efficient operation of all its elements. The con-
ceptual reform of legislation in this area, with the adop-
tion of Federal Law No. 161-FZ, dated June 27, 2011,
“On the National Payment System” and the Federal Law
No. 162-FZ, dated June 27, 2011, “On Amending Some
Russian Laws in Connection with Adopting the Federal
Law on the National Payment System”, gave a new im-

5 At the EU summit in October, major European banks were required to attain a 9% base capital ratio by June 30, 2012. The
EBA estimates that as of early December 2011, the aggregate capitalisation shortfall among 71 banks amounted to 114.7 billion
euros.

11



BANK OF RUSSIA

petus to its modernisation on the basis of innovative ap-
proaches and technology.

Amid the rising demand for payment services, the
banking system (which is the basis for the national pay-
ment system) fully satisfied the payment service needs
of economic agents and households.

The number of payments executed in 2011 increased
by 11.0% year on year to 3.3 billion payments®, while
the value grew by 38.1% to the total of 1,298.2 trillion
roubles. On average, 13.2 million payments totalling
5.2 trillion roubles were made daily (in 2010, 11.8 mil-
lion payments totalling 3.8 ftrillion roubles). The average
payment stood at 397,100 roubles as against 319,100
roubles in 2010.

In 2011, the number and value of payments ef-
fected by credit institutions totalled 2.1 billion transac-
tions and amounted to 382.1 trillion roubles (in 2010,
1.9 billion payments for a total amount of 286.8 tril-
lion roubles). Of these, 70.8% of the total number and
49.8% of the total value were payments within one di-
vision of a credit institution, while 20.3% and 42.3%
respectively were inter-branch settlements, and 8.9%
and 7.9% respectively were settlements through corre-
spondent accounts that were opened with other credit
institutions.

Compared to 2010, the structure of own payments
of credit institutions and the payments of their custom-
ers (individuals and legal entities other than credit in-
stitutions) remained practically unchanged. A significant
proportion of the total number and value of payments
(67.7% and 98.1%) were credit transfers’. At the same
time, in the structure of payments, the transactions of
legal entities dominated in terms of value (91.1%), and
the payments of individuals dominated in terms of num-
ber (58.8%); mostly these had been made remittances
without opening bank ccounts.

In 2011, individuals made 1.3 billion remittances
without opening bank accounts for a total of 3.7 tril-
lion roubles, including transfers to legal entities (mainly
organisations providing public services in the housing
and utilities sector and government agencies). These
accounted for 89.8% of the total number and 71.6% of
the total value of transfers; meanwhile remittances to in-
dividuals accounted for 10.2% and 28.4% respectively.
Compared to 2010, their value increased by 15.7%, while
their number decreased by 4.3%. An overwhelming ma-
jority of the remittances conducted by individuals without
opening bank accounts were effected within the Russian
Federation: 97.4% of the total number and 96.0% of the
total value.

As opposed to credit transfers, direct debit payments?®
were used on a smaller scale within the banking system.

In 2011, only three out of 100 payments were in the form
of direct debiting, and accounted for less than 1% of all
payments.

While the traditional forms of banking (through the
branches of credit institutions) preserved their impor-
tance, in 2011 the banking infrastructure was develop-
ing via the expansion of remote channels of customer
access to payment services.

Credit institutions actively developed various types
of off-site customer services, primarily through the ex-
pansion of their software and hardware infrastructure:
electronic terminals and imprinters were installed in
commercial and service organisations. These included
ATMs, payment terminals, and remote access electronic
terminals. During 2011, the total number of such devices
increased by more than 20% by year-end and totalled
757,400 units.

A high priority area in terms of credit institutions’ ac-
tivity improving the accessibility of payment services was
the development of remote services. These involved the
use of modern information and communication technolo-
gies, including the Internet, mobile phones, and “Cus-
tomer-Bank” system. By January 1, 2012, more than 90%
of operating credit institutions provided remote payment
services to their customers. In one year, the number
of customer accounts with remote access which were
opened by credit institutions for individuals and legal en-
tities other than credit institutions rose by more than one-
third. The number of accounts that were accessible via
the Internet increased 1.8-fold, and there were 2.2 times
more accounts that were accessible via mobile phones.
During 2011, the share of remote-access accounts in the
total number of accounts used for transactions as of the
beginning of the year went up by 7.1 percentage points,
and reached 48.6% by January 1, 2012.

The number and value of non-cash payments made
in 2011 on the basis of instructions that were remotely
issued by credit institutions’ customers, including the
use of payment cards, increased by 44.2% (to 2.6 bil-
lion transactions) and 23.6% (to 279.7 trillion roubles)
respectively. They included on-line and mobile phone
payments, which accounted for 23.7% in number and
56.6% in value.

As individuals became more financially literate, the
expanding range of banking products involving the use
of payment cards (as well as the development of an
infrastructure for servicing them in trade outlets) con-
tributed to the dynamic growth of the national payment
card market. Compared to the beginning of 2011, the
number of payment cards issued by Russian credit in-
stitutions increased by 38.6% and by January 1, 2012
had totalled 200.2 million, of which 73.9% were settle-

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

7 Credit transfer — a payment service for the one-off or periodic write-off of funds from the payer’s account, initiated by the

payer.

8  Direct debit — a payment service for the one-time or periodic write-off of funds from the payer’s account, initiated by the

recipient and based on the payer’s prior consent.
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ment cards (147.9 million cards). Following the recov-
ery of the retail loan market and with the increasing use
of payment cards in the provision of consumer loans, a
significant number of credit cards were issued. During
2011, their number rose 1.5-fold to 15.0 million cards,
which accounted for 7.5% of the total number of pay-
ment cards.

Compared to 2010, the number and value of transac-
tions that were conducted using payment cards in the
Russian Federation and abroad increased by 33.3% and
36.1% respectively, and totalled 4.2 billion transactions
and 17.7 trillion roubles. Non-cash payments using pay-
ment cards expanded rapidly and in one year their num-
ber and value grew 1.6-fold and 1.8-fold respectively.
This led to an increase in their share of the total number
of transactions with payment cards from 34.4% in 2010
to 41.8% in 2011; their share of the total value rose from
15.0% to 20.2%. As in 2010, they mainly consisted of
payments for goods and services®: 94.5% by number
and 76.7% by value (in 2010, 95.7% and 81.3%), while
other transactions accounted for 5.5% and 23.3% (in
2010, 4.3% and 18.7%).

In 2011, retail payments displayed a high demand for
cash as a means of payment. The value of cash arriving
to the cash desks of Bank of Russia divisions and credit
institutions from the sales of consumer goods totalled
10.8 trillion roubles, representing a 19.6% year-on-year
increase; paid services amounted to 3.2 trillion roubles
(10.1%); the sale of foreign currency to individuals stood
at 1.5 trillion roubles (27.8%), and the sale of real estate
totalled 0.4 trillion roubles (36.6%). These payments rep-
resented 50.6% of the total amount of cash received by
the cash desks of Bank of Russia divisions and credit
institutions (52.5% in 2010).

In 2011, the growth of the cash inflow via ATMs and
the payment terminals of credit institutions handling pay-
ments for goods and services, in individual accounts, and
so on was significant and continuous. During the year,
the value of these transactions grew 1.7-fold to 2.2 tril-
lion roubles. The amount of cash receipts via ATMs and
payment terminals averaged 15,500 thousand roubles
per capita (9,300 roubles in 2010).

Cash funds received by payment agents and bank
payment agents from individuals as payment for goods
(works, services)'® totalled 499.7 billion roubles, rep-
resenting a 1.7-fold increase compared to the 2010
result.

Over the reported period, the Bank of Russia pay-
ment system, as a systemically important payment sys-
tem in the Russian Federation, also remained a major
component in ensuring financial stability.

In 2011, the number of payments effected through
the Bank of Russia payment system rose by 12.1% to
1,187.6 million payments, while the value of these pay-
ments increased by 40.2% to 916.2 trillion roubles. The
ratio of the value of payments made through the Bank

¢ Including customs duties.

9 Including charges for residential premises.
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of Russia payment system to the GDP was 16.8 (14.5
in 2010).

Just as in previous years, in 2011 the share of pay-
ments of credit institutions (branches) dominated in the
total number and value of payments conducted through
the Bank of Russia payment system (84.6% in number
and 77.1% in value). The number of payments of credit
institutions (branches), conducted through the Bank
of Russia payment system grew by 14.1% and totalled
1,005.0 million payments, while their value increased by
37.3%, to total 706.1 trillion roubles (in 2010, 881.0 mil-
lion payments with an aggregate value of 514.3 trillion
roubles). The average daily number of payments of credit
institutions (branches) that were processed by the Bank
of Russia payment system rose from 3.5 million in 2010
to 4.1 million in 2011.

During the reported period, the Banking Electronic
Speed Payment System (BESP) continued to grow. It
handled large and urgent payments by credit institutions
used for settlements on the interbank market, settle-
ments between the infrastructures of financial markets,
payments by the Federal Treasury and its regional of-
fices, Bank of Russia payments related to settlements on
the domestic government securities market, and at the
single trading session of interbank currency exchanges.

In 2011, the BESP processed 626,100 payments, or
over three times more in number than in the previous
year (in 2010, there were 205,100 payments). In 2011,
the BESP handled payments totalling 222.8 trillion rou-
bles, or almost two times more in value than in 2010
(127.3 trillion roubles). That growth occurred due to the
increased value of BESP-processed payments made by
credit institutions (branches). Their share of payments in
the structure of BESP payments also remained the larg-
est (92.1% in number and 61.8% in value). Payments in
excess of one million roubles accounted for 90.0% of the
total BESP payments.

As of January 1, 2012, the number of BESP par-
ticipants (credit institutions and their branches) totalled
2,887, and accounted for 98.1% of the total number of
credit institutions (branches) involved in the electronic
document exchange with the Bank of Russia. Their cor-
respondent accounts (subaccounts) are opened with
Bank of Russia settlement network subdivisions that
are BESP participants. The remaining 56 credit insti-
tutions (branches) (1.9%) were not part of the BESP
system due to ongoing activities to include them in the
BESP system, their restructuring or the closure of their
branches.

In 2011, the Bank of Russia payment system was up-
graded in accordance with the Concept of the Bank of
Russia Payment System Development until 2015, which
envisages the further expansion of the functionality and
services of the Bank of Russia payment system.

To improve the legislation on the national payment
system, the Bank of Russia drafted regulations covering
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non-cash payments, the use of electronic money, as well
as the development of the supervision and oversight of
the national payment system. Within the framework of
its efforts to develop a national standard of procedures
and processes for non-cash payments based on the ISO
20022 methodology, the Bank of Russia participated in
the Technical Committee for the Standardisation of Fi-
nancial Transactions.'"

Banking Sector Assets/GDP Ratio
(%) in 2011
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1.1.3. Banking sector macroeconomic
performance

In 2011, most of the key indicators that reflected the
banking sector’s role in the economy exhibited different
dynamics. The ratio of banking sector assets to GDP in-
creased from 74.8% to 76.3% during the year. In Russia,
this indicator is substantially lower than the one in the
EU, but it is comparable with the level of some BRICS
countries' (see Chart 1.6).

The ratio of banking sector capital to GDP measured
9.6%, representing a decline of 0.9 percentage point
during the year.

In 2011, as in previous years, the main source of funds
for credit institutions was household deposits: their share
of GDP did not change and totalled 21.7%. The ratio of
non-financial organisations’ deposits to GDP grew by two
percentage points, to 15.3%.

Loans prevailed in the structure of banking sector as-
sets in 2011, as in the previous year. The total loans' to
GDP ratio rose by 3.6 percentage points to 52.6%, while
their share in banking sector total assets increased by
3.4 percentage points to 68.9%. The ratio of loans to
non-financial organisations and households to GDP grew
by 2.4 percentage points to 42.6%.

" The Technical Committee for the Standardisation of Financial Transactions was set up at the Bank of Russia under Order of
the Federal Agency for Technical Regulation and Metrology No. 5527, dated December 30, 2010.
2 The BRICS countries are Brazil, Russia, India, China, and South Africa.

8 Loans, deposits and other placed funds.
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I.2. Institutional Aspects of Banking Sector Development

1.2.1. Quantitative characteristics

In 2011, the number of operating credit institutions de-
creased by 34 to 978 institutions (see Chart 1.7). During
the year, twenty-two credit institutions had their licences
revoked (cancelled), eighteen credit institutions were struck
off the State Register following post-merger reorganisa-
tions, and five new credit institutions received a banking
licence. Thus, in 2011 the trend of recent years toward re-
duction in the number of credit institutions continued.

Large multi-branch banks continued to optimise their
regional units in 2011. In the reporting year, the number
of branches of operating credit institutions in Russia de-
creased by 4.1% and on January 1, 2012, their number
totalled 2,807 (2,926 on January 1, 2011).

In 2011, the total number of internal divisions of cred-
it institutions grew by 2,179 to 40,610 as of January 1,
2012 (38,431 as of January 1, 2011). The number of ad-
ditional offices increased from 22,001 to 22,565, along
with the number of cash and credit offices (from 1,389
to 1,725), operations offices (from 2,994 to 5,360), and
mobile banking vehicles (from 87 to 100). Meanwhile,
the total number of external cash desks decreased from
11,960 to 10,860.

As a result, the number of internal divisions per 100
thousand residents rose from 27.1 at the end of 2010 to
28.4 at the end of 2011.

1.2.2. Regional banking

The number of operating credit institutions declined
in most of the Russian regions in 2011; the number of
regional banks'* dwindled from 487 to 466'5. In 2011, the
asset growth rates of regional banks (7.8%) were lower
than the asset growth rates of the banking sector as a
whole (23.1%). As a result, the share of regional banks
in the total assets of the banking sector decreased from
13.7% to 12.0% during the year.

Regional banks’ capital increased by 5.5%, or 33.4
billion roubles in 2011 (banking sector capital grew by
10.8%, or 509.8 billion roubles). Accordingly, regional
banks’ capital as a share of banking sector total capital
decreased from 12.8% as of January 1, 2011 to 12.2%
as of January 1, 2012.

The development of banking business against the
background of the improving financial standing of enter-
prises in most economic sectors and the growing solvency
of households enabled the regional banks (compared to
2010) to increase their profits by 41.7% to 77.4 billion rou-
bles in 2011 (banking sector profits went up by 47.9%).

As of January 1, 2012, the share of profit-making re-
gional banks in the total number of operating regional
banks rose to 95.1% (90.8% as of January 1, 2011). In
the assets of regional banks, the share of profit-making
regional banks increased to 98.2% as against 95.2%.
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4 Regional banks are banks that are registered outside the Moscow Region.
5 To some extent, the reduction in the number of credit institutions and, consequently, volume indicators was due to the
implementation of the requirements of Federal Law No. 28-FZ, dated February 28, 2009, “On Amending the Federal Law on Banks

and Banking Activities”.
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The return on assets of regional banks expanded
from 1.3% to 1.7%, and the return on equity grew from
9.4% to 12.8%. At the same time, these regional bank re-
sults were substantially below the average for the bank-
ing sector (2.4% and 17.6% respectively).

With regards the availability of banking services, in
many regions the situation remained critical. The ag-
gregate index of the density'® of banking services in the
regions had a minimum value in the North-Caucasian
Federal District in 2011. The lowest levels of the density
of banking services among the regions of the Russian
Federation were recorded in the Republics of Daghestan,
Ingushetia, and in the Sakhalin region'.

The density of banking services was the highest in the
Central Federal District (especially Moscow), followed by
the North-Western Federal District (where Saint Peters-
burg ranks highly in terms of banking service density),
and the Southern Federal District.
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1.2.3. Banking services concentration

In 2011, along with the dynamic development of
banks’ active operations, the tendency of banking busi-
ness to become more concentrated continued. The
share of the top 200 credit institutions in terms of as-
sets in banking sector total assets continued to grow
in 2011 (from 93.9% to 94.1%), and over a five year
period (2007-2011) it increased by 3.5 percentage
points. In 2011, the share of the five largest banks in
terms of assets rose from 47.7% to 50.0% and over a
five year period, this share expanded by 7.5 percentage
points.

The top 200 credit institutions in terms of capital ac-
counted for 92.5% of banking sector total capital as of
January 1, 2012 (92.7% as of January 1, 2011), with
the five largest banks accounting for 50.1% as against
48.8% in the previous year.

The number of credit institutions with capital in ex-
cess of one billion roubles increased from 291'® to 315
(almost 95.6% of banking sector total positive capital,
see Chart 1.8).

Quantitative estimates that are commonly used inter-
nationally (see the dynamics of the Herfindahl-Hirschman
Index, hereinafter referred to as the HHI, in Chart 1.9)
show that the concentration of assets in 2011 remained
moderate. This was due, among other factors, to a large
number of small credit institutions.

The asset concentration index equalled 0.092 as of
January 1, 2012 (it varied between 0.080 and 0.091 in
the preceding three years), which corresponds to a low
level. The concentration of capital in 2011 expanded in-
significantly, from 0.090 to 0.101. The concentration of
loans to non-financial organisations remained moderate
(despite the HHI rise in 2011 from 0.125 to 0.133 over
the year).

{ Russian banking sector concentration indices (HHI)
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The Herfindahl-Hirschman Index is calculated as the sum of squared unit weights of credit institutions in the total volume of the banking sector.
It shows the degree of the indicator’s concentration on a scale of values ranging from 0 to 1.

A value of zero corresponds to a minimum level of concentration.
Avalue of less than 0.10 indicates a low level of concentration.

Avalue that is between 0.10 and 0.18 represents an average level of concentration, and a value of more than 0.18 corresponds to a high level

of concentration.

6 Calculated by the Bank of Russia Banking Supervision Department.

7 For more details see Table 7.1 of Statistical Appendix.

8 Taking into account the credit institutions that implemented anti-bankrupt measures.
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[ TABLE 1.1 )
1.01.2008 | 1.01.2009 | 1.01.2010 | 1.01.2011 | 1.01.2012

HHI by deposit, % 0.270 0.274 0.251 0.236 0.225

Sberbank share in total deposit volume, % 51.6 51.9 49.4 47.9 46.6

The share of the top five banks with the largest

deposit volumes in the total deposit volume, % 60.9 63.1 61.3 60.0 59.4

(

The largest concentration is on the household deposit
market; although in 2011, a declining trend continued
here (see Table 1.1).

In 2011, differences remained among the regions in
terms of their banking services concentration levels (see
Chart 1.10). At the same time, most federal districts'®
demonstrated a slight decrease in the average concen-
tration of assets (HHI from 0.10 to 0.18). This may be
explained by the development of regional networks by
major credit institutions.

1.2.4. Interaction between the banking
sector and other financial institutions
and financial markets
The foreign exchange market

During the reported year, the trends that affect the
situation on the domestic foreign exchange market were
multi-directional. In January-July 2011, the favourable
situation on the international energy markets contributed
to the continued, significant earnings from foreign trade.
Despite faster growth of imports and the net outflow of
capital from the private sector, these earnings provided
for a supply of foreign currency that exceeded demand
for it on the domestic market and contributed to the ap-
preciation of the rouble. However, a significant reduction

in investors’ appetite for risk on global financial markets
that occurred at the beginning of August 2011 led to a
higher net outflow of the private capital from the Russian
financial market. During the year, credit institutions were
actively building up foreign assets, primarily through is-
suing loans and placing funds on deposit and in the cor-
respondent accounts of non-resident institutions. At the
same time, the foreign liabilities of Russian banks were
not growing in a significant way. Along with that, in the
second half of the year, due to negative trends on the
global financial markets and growing credit risks, access
to external funding for Russian borrowers was actually
closed. As a result, the increased net capital outflow in
the banking and other sectors in the second half of 2011
contributed to the growing demand for foreign currency,
depreciating the rouble during that period. As of Janu-
ary 1, 2012, the rouble value of the bi-currency basket
stood at 36.46 roubles, which represented a 4.4% in-
crease as compared with the beginning of 2011.

In 2011, the Bank of Russia continued to reform the
mechanisms of the exchange rate policy to increase the
flexibility of exchange rate formation. It extended the op-
erational band for its permissible values of the bi-curren-
cy basket from 4 to 6 roubles, and reduced the value of
accumulated interventions, leading to a 5-kopeck shift
in the operating band, from $650 million to $500 mil-

0 oo B

{Asset concentration (HHI) by federal district CHART 1.10

0.27 0.260 (254

0.24

0.21

0.166 0.166
0.18
0.155 0.152 0.162 0.163

0.15+ 0.1400.138

I 0.125
0.120

T0.121 0.1100-112

0.00] 0.0810.080 ]

0.06 1

0.031

0
Central North-Western Southern North-Caucasian Volga Urals Siberian Far Eastern
mmm as of January 1, 2011 as of January 1, 2012
The Herfindahl-Hirschman Index is calculated as the sum of squared weights of total assets of divisions (the head office and/or branches located
in the federal district) for each credit institution in the total assets of all divisions of the credit institutions located in the federal district.

9 An exception is the North-Caucasian Federal District.
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lion. The scope of Bank of Russia operations on the do-
mestic foreign exchange market was more limited than
in 2010.

The total average daily foreign exchange turnover on
the interbank market and over-the counter spot trans-
actions expanded by 28.4% in 2011 as compared with
2009, to $54.7 billion. 2011 also saw an increase in for-
ward conversion transactions on the domestic foreign
exchange market. For the year as a whole, the average
daily foreign exchange turnover in interbank forward
conversion operations rose by 32.1% to $2.0 billion.
The share of the above-mentioned transactions in total
transactions on the interbank foreign exchange market
was virtually unchanged and, as in the previous year, ac-
counted for 3.6%.

The government securities market

The nominal volume of outstanding issues of federal
bonds (OFZs) increased by 749.1 billion roubles and to-
talled 2,803.3 billion roubles. The total amount of funds
raised by the Ministry of Finance at OFZ placement and
additional placement auctions amounted to 760.8 billion
roubles. In 2011, there were over 40 such auctions. The
active placement of government securities contributed
to some increase in the OFZ market turnover, but their
market liquidity remained low: the turnover ratio in 2010-
2011 was about 1%. Low liquidity can be explained by
the fact that a large share of OFZs was in the portfolios
of passive investors (including large state-owned credit
institutions), which adhered to the “buy-and-hold” strat-
egy.

Throughout this period, OFZs accounted for a sig-
nificant portion of the total securities portfolio of credit
institutions. They owned more than half of all federal loan
bonds in circulation, and they accounted for a substan-
tial part of secondary market transactions. At the same
time, more than one-third of the OFZs in circulation were
concentrated in the portfolios of the largest state-owned
credit institutions, but the proportion of transactions with
their participation in the total turnover of the secondary
OFZ market was much lower.

As a highly reliable asset accepted as collateral in
money market transactions, OFZs played a significant
role in managing liquidity at credit institutions. In par-
ticular, they were used by credit institutions as collateral
in inter-dealer repo transactions and repo deals with the
Bank of Russia that were made in the government se-
curities section of the MICEX; they were also used for
obtaining Bank of Russia Lombard loans, intraday and
overnight loans.

The situation on the money market was a key fac-
tor affecting changes in the OFZ market yield in 2011.
In September 2011, there was a shift from a structural
excess in liquidity to a liquidity deficit, which led to the
growth of short-term interest rates on the money market
and a gradual increase in the OFZ market yield. By the

end of December, the effective indicator of the OFZ mar-
ket portfolio, calculated by the Bank of Russia, rose from
the 7.3%-7.6% p.a. (where it had remained for almost
the entire period from the beginning of the year until Au-
gust), to the 8.1%-8.2% p.a. by the end of the year.

The yield growth was most prominent for OFZ issues
with maturities of less than one year (on average, by 136
basis points).

The corporate securities market

In the first half of 2011, the situation on the Russian
corporate securities market was relatively stable. Start-
ing in August, however, it began to deteriorate under the
influence of increased volatility on the global financial
market and growing private capital outflow from Russia,
along with the depreciation of the rouble against major
world currencies. Under these circumstances, in the sec-
ond half of the year, Russian credit institutions reduced
their rouble-denominated debt and equity securities
portfolios, which featured a high level of risk, minimising
losses from their negative revaluation.

Starting in April 2011, there was a gradual growth of
tension on the domestic stock market, accompanied
by higher price volatility. In August-September, Russian
stocks were declining rapidly. In the second half of the
year, due to the worsening situation, the primary market
saw a significant reduction in the number of IPOs.

At the end of 2011, the MICEX index and the RTS
index dropped compared to the end of December 2010
by 16.9% and 21.9% respectively. The capitalisation of
the MICEX stock market®* dropped by 14.8%, to 24.7
trillion roubles. In 2011, the total turnover of secondary
trade in Russian stocks on the leading Russian exchang-
es (MICEX, RTS and St Petersburg Stock Exchange) in-
creased by 19% year on year and totalled 20.0 trillion
roubles. The share of credit institutions’ stocks in the
total secondary trading turnover of the above-specified
stock exchanges dropped slightly (to 40%).

In 2011, the domestic corporate bond market saw
the maximum vyearly volume of corporate bonds ever
issued. The MICEX placed 190 new corporate bond is-
sues, with a total par value of 924.3 billion roubles. Of
these, credit institutions accounted for 28% of the total
par value of corporate bonds. As a result, the 2011 port-
folio of corporate bonds?' traded on the domestic market
increased compared to late 2010 by 16% and totalled
3,436.6 billion roubles at par value.

During the reported year, the activity of participants
in the secondary trade of corporate bonds surged. The
secondary trade turnover of corporate bonds on the
MICEX Stock Exchange grew by 15% year on year and
stood at 5.1 trillion roubles. Credit institutions’ bonds
accounted for 22% of the total MICEX secondary-trade
turnover of corporate bonds in 2011.

In 2011, the quotation dynamics of corporate bonds
was non-homogeneous. In the first six months of 2011,

20 Here and below, starting in December 19, 2011, MICEX-RTS data have been used.

21 According to data provided by Cbonds.ru news agency.
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yields on the most liquid corporate bonds?' were gener-
ally declining and reached a historic low of 6.86% p.a. on
July 13, 2011. In August-December, however, they went
up significantly. Average annual yields on the most liquid
corporate bonds on the secondary market fell from 7.9%
in 2010 to 7.7% in 2011. Average annual yields on credit
institutions’ bonds?? decreased by 0.3 percentage points
year on year, reaching 7.7% p.a.

The money market

In 2011, the situation on the global financial market
and its impact on the Russian banking sector were mainly
explained by global macroeconomic processes that led
to moderately unfavourable foreign trade terms and the
appearance of signs of tension on the local markets. As a
result of growing instability, financial markets reassessed
their risks, which affected the value of financial instru-
ments, including those of the banking sector.

During 2011, the market value of funding instruments
displayed a downward trend. The RTS industry index for
the financial sector, which includes the traded shares
of some Russian banks, performed in tandem with the
dynamics of the RTS index. The latter, in its turn, was
heavily influenced by global financial conditions (see
Chart 1.11). At the same time, the value of bank shares
tended to fall relative to the composite stock index, which
was one of the factors that led to the postponement of
the privatisation of several large Russian banks which
had been planned for 2011.

The unfavourable situation on financial markets was
reflected in the value of Russian banks’ debt instru-
ments, and generally led market participants to revise
credit risk premiums charged by Russian financial insti-
tutions. Given the deteriorating fiscal position of some
developed countries and international ratings agen-

cies’ all-out revision of their ratings starting in mid-
2011, a tendency emerged to revalue sovereign credit
risks.

Following the growth of premiums on the Euro-
pean banking sector’s credit default swaps (CDS), the
cost to Russian banks of credit risk hedging grew (see
Chart 1.12). Credit default swap spreads rose in 2011
by more than 100 basis points for Sberbank and by 200
basis points for VTB. The growth of credit premiums,
along with higher levels of uncertainty regarding the fur-
ther development of the situation, became a factor in the
tightening of conditions on the Russian money market. In
2011, there was a steady upward trend in interest rates,
after which the banks faced a significant rise in the cost
of short-term funding.

In late 2011, despite some improvement on the Eu-
ropean interbank market, the Russian market continued
to see interest rates grow, due to a lack of liquidity. The
growth of overnight rates on the Russian banking mar-
ket led to a hike in medium-term interest rates. 3-month
MosPrime Rate in the forth quarter exceeded 7% (see
Chart 1.13). With a stable level of OIS%, the 2011 Q4
MosPrime Rate-OIS spread rose (see Chart 1.14).

Taken together, these trends led to an increased de-
mand for Bank of Russia refinancing (market interest
rates in some periods were higher than the minimum
Bank of Russia auction rate on providing liquidity) and
the reduction of the interdealer repo market using bonds
as collateral (see Chart 1.15). The banks continued to
act as net lenders on the interdealer repo market provid-
ing liquidity, primarily to their customers and non-bank
organisations (see Chart 1.16). In repo transactions,
banks used bonds (73%), almost half of which were fed-
eral securities. Therefore, market risks associated with
these transactions were at a relatively low level.

T : T )
{Stock market indices and Russian bank share indices CHART 1.11
140
120 W"\.
100 W‘\\ A
~
o
_g 60 \Ve
(72}
3]
@ a0
20
0 — — — — — — — — — — — — — — — — — — — — — — — — — —
S 5 5 5 5 5 5 5 5 5 5 5 5 &5 5 5 55 &5 5 55 55 5 5 5 &5
N N N N N N N N N A A N N N R N N N N N N R N N N N
— — N N [s2] [s2} < < mn e} [Te} (o] [(e} N~ N~ o] e} (2] ()] o o - — - N N
< < S < < < o <o < < o < < < o < < o < - - - - - - -
— n [ce] N [ee] N 0 (o] [s2] N~ — < o} N © (] [s2] © o < e} — wn [} [e2] N~
~— (qV] N (aV] -— ~— [e2) -— (qV] ~— AN (qV] AN ~— -— (qV] -— [qV]
—— RTS Index —— RTS Financial Index S&P 1200 Global Stock Index

L Source: Bloomberg.

22 According to data provided by NB TRUST (OAO).

23 Qvernight index swap, expected level of US Federal Reserve benchmark.

19



o

BANK OF RUSSIA

20

N [ N\
N b} 11022102 = LozelLe 3 R AANES
&5 \ ~ v
~ A Hozzl9 = T |+rozeret = Lozzlel
[0 c o
< p o . T - I Lo
5 A A LL0Z'LL'eg 5 1102 LL'62 & 1102’11’62
LLOZ'LL'S HLOZ'LLGL LL0Z LG
-
11020162 LLOZ'LLL LLOZ'LLL
. HLOZ'OL L 1102018l 1102018l
ESt <
= W < 1102'60°22 A~ LL0Z0L 'Y 1L02'0L'Y
= ﬁ ———
= LLoz'60'el @ 1102'60°02 — | 1102'60°02
@ = -
= 1102'80°08 60" ‘609 |3
g 1102'60'9 £ 1102'60 3
(=] ‘on: . con- o
£ 1102'80°91 1102'80°€C 3 HOCBOES | 2
= 1102'80°2 : 1102'80'6 2
4 . .
= £ < 1102'80'6 3 E
= e B s | B
= HOZL06k g w 1102°20°92 1102°20'92 m
W 7 » ] @
== 7 1102°20°G ﬂ Loz L0Tk - 1102°20°2)
= /
= ,m 1102'90" 12 = wozsoe m 1102'90°82
< =
. o s an-
Z Hoz0L W LL0z'90 b1 B H0Z90wL |
= S, - I = oo | B
Dm 1102'S0'vZ 3 W LL02'50'LE m 1102'S0'LE s
S « X
. ‘50" o] ‘q0° !
m m 1102'S00L g h L 102°50° L1 2 -LL0z'S0°LL | £
=} Q
002 & .
= _f L1L0Z'¥0'92 \V 1102606 © 14 H02'G0E | E
=) { 02%0°Z} )i g = Lozvosl | 8
LL0Z ¥0’ 8 .
z . J. LL0Z'70°61 = _r =
() on- - .
1102'€0'62 < 1102'+0'S
oy LL02'70°S =
= L102°€0°Gl - 8= | 11026022
= 1102'€0'22 s
= 1102'€0'L z T 1102'€0'8
= = , 1102°€0'8 £
= LL02'20'GH = - LLog'e0ee
= 2 11022022 =
= L0220} z o ) = 1L02'20'8 =4
= s| |2 5 1102'20'8 2 = I
= 1102 10'8) | |2 E|l | = LL0Z10'Se =
- i = Y |noziosz |8 = g
S 1102 10'Y ol | = 2 102 10°L L e.
@ 9 = LLOZ'LO'LL o = g
= 2 2 9 9 9 9 9o 4 2 5] = = 0 0 0 0 =
C R 8 8 % 8 & ¢ 2 = © ~ © B ¥ ® N - O 3 = o Y = - S S S | 3
- [} (S} o (2] o % [ n
sjuiod siseg ) % ), o y,

Average five-year CDS value for Alfa-Bank, Bank of Moscow, Gazprombank, Sberbank, and VTB.

Composite CDS index for 60 large European banks.

24
25




THE STATE OF THE RUSSIAN BANKING SECTOR

: N
Interdealer repo market in terms of collateral CHART 1.15
(billion roubles)
350
300
250
200
150
100
50
0o — - — — — — — - — - —
: : £ 2 5 3 g £ g £ 2
5 8 = 2 g 8 g g
£ ) o3 2 a
Repos with stocks I Repos with bonds n
L Source: MICEX-RTS. )
Non-bank financial institutions 3
Structure of interdealer repo market ~ CHART 1.16
The total authorised capital of insurance compa- involving banks (billions muhles)
nies increased in January-September 2011 by 9.8% to
168.9 billion roubles. Given the fact that their number 1005
decreased by 31 (to a total of 594), this capital rise
was mainly due to the tightening of regulatory require- 74.6 72.7 788788
ments (as of January 1, 2012) that dictate the minimum :
amount of authorised capital. According to the data re-
ported by 564 insurers that have provided statements
for January-September 2011, the volume of insurance
premiums amounted to 936.3 billion roubles and indem-
nities totalled 643.2 billion roubles, representing respec- 17.1
tive 20.1% and 15.2% increases compared to the same . 6.0 109
period in 2010. Life insurance premiums grew by 60.6%, 20 0.0
partly due to the expansion of life insurance with regard Customers Non-bank  Bank customers Banks
of non-bank organisations
to bank loan borrowers. organisations
During 2011, the number of unit investment funds s \Volume of bank loans
(PIFs) rose by 26 and stood at 1,470. Their total net Volume of bank borrowings
assets value (NAV) declined by 5.7% to 437.8 billion Net position

roubles?, mainly due to losses from investment activi-
ties and to the lack of stability of fund inflows from most
categories of shareholders. The total net inflow from re-
tail PIF shareholders in 2011 (2.7 billion roubles) came
from public bond funds. Almost 80% of retail PIFs de-
creased in share value, which was one of the reasons for
the transfer of money from these funds to bank accounts
and deposits.

According to data provided by 149 non-government
pension funds (NPFs), in January-September 2011,
there was a rapid growth of funds for mandatory pen-
sion insurance (pension accruals increased by 119.1% to

26
27

Here and below — excluding PIFs for qualified investors.

dated December 10, 2008.
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( Source: MIGEX-RTS.

340.4 billion roubles), as compared to non-government
pension insurance (pension accruals increased by 4.1%
to 670.3 billion roubles). The number of NPF mandatory
pension insurance participants rose by 46.4% and to-
talled 11.5 million. The number of NPF non-government
insurance participants remained practically unchanged
(6.6 million as of October 1, 2011). As of the same date,
a significant share of the total NPF investment portfolio
included the equities (7.1%) and debt (18.2%) securities
of credit institutions?.

According to federal statistical monitoring Form No. 1-PC (NPF) approved by Federal State Statistics Service Order No. 308,



BANK OF RUSSIA

I.3. Banking Operations

1.3.1. Dynamics and structure
of borrowed funds

In the first half of 2011, the banking sector was de-
veloping in an environment characterised by excess li-
quidity and under sufficiently favourable external condi-
tions. In the second half of the year, however, due to the
worsening debt crisis in the eurozone and higher capital
outflow, banks’ operations suffered from a shortage of
liquidity. This increased their demand for Bank of Russia
refinancing and their use of Ministry of Finance deposits.
The bank resource base during 2011 was built under the
influence of these factors.

Over the year, the volume of borrowing from the Bank
of Russia rose 3.7-fold to 1.2 trillion roubles. In addition,
the share of that source of funding in banking sector li-
abilities increased from 1.0% to 2.9%. The Ministry of
Finance deposits expanded 3.5-fold to 561.0 billion rou-
bles; their share in liabilities went up from 0.5% to 1.3%
(see Chart 1.17).

The risk associated with sovereign obligations in-
creased in the second half of 2011 in some eurozone
countries, leading to a high level of volatility on the global
financial markets, which significantly complicated access
to external sources of funding for the majority of Russian
banks, including large ones. Given these circumstances,

Russian credit institutions actively used domestic sourc-
es by offering attractive (and often very high) deposit
interest rates.

In general, bank customer accounts® increased by
23.7% to 26,082.1 billion roubles (23.1% in 2010). As
of January 1, 2012, the share of this source in banking
sector liabilities totalled 62.7% (62.4% as of the begin-
ning of the year).

Household deposits®*® rose by 20.9% to 11,871.4
billion roubles (31.2% in 2010), while the share of this
source of funding in total banking sector liabilities fell
slightly (from 29.0% to 28.5%). Despite a slight de-
crease in the rate of growth of household rouble depos-
its, their share in total deposits increased from 80.7%
to 81.7%.

During 2011, deposits with maturities exceeding one
year rose by 13.5%, which was a slower growth rate than
in 2010 (33.2%), and their share in household total de-
posits of the banking sector declined over the reported
period from 64.7% to 60.8%.

The importance of household deposits as a source
of funding increased for all credit institutions, with the
exception of state-controlled banks.

The resource base of the banks, along with customer
deposits, was augmented by funds borrowed from organ-

. s p epege h
{ Structure of banking sector liabilities (%) CHART 1.17

As of January 1, 2011 As of January 1, 2012

8.4 12.8 7.6 11.9

5.0 2 .00 8 16 29 o
. >0 5.1
o 5.9
27.9
29.0
29.0 28.5

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

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

M Funds raised from non-resident organisations

[ | Bonds, bills and bank acceptances

B other liabilities

T

J

28

The account balances of companies and organisations (including budgets at all levels and government extra-budgetary funds),

the funds of individuals and the funds of clients in settlements, factoring and forfeiting operations, and the funds debited from
client accounts but not entered in the correspondent account of a credit institution.

29

Including savings certificates, which were previously included in the Debt Securities indicator.
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[ Household deposits by group of banks TABLE 1.2
Share of household deposits Share of household deposits
in banking sector total deposits | in the liabilities of a respective
(by group of banks), % bank group, %
As of As of As of As of
1.01.2011 1.01.2012 1.01.2011 1.01.2012
State-controlled banks 57.4 58.0 36.4 33.0
Foreign-controlled banks 11.5 11.4 18.6 19.3
Large private banks 25.3 24.6 24.0 25.6
Small and medium-sized banks based
in Moscow and the Moscow Region 2.1 2.4 23.8 26.8
Small and medium-sized regional banks 3.7 3.6 40.1 40.6

C

isations®®. Their volume rose by 25.8% in 2011 (16.4%
in 2010) and totalled 13,995.7 billion roubles, while the
share of that item in banking sector liabilities expanded
from 32.9% to 33.6% (see Chart 1.18). In addition to
a fierce competition on the household deposit market,
credit institutions were strongly competing to win corpo-
rate clients. Banks significantly increased the volume of
deposits and other funds borrowed from corporate enti-
ties®' (other than credit institutions). In 2011, that volume
grew by 38.6% (10.4% in 2010) and stood at 8,367.4 bil-
lion roubles, while their share of Russian banking sector
liabilities went up from 17.9% to 20.1%.

Banks were interested in corporate deposits of vary-
ing maturities, including short-term deposits. The share
of deposits with maturities of up to one year in the to-
tal deposits of legal entities increased from 50.0% to
54.6%.

With respect to groups of banks, the largest growth
in deposits and other borrowed funds of legal entities
(other than credit institutions) was observed among
state-controlled banks (68.6%). The next-largest
group included foreign-controlled banks (38.2%),
followed by regional small and medium-sized banks

(31.3%). The borrowed funds of large private banks

grew by only 7.9%.

In 2011, the corporate funds in settlement and other
accounts increased by 9.9% to 5,326.7 billion roubles
(25.6% in 2010), while their share in the liabilities fell
from 14.3% to 12.8%. The share of funds of non-resident
organisations (excluding banks) in banking sector liabili-
ties remained relatively small (it decreased from 5.0% to
4.6% during the year).

The volume of resources raised by credit institutions
through issuing bonds in 2011 increased by 24.0% to
666.7 billion roubles; the share of this source in banking
sector liabilities remained virtually unchanged (1.6% as
of January 1, 2012). The volume of credit institutions’
bills and bank acceptances rose by 7.8% during 2011
and their share in banking sector liabilities fell from 2.4%
to 2.1%. Thus, the operations of banks to issue bonds
and bills served as a limited source of funding.

During the year, the volume of interbank loans® grew
by 21.4% (20.5% in 2010) to 4,560.2 billion roubles, with
a slight decrease in their weighting in banking sector li-
abilities (from 11.1% to 11.0 %). The funds generated
on the domestic interbank market in 2011 increased by

) 0 0 R
Raising funds from organisations CHART 1.18
(other than credit institutions)
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Excluding banks.
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Including deposit certificates (previously included in the Debt Liabilities indicator, and other borrowed funds of legal entities.
Loans, deposits and other borrowings on the interbank market (including precious metals).
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[Deposits and other borrowed funds of legal entities by group of banks

TABLE 1.3

Share of deposits and other funds
borrowed from legal entities
in banking sector total funds
(by group of banks), %

Share of deposits and other funds
borrowed from legal entities
in the liabilities of a respective
bank group, %

As of 1.01.2011 | As of 1.01.2012 | As of 1.01.2011 | As of 1.01.2012
State-controlled banks 40.1 48.8 15.6 19.5
Foreign-controlled banks 19.1 19.0 18.9 22.6
Large private banks 38.1 29.7 22.3 21.7
Small and medium-sized regional banks
(including ones based in Moscow and
the Moscow Region) 2.7 2.5 9.1 10.0

C

25.2% (37.5% in 2010), and their share in the liabilities
remained at the 5% level.

Despite the unstable situation in the world economy
in 2011, debt on loans borrowed from non-resident
banks rose by 18.4% (9.3% in 2010). However, the
significance of this source of funding decreased; as
of January 1, 2012, it accounted for 5.9% of banking
sector liabilities as against 6.1% in the previous year. It
should be noted that most of the resources (more than
68.0%) were borrowed from non-resident banks by Rus-
sian credit institutions with maturities exceeding one year
(see Chart 1.19).

Most significant is the share of non-resident bank
funds in the liabilities of foreign-controlled credit
institutions (13.5%). For comparison, that indicator
was 4.3% for state-controlled banks, and 5.1% for
large private banks. Small and medium-sized banks
obtained virtually none of their resources from
international markets.

In the total volume of interbank loans taken by
the Russian banking sector from non-residents, the
share of foreign-controlled banks totalled 39.1%, the
share of state-controlled banks was 36.8%, and that
of large private banks was 23.8%.

1.3.2. Asset dynamics and structure

In 2011, banking business was rapidly growing in a
fairly stable situation in the Russian economy. This prede-
termined the overall positive development of the banking
sector: during the year, credit institutions’ assets grew by
23.1% to 41,627.5 billion roubles (14.9% in 2010).

Taking into account the negative external background
in the second half of 2011, Russian banks faced growing
demand for loans from clients, and given the shortage
of liquidity, had to become more flexible and efficient in
the management of their funds.

In the Russian banking sector as of January 1,

2012, 50.2% of the total assets were owned by state-

controlled banks and 27.5% by large private banks.

Foreign-controlled banks accounted for 16.9% of

banking sector assets. Small and medium-sized

regional banks, as well as ones based in Moscow
and the Moscow Region, accounted for only 2.5% of
banking sector total assets.

The banking sector increased assets primarily by
building up corporate and retail loan portfolios. The to-
tal volume of loans to non-financial organisations and
individuals in 2011 grew by 28.2% to 23,266.2 billion

(as % of total value)

|

Loans, deposits and other funds raised on interbank markets, by maturity

CHART 1.19 )

As of January 1, 2011

41.3

13.5

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

As of January 1, 2012

171
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roubles, while their share in banking sector assets rose
from 53.7% to 55.9% (for changes in the structure of
assets, see Chart 1.21).

Banks’ credit portfolio consists, for the most part, of
loans granted to non-financial organisations. In 2011,
they increased by 26.0% to 17,715.3 billion roubles
(12.1% in 2010), and their share in the assets grew
from 41.6% to 42.6%. A majority of loans (74.9%)
was denominated in roubles (74.0% as of January 1,
2011).

During 2011, the corporate loan market saw an in-
crease in the share of state-controlled banks, with a de-
crease of the share of large private banks and foreign-
controlled banks (see Table 1.4).

There continued a tendency toward higher corporate
demand for long-term loans. Despite the fact that in the
structure of loans granted to non-financial organisations,
the share of loans with maturities of over one year slightly
decreased (from 67.4% to 67.1% in 2011), the share of
loans with maturities of over three years increased from
38.5% to 39.7%.

The most important roles in meeting the demand
of non-financial organisations for long-term loans
are those played by state-controlled banks and
large private banks. The total share of these groups
of banks in banking sector total loans grew in 2011,
and as of January 1, 2012 totalled 84.0% (83.3% as
of January 1, 2011)

Broken down by industry, the largest share of loans
was still disbursed to wholesale and retail companies
(20.9% as of January 1, 2012), and manufacturing com-

Asset growth rates CHART 1.20
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panies (20.3%). In 2011, there was fast growth in lend-
ing to transportation and communication companies (a
80.5% increase as against 23.2% in 2010), as well as to
companies that produced and distributed power, gas and
water (39.4% as against 20.8%). Following the recovery
of the real estate market, the volume of loans to support
real estate and lease transactions rose by 38.7% (13.3%
in 2010).

In 2011, lending to households continued to grow®:
the total volume of these loans grew by 35.9% to 5,550.9
billion roubles (14.3% in 2010). Households still preferred
to take out loans in roubles, the share of such loans in

{ Banking sector asset structure (%)

CHART 1.21 )
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[ | Money, precious metals and gemstones
Accounts with the Bank of Russia
Correspondent accounts with credit institutions
B Ssecurities
Loans, deposits and other funds provided to resident credit institutions
Loans, deposits and other funds provided to non-resident banks
M Loans and other funds provided to resident and non-resident individuals
Loans and other funds extended to resident non-financial organisations
Loans and other funds provided to non-resident corporate entities other than banks
[ Loans and other funds provided to financial organisations other than banks
[ Fixed assets and intangible assets
[ Other assets

33

loans are not included in household loans.
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Excluding individual unincorporated entrepreneurs. Under Part 1 of Article 23 of the Civil Code of the Russian Federation, these
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[Loans disbursed to non-financial organisations by group of banks TABLE 1.4 |

Share of loans to non-financial organisations in banking
sector total loans, %

As of January 1, 2011 As of January 1, 2012
State-controlled banks 50.2 54.5
Foreign-controlled banks 15.1 14.0
Large private banks 30.4 27.2
Small and medium-sized banks based in Moscow
and the Moscow Region 2,.2 2.2
Small and medium-sized regional banks 2.3 2.0

C

total loans in the period under review amounted to 94.2%
(91.2% in 2010).

During 2011, the share of loans to households in-
creased from 12.1% to 13.3% in banking sector assets
and from 18.4% to 19.3% in total loans.

Retail lending is one of the most competitive seg-
ments of the banking market.

The largest share of loans to households in the

loan portfolios of bank groups as of January 1,

2012 belonged to small and medium-sized regional

banks (27.1%), as well as to foreign-controlled banks

(23.8%). Among state-controlled banks, these loans

accounted for 17.9% of assets, while among small

and medium-sized banks based in Moscow and the

Moscow Region, the share was 18.3%, and among

the large private banks it was 18.7%.

Outstanding mortgage housing loans grew by 30.6%
to 1,474.8 billion roubles (11.7% in 2010). These loans
accounted for 26.6% of household outstanding loans as
of January 1, 2012.

In 2011, retail lending was still dominated by state-
controlled banks; their share increased significantly when
the share of foreign-controlled banks went down (see
Table 1.5).

The debt crisis in Europe led to higher volatility on
the stock market, especially in the second half of 2011.
Due to these circumstances, the securities portfolio in
the balance sheets of credit institutions, which in 2010

increased by 35.3%, grew by only 6.6% to 6,211.7 billion
roubles, while its share in assets decreased from 17.2%
to 14.9%.

Despite a slight decrease (from 75.8% to 75.3% dur-
ing the year), debt obligations continued to dominate the
securities portfolio. Their volume increased by 5.8% in
2011 (30.8% in 2010) to 4,676.2 billion roubles. In the
structure of credit institutions’ debt portfolios, 31.7%
consisted of government obligations; these had ac-
counted for the largest share of the growth in the port-
folio by the end of 2011. It should be noted that by the
end of the year, Russian banks’ portfolios of all foreign
debt securities accounted for only 40.3 billion roubles, or
0.1% of banking sector assets, and could not adversely
affect its stability.

The largest holders of debt obligations as of
January 1, 2012 were state-controlled banks and
large private banks, which accounted for 51.1%
and 30.2% of the debt securities purchased by the
banking sector.

The share of equity securities at the end of 2011
amounted to 14.7% of the securities portfolio (12.2%
as of January 1, 2011), and during the year, their vol-
ume grew by 28.6% to 914.4 billion roubles (1.7-fold in
2010).

In 2011, the tendency continued towards the re-
allocation of equity securities in the portfolio. The
share of state-controlled banks in the total equity

[Loans disbursed to households by group of banks

TABLE 1.5

Share of loans to households in banking sector total

loans, %
As of January 1, 2011 As of January 1, 2012

State-controlled banks 46.4 48.7
Foreign-controlled banks 25.7 22.0
Large private banks 23.0 24.5
Small and medium-sized banks based in Moscow

and the Moscow Region 1.9 1.9
Small and medium-sized regional banks 3.1 3.0

C
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securities increased from 24.4% to 42.6%, mainly

because of the reduction of large private banks’

share, from 63.7% to 44.6%.

The banks’ portfolios of promissory notes declined by
29.1% (in 2010, they increased 1.4-fold), totalling 233.9
billion roubles. Their share of the securities portfolio
decreased from 5.7% to 3.8%. This was due to stricter
requirements introduced on October 10, 2011 to cover
certain types of transactions, including operations with
promissory notes®*, when calculating the capital adequa-
cy ratio.

In the portfolio of discounted promissory notes,
85.2% (82.6% as of January 1, 2011) consisted of Rus-
sian banks’ bills, the volume of which decreased by
27.0% over 2011 to 199.2 billion roubles. Portfolios of

bills issued by other Russian companies dropped by
38.7% and their share of the discounted bill portfolio fell
from 16.1% to 13.9%.

The volume of interbank loan claims rose by 35.5%
(7.2% in 2010) to 3,958.0 billion roubles, while their share
in banking sector assets grew from 8.6% to 9.5%. The
volume of loans placed with resident banks increased
1.4-fold, mainly to growth in the second half of 2011,
during which (due to liquidity squeeze) interbank loans
provided to residents expanded by 38.8% (in the first
half, there was a 1.9% decline). The share of these loans
in the assets increased from 3.6% to 4.0%. The volume
of loans to non-resident banks went up by 35.0%, and
the share of these loans in banking sector assets rose
from 5.1% to 5.6%.

3 Bank of Russia Ordinance No. 2613-U of April 20, 2011, “On Amending Bank of Russia Instruction No. 110-1, Dated January
16, 2004, on Banks’ Required Ratios” entered into force on October 1, 2011.
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I.4. The Financial Performance of Credit Institutions

1.4.1. Financial results

In 2011, the profits of credit institutions reached a
record high in the recent history of banking business in
Russia and totalled 848.2 billion roubles (see Chart 1.22),
and total profits, when combined with the financial re-
sults of previous years, reached 2,243.1 billion roubles
(in 2010, 5783.4 billion roubles and 1,739.5 billion roubles
respectively).

The share of profitable credit institutions increased
from 92.0% to 94.9% in 2011, and the share of loss-
making credit institutions decreased from 8.0% to 5.1%,
while their number fell from 81 to 50. The losses of op-
erating credit institutions reached 5.6 billion roubles in
2011 as against 21.7 billion roubles in 2008.

The contributions of individual groups of banks to
the aggregate financial result are for the most part
consistent with their share in banking sector assets.
The largest impact on the financial result was made

by state-controlled banks (58.4%), large private banks

accounted for 20.2%, and foreign-controlled banks

17.4%. A positive influence on the financial bottom line of

the banking sector came from banks that implemented

bankruptcy-prevention measures: in 2011, they received
profits of 11.3 billion (in 2010, these banks suffered
losses amounting to 0.1 billion roubles).

During the reported period, the return on assets
(2.4%) and equity (17.6%) of credit institutions®® ap-
proached the pre-crisis levels (in 2007, 3.0% and 22.7%;
in 2010, 1.9% and 12.5%). During the year, the return
on assets increased in 505 banks, or 51.6% of the total
number of credit institutions, and 568 banks, or 58.1%,
improved their return on equity.

Analysis of drivers that determined the return on eg-
uity increase shows that in 2011, this happened due to
the growth of bank financial leverage and profit margins.
Bank return on assets remained almost unchanged as
compared with 2010.

Banking sector financial results CHART 1.22 In 2011, profitability improved among all groups
of banks, especially state-controlled banks.
000 w0 [ TABLE 1.6
Return on Return on
800 24 assets, % equity, %
o \ 2010|2011 2010|2011
< 600 18
3 . State-controlled banks 24 | 2.8 | 14.8 | 20.6
S 400 12 Foreign-controlled banks 21 | 24 | 145|174
° Large private banks 11| 1.7 | 8.4 | 14.2
200 4 6 Small and medium-sized
banks based in Moscow
0 i | .
1.01.06 1.01.07 1.01.08 1.01.09 1.01.10 1.01.11 1.01.12 0 and the Moscow Reglon 1.4 1.5 6.7 8.0
mmm Current financial result (current profits (+)/losses (-) Small and medium-sized
—— Return on equity (right-hand scale) regional banks 1.5 1.7 9.8 | 10.4
§ L
.Cap’f?’ multiplier Profit margin Return-on-assets ratio Return on equity
(financial leverage)
Assets* Financial result Gross net income** Financial result
Capital* Gross net income Assets* - Capital
2010 6.6663 0.3025 0.0620 0.1251
2011 7.4809 0.3858 0.0611 0.1764

* Average for the period.

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

28

Annualised - calculated as the ratio of financial result over 12 months preceding the reported date to the average chronological
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1.4.2. Financial result structure

In the structure of factors that generated financial
results® (see Chart 1.23) in 2011, profit growth can pri-
marily be accounted for by the build-up of investment in
higher-yield instruments (bank loans) as well as by the
slowed-down formation of provisions.

In 2011, the most important item in the formation of
financial results was net interest income, with its share
in profit drivers amounting to 68.6% (68.2% in 2010). In
absolute terms, that income grew to 216.1 billion rou-
bles, or 16.7% (2.8% in 2010). The increase in net inter-
est income resulted from gross interest income growing
while the value of gross interest costs remained stable.
The ratio of net interest income to gross interest income
rose from 50.2% as of January 1, 2011 to 54.2% as of
January 1, 2012.

It should be noted that net interest income in 2011
was determined by the growth of household transac-
tions, which accounted for 85.6% of the total growth
in net interest income. Transactions with legal entities
(excluding banks) yielded less net interest income; debt
liabilities and interbank loans provided a moderate in-
crease of this indicator.

Net interest income dominated the structure
of profit drivers of all bank groups and contributed
the most among state-controlled banks (74.0%),
although it declined slightly compared to the previous
year (74.2% on January 1, 2011). Other groups of
banks were able to increase their share of net interest
income in the structure of profit drivers.

Dynamic growth in 2011 was contributed to by an-
other stable source of bank income: net commission in-
come. This included growth that resulted from the rev-
enues banks obtained from the services they provided
(transfers, utility payments, the maintenance of bank
cards). This indicator for the period amounted to 46.5
billion roubles, or 10.3% (8.5% in 2010). The share of
net commission income in the structure of profit driv-
ers declined slightly (22.6% in 2011 as against 23.6%
in 2010).

The highest share of net commission income
(35.3%) was that of small and medium-sized regional
banks. Among other groups of banks, this value
stayed within the 20%-25% range.

The volatile income sources of credit institutions de-
veloped in different directions in 2011.

The share of net income from securities trading and
revaluation in the structure of profit drivers significantly
decreased (from 5.6% as of January 1, 2011 to 0.4%
as of January 1, 2012), which resulted from the slower
growth of credit institutions’ securities portfolios, as well
as the negative revaluation of securities in the second
half of 2011.

Proceeds from securities trading and revaluation
decreased among all groups of banks in 2011. The

Banking sector profit drivers CHART 1.23
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largest weight of these operations in the structure

of profit drivers did not exceed 1.5% (among large

private banks). Foreign-controlled banks and small
and medium-sized banks based in Moscow and the

Moscow Region recorded respective losses in this

type of operations of 1.3% and 0.6%.

The share of net income from foreign exchange
transactions and foreign currency valuables, including
exchange rate differences, in the structure of banking
sector profit drivers increased from 2.4% as of January
1, 2011 to 4.3% as of January 1, 2012.

This source of income was primarily important
for foreign-controlled banks, as well as small and
medium-sized banks based in Moscow and the
Moscow Region (7.2% and 8.0% in the structure
of profit drivers). The role of income from foreign
currency transactions in the formation of the financial
result changed most significantly at large private
banks, growing in 2011 from 1.2% to 5.1% in the
structure of profit drivers.

With a generally positive dynamics of the loan
portfolio quality (for details of overdue loans, see
11.1.1), and banks’ more favourable assessment of
the level of systemic and individual risks, the volume
of net formation of additional provisions in 2011 de-
clined almost 2.1-fold, by 123.4 billion roubles, or
8.2% of the structure of profit-eroding factors (17.8%
in 2010).

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

Statements (Form 0409102).
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Provisions net of recovered ones decreased among
foreign-controlled banks (from 13.6% to 2.3% in the
structure of profit-eroding factors), state-controlled
banks (from 19.1% to 8.7%), and large private banks
(from 19.9% to 10.2%). The value of this indicator
for small and medium-size regional banks and banks
based in Moscow and the Moscow Region increased
from 13.2% to 16.1% and from 10.1% to 10.6%
respectively in the year under review.

Credit institutions’ operational and administrative ex-
penses rose by 15.7% in 2011 (from 81.5% to 91.8%) in
the structure of profit-eroding factors. However, it should
be noted that the ratio of operational and administrative
expenses of credit institutions to gross net income for the

30

year decreased in the banking sector (56.5% to 50.5%)
and among groups of banks, except foreign-controlled
and large private banks.

The share of operational and administrative
expenses of credit institutions increased significantly
in the structure of profit-eroding factors among state-
controlled banks (from 77.1% to 91.3%), foreign-
controlled banks (from 86.4% to 96.4%) and large
private banks (from 77.6% to 89.8%). Small and
medium-sized regional banks and banks based in
Moscow and the Moscow Region slightly reduced
this type of expenses in the structure of profit-eroding
factors (from 86.8% to 83.9% and from 89.9% to
88.8%).
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I1.1. Credit Risk

I1.1.1. Loan portfolio quality

In 2011, the quality of the banking sector loan port-
folio gradually improved, although it still failed to reach
the pre-crisis indicators of 2007. Overdue loans as a
share of total loans dropped from 4.7% to 3.9% in 2011
(1.3% in 2007). Meanwhile, loans, deposits and other
funds placed grew 29.6% in 2011, and overdue loans
increased 9.4%, amounting to 1,133.0 billion roubles as
of January 1, 2012.

Overdue loans as a share of total loans dropped
in 2011 for all groups of banks. In the loan portfolio
of state-controlled banks, the share of overdue loans
constituted 4.5%, while in other groups of banks it was
equal to or less than the banking sector average.

In the overwhelming majority of credit institutions
which had overdue loans in their portfolios, this share
did not exceed 4%. The number of such credit institu-
tions grew in 2011 from 492 to 578, while their share of
banking sector assets went up from 28.2% to 76.3%.
At the same time, in 80 credit institutions, the share of
overdue loans exceeded 8%. However, these banks’ as-
sets represented 6.3% of banking sector total assets
(see Chart 2.1).

The credit risk exposure of Russian banks was still
determined, above all, by the quality of loans extended to
non-financial organisations, which accounted for 61.7%
of total loans extended as of January 1, 2012. In 2011,
overdue loans extended to this group of borrowers went

up by 10.7%, while lending increased by 26.0%. That
resulted in overdue loans to non-financial organisations
decreasing from 5.3% to 4.6% during the reporting year.
For rouble-denominated loans, this figure fell from 6.1%
as of January 1, 2011 to 5.5% as of January 1, 2012,
and for loans denominated in foreign currencies, it went
down from 2.9% to 2.0%.

Chart 2.2 shows respective shares of overdue loans
by borrower business activity in 2011.

The amount of restructured large loans®” to corpo-
rate entities went up by 13.5% during the year, reach-
ing 1,774.3 billion roubles (restructured loans accounted
for 28.6% of the total large loan portfolio at the end of
2011). Loans that were restructured by way of extend-
ing the principal repayment period (rollover loans) as of
January 1, 2012 accounted for 55.4% of total restruc-
tured loans (56.4% as of January 1, 2011). At the same
time, the share of restructured loans that were overdue
by more than 90 days grew from 2.3% to 2.7% of the total
restructured large loans during the reporting year.

Overdue loans to households grew by 3.1% in 2011,
while the volume of such loans rose by 35.9%. According-
ly, overdue loans fell from 6.9% to 5.2% during the year.
The share of overdue rouble loans to households dropped
from 6.4% as of January 1, 2011 to 4.7% as of January
1, 2012. At the same time, the share of overdue foreign
currency loans increased in 2011 from 12.2% to 14.4%,
as the total amount of loans of that type went down.

{ Credit institutions by share of overdue loans in their portfolios

CHART 2.1 )
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87 According to Form 0409117 Large Loan Data reports filed by credit institutions with data on a reporter’s 30 largest loans

extended to corporate entities other than credit institutions, including individual unincorporated entrepreneurs.
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Overdue loans as % of loans by CHART 2.2

activity category as of January 1, 2012

Quality of banking sector loan CHART 2.3
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As of January 1, 2012, 89.4% of loans extended
to households, and other claims on households, were
grouped in homogeneous loan portfolios (87.7% as of
January 1, 2011). Meanwhile, the share of portfolios with
loans that were overdue by more than 90 days as a share
of household total loans grouped into homogeneous
loan portfolios fell from 7.7% to 5.6%. These included
car loans (from 9.3% to 6.5%); mortgage housing loans
(from 3.9% to 2.9%), and other consumer loans (from
9.9% to 6.9%).

The improved quality of banks’ loan portfolios in 2011
has not only been confirmed by accounting records, but
also by prudential reporting®®. Thus, as of January 1,
2012, the share of Quality Category | and Quality Cat-
egory |l loans stood at 84.7% as against 82.0% as of
the beginning of 2011. The share of Quality Category IV
and Quality Category V loans (so-called “bad” loans) fell
during the year from 8.2% to 6.6% (see Chart 2.3).

By the end of 2011, portfolios with Quality Category
| and Quality Category Il loans accounting for over 50%
were held by 873 banks, and these banks’ share of bank-
ing sector total assets amounted to 98.6% (894 and
98.4% respectively as of January 1, 2011).

As of January 1, 2012, the proportion of Quality
Category IV and Quality Category V loans in the loan
portfolios ranged from 2.9% to 7.1%, depending on
the credit institution groups.

In credit institutions undergoing bankruptcy-preven-
tion procedures as of January 1, 2012, the ratios differed
from the banking sector averages: as of January 1, 2012,
the share of Quality Category IV and Quality Category
V loans in these banks’ assets stood at 14.5%; over-
due loans to non-financial organisations accounted for
24.0%; and the share of overdue loans to households
totalled 15.1%.

Excluding banks undergoing bankruptcy-prevention
procedures, the share of overdue loans to non-financial
organisations as of January 1, 2012 stood at 3.9%; the
share of overdue loans to households totalled 5.0%; and
problem and loss loans accounted for 6.3% of the total
loans.

In 2011, credit institutions maintained their loan loss
provisions (LLP) at a level that completely covered prob-
lem and loss loans (Quality Categories IV and V). As of
January 1, 2012, total LLP reached 6.9% of the actual
loans, including 44.1% of problem loans®* and 90.2% of
loss loans*® (8.5%, 44.8% and 89.5% respectively as of
January 1, 2011).

11.1.2. Credit risk concentration.
Shareholder and insider credit risks

In 2011, the large credit exposure of the banking sec-
tor grew by 37.0%, to 11,971.6 billion roubles. During the
reporting year, the share of large exposures in banking
sector assets increased from 25.8% to 28.8%.

In 2011, the required ‘maximum exposure per bor-
rower or group of related borrowers’ (N6) ratio was
breached by 91 credit institutions (130 credit institutions
in 2010), and the required “large credit exposure” (N7)
ratio was breached by six credit institutions as against
eleven credit institutions in 2010.

The ratio ‘maximum value of loans, guarantees and
sureties provided by a credit institution (banking group)
to its members (shareholders)’ (N9.1) as of January 1,
2012 was calculated by 385 credit institutions, or 39.4%
of the total number of operating credit institutions (370
credit institutions, or 36.6% respectively as of January 1,
2011). The ratio was breached by one credit institution as
against six credit institutions in 2010. There were a total
of 252 violations in 2011 as compared with 454 violations
a year earlier. Eight credit institutions (ten credit insti-
tutions in 2010) failed to meet the requirements set by
N10.1 ratio, ‘total insider risk’. However, the aforemen-

38 According to Form 0409115 reports filed by credit institutions (Sections 1, 2, and 3).
3 Taking collateral into account and an estimated provision for problem loans; the provision ranges from 51% to 100% of the

principal, depending on the degree of loan impairment.
4 Taking collateral into account.
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tioned formal risk assessment could have been substan-
tially more accurate, were the Bank of Russia authorised
to pass motivated judgments.

In addition to evaluating prudent compliance based
on credit institutions’ reports as part of supervisory ef-
forts, particular focus was placed on identifying instanc-
es where the concentration of risks was high, especially
in relation to loans issued to the banks’ real owners and

34

affiliated persons. If it was established that a credit in-
stitution had exceeded the reasonable level of owner-
related risk, the bank was guided to develop an action
plan aimed at reducing the assumed exposure. If credit
institutions were failing to cooperate on issues related
to the dispersion of risk, the Bank of Russia would in-
tensify its supervisory procedures concerning these
institutions.
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I1.2. Market Risk

I1.2.1. General characteristics

. Since debt obligations dominated the trading port-
of market risk

folio structure (80.7% as of January 1, 2012), interest
The number of credit institutions that calculated their  rate risk accounts for the largest share of total market
exposure to market risk*! fell from 641 to 621 in 2011. As  risk (68.0% as of January 1, 2012). However, this share
in the previous year, in 2011 this change affected these shed 7.6 percentage points in 2011, and debt obliga-
banks’ share of banking sector assets, which increased tions in the trading portfolios decreased by 3.2%. At the
from 90.9% to 92.3%. same time, the share of equity position risk went up*:
During the reporting year, the number of banks that the trading portfolio of equity holdings*” grew by 28.6%
included foreign exchange risk into their capital adequacy (see Table 2.1).
calculation and the share of these banks in banking sector Negative dynamics on the stock markets led to the
assets*? decreased substantially by January 1, 2012,t0 390  reduction of banks’ holdings of securities futures. Ac-
and 45.0% respectively (437 banks and 75.5% of banking  cording to bank statements, claims and obligations re-
assets as of January 1, 2011). The equity position risk was lated to the forward delivery of securities® decreased by
taken into account by 248 banks with a 69.4% share of

banking sector total assets (235 banks and a 71.1% share Market risk and its share of total CHART 2.4
of assets as of January 1, 2011). The interest rate risk was hanking sector risk

calculated by 402 banks with an 87.0% share of assets

(380 banks with a 84.1% share as of January 1, 2011). 2,400 84

Assessed banking sector market risk (for calculating
the capital adequacy ratio) totalled 2,377.7 billion rou-
bles as of January 1, 2012, having grown by 14.2% in 2,000 /

2011. However, it had slowed in relation to 2010’s 50.2%
climb. Substantial capital market volatility, triggered 1,600
(among other things) by the aggravating effects of the
debt crisis in Europe, affected Russian banks’ trading —/\ /
portfolios*. Their total growth rate in 2011 stood at a 1,200
mere 1.6% (substantially lower than the 28.5% rate post-
ed a year before). Banks’ securities portfolios assessed
at fair value through profit or loss* remained practically
unchanged (gaining 0.5% during the year); securities
available for sale increased by 2.3%. 400 1.4
Market risk as a share of banking sector total risk*
fell even further during the reporting year. It stood at

r4.2

Billion roubles
%

800 2.8

6.6% as of January 1, 2012, 1.3 percentage points less 0 - Q 5 © 9 o - ~ 0
than on January 1, 2011 (see Chart 2.4). The ratio of 5 5 5 5 5 5 5
market.nsk to the capital of ban!<s that galculated market — Ma‘:ket risI;,_biIIion‘r_oubles‘_ - - -

risk gained 1.1 percentage points during the reporting —— Market risk as a share of total risk, %

year, reaching 49.7% as of January 1, 2012. T

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

42 Due to the change in composition of such banks.

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

4 Hereinafter: assessed at fair value.

4 Risk-weighted assets used to calculate the capital adequacy ratio of the banking sector, in accordance with Bank of Russia
Instruction No. 110, dated January 16, 2004, “On Banks’ Required Ratios”.

4 By 8.2 percentage points.

47 Despite the drop of Russian stock indices.

48 Forward transactions in Section D of the Chart of Accounts.
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[ Banking sector market risk structure TABLE 2.1 |
1.01.11 1.01.12
billion share of billion growth rate share of
roubles | market risk, % | roubles in 2011, % market risk, %
Market risk (MR), total 2,081.9 100.0 2,377.7 14.2 100.0
Of which:
interest rate risk (IR) 1,574.6 75.6 1,616.7 2.7 68.0
equity position risk (ER) 370.5 17.8 617.6 66.7 26.0
foreign exchange risk (FR) 136.7 6.6 143.3 4.8 6.0

(

approximately two thirds during the reporting period (to
46.7 billion roubles and 99.9 billion roubles respectively
as of January 1, 2012). In relation to bank capital, the
net position for the forward delivery of securities in 2011

Euro/rouble and US dollar/rouble CHART 2.5
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remained negative, and equalled —-1.0% as of January 1,
2012 (as of January 1, 2011, this position was also nega-
tive, at -3.3%).

Domestic foreign exchange market volatility was
higher in 2011 than in 2010* but overall, by the end of
the year, the rouble depreciated against the US dollar
and the euro (see Chart 2.5).

The importance of the foreign exchange risk de-
creased in 2011 (its share of market risk fell from 6.6% to
6.0%). The foreign currency component of balance sheet
positions continued to lose its weight (see Chart 2.6).
As a result, as of January 1, 2012, foreign currency
assets accounted for 23.3% of banking sector assets
(24.1% as of January 1, 2011), and foreign currency
liabilities represented 21.5% of banking sector liabilities,
as against 22.7% as of January 1, 2011. The positive
difference between foreign currency assets and liabilities
rose from 1.3 to 1.8 percentage points.

2011, like the previous year, saw an increase in abso-
lute value of both the rouble equivalent of the net forward
currency position® in US dollars and in euros overall (the
aggregate short position®', see Table 2.2), and the ag-

. . 3Ll . . . Yo ge \
[Forelgn currency assels and liabilities in banking sector total assets and liabilities CHART 2.6
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4 The standard deviation in the total bi-currency basket value in 2011 was higher than it had been in 2010: 1.2 roubles as against

0.8 roubles.

50 Net forward and option positions in foreign currencies are calculated according to Form 0409634, “Statement of Open Currency
Positions” for all credit institutions presenting this form, in rouble terms, at the Bank of Russia official rate, as of the corresponding

dates.

5" In 2011, the rouble equivalent of the net short forward currency position in US dollars grew in absolute terms, while the net

long forward position in euros dropped.
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gregate balance-sheet and off-balance-sheet? foreign  shift of the yield curve of debt instruments in the banks’
currency positions (see Table 2.3). The total net position  portfolios®, the debt securities trading portfolio would
(both balance-sheet and off-balance-sheet positions) re-  depreciate in value. Since market rate movements im-
mained practically unchanged in the period under review  pact the prices of government debt obligations and cor-
(563.6 billion roubles as of January 1, 2012 as against  porate bonds unevenly, the bank portfolio was split into
543.2 billion roubles as of January 1, 2011). two categories: federal government and Bank of Russia

In 2011, fifteen credit institutions operating as of Jan-  debt obligations®, and other bonds. Portfolio duration,
uary 1, 2012 exceeded the required limits set on open  effective portfolio yields and historical interest rate move-
foreign currency positions (in any currency and precious  ments were factored in the calculations®®. The depen-
metal) at least once (as compared with thirteen credit dence of prices on interest rates was analysed separately
institutions operating as of January 1, 2011). The share  for 2010 and 2011.

of these banks in the assets of banks holding foreign The interest rate risk was assessed based on the data
currency or general licences grew from 2.5% as of Janu-  reported by credit institutions that had the indicated se-
ary 1, 2011 to 3.9% as of January 1, 2012. curities in their portfolios. Analysis split the credit institu-
tions into two groups (samples)®¢, depending on whether

11.2.2. The assessment of banking they were required to calculate interest rate risk for inclu-

sion in capital adequacy calculations and whether they
held portfolios of such securities (the groups of banks’

To estimate the banking sector vulnerability to interest  characteristics are described in Table 2.4). It should be
rate risk involved in the aggregate debt securities frading  noted that as of January 1, 2012, the assets and capital
portfolio, a sensitivity analysis was performed for banks’ in the first sample of banks (which jointly hold 94.6%
financial standing using a stress testing methodology. It  of the banking sector debt securities trading portfolio)
was assumed that under the impact of a parallel upward  represented 86.9% and 85.5% of banking sector totals,

sector vulnerability to interest rate risk

Net foreign currency forward position S22

. Net foreign currency forward Rouble equivalent of net foreign currency
Foreign currency o . . o -
position, billion currency units forward position, billion roubles
US dollar -29.9 -910.2
31.12.2010 Euro 13.0 523.0
US dollar -28.4 -913.1
81.12.2011 Euro 7.8 327.0

For reference: as of the beginning of 2012, 903 credit institutions reported their net forward positions in US
dollars, and 897 did so in euros (930 and 925 banks respectively as of the beginning of 2011).

& J

Banking sector foreign currency claims and liabilities on and off balance sheet TABLE 2.3
|  1.01.2011 | 1.01.2012 Growth in 2011

Balance-sheet positions
Claims, billion roubles 8,143.6 9,688.9 1,545.4
Liabilities, billion roubles 7,690.0 8,955.6 1,265.6
Net balance-sheet position, billion roubles 453.6 733.4 279.8
Off-balance-sheet positions
Claims, billion roubles 3,485.7 5,228.6 1,742.9
Liabilities, billion roubles 3,396.1 5,398.4 2,002.3
l[let off-balance-sheet position, billion roubles 89.6 -169.8 -259.4

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

53 Potential (stress) increase in the yields of federal government and Bank of Russia debt obligations by 350 basis points, and
of Russian corporate bonds by 1,000 basis points.

54 Due to the Bank of Russia bond (OBRs) redemption in October 2011 (and, accordingly, their retirement from banks’ balance-
sheet portfolios as of January 1, 2012), banks’ OBR portfolios are excluded from calculations of their sensitivity to interest rate
risk as of January 1, 2012.

% The data are available on Cbonds.ru and the Bank of Russia website.

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

TABLE 2.4

~

Number of banks
in the sample

Share of analysed
debt portfolios, %

Share of banking
sector assets, %

Share of banking
sector capital, %

1.01.11 1.01.12 1.01.11 1.01.12 1.01.11 1.01.12 1.01.11 1.01.12
Sample 1 372 396 94.2 94.6 84.0 86.9 83.9 85.5
Sample 2 154 129 5.8 5.4 12.3 9.7 11.2 9.4
(

exceeding the respective values of these indicators as
of January 1, 2011.

Sensitivity analyses of the credit institutions in each
sample show that in both groups (those that calculate
interest rate risk and those that do not), sensitivity to in-
terest rate risk went up in 2011, despite the reduction
of their debt portfolios. As of the beginning of 2012, po-
tential losses in Sample 1 could be 14.2% of capital as
against 11.1% as of January 1, 2011, and in Sample 2 it
could be 7.7% of capital as against 6.0% as of January 1,
2011. The key reason was the increase in the duration of
the OFZ and corporate bond portfolios. The vulnerability
of the banking sector to potential interest rate move-
ments in 2011 overall tended to grow, thus this risk fac-
tor’s significance for domestic banks is on the rise.

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

To estimate the Russian banking sector vulnerability
to equity position risk, stress tests were used to project
the potential negative consequences of a fall in stock
indices. It was assumed that stock indices would drop
by 509%°%".

To determine the impact of equity position risk on the
capitalisation of the Russian banking sector, the Bank of
Russia analysed data reported by credit institutions that
held equities in their trading portfolios. Credit institu-
tions were broken in two groups® (the groups of banks’
characteristics are described in Table 2.5). In 2011, both
samples underwent certain changes in terms of their
composition and share both in banking sector assets and
capital, and in their equity trading portfolios.

Analysis revealed that the group of credit institutions
that calculated equity position risk has, as a whole,
become moderately more sensitive to this type of risk
(part of the reason being the increase in such portfolios).
Should stock indices fall by 50%, potential losses would

have amounted to 11.4% of capital as of early 2012
(9.9% as of January 1, 2011).

As for the group of credit institutions that had port-
folios of the equities under review but did not calculate
equity position risk, their sensitivity to equity position risk
also grew: should an adverse development occur, poten-
tial losses might amount to 4.3% of capital as of early
2012 (2.6% as of January 1, 2012).

In general, the sensitivity analysis shows that the
banking sector vulnerability to equity position risk is quite
significant in the first group of credit institutions and rela-
tively small in the second group, but in both cases higher
than in the previous year. The banking sector overall vul-
nerability to interest rate risk is substantially higher than
its sensitivity to equity position risk, since its debt securi-
ties trading portfolio exceeds its equity trading portfolio
by 4.2-fold.

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

To assess the vulnerability of the Russian banking
sector to foreign exchange risk, stress tests were con-
ducted to analyse sensitivity, both to the appreciation
and depreciation of the rouble against the US dollar and
the euro.

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

57 It was assumed that a 50% fall in stock indices would lead to a similar drop in the value of stocks in trading books.
58 The first group was comprised of banks that were required to calculate their equity position risk and, therefore, included it in
capital adequacy calculations; the other group was comprised of credit institutions that did not calculate equity position risk but

did hold such portfolios.

5 Foreign exchange risk is built into market risk if total open currency positions in individual foreign currencies and individual
precious metals as a percentage of the credit institution’s capital are equal to or exceed 2%, as of the date of market risk

calculation.

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

by Credit Institutions”.
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Characteristics of banks sampled for analysis of sensitivity to equity position risk

TABLE 2.5

Number of banks
in the sample

Share of equities
portfolios, %

Share of banking
sector assets, %

Share of banking
sector capital, %

1.01.11 1.01.12 1.01.11 1.01.12 | 1.01.2011 1.01.12 1.01.11 1.01.22
Sample 1 234 245 92.8 89.4 711 69.4 70.6 68.6
Sample 2 268 242 7.2 10.6 22.2 23.2 20.6 21.8
( J
TABLE2.6‘

Characteristics of banks analysed for sensitivity to foreign exchange risk
(a potential appreciation of the rouble)

Number of banks

Share of banking
sector assets, %

Share of banking
sector capital, %

31.12.10 | 31.12.11 | 31.12.10 | 31.12.11 | 31.12.10 | 31.12.11
Credit institutions with long positions, either
in US dollars or in euros (in at least one of
the currencies) 287 281 17.9 29.8 17.3 27.0

(

In 2011, somewhat fewer banks had long open cur-
rency positions in at least one of the stated currencies
than in the previous year. However, due to significant
changes in the composition of banks under review, their
share of banking sector assets and capital increased
substantially.

The share of long open US dollar/euro positions in
the total long open positions in all currencies and pre-
cious metals®' for this sample of banks fell from 66.3% as
of December 31, 2010, to 34.6%° as of December 31,
2011. Analysis shows that an appreciation of the rouble
against the US dollar and the euro by 20% would not
lead to substantial losses. Should the scenario materi-
alise, the potential losses of banks in the given sample
would, just as the year before, reach 0.5% of their capital
as of December 31, 2011.

For the second assessment of the Russian bank-
ing sector sensitivity to foreign exchange risk, it was
assumed that the nominal exchange rate of the rouble
against the US dollar and the euro depreciated by 20%.
To determine the impact of foreign exchange risk on the
financial state of the Russian banking sector, statements

filed by credit institutions that were required to calculate
foreign exchange risk and held net short open positions
in US dollars and euros were analysed.

The number of banks with short currency positions
in at least one of the aforementioned currencies went
down by approximately 25% during 2011, while their
share of banking sector assets and capital decreased by
approximately half (the credit institutions with net short
open positions in US dollars and euros are described in
Table 2.7).

The share of short open positions in dollars and euros
of the banks in this sample in their short open positions
in all currencies and precious metals® contracted from
87.8% as of December 31, 2010, to 78.7% as of Decem-
ber 31, 2011. Analysis shows that the banking sector vul-
nerability to a 20% depreciation of the rouble against the
US dollar and the euro remains insignificant, although it
went up in comparison to the previous year. Should such
a scenario materialise, potential losses for the appropri-
ate group of banks might equal 1.0% of their capital as
of December 31, 2011 (0.4% the year before).

Characteristics of banks analysed for sensitivity to foreign exchange risk

(a potential depreciation of the rouble)

TABLE 2.7

Number of banks

Share of banking
sector assets, %

Share of banking
sector capital, %

31.12.10 | 31.12.11 | 31.12.10 | 31.12.11 | 31.12.10 | 31.12.11
Credit institutions with short positions either
in US dollars or in euros (in at least one of
the currencies) 310 236 68.5 34.6 68.2 31.5

(

8" In the rouble equivalent.

62 Note: in addition, approximately 34.7% of long open positions in the group of banks under analysis belong to one major Russian

bank’s long positions in hryvnia and in gold.
83 In the rouble equivalent.
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I1.3. Liquidity Risk

I1.3.1. General characteristics Balances in credit institutions’ ey
of liquidity risk correspondent and deposit accounts
with the Bank of Russia
The most liquid assets in 2011 grew at a slower pace 2,000 11
than that of total assets. The most liquid assets® as a 1,600 9
share of banking sector total assets® fell from 8.0% in 3
2010 to 7.5% in 2011 (for changes in the key compo- ‘§ 1,200~ ——— —  — -7
nents of liquid assets, see Chart 2.7). g 800
The highest share of the most liquid assets in 3
total assets was still recorded among small and 400
medium-sized banks based in Moscow and the 0
Moscow Region (18.8% in 2011 as against 21.6% in ‘:’ 3 E g E f, i g ‘i‘
2010), and among regional banks (19.6% and 20.7% 2 2 e - =2 <2 <2 = =©
respectively). Large banks (both state-controlled and Deposits and other funds placed by credit institutions with
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. . . . N mmm Credit institutions’ correspondent accounts with
reason is their capacity to raise the necessary liquidity the Bank of Russia (left-hand scale)
by means of refinancing. —— Balances in correspondent and deposits accounts with

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

—— Average annual ratio between the most liquid assets
and banking sector total assets (right-hand scale)

\

Bank of Russia operations to regulate banking sector liquidity

In 2011, substantial changes took place on the Russian money market. As Russian banking sector liquidity
remained at a relatively high level, for the most part of the year (from January to August 2011), there was
virtually no demand for Bank of Russia refinancing instruments on the part of credit institutions. Meanwhile,
rates on the interbank money market remained at the floor of the Bank of Russia interest rate band. During
that period, an active role in maintaining banking sector liquidity was played by Bank of Russia operations
to absorb liquidity: by deposit transactions with credit institutions and via the placement of Bank of Russia
bonds.

In September 2011, however, the banking sector shifted from a structural surplus of liquidity to its deficit.
The money supply squeeze was triggered primarily by the substantial absorption of funds through the budget
channel, due to the general government’s income exceeding its spending. The Bank of Russia sales of foreign
currency, justified to a significant extent by the growing outflow of private capital from Russia, became an
additional factor contributing to decreased liquidity.

The aforementioned developments led to an increase in credit institutions’ demand for the Bank of Russia
refinancing instruments. Gross credit extended by the Bank of Russia to the banking sector grew 2.6-fold in
2011; by January 1, 2012 it reached almost 1.5 trillion roubles, while net credit to the banking sector, starting
in October 2011, became positive. As of January 1, 2012, it reached 0.1 trillion roubles as against —1.6 trillion
roubles at the beginning of 2011. Total Bank of Russia operations to refinance credit institutions in 2011
reached 23.0 ftrillion roubles, more than eight-fold higher than the 2010 total. Refinancing operations were
performed mainly as repo transactions, predominantly through auctions. The average daily debt on Bank of
Russia repo operations went up from 21.0 billion roubles in 2010 to 158.8 billion roubles in the reporting
period. Additionally, the debt on the Bank of Russia loans secured by non-market assets and sureties rose
significantly in 2011 as well.

64 Cash, precious metals and gemstones, nostro correspondent account balances, and balances in correspondent and deposit
accounts with the Bank of Russia. This indicator is calculated as a chronological average for 2011.
8  Chronological average for the period under review.
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Specifically, as of January 1, 2012, the debt on loans secured by the Bank of Russia amounted to 391.7
billion roubles. This sum included 2.4 billion roubles on overnight loans; 7.3 billion roubles on Lombard loans
(excluding overnight loans); and 382.0 billion roubles on loans secured by non-market assets and sureties,
or gold (excluding overnight loans).

Owing to the liquidity deficit, the balances of credit institutions’ deposits with the Bank of Russia
substantially declined, while the amount of outstanding OBR fell to zero by October 2011, and the Bank of
Russia made no further decisions concerning the placement of OBR issues.

In light of the changed banking sector liquidity situation, the Bank of Russia undertook a number of efforts
in the second half of 2011 to broaden opportunities for the refinancing of credit institutions:

« it introduced a new refinancing mechanism: providing credit institutions with loans secured by gold, with
maturities of up to 180 calendar days;

+ it reduced the minimal required issuer ratings applied when making decisions on the inclusion of securities
in the Bank of Russia Lombard List and minimal corporate rating required to make it eligible for the Bank of
Russia List®?;

« it renewed extending loans against credit institution guarantees, and loans secured with assets or sureties
with maturities of from 91 to 180 calendar days;

« it increased from 0.98 to 1 a correction factor applied to adjust the value of federal government bonds
(OFZs) accepted as collateral for Bank of Russia loans. It also raised from 0.2-0.5 to 0.5-0.8 the correction
factors used to calculate the value of non-market assets accepted as collateral for its loans;

« it reduced from 1.25% to 0% the initial discount applied to calculate the value of collateral accepted by
the Bank of Russia in repo transactions with OFZs and OBRs of up to 6 calendar days.

The transition to a structural liquidity deficit might prompt the banks to enhance the efficiency of managing
their own resources; this already transpired in September-December 2011. It also creates conditions for the
Bank of Russia to strengthen its interventions with regard to money market interest rates. The latter is of
particular importance, if one takes into account that a rise in short-term money market rates amid banking
sector liquidity deficit in September-December 2011 affected interest rates on banks’ deposits and loans
rather quickly. Rates on household deposits (excluding demand deposits) went up from 6.3% in September
to 7.8% in December 2011; rates on loans to non-financial organisations increased from 8.1% to 9.6%

respectively®”.

11.3.2. Compliance with required
liquidity ratios

Due to a substantial increase in credit institutions’
short-term liabilities, the actual average annual ratio of
instant liquidity (N2) across the banking sector declined
from 70.1% in 2010 to 63.2% in 2011 (the regulatory
minimum being 15%). The average annual ratio of cur-
rent liquidity (N3) dropped from 100.1% in 2010 to 87.5%
in 2011 (see Chart 2.8), which is also substantially higher
than the minimum permissible ratio of 50%.

The average long-term liquidity ratio®® grew from
76.2% in 2010 to 78.3% in 2011. The volume of long-
term (over one year) lending rose by 25.2% in 2011
over its 2010 figure. Banking sector liabilities matur-

ing in over one year increased by 32.5%, while the
growth rate of the volume of average capital reached
4.9%%°. These changes reflect the maintained balanced
structure of credit institutions’ long-term assets and
liabilities.

During 2011 only few credit institutions failed to com-
ply with the required liquidity ratios, and these companies
did so occasionally. Of the credit institutions that were
in operation as of January 1, 2012, five credit institu-
tions breached instant liquidity (N2) ratio on certain dates
(thirteen credit institutions in 2010); nineteen credit insti-
tutions failed to comply with the current liquidity (N3) ra-
tio (seventeen credit institutions in 2010); and one credit
institution violated long-term liquidity ratio (N4) (seven
credit institutions in 2010).

66 A list of credit institutions mentioned in Sub-point 3.6.1 of Point 3.6 of Bank of Russia Regulation No. 312-P, dated November
12, 2007, “On the Procedure for Extending to Credit Institutions Bank of Russia Loans Secured by Assets or Sureties”.
67 Based on data covering Russian credit institutions’ operations with maturities of up to one year as a whole, excluding

Sberbank.

68 This indicator is calculated using chronological averages for long-term loans, banking sector liabilities with maturities over one
year, and capital, in accordance with Bank of Russia Instruction No. 110-I, dated January 16, 2004, “On Banks’ Required Ratios”.

The maximum permissible ratio is set at 120%.

69 Analysis is based on components of the long-term liquidity (N4) ratio.
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11.3.3. The structure of credit
institutions’ assets and liabilities
by maturity

In 2011, the share of assets maturing in excess of one
year in the total assets assigned to Quality Category I
rose from 27.3% as of January 1, 2011 to 28.5% as of
January 1, 2012. The share of liabilities with a residual
maturity of more than one year in total liabilities remained
at 24%.

The liquid coverage deficit (LCD)"' remained stable
throughout the year (standing at 19.9% as of January 1,
2012 as against 21.1% as of January 1, 2011).

Customer deposits to loans (coverage ratio’?)

As of January 1, 2012, customer deposits™ (the
most stable source of credit institutions’ funds), covered
82.2% of customer loans™, which is somewhat lower
than the coverage ratio of 83.3% as of January 1, 2011
(see Chart 2.9.). The growth rate of loans extended to
customers (28.4%) virtually corresponded to the growth
rate of deposits placed by customers (26.8%).

The coverage ratio calculated by the medium- and
long-term component (one-year-plus maturity)” fell from
69.9% as of January 1, 2011 to 63.4% as of January 1,

2012. The growth rate of loans with maturities exceed-
ing one year was higher than the growth rate of deposits
with the same maturity (28.9% as against 16.8% respec-
tively).

In 2011, the number of credit institutions with cover-
age ratios that were well below the banking sector aver-
age decreased. As of January 1, 2012, coverage ratios
that were half as high as the average were registered
in 207 credit institutions, which accounted for 3.3% of
banking sector total assets (252 credit institutions with a
5.7% share as of January 1, 2011). Coverage ratios that
were four times lower than the banking sector average
were registered as of January 1, 2012 in 127 credit in-
stitutions with 1.8% share of banking sector total assets
(162 credit institutions with a 2.6% share as of January 1,
2011).

11.3.4. Dependence on the interbank
market and interest rate dynamics

In the first six months of 2011, the dynamics of inter-
bank actual credit rates (MIACR) was sufficiently stable;
the MIACR for overnight rouble loans remained between
2.6% and 4.7% p.a. (see Chart 2.10). In the last six
months of 2011, due to the certain liquidity deficit on

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

“On the Loss Provision Procedure for Credit Institutions”.

7 The liquid coverage deficit (LCD) is calculated as the ratio of the excess of demand liabilities and liabilities with maturities of
up to 30 days over the value of (liquid) assets of the same maturities, to the total value of these liabilities.

72 The coverage ratio is calculated as the ratio of customer deposits to customer loans. The increase in the ratio indicates an
improved balance between loans to customers and their sources of funding for the same maturity.

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

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

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

sources of funding that have the same maturity.
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the money market, the MIACR started to grow, reaching
the range of 3.6% to 6.0% p.a.

The dependence of credit institutions on the inter-
bank market (IMDR)”® ebbed in 2011, from 3.1% as of
January 1, 2011 to 1.8% as of January 1, 2012, mainly
due to the reduced dependence of Russian banks on
loans extended by non-resident banks.

The largest share of banking sector total assets
(87.9% as of January 1, 2012) belonged to the group of
credit institutions with an IMDR that was no higher than
8%. Compared to January 1, 2011, this group’s share
increased by 8.4 percentage points. The shares of cred-
it institutions in other ranges under review (with higher
IMDRs) went down slightly (see Chart 2.11).

The highest level of dependence on the interbank
market is seen in the group of large private banks
(3.6% as of January 1, 2012). This level increased
twofold in 2011 (it amounted to 1.8% as of January
1, 2011).

Small and medium-sized regional banks remained
net lenders on the interbank market in 2011.

For information on interbank market dynamics,
see also 1.3.1: Dynamics and structure of borrowed
funds.
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The interbank market dependence ratio (IMDR) is calculated as the percentage ratio of the difference between the interbank

loans taken and interbank loans (deposits) placed to the funds raised (net of accrued interest). The higher the ratio, the more the
credit institution is dependent on the interbank market. The methodology of calculating the IMDR approximates the one used for
calculating the PL5 ratio. The latter is described in Bank of Russia Ordinance No. 2005-U of April 30, 2008, “On the Assessment
of the Economic Situation of Banks”, which defines its threshold values at 8%, 18% and 27%.
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11.3.5. Debt to non-residents

By the end of 2011, the total debt of the Russian
banking sector to non-residents” amounted to 4,616.0
billion roubles, up 16.3% over the year. At the same time,
the net debt of non-residents™ to the Russian banking
sector increased from 561.4 billion roubles as of Janu-
ary 1, 2011, to 1,349.6 billion roubles as of January 1,
2012.

Foreign-controlled banks remain the only credit
institutions that are significantly dependent on external
borrowing. Nevertheless, their level of dependence
on non-residents, i.e. net debt to liabilities, fell
from 7.8% as of January 1, 2011, to 2.8% as of
January 1, 2012.

Analysis of the distribution of banks by the level of
debt to non-residents showed that the average ratio of
this debt to liabilities stood at 11.1% as of January 1,
2011. This level was surpassed by 110 credit institu-
tions, 54 of which were controlled by non-residents (see
Chart 2.12).

By the end of 2011, the total net debt to non-residents
on the interbank market went down from 346.9 billion
roubles as of January 1, 2011, to 125.4 billion roubles

(from 1.0% to 0.3% of liabilities). During certain periods
of 2011 (May and June), the banking sector also became
a net lender to non-residents (in small amounts), with
respect to the aforementioned operations.

As of January 1, 2012, 172 credit institutions, which
accounted for 87.2% of banking sector total assets, had
loans received from non-resident banks (as of January 1,
2011, there were 167 such credit institutions with 86.4%
of banking sector total assets respectively). The high con-
centration of loans persists, with six credit institutions (of
which five are in the top 20 in terms of assets), accounting
for half of the interbank loans received from abroad.

As of January 1, 2012, 242 credit institutions, ac-
counting for 90.0% of banking sector assets, had loans
extended to non-resident banks (compared to 227 credit
institutions accounting for 89.4% of banking sector as-
sets as of January 1, 2011).The placement of funds on
the international market was characterised by a high de-
gree of concentration, with three credit institutions from
the top 20 (in terms of assets) accounting for half of all
interbank loans. Thus, interbank transactions with non-
residents were concentrated in Russia’s largest credit
institutions as usual.

77 Correspondent accounts and other accounts held by non-resident credit institutions, loans received, deposits, funds in the

accounts of other non-resident individuals and corporate entities.

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

loans, deposits and other fund placements.
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I1.4. Capital Adequacy

11.4.1. Banking sector capital dynamics
and structure

In 2011, the capital of operating credit institutions grew
by 10.8% (2.4% in 2010), reaching 5,242.1 billion roubles
by January 1, 2012. In an environment characterised by
economic growth and expanding banking activities, part of
the risks accepted by credit institutions had to be covered
by capital accumulated in previous years. Since the nomi-
nal GDP growth exceeded the growth of banks’ capital, the
ratio of banking sector capital to GDP decreased during the
year, from 10.5% to 9.6%, as did the ratio of capital to bank-
ing sector assets (from 14.0% to 12.6%, see Chart 2.13).

In 2011, the total growth of banking sector capital in
absolute terms equalled 509.8 billion roubles, which is
4.6 times higher than in the previous year (111.7 billion
roubles).

The structure of capital growth drivers changed in
2011. Profits and funds created from them became the
main drivers of capital growth (by 494.9 billion roubles, or
67.1% of the total value of sources of capital growth™).
Growth in authorised capital and share premiums totalled
184.5 billion roubles (25.0% of total drivers). In 2010,
these drivers increased by 115.0 billion roubles.

A key factor that brought about the decrease in capi-
tal drivers in 2011 was the credit institutions’ portfolio
of shares of subsidiaries and affiliated corporate entities
and investment in resident credit institutions’ authorised
capital (accounting for 78.0% of the total decrease in
capital drivers).

These factors resulted in the structure of banking
sector capital changing in 2011, as shown in Table 12
of the Statistical Appendix.
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Capital growth factors differed somewhat among groups of credit institutions.

State-controlled banks increased their capital mainly due to profits and funds created from them (55.6%
of the value of total drivers), and also authorised capital and share premium growth (by a total of 32.9%).

The capitalisation of foreign-controlled banks rose, mainly due to profit capitalisation (82.5%) and share
premiums (12.0%).

The capitalisation of large private banks expanded, mainly due to profits and funds created from them
(69.9%), loss reduction® (8.7%) and authorised capital growth (7.8%).

Among small and medium-sized banks based in Moscow and the Moscow Region, capital grew due to
authorised capital (36.5%), subordinated loans (33.4%), and profits and funds created from them (17.9%).

The capitalisation of small and medium-sized regional banks went up mainly due to an increase in authorised
capital (34.9%), loss reduction (18.1%), and growing profits and funds created from them (11.8%).
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Hereinafter referred to as total growth drivers.
In the current and previous years.
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{ Banking sector total capital structure

CHART 2.14 )
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Although banking sector capital grew overall, its re-
duction was registered at some credit institutions. In
2011, the decrease in capital by a total of 155.8 billion
roubles (or 15.4%) was registered at 126 credit institu-
tions (161 banks for a total of 185.9 billion roubles, or
6.4%, respectively in 2010). The scale of reduction in
relation to these banks’ capital was higher in 2011 than
the year before.

The largest capital decrease was registered at some
state-controlled and foreign-controlled banks. Their capi-
tal fell by 89.0 billion roubles and 44.0 billion roubles re-
spectively; as of January 1, 2012, these banks held 8.7%
and 4.0% of total banking sector capital (see Table 2.8).
Capital reduction is registered mainly among small and
medium-sized banks; however the amount of this reduc-
tion is insignificant in absolute terms.

11.4.2. Risk-weighted assets

The ratio of risk-weighted balance-sheet assets of
credit institutions to total balance-sheet assets in 2011
went up from 59.6% to 64.2% (see Chart 2.15).

The structure of risk-weighted balance-sheet assets
in 2011 underwent some changes (see Table 2.9).

Pursuant to Bank of Russia Ordinance No. 2613-U of
April 20, 2011, “On Amending Bank of Russia Instruction
No. 110-1, Dated January 16, 2004, on Banks’ Required
Ratios”, a group of higher-risk transactions is segre-
gated from risk-weighted assets from October 1, 2011.
The share of higher-risk transactions amounted to 8.4%
of risk-weighted balance-sheet assets as of January 1,
2012. This was the main reason why the share of Group
IV assets fell.

Capital reduction by bank groups TABLE 2.8
Capital of banks which had
Numbe.r Capital reduction a capital reduction,
_of credit as of 1.01.12
institutions 5 3
with capital billion % (t)'f Cabplt?(l of % %
reduction respective bank group .
roubles with a capital reduction of group | of banking sector
State-controlled banks 3 89.0 16.3 17.2 8.7
Foreign-controlled banks 20 44.0 17.2 22.9 4.0
Large private banks 17 15.9 10.5 10.4 2.6
Small and medium-sized
banks based in Moscow
and the Moscow Region 37 1.7 6.9 12.5 0.4
Small and medium-sized
regional banks 37 2.5 11.2 12.4 0.4
Non-bank credit institutions 12 2.8 28.1 57.9 0.1
Total 126 155.8 15.4 16.3
( J
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During the fourth quarter of 2011, the amount of Structure of risk-weighted TABLE 2.9 |
higher-risk factor transactions increased 2.5-fold, reach- balance-sheet assels (%)
ing 2,247.5 billion roubles as of January 1, 2012.

In 2011, the volume of risk-weighted assets that were 1.01.11 | 1.01.12
used to calculate the capital adequacy ratio (N1) rose by | Asset Group | 0.00 0.00
36.7% (18.1% in 2010). In the .structure of rlsk-welgh.t- Asset Group |l 304 311
ed assets, the share of credit risk of assets recorded in
the balance-sheet accounts decreased from 77.1% to | Asset Group I 0.43 0.55
74.7% during the year (of which 6.3% represented high- Asset Group IV 96.47 87.93
er-risk transactions as of January 1, 2012); the share of Asset Group V 0.07 0.00

marlfet.risk decrefclsed from 8..0.% to .6.6%. The share of Higher-risk transactions

credit risk of contingent credit liabilities grew from 6.7% (introduced on October 1, 2011)
to 8.3%. The share of related parties risk remained un- U
changed at 3.8%.

Credit risk dominated the structure of risk-weighted  pacing other components, among other things due to
assets in all groups of banks. The largest share of credit  regulatory changes against a backdrop of slower capital
risk of assets recorded in the balance-sheet accounts was  growth. The regulatory changes included the introduction
registered among small and medium-sized regional banks  of higher weight for some groups of assets for calculat-
(72.8%), as well as among state-controlled banks (70.4%);  ing the credit institutions’ capital adequacy ratio denomi-

- 8.42

the smallest share was registered among small and medi-  nator, and an increase from 40% to 70% of the share of
um-sized banks based in Moscow and the Moscow Region  operational risk covered by capital.
(63.2%). As of January 1, 2012, the largest (7.9%) share of The capital adequacy ratio declined during the year in

market risk was registered among small and medium-sized  all groups of credit institutions (see Table 2.10). The big-
banks based in Moscow and the Moscow Region, while the  gest decline of the capital adequacy ratio was registered
smallest share was observed among small and medium-  among small and medium-sized banks based in Moscow
sized regional banks (5.2%). The largest growth of market  and the Moscow Region (by 4.8 percentage points), in

risk was registered among state-controlled banks. state-controlled banks (by 4.1 percentage points), and
among foreign-controlled banks (by 4.0 percentage
11.4.3. Credit institutions’ capital points).

The five banks with the most assets saw their capital
adequacy ratio decrease from 18.4% to 14.3% in 2011

The capital adequacy ratio across the banking sector  (see Table 2.11). The lowest capital adequacy level was
decreased from 18.1% as of January 1, 2011, to 14.7%  registered among banks that ranked between 6 and 20 in
as of January 1, 2012 (see Chart 2.16). This reduction  terms of assets (12.3% as of January 1, 2012 as against
was caused by the growth of risk-weighted assets out- 15.1% as of January 1, 2011).

adequacy

o 9 o 0. oL (0 A
Risk-weighted balance-sheet assets of credit institutions* Chart 2.15
28,000 77
24,000 i, 66
20,000 — | || || 1 55
[}
@
< 16,000 || || || || || 1 44
2 X
c
S 12,000 - - - - | 1 33
el
8,000 | | | | | | || | | 1 22
4,000 || || | | | | || 111
O 1 T T T T T 0
1.012009 1.042009 1.072009 1.102009 1.012010 1.042010 1.072010 1.102010 1.012011 1.042011 1.072011 1.102011 1.012012
mmm Higher-risk transactions Asset Group IV
mmm Asset Group | mmm Asset Group V
Asset Group |l —— Risk-weighted assets relative to banking sector
Asset Group Ill total assets (right-hand scale)
* The calculation methodology was changed starting with the data as of August 1, 2010, due to the entry into force of Bank of Russia Ordinance
No. 2334-U of November 3, 2009, “On Amending Bank of Russia Instruction No. 110-I, Dated January 16, 2004, on Banks’ Required Ratios”.

A
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mm Credit institutions’ capital
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In 2011, the number of banks with a capital adequacy
ratio of less than 12% increased two-fold: from 52 as of
January 1, 2011 to 107 as of January 1, 2012. The share
of these banks in banking sector total assets rose 5.4-
fold (from 6.4% to 34.3%).

As of January 1, 2012, 126 credit institutions (86 as of
January 1, 2011) had capital adequacy ratios that ranged
between 12% and 14%. Their share of banking sector
total assets declined in 2010 by 3.8 percentage points
to 16.6% as of January 1, 2012.

About 76% of operating credit institutions maintained
their capital adequacy ratios at more than 14% (85.6%

8 Among credit institutions active in 2011.
8 Among credit institutions active as of January 1, 2012.
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1.01.11 1.01.12
Credit institutions arranged

State-controlled banks 18.6 14.6 by assets 1.01.11 1.01.12
Foreign-controlled banks 19.5 15.6 (in descending order)
Large private banks 15.5 13.2 Top 5 18.4 14.3
Small and medium-sized 6th to 20" 15.1 12.3
banks based in Moscow and 21st to 50t 17.1 14.4
the Moscow Region 26.8 22.0

: : 51st to 200" 19.7 16.8
Small and medium-sized
regional banks 20.7 19.5 201st down 25.6 22.9
Non-bank credit institutions 67.8 38.2 Banking sector 18.1 14.7

of operating credit institutions as of January 1, 2011).
The share of credit institutions with capital adequacy ra-
tios of between 14% and 28% in banking sector total
assets fell from 68.3% to 46.2% during the year (see
Charts 2.17 and 2.18).

The capital adequacy ratio (N1) during the report-
ing period was breached by twelve credit institutions®
(23 in 2010). Four out of these twelve credit institu-
tions had their licences revoked. The number of current
breaches of the N1 ratio (during the year) decreased
from 1,182 in 2010 to 80 in 2011, while the number of
non-compliant banks fell from 17 to eight®.



BANKING SECTOR RISKS

700

600
500

400

300

200

Number of banks

100

9 7 1 20

Failed to comply with ‘ N1 ratio of less than 12% N1 ratio of 12% to 14% N1 ratio of 14% to 28% N1 ratio of more than 28%
N1 ratio

mmm As of January 1, 2010 [ Asof January 1, 2011 mmm As of January 1, 2012
-

90
i)
2 75
2]
®
L 60
(o]
D
2]
ox 45
£
g
8 30
kS
e 15
2
o 12 0.1 0.0

Failed to comply with ‘ N1 ratio of less than 12% N1 ratio of 12% to 14% N1 ratio of 14% to 28% N1 ratio of more than 28%
N1 ratio
mmm As of January 1, 2010 [ Asof January 1, 2011 mmm As of January 1, 2012

49



BANK OF RUSSIA

I1.5. Bank Management Quality

Continued economic revival and the improvement of
the market situation in 2011 enabled the shift of most
banks towards development strategies that were aimed
at extending the range of banking products being of-
fered, or expanding to new markets. At the same time,
despite a clear trend towards general improvement, stra-
tegic planning still remained the less developed manage-
ment tool of choice for banks in 2011, as opposed to
risk management and key internal controls. Supporting
evidence for this can be found in the substantial share of
credit institutions that earned doubtful or unsatisfactory
grades for their respective management quality indica-
tors (see Chart 2.19).

A more dynamic expansion of banking business re-
quired the further development of risk management
systems. Many credit institutions still needed to improve
the mechanisms they used for detecting, evaluating, and
informing their management and owners about the ac-
tual levels of risks being accepted. There is also a grow-
ing need to accelerate the data processing required for
managerial decision-making; one which incorporates

comprehensive scenario analysis at the level of the entire
bank, as well as the findings of stress testing.

Overall, banks that invested substantial resources
in developing new products, services, and technologi-
cal solutions were able to significantly strengthen their
competitive position on the banking services market.

Parallel to that, credit institutions continued to im-
prove their operations by implementing best international
corporate governance practices. A survey of credit insti-
tutions regarding their implementation of the Financial
Stability Board’s Principles for Sound Compensation
Practices revealed that a significant number of credit in-
stitutions had a compensation policy that allowed them
to decrease bonuses and other payments to their em-
ployees if the company’s financial results were negative,
and correlated payment schedules with the actual dates
when profits or losses were recorded as a result of the
risks that were accepted by the bank.

In the case of certain credit institutions, doubtful/un-
satisfactory grades may be assigned simultaneously to
several management quality categories.

The share of credit institutions assigned with doubtful or unsatisfactory grades
on respective management quality indicators in 2010-2011

~
CHART 2.19
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I1.6. Macroprudential Analysis of the Banking Sector

The Bank of Russia uses financial soundness indi-
cators (FSlIs)® as its tool for macroprudential analysis.
They represent a system of indicators that are cal-
culated for assessing the current situation in various
sectors of the national financial system (including the
banking sector and non-bank financial institutions), as
well as their corporate counterparties, the household
sector, the real estate market, and financial market li-
quidity indicators. The Bank of Russia has published
FSls on the IMF web-site every six months since 2008,
and for every quarter since 2010. Thus, FSls may be
used for the evaluation of the financial sector’s sound-
ness, based on a comparison with indicators for coun-
tries with financial sectors which are at various levels of
development.

The Bank of Russia widely uses stress testing for
analysing and assessing the soundness of the banking
sector. Its use helps the Bank of Russia evaluate chang-
es in the structure of banking risks, reveals the credit
institutions that are the most exposed to certain risks,
and determines the potentially necessary capitalisation
of the banking sector, if the assumed stress scenarios
materialise.

The Bank of Russia applies key stress-testing meth-
ods that have been developed in international bank-
ing practices, such as sensitivity analysis and scenario
analysis. Sensitivity analysis is applied for assessing the
impact of a single-risk-factor variable (such as changes
in the national currency’s exchange rate, or a shift in in-
terest rates) on the financial situation of a bank/the bank-
ing sector. In a scenario, several interlinked risk factors
are assumed as a stress event.

The end results of stress tests are assessments of
possible (potential) losses to the banking sector (should
the assumed stress scenarios materialise), the capi-
tal adequacy level, and capital deficit (additional funds
that would be needed by credit institutions to comply
with the minimum capital adequacy ratio after a possible
stress).

Stress-testing based on a macro-model

When performing a scenario analysis, the Bank of
Russia adheres to international practices in applying a
developed macroeconomic model.

To assess the systemic soundness of the bank-
ing sector, the Bank of Russia has performed a stress
test, applying the macro-model as of January 1, 2012.
A stress horizon of one year was assumed. The cal-
culation was performed for all operating credit in-
stitutions; two macro-scenarios were applied, with
parameters that were calculated to evaluate the pos-
sible impact of the European debt crisis on the Russian
economy.

The worst-case scenario assumes a slowing down of
the Russian economy due to a decrease in the EU’s growth
rate and a 15% to 20% drop in the price of oil and other
Russian exports, accompanied by the moderate growth of
interest rates on the Russian financial market and a drop in
stock indices. The extreme scenario (the worst possible de-
velopment of the Russian economy) includes a 1.4% drop
in Russia’s GDP. For key parameters, see Table 2.12.

Due to the positive development of the Russian econ-
omy and the sufficiently favourable state of Russia’s ex-
port markets, the probability of the proposed extreme

loans to total loans.

Macro-model description

The macro-model represents a system of regression equations describing the impact of macroeconomic
environmental factors (macro-variables), such as GDP, the US dollar exchange rate, inflation, household real
income, etc., on banking sector indicators. Such indicators include funds in corporate accounts; individual
and corporate deposits, interbank loans taken and placed with resident and non-resident banks, the value
(revaluation) of securities, loans extended to households and legal entities, and changes in the ratio of “bad”

When taking into account the impact of macro-variables on key banking sector indicators for each credit
institution during the projected period (quarterly for a year horizon), a simulated balance model is calculated.
The model reflects the possible behaviour of a bank during the assumed stress conditions and assesses its
profits, which helps to adjust possible losses. Such modelling leads to the assessment of a credit institution’s
total losses due to all types of risk (in stress conditions), and its possible capital deficit.

(

J
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[ Stress-test scenario terms TABLE 2.12 |
Worst-case Extreme
scenario scenario
GDP growth rate, % 2.0 -1.4
CPI, % 6.0 57
Investment growth rate, % 0.0 -1.3
Household real income growth rate, % -1.0 -2.4

Growth of interest rates on government securities
(a parallel shift of the yield curve)

200 basis points 350 basis points

Growth of interest rates on corporate securities
(a parallel shift of the yield curve)

500 basis points 1,000 basis points

Bi-currency basket growth rate, %

10 20

(

scenario occurring within the coming year appears to be
very low.

Credit institution losses were assessed in relation to
three main types of risks: credit risk, market risk, and li-
quidity risks. Additionally, a conservative estimate of credit
risk on prolonged loans assumed additional loan loss pro-
visions (LLPs) for these loans’ portfolio that was based on
calculated provision amounts comprising 50% or 100% of
the portfolio value, depending on the scenario.

Calculations indicate that if the worst-case sce-
nario materialised, the banking sector losses at the
end of 2012 would total 1.4 trillion roubles (27% of
banking sector capital); if the extreme scenario ma-
terialised, these losses would total 2.0 trillion roubles
(37% of capital).

Most losses can be attributable to credit risk (1.1 tril-
lion roubles and 1.6 trillion roubles for the respective sce-
narios). The average share of “bad” loans in the loan port-
folio would grow from 7.7% to 11.5% in the worst-case
scenario and to 13.6% in the extreme scenario. Losses
after additional LLP provisions for prolonged loans would
comprise 125 billion roubles under the worst-case sce-
nario or 372 billion roubles under the extreme scenario
(2% or 7% of capital respectively).

Losses due to market risks materialising would total
from 280 billion roubles to 360 billion roubles, depending
on the scenario (losses due to interest rate risk amount-
ing to 65%-81% of the total; losses due to equity position
risk amounting to 15%-32%; and losses due to foreign
exchange risk amounting to 3%-4%, depending on the
scenario).

A scenario analysis (unlike a sensitivity analysis) takes
into consideration both possible outflows of customer
funds and possible inflows (repayment of loans, redemp-
tion of securities, etc.), which makes potential losses due
to liquidity risk insignificant when compared with other
types of risks.

Overall, if we are to assume that a conservatively es-
timated banking income would be retained even under
stress conditions, capital deficit given the worst-case
scenario might total 56 billion roubles for 120 credit
institutions. Under the extreme scenario, it would to-
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tal 405 billion roubles for 223 credit institutions. The
share of these institutions in banking sector total as-
sets constituted 21.0% under the worst-case sce-
nario and 49.8% under the extreme scenario, as of
January 1, 2012.

The capital adequacy level for the banking sector, ac-
cording to the results of the stress test, drops to 13.1%
under the worst-case scenario, and to 10.8% under the
extreme scenario.

Overall, stress-testing shows that the Russian
banking sector is sufficiently sound and able to with-
stand a stress of medium severity in terms of capital
reserves.

Stress test based on analysis of Russian banks’
sensitivity to liquidity risk

The unstable situation on financial markets that
had been caused by capital outflow created a few
problems with the liquidity of Russian banks in 2011.
Thus, the Bank of Russia performed a separate stress
test of liquidity risk using the sensitivity analysis
method.

Within the framework of that stress test, the possibil-
ity that growing financial market instability might cause
an outflow of customer funds was examined. Assump-
tions concerning monthly amounts of customer/lender
fund outflows (with respect to each credit institution)
were based on actual outflows recorded during the acute
phase of the 2008 crisis.

The liquidity stress test revealed that as of January 1,
2012, 37 banks (this group does not include the 30 largest
banks in terms of assets) might experience a liquidity deficit
totalling 37 billion roubles. However, the condition of these
banks has virtually no impact on systemic soundness: their
share of total banking sector assets stands at 2.7%. As of
January 1, 2011, 38 such banks had been identified (with a
share of the sector totalling approximately 10%); they had
a higher liquidity deficit: 112 billion roubles.

Considering that the stress test did not factor in the
credit institutions’ opportunities to use the Bank of Rus-
sia refinancing and interbank loans, the actual liquidity
risk appears to be quite moderate.
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Calculation of liquidity stress test

Outflows in the range of 10% to 30% are differentiated according to the sources of funds: personal
deposits, corporate deposits, settlement accounts and interbank loans from non-residents. The outflows are
covered by monetary funds (cash in vaults and in a correspondent account with the Bank of Russia), as well
as from the sale of liquid assets with preset discounts of 5% to 30% (the lower the asset liquidity, the higher
the discount). Assets used to cover the outflows include highly liquid assets®4, liquid assets® and securities
not included in the above groups of liquid assets.

If liquid assets are not sufficient to cover outflows, the bank is considered to be in a technical default, and
the amount of uncovered outflow represents the liquidity deficit. Additionally, it is assumed that under stress
conditions, banks have no access to the interbank loan market or Bank of Russia refinancing.

A sensitivity analysis assumes a one-time shock; that is, the stress horizon is not factored in. Therefore,
this approach excludes the possible repayment of funds under active banking transactions, which makes it
highly conservative.

8 Financial assets that must be received within the next calendar day and/or can be requested by the bank immediately and/or
if need be can be sold by the bank in order to receive monetary funds immediately.

8  Financial assets that must be received by the bank and/or can be requested within the next 30 calendar days and/or if need
be can be sold by the bank within the next 30 calendar days in order to receive money within the above specified period.
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III.1. Upgrading the Legal and Regulatory Framework for Credit
Institutions

In 2011, the Bank of Russia continued its efforts to
improve the legal framework for banking activities.

l1l.1.1. Upgrading the legal framework
for credit institutions

The year 2011 saw the adoption of the following fed-
eral laws, which were drafted with the involvement of the
Bank of Russia:

- Federal Law No. 7-FZ, dated February 7, 2011,
“On Clearing and Clearing Activities” (changes were
made to the defining of clearing procedures, leading to
the effective legal regulation of clearing activities, im-
provements in the protection of the rights and interests of
clearing participants, and to defining the legal framework
for the state regulation of clearing activities);

- Federal Law No. 8-FZ, dated February 7, 2011,
“On Amending Some Russian Laws Following the
Adoption of the Federal Law on Clearing and Clearing
Activities”;

- Federal Law No. 161-FZ, dated June 27, 2011,
“On the National Payment System”;

- Federal Law No. 162-FZ, dated June 27, 2011,
“On Amending Some Russian Laws Following the Adop-
tion of the Federal Law on the National Payment Sys-
tem”;

- Federal Law No. 322-FZ, dated November 16, 2011,
“On Amending Article 6 of the Federal Law on Foreign
Investments in the Russian Federation and the Federal
Law on the Procedure Governing Foreign Investments
in the Business Entities of Strategic Importance to the
National Defence and Security of the State”. This law
clarified activities of strategic importance to the national
defence and security of the state, the procedure for ex-
amining an application for the preliminary approval of a
transaction and the signing of an agreement to ensure
that the applicant meets his obligations;

- Federal Law No. 171-FZ, dated July 11, 2011,
“On Repealing Certain Provisions of Russian Laws”. This
law excluded bank profitability from the required criteria
that the Bank of Russia uses to recognise the financial
sustainability of a bank participating in the deposit insur-
ance system as adequate;

- Federal Law No. 381-FZ, dated December 3, 2011,
“On Amending the Federal Law on Additional Measures
to Strengthen the Stability of the Banking System up to
December 31, 2011 and Article 4 of the Federal Law on
Amending the Federal Law on Non-Profit Organisations
and Some Russian Laws”. This law extended Federal
Law No. 175-FZ, dated October 27, 2008, “On Addition-
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al Measures to Strengthen the Stability of the Banking
System up to December 31, 2011”, up to December 31,
2014;

- Federal Law No. 391-FZ, dated December 3, 2011,
“On Amending the Federal Law on Banks and Banking
Activities”. This law increased the minimum authorised
capital of newly established banks (since January 1,
2012) and the capital of existing banks (since January
1, 2015) to 300 million roubles);

- Federal Law No. 401-FZ, dated December 6, 2011,
“On Amending the Federal Law on the Protection of Com-
petition and Some Russian Laws”. This law changed the
criteria defining a group of persons used to approve the
acquisition of stocks (shares) of credit institutions and
control their ownership structure.

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

In 2011, the Bank of Russia continued to improve its
regulatory framework for the state registration of credit
institutions and the issuance of banking licences.

With its Ordinance No. 2638-U of May 17, 2011, the
Bank of Russia amended its Instruction No. 135-1, dated
April 2, 2010, “On the Bank of Russia’s Decision-Making
Regarding the State Registration of Credit institutions
and the Licensing of Banking Operations”. This law made
it possible to grant banking licences to newly established
banks that leveraged the funds of legal entities yet lacked
the right to provide cash services, and set out a proce-
dure for expanding the operations of banks by granting
them licences that provide for such a right.

To help implement Federal Law No. 161-FZ, dated
June 27, 2011, “On the National Payment System”
and Federal Law No. 162-FZ, dated June 27, 2011,
“On Amending Some Russian Laws Following the
Adoption of the Federal Law on the National Payment
System”:

- the Bank of Russia amended its regulations to spell
out the procedure for state registration and the licens-
ing of a new type of a non-bank credit institution (NCI),
which may transfer funds without opening bank accounts
and conduct other related banking transactions; it func-
tions as an electronic money operator. The Bank of Rus-
sia approved Ordinances No. 2697-U, No. 2698-U and
No. 2700-U of September 15, 2011. Simultaneously, with
its Ordinance No. 2698-U of September 15, 2011, “On
Amending Bank of Russia Instruction No. 135-1, Dated
April 2, 2010, on the Bank of Russia’s Decision-Making
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Regarding the State Registration of Credit institutions
and the Licensing of Banking Operations,” the Bank of
Russia extended a list of banking transactions that settle-
ment NClIs may now conduct (such as the sale/purchase
of foreign cash and provision of cash services to house-
holds), and spelled out the procedure for how a bank
must obtain permission from the Bank of Russia to set
up a branch in a foreign country;

- given the changed names of two banking opera-
tions, on September 15, 2011 the Bank of Russia ad-
opted Ordinance No. 2699-U, “On the Bank of Russia
Replacing the Banking Licence of a Credit Institution
Due to Changes Made to the Names of Certain Banking
Operations in Accordance with Federal Law No. 162-FZ,
Dated June 27, 2011, on Amending Some Russian Laws
Following the Adoption of the Federal Law on the Nation-
al Payment System”. The Ordinance simplifies the pro-
cedure (and reduces the time involved by half) by which
the Bank of Russia may replace the licences of existing
credit institutions. Inasmuch as the aforementioned fed-
eral law does not specify the time when a credit institu-
tion is expected to file an application to have its licence
replaced, it may submit the documents needed to have
its licence replaced at its convenience during the normal
course of business. No restrictions on banking activities
are set under the Bank of Russia licence, which contains
the former names of the banking operations.

The Bank of Russia issued Ordinance No. 2702-U
of September 15, 2011, “On Amending Bank of Russia
Ordinance No. 1807-U of March 27, 2007 on the Bank
of Russia’s Decision-Making Procedure Regarding the
State Registration of Changes Made to the Founding
Documents of a Bank and Issuance of a Banking Li-
cence Following the Bank’s Request to have its Status
Changed to that of a Non-bank Credit Institution”. It pro-
vides that the procedure for submitting and examining
documents with the intention of changing the status of
a credit institution from that of a bank to that of a NCI
should also apply to a change to the type of NCI. In the
meantime, it clarifies that a NCI seeking to have its sta-
tus changed to be able to make money transfers with-
out opening bank accounts and to conduct other related
banking transactions, will need, additionally, to provide its
rules governing electronic money transfers to the Bank
of Russia.

The Bank of Russia published new regulations fol-
lowing the adoption of Federal Law No. 381-FZ, dated
December 3, 2011, “On Amending the Federal Law on
Additional Measures to Strengthen the Stability of the
Banking System up to December 31, 2011 and Article 4
of the Federal Law on Amending the Federal Law on Non-
profit Organisations and Some Russian Laws”. These
provide for extending Federal Law No. 175-FZ, dated Oc-
tober 27, 2008, “On Additional Measures to Strengthen
the Stability of the Banking System up to December 31,
2011” (hereinafter, Federal Law No. 175-FZ) up to De-
cember 31, 2014, as well as Federal Law No. 391-FZ,
dated December 3, 2011, “On Amending the Federal Law
on Banks and Banking Activities”. The latter calls for rais-

57

ing the minimum authorised capital of newly established
banks (since January 1, 2012) and the capital of existing
banks (since January 1, 2015) to 300 million roubles.
Such new regulations include the following:

- Ordinance No. 2743-U of December 9, 2011,
“On Amending Bank of Russia Instruction No. 135-I,
Dated April 2, 2010 on the Bank of Russia’s Decision-
Making Procedure Regarding the State Registration of
Credit institutions and Licensing Banking Operations”;

- Bank of Russia Ordinance No. 2744-U of Decem-
ber 9, 2011, “On Amending Bank of Russia Regulation
No. 275-P, Dated August 11, 2005 on the Procedure for
Issuing a Bank of Russia Banking Licence to a Credit
Institution against which the Bankruptcy Proceedings are
Closed Due to its Settlement of its Obligations by Found-
ers (Members) or a Third Party (Third Parties)”.

The changes made to the said regulations:

- are aimed at supporting the implementation of the
aforementioned federal laws;

- clarify the procedure to be used by Bank of Russia
regional branches and the head office when a credit in-
stitution makes a series of changes to its Charter in one
document (including a new Charter);

- specify the procedure and deadlines for a credit
institution to file documents with a Bank of Russia re-
gional branch, asking to register changes made to its
Charter in the event that its shares are converted, without
any changes entailed for the amount of its authorised
capital.

The Bank of Russia is making efforts to improve its
monitoring of the acquisition of credit institutions’ stocks
(shares). Changes were made by Bank of Russia Ordi-
nance No. 2710-U of September 29, 2011, to Bank of
Russia Instruction No. 130-I, dated February 21, 2007,
“On the Procedure for Obtaining Bank of Russia Pre-
liminary Consent to Purchase Credit Institution’s Stocks
(Shares) and (or) to Place them in a Trust”. These
changes:

- regulate how to obtain Bank of Russia prior consent
to purchase a credit institution’s stocks (shares) and (or)
to place them in a trust where the shares of the credit
institution are traded outside the Russian Federation, in-
cluding through the issuance and circulation of foreign
securities; and

- refine a list of cases where the acquisition of a
credit institution’s stocks(shares) is based on the Bank
of Russia’s prior consent to the purchase of such stocks
(shares) and (or) the placement thereof in a trust.

I11.1.3. Credit institution regulation

Banking regulation

To implement measures aimed at improving banking
regulation in a way that takes into account the lessons of
the international financial crisis, the Bank of Russia has
adopted a series of decisions based on more conser-
vative approaches to risk assessment. These decisions
tighten the capital and transparency requirements that
are applied to Russian banks.
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Since October 1, 2011, higher requirements regard-
ing capital coverage of risk have been applied to banks
that make non-transparent transactions, engage in trans-
actions with non-transparent counterparties or conduct
transactions with non-transparent economic outcomes.
This was accomplished via Bank of Russia Ordinance
No. 2613-U of April 20, 2011, “On Amending Bank of
Russia Instruction No. 110-I, Dated January 16, 2004
on Banks’ Required Ratios” for the purpose of calculat-
ing required ratios, and Bank of Russia Ordinance No.
2611-U of April 20, 2011, “On Amending Point 1.3 of
Bank of Russia Regulation No. 313-P, Dated November
14, 2007 on the Procedure for Calculating Market Risk
by Credit Institutions” for the purpose of estimating ex-
posure to market risk.

In 2011, the Bank of Russia issued Ordinance No.
2612-U of April 20, 2011, “On Amending Bank of Russia
Regulation No. 283-P, Dated March 20, 2006 on the Loan
Loss Provision Procedure for Credit Institutions”. It did so
to support adequate assessments of the value of non-
core assets and investments in mutual funds which as-
sets (property) are formed with non-core assets, as well
as monetary claims and claims that result from transac-
tions involving financial instruments that are recognised
as loans; the aforesaid Ordinance entered into force on
January 1, 2012.

On November 17, 2011, the Bank of Russia pub-
lished its Ordinance No. 2732-U, “On the Specifics of
Provisioning by Credit institutions for Potential Losses
on Transactions Involving Securities, the Title to Which
is Certified by Organisations (Depositaries)”. This Ordi-
nance calls for provisions to be set at 50% of the value
of credit institutions’ securities titles to which are certified
by organisations (depositaries) that fail to meet certain
criteria.

Following the adoption of Federal Law No. 161-FZ,
dated June 27, 2011, “On the National Payment System?”,
and Federal Law No. 162-FZ, dated June 27, 2011, “On
Amending Some Russian Laws Following the Adoption
of the Federal Law on the National Payment System?”,
the Bank of Russia issued Instruction No. 137-1, dated
September 15, 2011, “On Required Ratios of Non-bank
Credit Institutions Authorised to Transfer Money without
Opening Bank Accounts and Implement Other Related
Banking Operations, and on the Peculiarities of Bank of
Russia Supervision of the Aforementioned Requirements’
Compliance”. It did so to regulate (mitigate) risk expo-
sures taken by payment NCIs. The Bank of Russia laid
down requirements that are applied to them, numerical
values, calculation methods, and the procedure for su-
pervising payment NCls.

Financial rehabilitation and the liquidation
of credit institutions

To implement Federal Law No. 381-FZ, dated De-
cember 3, 2011, “On Amending the Federal Law on
Additional Measures to Strengthen the Stability of the
Banking System up to December 31, 2011” and Ar-
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ticle 4 of the Federal Law on Amending the Federal
Law on Non-profit Organisations and Some Russian
Laws”, the Bank of Russia on December 9, 2011, ad-
opted Ordinance No. 2745-U, “On Extending Certain
Regulations of the Bank of Russia” to renew the regu-
lations that the Bank of Russia had approved earlier to
support the implementation of Federal Law No. 175-FZ
up to December 31, 2014 (Regulation No. 325-P, dated
October 29, 2008, and Ordinances No. 2106-U, No.
2107-U, No. 2108-U, No. 2109-U, No. 2111-U and No.
2112-U of October 29, 2008, as well as No. 2505-U of
October 4, 2010).

To coordinate the activities of its regional branches,
the Bank of Russia issued Letter No. 72-T, dated May 18,
2011, “On Additional Measures to Assess the Quality of
Bank Assets”, recommending ways for regional branches
to improve their control of banks that had raised their
capital to 180 million roubles to meet the requirements of
Article 11.2 of Federal Law No. 395-1, dated December
2, 1990, “On Banks and Banking Activities”.

On June 24, 2011, the Bank of Russia issued Ordi-
nance No. 2652-U, “On the Procedure for Submitting
and Examining an Application from a Credit Institution
Requesting for its Banking Licence to be Cancelled be-
cause It is Going out of Business through Liquidation,
Based on the Decision of its Founders (Members)” (an
updated version of Bank of the Russia Ordinance No.
749-U of March 1, 2000). The Ordinance clarified the
procedure by which a credit institution must submit an
application asking for the cancellation of its banking li-
cence due to its going out of business through liquidation
at the behest of its founders (members), and the Bank
of Russia’s procedure for examining such an application.
Among other things, it defined a clear list of reasons for a
Bank of Russia regional branch to turn down an applica-
tion seeking the cancellation of the banking licence, and
for the Bank of Russia to refuse to grant it.

The Bank of Russia sought to ensure alignment
with legislative acts concerning the priority of creditors’
claims on invalid transactions, and improve the reporting
of cash flows and the bankruptcy assets of liquidated
credit institutions, taking into account the experience of
Bank of Russia regional branches and the Deposit Insur-
ance Agency (a state corporation). To do so, it published
Ordinance No. 2609-U of April 19, 2011, “On Amend-
ing Bank of Russia Ordinance No. 1594-U of July 14,
2005, on the List, Forms and Procedures for Reporting
by Credit Institutions to Be Liquidated to the Central Bank
of the Russian Federation”.

The Central Catalogue of Credit Histories

To ensure compliance with Federal Law No. 152-FZ,
dated July 27, 2006, “On Personal Data” and improve
the activities of the Central Catalogue of Credit Histories
(CCCH), in 2011 the Bank of Russia adopted Ordinance
No. 2567-U and Ordinance No. 2568-U.

Ordinance No. 2567-U of January 17, 2011, “On
Amending Ordinance No. 2214-U of April 14, 2009,
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on the Procedure for Sending Inquiries by Credit His-
tory Makers and Credit History Users to the Central
Catalogue of Credit Histories and Receiving Informa-
tion from it via a Notary”, provides for the following
changes:

- it ensures the protection of personal data by having
the CCCH co-operate with the Federal Chamber of Nota-
ries through the use of cryptographic data protection;

- it specifies a procedure for using cryptographic data
protection in the exchange of electronic messages be-
tween the Bank of Russia and the Federal Chamber of
Notaries.

The Bank of Russia issued Ordinance No. 2568-U of
January 17, 2011, “On Amending Bank of Russia Ordi-
nance No. 1821-U of April 25, 2007, on the Procedure
for Inquiries Being Sent by Credit History Makers to the
Central Catalogue of Credit Histories and Information Be-
ing Received from it via Post Offices”. This Ordinance
provides that when the CCCH replies to the request of a
credit history maker that is addressed to the CCCH by
post, it must prevent the disclosure of personal details
by partly removing such data, but still allow the credit
history maker to make sure that the reply has been sent
to him or her;

The Bank of Russia issued Ordinance No. 2625-U of
May 3, 2011, “On Amending Bank of Russia Ordinance
No. 1612-U of August 31, 2005, on the Procedure for
Credit History Makers and Credit History Users Send-
ing Inquiries and Receiving Information from the Central
Catalogue of Credit Histories via a Request Sent to a
Credit Institution”. This ordinance provides that:

- the CCCH, in cooperation with credit institutions,
should ensure the protection of personal data through
the use of cryptographic data protection; and,

- a procedure is to be established that uses crypto-
graphic data protection in its electronic messages ex-
change between the Bank of Russia and credit institu-
tions when requesting and receiving information from the
CCCH.

Information Disclosure

Further efforts were made to improve the transpar-
ency of the banking sector by getting credit institutions
to report information in Form 0409134, “Calculation of
Capital” and Form 0409135, “Information on Required
Ratios”. As of January 1, 2012, 920 credit institutions,
or 94% of the total number, had agreed to disclose in-
formation pursuant to Bank of Russia Letter No. 72-T,
dated May 25, 2005, “On the Disclosure of Information
by Credit Institutions in Forms 0409134 and 0409135”.

Credit institutions also disclose information in Form
0409101, “The Credit Institution’s Chart of Accounts”
and Form 0409102, “The Credit Institution’s Profit and
Loss Statement”. As of January 1, 2012, 949 credit in-
stitutions, or almost 97% of the total number, had agreed
to disclose information pursuant to Bank of Russia Letter
No. 165-T, dated December 21, 2006, “On the Disclosure
of Information by Credit Institutions”.

59

The on-site inspection of credit institutions

In 2011, the Bank of Russia continued its efforts to
improve the regulatory and methodological framework
for its inspection activities.

As part of its mainstream (current) activities, it is-
sued:

Bank of Russia Letter No. 198-T, dated December
28, 2011, “On the Presentation of Information Following
Inspections of Credit Institutions”, with clarifications of
how to assess the impact of higher-risk transactions on
the way credit institutions comply with prudential regula-
tions (especially required ratios) and how to report such
information (assessments) in inspection reports;

A number of recommendations dealing with:

- drafting an inspection assignment for checking
sources of funds contributed as paid-in capital, and
implementing on-site inspections;

- improving the quality of supervisory information re-
corded in inspection findings;

- organising and conducting on-site inspections of
credit institutions to verify their compliance with Bank of
Russia cash regulations, also with the intention of reduc-
ing the administrative burden on credit institutions.

In the context of the phasing-in of inspection centrali-
sation, the Bank of Russia issued:

Order No. OD-5833, dated July 20, 2011, “On Approv-
ing the Action Plan to Develop or Amend Bank of Rus-
sia Regulations and Other Documents”. This Order dealt
with scheduled changes that will be made to the Bank of
Russia regulations and other documents in the context of
the on-going centralisation of inspection activities;

a number of regulations governing separate aspects
of cooperation between interregional inspectorates and
Bank of Russia regional branches, and the preparation
and implementation of centralised inspections in the
Central Federal District (except for Moscow and the Mos-
cow Region) and the Urals Federal District.

111.1.4. Methodology of on-going
supervision

To refine its approaches to assessing the financial
soundness of banks exiting the financial crisis, on April 29,
2011, the Bank of Russia issued Ordinance No. 2617-U,
“On the Specific Features of Evaluating Banks’ Economic
Situation”, which calls for freezing (up to December 31,
2012) the use of profitability estimates to classify banks
pursuant to Bank of Russia Ordinance No. 2005-U of
April 30, 2008, “On Evaluating Banks’ Economic Situa-
tion” and Bank of Russia Letter No. 65-T, dated April 29,
2011, “On Specific Features of the Evaluation of Banks’
Economic Situation,” which specifies work arrangements
for Bank of Russia regional branches in the period of the
indicated moratorium.

In 2011, the Bank of Russia worked to implement
Basel Il in the Russian banking sector. As part of the
process, it began to develop guidelines to implement
a supervisory approach to assessing borrowers’ credit
exposures, based on internal bank ratings (the IRB-ap-
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proach under Pillar 1 Minimum Capital Requirements of
Basel Il.

As it worked to implement Pillar 2 Supervisory Re-
view Process of Basel ll, it prepared and distributed a
document explaining how credit institutions should de-
velop and apply internal procedures to assess capital
adequacy (Bank of Russia Letter No. 96-T, dated June
29, 2011). This document contains recommendations on
how to manage certain types of risk, including liquidity
risk, and how the management bodies of credit institu-
tions need to put control procedures into place to make
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sure that capital is adequate and that risk exposure is
sustainable. The Bank of Russia proposed that credit in-
stitutions (especially the largest organisations, which are
the prime addressees of Basel Il), should start develop-
ing and applying internal procedures to assess capital
adequacy on a voluntary basis without delay.

Following the publication in June 2011 of the Prin-
ciples for the Sound Management of Operational Risk
by the Basel Committee on Banking Supervision, an
unofficial translation of the document was prepared for
publication.
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II1.2. The State Registration of Credit Institutions and the Licensing
of Banking Operations

In 2011, the total number of registered credit institu-
tions fell from 1,146 to 1,112. Year-on-year, the number
of operating credit institutions with banking licences also
dropped from 1,012 (955 banks and 57 non-bank credit
institutions) to 978 (922 banks and 56 non-bank credit
institutions).

In the reporting year:

- three newly-founded credit institutions were reg-
istered, including one non-bank credit institution (com-
pared with two credit institutions, including one non-bank
credit institution, registered in 2010);

- eighteen credit institutions dropped out after being
reorganised through mergers (compared with nineteen
banks in 2010);

- four credit institutions changed their form of incor-
poration from that of limited liability companies to joint-
stock companies (compared with seven credit institu-
tions in 2010).

In 2011, eighteen credit institutions, or 1.84% of the
total number (32 credit institutions in 2010) expanded
their business by obtaining additional licences (with two
banks receiving several types of licences):

- four banks were issued general banking licences;
one bank was reorganised through a merger and simul-
taneously got a licence to take on deposit and place pre-
cious metals;

- six banks were granted licences to take on depos-
it and place precious metals, of which: one bank was
reorganised through a merger and received a general
banking licence, and another bank was simultaneously
granted a licence to take household deposits in roubles
and foreign currency;

- three banks participating in the deposit insurance
system, which had been licensed to conduct bank-
ing operations in roubles (without the right to receive
household funds on deposit) and to take rouble-de-
nominated household deposits, were issued licences
to conduct the corresponding transactions in foreign
currency;

- five banks were licensed to take household deposits
in roubles and foreign currency, including one bank that
was simultaneously granted a licence to take on deposit
and place precious metals;

- one bank was issued a licence to conduct banking
operations in roubles and foreign currencies (without the
right to take household deposits);

- one non-bank credit institution was licensed to per-
form a broader range of banking transactions in roubles
and foreign currencies than the previous licence had
provided for.
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In 2011, banks raised their capital levels in line with
new legal requirements.

Of the 185 banks that were to increase their capital
to 180 million roubles as of January 1, 2011, 169 banks
raised their capital to the required level, with total re-
capitalisation amounting to 16.7 billion roubles, and 10
banks went out of business (three having merged with
other banks, and the other seven having had their bank-
ing licences revoked). As of January 1, 2012, six banks
had failed to raise their capital to 180 million roubles; four
of these banks deciding to change their status to that of
non-bank credit institutions and the remaining two banks
still tried to increase their authorised capital.

Federal Law No. 391-FZ, dated December 3, 2011,
“On Amending the Federal Law on Banks and Banking
Activities” set new targets: newly established banks are
to have their minimum authorised capital in the amount
of 300 million roubles from January 1, 2012, while op-
erating banks are to raise their capital to this level by
January 1, 2015.

On January 1, 2012, 304 banks had capital levels of
less than 300 million roubles each, with about 25 billion
roubles required to recapitalise them, which represented
more than 38% of their current capital.

Total investments by non-residents in the aggregate
authorised capital of operating credit institutions rose
from 333.3 billion to 336.4 billion roubles, or by 0.9%,
in 2011 (28.1 billion roubles, or 9.2%, in 2010). Non-
resident shareholding in the Russian banking system
dropped from 28.1% to 27.7% (compared with an in-
crease from 24.5% to 28.1% in 2010). The number of
credit institutions with foreign shareholding grew from
220 to 230 (as against a drop from 226 to 220 in 2010).
The number of credit institutions with non-resident
stakes of more than 50% increased from 111 to 113
(from 108 to 111 in 2010), while foreign investments in
the authorised capital of these credit institutions fell by
6.4 billion roubles (as against a rise of 19.6 billion roubles
in 2010).

Credit institutions with foreign investments are lo-
cated in 37 Russian regions. These include 148 credit
institutions (64.3% of the total number) in Moscow and
the Moscow Region, and 12 credit institutions (5.2% of
the total number) in St Petersburg.

In 2011, the Bank of Russia registered 301 issues of
securities by credit institutions with a par value of 335.7
billion roubles (in 2010, it registered 237 securities issues
with a par value of 228.2 billion roubles).

In the reporting period, a total of 250 share issues
worth 132.0 billion roubles were registered, as compared
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with 202 share issues worth 110.3 billion roubles in 2010.
The 2011 issues included authorised capital increases of
125.8 billion roubles; the foundation or transformation
of credit institutions, worth 4.9 billion roubles; and con-
versions of earlier securities issues (dilutions, consolida-
tions, reduced par values, or preferred shares conver-
sions), worth 1.3 billion roubles (respective 106.0 billion,
1.3 billion, and 3.0 billion roubles in 2010).

In 2011, 234 share issue reports were registered for
a total of 112.3 billion roubles (177 share issue reports
for 99.6 billion roubles in 2010). These included 173 re-
ports on the issues registered in the reporting period for
104.3 billion roubles (136 reports for 85.3 billion roubles
in 2010).

The par value of the 2011 registered bond is-
sues amounted to 203.7 billion roubles, or 85.8 bil-
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lion roubles more than in 2010. The number of regis-
tered bond issues increased from 35 in 2010 to 51 in
2011, while the number of registered reports on bond
issues and received placement notices of bond is-
sues dropped from 41 in 2010 to 24 in 2011, and
the par values of the bond issues floated down from
93.3 billion roubles in 2010 to 87.8 bhillion roubles
in 2011.

In 2011, 33 issues of securities were cancelled as
a result of the issuers’ failure to sell a single security
per issue or as a result of infractions of the law during
the issue (24 share issues worth 5.8 billion roubles and
nine bond issues worth 40.0 billion roubles). This was
significantly less than in 2010 (36 share issues worth
12.8 billion roubles and 24 bond issues worth 104.0 bil-
lion roubles).
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II1.3. Off-site Supervision and Supervisory Response

In 2011, as banking operations and lending grew,
most of the efforts to improve banking supervision fo-
cused on developing risk-based approaches, including
principles of substantiveness in the evaluation of credit
institutions. These principles were applied both to iden-
tify and assess risks, and to determine the adequacy
of a supervisory response to emerging threats to the
interests of creditors and depositors of credit institu-
tions, in order to maintain the stability of the banking
sector.

Risk-based approaches underpinned analysis of all
material aspects of credit institutions’ operations, includ-
ing the nature of such operations, risk profile, liquidity,
and the quality of risk management and internal controls.
Primary focus was on identifying the actual state of credit
institutions’ assets, liabilities and capital, as well as on
evaluating the real business of credit institutions’ coun-
terparties and customers.

Efforts were made to intensify the supervision of ma-
jor federal and regional banks, which fall within the “sec-
ond line” of supervision, and all aspects of their activities
were studied in more detail. Considerable attention was
paid in the reporting period to the enhanced transpar-
ency of credit institutions and adequate reporting of their
exposures. When bank reports were analysed, the focus
was on the economic feasibility of their investments,
long-idle assets, and significant turnovers in accounts
that did not generate adequate income.

The key tasks of off-site supervision were to identify
problems in credit institutions early on and evaluate the
feasibility of their being resolved by the owners and man-
agement of the credit institution. This was done, inter
alia, by monitoring liquidity risk, the risk of lending to
non-financial organisations and households, capital ad-
equacy, and market risk (see also Annex IV.1).

The Bank of Russia continued to pay close attention
to evaluating credit portfolios that constituted the bulk of
bank assets. To mitigate the risk of borrowers presenting
inaccurate reports, the Bank of Russia and the Federal
Tax Service issued a joint Letter No. 119-T, dated August
25, 2011, “On the Procedure for Submitting Information
under Point 5 of Schedule 1 to the Agreement on Infor-
mation Interaction between the Bank of Russia and the
Federal Tax Service”. The prescribed procedure allows
the Bank of Russia to verify reports provided by borrow-
ers and founders (members) of credit institutions to the
Bank of Russia against the tax reports filed with the tax
authorities. In 2011, the Bank of Russia also implemented
a mechanism to verify the qualified electronic signature
of a tax officer affixed to an electronic report generated
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with the help of software that had been developed jointly
with the Federal Tax Service, which allows banks to check
borrowers’ reports.

A separate area of supervision is analysis of securities
transactions by credit institutions.

When the stock market became more volatile in 2011,
the Bank of Russia focused on assessing the quality of
market risk management in banks, including stress test-
ing procedures, and on examining the effects of actual
and potential impairment of investments in financial in-
struments. Given the fact that a number of unscrupulous
credit institutions use sham securities to hide their actual
risk exposures, efforts were made to verify the accuracy
of information concerning the right to issue securities
and their actual availability, to uncover securities prices
that had been doctored by credit institutions, and as-
certain the business’s reality and the asset base of se-
curities issuers (including closed-end mutual funds) to
prevent troubled bank assets from being replaced with
bogus investments. In assessing the aforementioned
risks associated with credit institutions, the Bank of
Russia worked successfully with the Federal Financial
Markets Service and with foreign banking and financial
supervisors.

In 2011, credit institutions assumed credit risks
associated with funds placed in investment funds
that were managed by all kinds of trust companies
and risks associated with the acquisition of shares
of closed-end mutual funds, which are managed by
bank-affiliated management companies. These risks
were also subject to assessment and a supervisory
follow-up.

Close attention was paid in 2011 to identifying and
analysing transactions between credit institutions and
non-residents, including those registered offshore, re-
garding flows of cash and other financial assets that were
used as sources of banks’ capital. To secure the fullest
possible disclosure of the actual parties to transactions,
sources of cash flows, and end recipients of funds, infor-
mation was requested from foreign banking and financial
supervisors, where appropriate.

Consolidated bank supervision principles were fur-
ther improved. Efforts were made to identify relation-
ships between credit institutions based on underly-
ing economics to better understand the business
processes of such banks, and, in some instances, to
identify transaction schemes where the involved par-
ties appeared to meet prudential standards on the sur-
face while camouflaging troubled assets. The findings
indicate that there are a significant number of infor-
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mal banking groups operating on the Russian banking
market8®.

An important area of Bank of Russia supervision re-
mained keeping tabs on the foreign exchange risks of
credit institutions, including the identification of schemes
credit institutions employed to give them the appearance
of formal compliance with the limits set on open currency
positions, including “regulating” these positions by mak-
ing trades with friendly firms.

To protect the interests of a bank’s creditors and de-
positors, a due diligence analysis would take into account
the bank’s policy for attracting household deposits. Such
an analysis would look more deeply into the quality of
assets and the reasons for higher-than-average interest
rates, if a credit institution pursuing an aggressive policy

on the deposit market fixed its interest rates above those
of the market®”. Such credit institutions would be given
recommendations and proposals and, where necessary,
restrictions and (or) bans on certain banking transactions
would be imposed.

In 2011, credit institutions were mostly subjected
to interventions in the form of warnings (typically writ-
ten warnings), which were addressed to the managers
and owners of the banks. Coercive measures were ap-
plied to 519 credit institutions as demands to redress
the breaches, to 215 credit institutions as penalties, to
68 credit institutions as restrictions on individual trans-
actions, to 25 credit institutions as bans on conducting
individual banking transactions, and to 35 credit institu-
tions as bans on opening new branches.

8 In all, according to officially disclosed data, 74 banking groups were identified, covering 205 credit organisations, including 48

informal groups (126 credit organisations).

87 Maximum interest rates on rouble-denominated deposits would be monitored regularly (every ten days) based on a sample
of ten credit organisations that took in the largest amounts of retail deposits, with the findings posted on the Bank of Russia

website.
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II1.4. The On-site Inspections of Credit Institutions

In 2011, the Bank of Russia continued its policy to im-
prove the quality of on-site inspections, including the set-
ting up of the necessary institutional and legal conditions.
Steps were taken to prepare for the second phase of the
Bank of Russia’s programme to centralise its inspection
activities. On January 1, 2012, a single centralised in-
spection entity was formed from the unification of the
interregional inspectorates of the Central Federal District
(excluding Moscow and the Moscow Region), the Urals
Federal District, the North-Western Federal District, the
Siberian Federal District and the Far Eastern Federal Dis-
trict. The regional inspectorates of 43 constituent mem-
bers of the Russian Federation will thus operate on a cen-
tralised basis (the centralisation rate among the regional
branches of the Bank of Russia has reached 64%)%.

In the year under review, authorised representatives
of the Bank of Russia conducted 1,143 inspections of
credit institutions and their branches. The Deposit Insur-
ance Agency took part in 96 of these inspections.

Bank of Russia inspection units focused primarily
on defining risk profiles and its concentrations (includ-
ing concentrations per real owners of credit institutions
and related persons), assessing the quality of assets and
capital, identifying the end users of borrowed funds and
sources of funds to repay outstanding loans, and moni-
toring payment discipline and regulatory compliance.
Special care was given to inspecting credit institutions
that exercised a significant impact on the systemic sus-
tainability of the banking sector (banks falling within the
“second line” of supervision). The units focused on the-
matic inspections, of which there were 1,072 (93.8% of
the total).

Most inspections (76.6%) were carried out under
the Summary Plan (875 inspections). There were 268
unscheduled inspections, including 185 to examine the
documents of credit institutions that decided to increase
their authorised capital following the entry into force of
Part 6 of Article 11.2 of Federal Law No. 395-1, dated
December 2, 1990, “On Banks and Banking Activi-
ties”, whereby an operating bank must have a minimum
capital level of no less than 180 million roubles as of
January 1, 20128,
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To improve the quality of inspections and ensure un-
interrupted supervision, immediate checks were imple-
mented at the pre-inspection stage, in the course of in-
spections, and in the reporting of findings, including the
inspections of 136 banks falling within the “second line”
of supervision. On-going analysis of interim inspection
findings revealed that some of the “second line” banks
greatly underestimated their risk exposure. In a number
of cases, an immediate supervisory response helped to
bring the situation back to normal quite swiftly.

For consolidated risk assessments, 150 interregional
inspections were undertaken to study the operations of
both head offices and branches with high concentrations
of business.

Efforts were continued to shape up the internal con-
trol system.

Interregional inspectorates working on a centralised
basis implement internal control procedures, based on an
approved list of controls, when inspections are prepared,
when they are carried out and when their findings are
reviewed. The quality of inspection reports is evaluated
as the reports were prepared for review by the regional
branches of the Bank of Russia and as post-inspection
findings, including a rapid analysis of inspection results
and the opinions of inspectors-general on the inspection
findings.

The inspections undertaken mostly reported breach-
es relating to underestimated credit risk (30.7% of all
breaches) and violation of law and Bank of Russia regu-
lations to counter the legalisation (laundering) of crimi-
nally obtained incomes and terrorism financing (24.3%).
Some breaches related to accounting practices (7.0%),
non-compliance with foreign exchange legislation and
regulations of foreign exchange regulation and control
agencies (5.3%), and cash management (4.0%).

Information on trades and transactions by credit in-
stitutions and their customers that showed signs of po-
tential infractions of economic legislation was reported to
prosecutors’ offices, pursuant to Presidential Decree No.
224, dated March 3, 1998, “On Interaction between State
Bodies Fighting Economic Crimes”. Supervisory person-
nel provided advice to law enforcers, where necessary.

Regional inspectorates were liquidated in some regions of the Russian Federation, with their functions taken over by interregional

For banks with capital of no less than 90 million roubles as of January 1, 2010.



BANK OF RUSSIA

II1.5. The Financial Rehabilitation and Liquidation
of Credit Institutions

As part of the efforts to implement Federal Law No.
175-FZ, dated October 27, 2008, “On Additional Mea-
sures to Strengthen the Stability of the Banking System
up to December 31, 2014” (hereinafter referred to as
Federal Law No. 175-FZ), the Bank of Russia, jointly with
the Deposit Insurance Agency (hereinafter referred to as
the Agency) took measures in 2011 to prevent the bank-
ruptcy of twelve banks.

In the year under review, the Agency’s intervention
plans were completed at five banks: three banks were
reorganised by being merged with other banks or in-
vestors, and two banks implemented financial recovery
plans in full and now function in a regular way.

As of January 1, 2012, seven banks continued to take
scheduled actions as part of the Agency’s intervention
plans to prevent them from going bankrupt.

Financial recovery programmes are funded under
Federal Law No. 175-FZ with assets contributed to the
Agency by the Russian Federation or with Bank of Rus-
sia loans that have been extended to the Agency. As of
January 1, 2012, the Agency owed 346.4 billion roubles
to the Bank of Russia for loans it granted under Federal
Law No. 175-FZ.

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

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

Furthermore, as of January 1, 2012, a bankruptcy
prevention programme involving other investors contin-
ued to be implemented at one bank, in respect of which
the rehabilitation decision had been adopted before the
entry into force of Federal Law No. 175-FZ.

In 2011, 56 credit institutions qualified for insolvency
(bankruptcy) interventions under Article 4 of Federal Law
No. 40-FZ, dated February 25,1999, “On the Bankruptcy
(Insolvency) of Credit institutions” (hereinafter referred to
as Federal Law No. 40-FZ).

Of these: three credit institutions were operating un-
der financial rehabilitation plans (two had improved their
financial situation and successfully completed the finan-
cial rehabilitation programmes; one bank had its banking
licence (hereinafter referred to as a licence) revoked).
Thirty credit institutions had eliminated the reasons for
insolvency (bankruptcy) interventions (with twenty-four
doing so on their own without relevant requirements
from the Bank of Russia). Two credit institutions quali-
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fied for insolvency (bankruptcy) interventions, pursuant
to Paragraph 7 of Article 4 of Federal Law No. 40-FZ, but
since they had been in business for less than two years
after having been issued their licences, the federal law
did not apply bankruptcy remedies to them. Two credit
institutions had been reorganised by being merged with
other credit institutions. Fifteen credit institutions had
their licences revoked by the Bank of Russia. One credit
institution had its licence cancelled following a decision
by its shareholders (members) to file for a voluntary lig-
uidation.

As of January 1, 2012, five credit institutions qualified
for insolvency (bankruptcy) interventions under Article 4
of Federal Law No. 40-FZ.

In 2011, eighteen provisional administrations were
appointed to manage credit institutions in accordance
with Federal Law No. 40-FZ.

In the year under review, Agency personnel were in-
cluded as members of sixteen provisional administrations
appointed by the Bank of Russia in accordance with Point
2 of Article 19 of Federal Law No. 40-FZ.

As of January 1, 2012, there were five provisional ad-
ministrations in place which had been appointed after the
banks had been stripped of their licences.

In 2011, the Bank of Russia monitored the banks for
compliance with the requirements to participate in the
deposit insurance system, pursuant to Federal Law No.
177-FZ, dated December 23, 2003, “On the Insurance
of Household Deposits with Russian Banks” (hereinafter
referred to as Federal Law No. 177-FZ).

As of January 1, 2012, there were 896 banks par-
ticipating in the deposit insurance system (909 banks
as of January 1, 2011), including 90 banks which had
had their licences previously revoked (cancelled), and 10
operating banks which formally remained in the deposit
insurance system, but had lost the right to open new per-
sonal accounts and take cash on deposit after the Bank
of Russia banned them from being able to raise funds
from households and from opening bank accounts for
households. It did so in accordance with Article 48 of
Federal Law No. 177-FZ (nine banks), or on account of
a voluntary refusal to serve individuals (one bank).

In 2011, five banks joined the deposit insurance sys-
tem and eighteen dropped out (thirteen because of their
reorganisation, four because of liquidation, and one be-
cause a licence replacement terminated its right to raise
household funds).

In 2011, seventeen banks participating in the deposit
insurance system experienced insured events (fifteen of
these banks had their licences revoked and the other two
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banks had their licences cancelled following their deci-
sions to file for voluntary liquidation). The provisional ad-
ministrations appointed by the Bank of Russia provided
the Agency with lists of obligations to depositors arising
from all insured events relating to the revocation of li-
cences within seven days, as envisaged in Federal Law
No. 177-FZ. That allowed the Agency to initiate insur-
ance payments to depositors in a timely manner (within
three business days from the date of submission of the
required papers to the Agency, but not earlier than 14
days from the date of the insured event).

In 2011, three banks participating in the deposit in-
surance system were prohibited from taking funds from
households and opening individual bank accounts, pur-
suant to Article 48 of Federal Law No. 177-FZ. Of these
three, one bank had the ban imposed because it had
failed to comply with the indicators for participation in the
deposit insurance system measuring the quality of bank
corporate governance, operations and risk management
for three months on end. The other two banks had failed
to comply with the requirements to capital and the qual-
ity of bank corporate governance, operations and risk
management; they also had repeatedly failed some Bank
of Russia requirements while their operations threatened
the interests of their creditors and depositors. Subse-
quently, the three banks had their licences revoked.

The Bank of Russia and the Agency cooperated, co-
ordinated their activities and exchanged information on
functioning the deposit insurance system, banks’ par-
ticipation and premiums, the payment of deposit com-
pensation, the Bank of the Russia inspections of banks
participating in the deposit insurance system, penalising
banks, and other issues related to the operation of the
deposit insurance system, in accordance with Federal
Law No. 177-FZ and agreements signed in 2011.

In 2011, the Bank of Russia recalled the licences of
eighteen credit institutions (as against 27 in 2010) in
accordance with Article 74 of Federal Law No. 86-FZ,
dated July 10, 2002, “On the Central Bank of the Russian
Federation (Bank of Russia)” (hereinafter, Federal Law
No. 86-FZ), and Article 20 of Federal Law No. 395-1,
dated December 2, 1990, “On Banks and Banking Ac-
tivities”. In addition, four credit institutions had their li-
cences cancelled following decisions by their sharehold-
ers (members) to file for voluntary liquidation (compared
with one such credit institution in 2010). More than half
of the credit institutions which had their licences revoked
(cancelled) last year were registered in Moscow and the
Moscow Region: thirteen banks and one non-bank credit
institution.

The Bank of Russia considers the revocation of a
banking licence to be an extreme measure, and in 2011
18 credit institutions had their licences revoked. The rea-
sons for this decision included failure to observe federal
banking laws and Bank of Russia regulations, given the
measures envisaged by Federal Law No. 86-FZ (twenty-
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two out of twenty-seven licences revoked in 2010). Eight
credit institutions had their licences withdrawn (nine in
2010) for their failure to meet the monetary claims of
creditors, and (or) to make mandatory payments. Six
credit institutions had their licences revoked (eight in
2010) for submitting patently inaccurate reports to the
Bank of Russia. Three credit institutions were weeded
out of the banking market for repeated violations, within
one year, of Articles 6 and 7 (excluding Point 3 of Article
7) of the Federal Law “On Countering the Legalisation
(Laundering) of Criminally Obtained Incomes and Terror-
ism Financing”.

As of January 1, 2012, 134 credit institutions were
pending liquidation; their licences had been recalled
(cancelled) and the Bank of Russia had not yet received
news of their removing from the state register. Liquida-
tion procedures were under way at 130 of these credit
institutions (no court decisions had been taken by the
reporting date to recall the licences of the remaining four
credit institutions).

Most of the liquidated credit institutions (117) had
been recognised as insolvent (bankrupt) and subjected
to receivership (in 2011, 28 credit institutions were de-
clared bankrupt; an arbitration court had ruled in favour
of the compulsory liquidation of one of them). Arbitration
courts mandated compulsory liquidation with respect to
eight credit institutions (including two credit institutions
in 2011). In addition, five credit institutions had filed for
voluntary liquidation, based on decisions taken by their
founders (members) (in 2010, the founders (members)
of three credit institutions decided to file for voluntary
liquidation).

Liquidation procedures were implemented in most of
the liquidated credit institutions (118) as of January 1,
2012, by a corporate liquidator, the Agency, which was
appointed under Point 2 of Article 50.11 of Federal Law
No. 40-FZ and Article 23.2 of the Federal Law “On Banks
and Banking Activities”. The Agency acted as a receiver
at 112 credit institutions and as liquidator at the remain-
ing six credit institutions.

As of January 1, 2012, the Agency had been ap-
pointed as receiver (liquidator) in 275 credit institutions.
Of these, 157 credit institutions that were liquidated by
the Agency were taken off the state register of legal en-
tities®,

In 2011, the Bank of Russia conducted 16 inspections
to check on the performance of receivers (liquidators)
of credit institutions. Fifteen inspections dealt with the
Agency’s receivership, and one inspection was focused
on operations of an individual receiver.

The findings of the 2011 inspections were not prejudi-
cial to the legitimate rights and interests of the creditors
of credit institutions. Consequently, none of the injunc-
tions or other remedies envisaged by Federal Law No.
40-FZ or by Bank of Russia Regulation No. 306-P, dated
July 3, 2007, “On Bank of Russia Inspections of Receiv-

This information was prepared based on the information reported by the registrar to the Bank of Russia as of January 1,
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ers and Liquidators of Credit institutions”, were applied
to the receivers.

Following the inspections, the Agency was addressed
eight letters of recommendation and in one instance, in-
formation was provided to a self-regulating organisation of
receivers, which an individual receiver was a member of.

Furthermore, following the inspection of an individual
accredited as a receiver at the Bank of Russia in late
2010, the Bank of Russia Accreditation Commission re-
fused to extend his accreditation in 2011. The Bank of
Russia filed a petition with the Moscow Arbitration Court,
which relieved the receiver of his duties and empowered
the Agency to act as a receiver.

In 2011, the Bank of Russia accredited thirteen re-
ceivers of credit institutions, and extended the accredita-
tions of twenty receivers.

In addition, two receivers were denied accreditation,
and one receiver did not have his accreditation extend-
ed for failing to comply with accreditation requirements.
Furthermore, the accreditation of one receiver was can-
celled because he failed to comply with the accreditation
requirements.

As of January 1, 2012, the Bank of Russia had ac-
credited 33 receivers.
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In 2011, the Bank of Russia’s Board of Directors did
not pass resolutions to make Bank of Russia payments,
pursuant to Federal Law No. 96-FZ, dated July 29, 2004,
“On Bank of Russia Compensation Payments for House-
hold Deposits with Bankrupt Banks Uncovered by the De-
posit Insurance System”.

As of January 1, 2012, the Bank of Russia had passed
resolutions to pay 40,308 depositors a total of 1,264.7
million roubles; the Bank of Russia payments were re-
ceived by 36,172 depositors (89.7% of those eligible)
and totalled 1,231.2 million roubles (97.4% of the total
funds allocated for the Bank of Russia payments).

As of January 1, 2012, receivers had satisfied the
Bank of Russia claims to credit institutions whose de-
positors had received payments from the Bank of Russia
in the amount of 429.7 million roubles, or 34.9% of the
total claims of the Bank of Russia it had gained as a result
of its payments (in 2011, the Bank of Russia received
5.1 million roubles in claims payable to the Bank Russia
that resulted from the payments it had made).

The authorised registrar made entries registering lig-
uidation in the single state register of legal entities with
respect to 27 of all credit institutions where depositors
had received payments from the Bank of Russia.
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II1.6. Countering the Legalisation (Laundering) of Criminally Obtained
Incomes and Terrorism Financing

In 2011, the Bank of Russia continued to exercise  during the investigation. As a result, 1,103 administrative
the powers granted by Federal Law No. 115-FZ, dated cases were examined in 2011, with 260 rulings imposing
August 7, 2001, “On Countering the Legalisation (Laun-  fines, 373 ending in warnings, and 470 where the admin-
dering) of Criminally Obtained Incomes and Terrorism istration’s charges were dropped. In about 10% of the
Financing” (hereinafter referred to as Federal Law No. punitive decisions passed with respect to administrative
115-F2). cases, appeals were filed with arbitration courts or with

A significant change that occurred at the Bank of Rus-  Bank of Russia higher-placed executives. In most cases,
siain 2011 was that, as a banking supervisor, it was made  the decisions taken by regional Bank of Russia execu-
responsible for dealing with the administrative offences tives to apply administrative remedies were confirmed as
envisaged by Article 15.27 of the Code of Administrative  well-founded.

Offences (hereinafter referred to as the CAO), i.e. the Approximately 45% of the administrative charges
failure of credit institutions and their officers to comply  that were brought by Bank of Russia regional branches
with legal rules on anti-money laundering and counter-  were dropped. The key reason for administrative charges
terrorism financing (hereinafter, AML/CTF)°". being dropped was that no administrative offence was

To be able to implement these duties, the Bank of established in the absence of any fault on the part of
Russia worked to create an institutional framework to  the credit institution and (or) its officer, who were found
initiate and examine cases involving administrative of- to have been unable to comply with AML/CTF laws for
fences as envisaged by Article 15.27 of the CAO. As  obijective reasons.
part of this work, it defined a list of Bank of Russia ex- An important event in 2011 was a successful re-
ecutives (head office and regional branches) that were view at plenary sessions of FATF®® (June 2011) and
authorised to report administrative offences®, appointed = MONEYVAL®” (September 2011) of the Second Progress
officers that were authorised to examine cases dealing  Report on Russia, which addressed the deficiencies in its
with administrative offences®, and issued the necessary  AML/CTF system that had been identified by international
guidelines®. experts during the third round of mutual assessments®.

A special report® introduced in April 2011 allowed the ~ The Bank of Russia was included in the inter-agency
Bank of Russia to receive current information about the  Russian delegation that defended the reports. During the
proceedings launched by its regional branches to initiate  defence of the Second Progress Report, experts made
and examine cases dealing with administrative offences  no criticisms on the activities of credit institutions or the
and involving failure to comply with AML/CTF laws. Bank of Russia.

As of January 1, 2012, Bank of Russia regional The Bank of Russia played an active role in mak-
branches had initiated 1,400 administrative cases with  ing a series of important amendments to Federal Law
respect to 424 credit institutions and (or) their execu- No. 115-FZ that improve the legal and methodological
tives. Of these, 165 administrative cases were dropped  framework to make the Russian AML/CTF system func-

81 Federal Law No. 176-FZ, dated July 23, 2010, “On Amending the Federal Law on Countering the Legalisation (Laundering) of
Criminally Obtained Incomes and Terrorism Financing and the Code of Administrative Offences”, which came into force on January
24, 2011.

%2 Bank of Russia Ordinance No. 2542-U of December 17, 2010, “On the List of Bank of Russia Officers that are Authorised to
Report Administrative Offences”; Bank of Russia Direction No. R-7, dated January 19, 2011, “On Officers of Bank of Russia Regional
Branches that are Authorised to Report Administrative Offences”.

% Bank of Russia Direction No. R-1281, dated November 2, 2010, “On the List of Bank of Russia Officers Authorised to Examine
Cases Dealing with Administrative Offences”.

%  Bank of Russia Letter No. 7-T, dated January 19, 2011, “On Methodological Recommendations for the Bank of Russia to Initiate
and Examine Cases Dealing with Administrative Offences Envisaged in Parts 1-4 of Article 15.27 of the Code of Administrative
Offences”, Bank of Russia Letter No. 77-T, dated May 31, 2011, “On the Organisation of Work to Manage Cases of Administrative
Offences upon the Receipt of Information from Rosfinmonitoring” and Bank of Russia Letter No. 105-T, dated July 13, 2011,
“On Recommendations for Addressing a Request to a Credit Institution, Pursuant to Point 2 of Bank of Russia Letter No. 77-T,
Dated May 31, 2011”.

%  Bank of Russia Ordinance No. 2604-U of March 28, 2011, “On Amending Bank of Russia Ordinance No. 2483-U of July 30,
2010, “On the List, Forms, Rules and Procedures for Bank of Russia Units to Prepare and Submit Reports to the Central Bank of
the Russian Federation”.

%  Financial Action Task Force.

97 Council of Europe Committee of Experts on the Evaluation of Anti-Money Laundering Measures.

%  The Mutual Assessment Report on Russia was approved at the FATF plenary meeting in June 2008.
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tion more coherently and to concentrate its efforts on the
system’s key elements.

For example, to improve the impact of efforts to es-
tablish “anti-money laundering” mechanisms at credit in-
stitutions and keep them up to date, the Bank of Russia
was empowered to set requirements for credit institutions
(by agreeing with the competent authority) to develop in-
ternal control rules (ICRs) instead of relying on its earlier
powers, which were limited to developing guidelines.

With own-account transactions by credit institutions
excluded from the list of obligatory controls, and with
real estate transactions redefined solely as transactions
involving the transfer of the ownership of real estate, the
burden should be eased for credit institutions as they
implement their AML/CTF activities.

With the time increase (from one to three business
days) for reporting transactions that are subject to man-
datory controls to the competent authority, credit institu-
tions would run less risk of defaulting on the legal dead-
line for submitting reports. They would also have more
time to prepare better information.
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Administrative charges were dropped from the
list of reasons for establishing that an employ-
ee (an executive of a credit institution responsible
for ICRs) had failed to qualify, in order to minimise
the outflow of highly skilled employees from credit
institutions®®.

In implementing the principle of uniform enforce-
ment, the Bank of Russia continued to generalise and
systematise the concerns faced by regional branch-
es and credit institutions related to AML/CTF laws. It
also continued to publish newsletters with explana-
tions about the most pressing issues on applying Bank
of Russia regulations and other documents relating
to AML/CTFE.

In 2011, the Bank of Russia continued to train and re-
train the executives and specialists of its regional branch-
es in AML/CTF issues, in accordance with its Catalogue
of Professional Training. More than 450 employees at-
tended 10 training sessions organised by the head of-
fice of the Bank of Russia, the Ministry of the Interior,
Rosfinmonitoring, and Rosfinnadsor.

Bank of Russia Ordinance No. 2726-U of October 31, 2011, “On Recognising as Null and Void Paragraph 3 of Point 4 of Bank

of Russia Ordinance No. 1486-U of August 9, 2004 on the Qualification Requirements Applied to Special Officers Responsible for
Internal Controls to Prevent the Legalisation (Laundering) of Criminally Obtained Incomes and Terrorism Financing”.
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II1.7. The Central Catalogue of Credit Histories

For the system of credit histories, the reporting year
can be said to have been a year of moderate growth
in the number of credit history titles accumulated at the
Central Catalogue of Credit Histories (CCCH), compared
with previous years. The year was also characterised by
a growing number of inquiries from credit history makers
and users.

Thus, during 2011, the number of credit history titles
at the CCCH, which is governed in its operations by Fed-
eral Law No. 218-FZ, dated December 30, 2004, “On
Credit Histories” (hereinafter referred to as the Federal
Law), increased by 29.7 million (26.4%) to 142.1 million
at the end of the reporting year.

Since the credit history system was launched in 2006,
credit histories have been created for most individual
borrowers. This explains the fact that with consumer
lending growing substantially in 2011 and with credit in-
stitutions actively collaborating with credit bureaus, the
CCCH received one-third fewer credit history titles in the
reporting year than in 2010.

There were 64.3 million borrowers who had consent-
ed to have their credit information transferred to credit
bureaus at the end of the reporting year, compared with
53.7 million at the end of 2010 (an increase of 19.7%
year on year).

As of January 1, 2012, there were 64 million individual
borrowers whose credit history titles were on file with the
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CCCH, an increase of 19.7% over the reporting year, and
there were 271,000 corporate borrowers, or 16.2% more
than in 2010.

The number of information inquiries addressed to the
CCCH by credit history makers and users about the cred-
it bureaus in which their credit histories were filed grew
33.3% as compared with 2010 to reach 2.0 million at
the end of 2011. This growth indicates that credit history
makers and users have shown more interest in receiving
information about credit bureaus from the CCCH.

In the reporting year, the CCCH was able to provide
information for 71% of the information inquiries received
by credit bureaus from credit history makers and users,
which confirms the fact that the majority of borrowers
had had their credit histories put on file.

In 2011, the CCCH completed an upgrade of the
automated “Central Catalogue of Credit Histories” sys-
tem and related systems following the entry into force
of Federal Law No. 152-FZ, dated July 27, 2006, “On
Personal Data”.

The reporting year saw the further consolidation of
the credit bureau services market.

In 2011, OO0 Patron and OO0 BKI GenlInform vol-
untarily ceased their operations as credit bureaus, and
handed their credit histories to OO0 “North-Western
Credit History Bureau” and the CCCH, as required un-
der Federal Law.
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II1.8. Cooperation with Russia’s Banking Community

In 2011, the Bank of Russia and the Government of
St Petersburg, jointly with the St Petersburg Founda-
tion for the Support of International Banking Congress-
es, organised the 20th International Banking Congress
“Banks: Modernisation, Innovation and Investment”,
which was held in St Petersburg from May 25 to May
28. During its plenary meetings and debates, the Con-
gress reviewed the current situation and prospects of
the Russian banking system; ways of enhancing the
role of the banking sector in the modernisation of the
economy; priorities for the further improvement of the
quality and range of banking services; risk monitoring
in the post-crisis period; urgent problems of banking
legislation; innovation and investment in banking busi-
ness; objectives and ways to reform international bank-
ing regulation; and the development of national payment
systems.

The Consultative Council for Monetary Policy, Bank-
ing Regulation and Supervision under the Bank of Russia
Chairman met three times in the reporting period.
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In December 2011, the Bank of Russia Chairman
held a traditional meeting with members of the All-Russia
Banking Council.

In the period under review, Bank of Russia represen-
tatives participated in a number of banking conferences
and forums organised by the Association of Russian
Banks (ARB) and Association of Regional Banks of Rus-
sia (Association Russia), such as the 9th International
Banking Forum “Russian Banks: the 21st Century”
(Sochi, September 1-3, 2011) and the 7th Scientific
and Practical ARB Conference “Banks. Processes. Stan-
dards. Quality” (Ufa, March, 2011). They participated in
the conference on “Implementing a Project to Improve
Financial Literacy in Regions of the Russian Federation”,
which was held under the auspices of the Government
of the Republic of Bashkortostan with the support of the
Bank of Russia (Ufa, October 2011), and the traditional
annual meeting between the heads of commercial banks
and top executives of the Bank of Russia (Moscow, Feb-
ruary 10-11, 2011).
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I11.9. Cooperation with International Financial Organisations
and Foreign Central Banks

In 2011, the Bank of Russia continued to participate
in the Basel Committee on Banking Supervision (BCBS)
and its working groups and sub-groups. Bank of Russia
representatives attended the BCBS sessions in March,
June, September and December of 2011. They were also
involved in the following BCBS Working Groups: the Core
Principles for Effective Banking Supervision Group, the
High-level Macroprudential Supervision Working Group,
the Standards Implementation Group (on operational risk
and validation issues), the Policy Development Group (on
capital definition and capital monitoring, securitisation
and external ratings, management risk and modelling
risk, liquidity risk and trading portfolio risk), and the Ac-
counting Task Force.

Starting from the second quarter of 2011, the Bank
of Russia contributed to the calculation of capital ad-
equacy, liquidity and leverage ratios under the so-called
Quantitative Impact Study (QIS), which was carried out
by the BCBS working group (on a semi-annual basis),
mostly by cooperating with Russian credit institutions
which made such calculations. In 2011, building on its
experience, the Bank of Russia was engaged in defining
performance indicators, reporting forms and completion
procedures to be able to monitor a wider range of credit
institutions.

In 2011, it also worked to prepare information and
other material at the request of the Secretariat of the
BCBS Group of Bank Supervisors from Central and East-
ern Europe.

Jointly with the Financial Stability Institute of the Bank
for International Settlements (Switzerland), the Bank of
Russia arranged a high-level meeting to discuss cur-
rent issues affecting enhanced banking regulation and
financial stability. It was attended by the heads of central
banks and bank supervisors of the Group of Bank Super-
visors from Central and Eastern Europe and the Regional
Group on Banking Supervision of Transcaucasia, Central
Asia and Russia (St Petersburg, May 2011).

The Bank of Russia participated in a conference or-
ganised by the Financial Stability Institute of the Bank for
International Settlements jointly with the BCBS (Basel,
Switzerland, April 2011) to discuss modified approaches
to banking regulation, taking into account the lessons of
the global financial crisis.

In the framework of its cooperation with the Inter-
national Monetary Fund (IMF), the Bank of Russia met
with IMF experts for Article IV consultations (in June and
December of 2011) and with an IMF Mission under the
Financial Sector Assessment Program for the Russian
Federation (FSAP). They reviewed the stability module,
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the current information for the self-evaluation of compli-
ance with Principles 2, 3, 4, 5, 23, 25 of the Core Prin-
ciples for Effective Banking Supervision, as well as infor-
mation needed to analyse the deposit insurance system
and interventions to manage troubled banks, as part of
the financial stability module.

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

There was a meeting at the Bank of Russia with World
Bank representatives, as part of a World Bank study of
the impact of banking regulation on mitigating/exac-
erbating the effects of the global financial crisis (June
2011). In addition, the Bank of Russia contributed to the
preparation of analyses for the World Bank’s Bank Regu-
lation and Supervision Survey.

As it cooperated with the Organisation for Economic
Cooperation and Development (OECD), the Bank of Rus-
sia drafted information for consultations with the OECD In-
vestment Committee concerning Russia’s commitment to
join the OECD. It included information on the foreign capital
quota in the Russian banking system, access to the Russian
banking market for foreign banks’ branches, the right of a
bank’s founders to quit during the first few years following
the bank’s registration, and the procedure for opening rep-
resentative offices of foreign banks in the Russian Federa-
tion. It also presented information for the OECD Secretariat
on corporate governance in Russian credit institutions with
state shareholding; proposals and comments on a draft
OECD overview of investments in Russia, as well as pro-
posals for a draft legislative plan to bring Russian legislation
in line with its future obligations in the OECD.

As part of its cooperation with the G20 and the Finan-
cial Stability Board (FSB), the Bank of Russia contributed
to quarterly reports on the implementation of Russia’s
commitments under the Framework for Strong, Sustain-
able and Balanced Growth and the Seoul Plan of Action.
These quarterly reports included information on building
additional capacity and enhancing transparency of the fi-
nancial market; improving legal regulation of the financial
market; the creation of an international financial centre
in Russia; information on the Bank of Russia plans to
realise key attributes of effective financial recovery and
resolution of systemically important financial institutions;
comments and suggestions on the implementation of the
FSB Principles and Standards for Sound Compensation
Practices at financial institutions; analyses of financial
market developments; banking reforms, and implemen-
tation of the G20 and FSB guidelines.
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In March 2011, the Bank of Russia, jointly with the
Eurosystem (which is comprised of the European Cen-
tral Bank and national (central) banks of European coun-
tries), completed their implementation of a Programme
of Cooperation on Banking Supervision and Internal Au-
dits for 2008-11, which had been financed by the Eu-
ropean Union. As part of the Programme’s module on
banking supervision (Basel Il), the Bank of Russia hosted
three Eurosystem expert missions in the first quarter of
2011 and a wrap-up workshop involving Bank of Russia
top executives and the representatives of ministries and
agencies, the banking community, the European Com-
mission, the European Central Bank, and the Eurosystem
(Moscow, March 2011).

As a follow-up to the Memorandum of Understand-
ing between the Bank for International Settlements (BIS)
and the Bank of Russia to have FSI Connect (a com-
puter-based training programme on banking regulation
and supervision developed by the BIS Financial Stability
Institute) translated into Russian and integrated in train-
ing programmes, annual subscriptions were purchased
in November 2011 for 53 FSI Connect distance learning
courses for the Bank of Russia staff.

In the preparation of the Russian Federation’s prog-
ress report on preventing the legalisation (laundering) of
criminally obtained incomes, an information sheet was
prepared on implementing the 23rd FATF Recommenda-
tion (criminals shall not be allowed to hold a controlling
interest or management function in a financial institu-
tion).

Cooperation between the Bank of Russia and
central (national) banks and foreign supervisors

The Bank of Russia attaches great importance to
cooperating and exchanging information with the bank-
ing supervisory authorities of foreign countries. It has
signed 34 cooperation agreements (memorandums of
understanding) with foreign bank supervisors. In 2011,
Memorandums of Understanding were signed with the
Financial Supervisory Commission of Luxembourg and
the Financial Market Supervisory Authority of Liechten-
stein.

Cooperation agreements (memorandums of under-
standing) were drafted with the banking supervisory au-
thorities of five foreign countries.

In 2011, the Bank of Russia met to review key top-
ics related to banking supervision and regulation with the
supervisory authorities of Austria, the United Kingdom,
Germany, ltaly, and China.

There were high-level visits between the Bank of
Russia and the Federal Financial Supervisory Authority
of Germany (BaFin) in April 2011 (Dresden, Germany),
July 2011 (Kazan), and October 2011 (Frankfurt-on-
Main, Germany). The visits reviewed trends in banking
regulation and supervision; confidence-building mea-
sures on the capital markets; bilateral cooperation in
banking regulation and supervision (including supervi-
sory colleges); the reorganisation of the European su-
pervisory authorities; clarification of Basel’s Core Prin-
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ciples for Effective Banking Supervision (including the
optimal distribution of functions with more focus on
systemic risk and stability); the role of banking regula-
tion and supervision in macroprudential approaches; and
the definition of systemically important financial institu-
tions with an emphasis on the issues of regulation and
supervision.

The Bank of Russia arranged the fourth joint work-
shop with the National Bank and Financial Market Au-
thority of Austria on “Banking Supervision and Financial
Stability” (Moscow, April 2011). The workshop assessed
and studied the stability of the Russian and Austrian
banking systems; evaluated the performance of bank-
ing groups with subsidiary credit institutions in Austria
and Russia; reviewed the new structure of the European
supervisory authorities, and the contribution of the Bank
of Russia to the BCBS and multilateral colleges that su-
pervise banking groups; and evaluated the cooperation
between the countries’ supervisors within the framework
of the Memorandum of Understanding.

To coordinate the activities of authorities supervising
banking groups’ cross-border establishments, the Bank
of Russia has been cooperating with foreign supervisors
in multilateral colleges. In 2011, the Bank of Russia was
involved in the banking group colleges that are governed
by the supervisory authorities of Hungary and the United
Kingdom.

In 2011, the Bank of Russia, the European Bank-
ing Authority and bank supervisors from the European
Union (EU) discussed the fit between Russian legisla-
tion and European confidentiality standards relating to
information received from foreign supervisors, to see if
the Bank of Russia had a role to play in the supervisory
colleges organised by the supervisory authorities of EU
countries.

The Banks/Financial Services Sub-group of the
Russian-German Inter-governmental Working Group on
Strategic Cooperation in Economics and Finance con-
tinued to operate in 2011. It met to discuss the financ-
ing of energy-efficiency and energy-saving projects, the
implementation of Basel lll, the development of payment
systems (Nizhny Novgorod, June 2011), as well as a draft
law on the central depositary, legislation regarding insider
information in Russia and Germany, and the development
of national payment systems and the National Payment
Council (Bonn, Germany, November 2011).

In the reporting period, the Bank of Russia took an ac-
tive part in preparing analytic materials and background
information for meetings of the Board of Governors of
EurAseC Central (National) Banks. This included infor-
mation on the performance of the banking systems in
2010, the outlook for the banking sector in the EurAseC,
the harmonisation of the legislation of the EurAsEC mem-
ber states (in keeping with the Basel Core Principles for
Effective Banking Supervision), as well as national strate-
gies and plans, and ways to improve banking regulation
and supervision.

In 2011, the Bank of Russia provided in-house train-
ing for the National Bank of the Republic of Belarus and
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National Bank of the Republic of Kazakhstan on “Finan-
cial Stability Indicators” (October 2011) and for the Na-
tional Bank of the Republic of Belarus on “Off-site Super-
visory Practices: Analysing a Bank’s Financial Standing”
(December 2011), in accordance with the Professional
Training Programme for the EurAsEC Central (National)
Banks.

In the framework of cooperation with the member-
states of the Common Economic Space (CES) and the
Commonwealth of Independent States (CIS), an Agree-
ment on Cooperation in Organising an Integrated Foreign
Exchange Market among the CIS Member States and an
Agreement on Core Policy Principles in Foreign Exchange
Regulation and Control in the CIS Member States were
negotiated, and a set of international agreements were
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developed to provide a contractual and legal framework
for the CES, and help implement the Agreement on the
Agreed Principles of Foreign Exchange Policy. In addi-
tion, comments were prepared on the draft Agreement
on the Legal Policy of Mutual Access between Resident
Banks of the CIS Member States to their National Foreign
Exchange Markets.

Work continued (with comments and proposals de-
veloped) to draft a Cooperation Agreement between the
Russian Federation and the Republic of Turkey to Or-
ganise an Integrated Foreign Exchange Market, and to
prepare a set of documents to sign a Free Trade Agree-
ment between New Zealand and the Customs Union (the
Russian Federation, the Republic of Kazakhstan, and the
Republic of Belarus).
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II1.10. Outlook for Banking Regulation and Supervision in Russia

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

In 2012, the Bank of Russia will continue to work on
drafting federal laws to:

- upgrade Russian legislation by simplifying the pro-
cedure by which credit institutions issue securities. Leg-
islation regarding the monitoring of large purchasers of
credit institutions’ stock (shares) would be simplified, and
requirements to the executives and founders (members)
of a credit institution would be specified. They would au-
thorise the Bank of Russia to control the compliance of
these persons with the requirements, collect information
about their business reputations, maintain appropriate
databases, and process and manage personal data.
They would reduce the number of managers of credit
institutions’ branches who need to be approved by the
Bank of Russia;

- improve reorganisation procedures for credit insti-
tutions to eliminate obstacles to potential mergers and
the acquisition of credit institutions with different legal
forms;

- to obligate credit institutions to disclose information
on the skills and business experience of their managers
to an unlimited group of persons;

- forbid foreign banks to open branches;

- repeal the ban on bank founders leaving the bank
during the first three years following the date of registra-
tion;

- obligate nominee holders to provide information to
the credit institution about the real owners of the credit
institution’s shares and owners of the stocks of joint-
stock companies that indirectly (through third parties)
exercise a substantial influence on the management
decisions of the credit institution, including third par-
ties through which a substantial influence is indirectly
exercised on the management decisions of the credit
institution. The new law would allow the Bank of Rus-
sia and stock-issuing credit institutions to receive timely
information about parties that hold shares in the credit
institution.

In addition, in 2012, the Bank of Russia is to finish
drafting regulations to amend Bank of Russia Regula-
tion No. 337-P, dated June 19, 2009, “On the Procedure
and Criteria for Assessing the Financial Situation of Le-
gal Entities Which are Founders (Members) of a Credit
institution”, and Bank of Russia Regulation No. 338-P,
dated June 19, 2009, “On the Procedure and Criteria for
Assessing the Financial Position of Individual Founders
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(Members) of a Credit institution”, to clarify certain provi-
sions of these regulations in light of the lessons that have
been learned about their application and the changes
that have been made to Russian legislation and Bank of
Russia regulations.

Among other things, the amendments will:

- identify cases where the financial position of legal
entities and individuals is not to be assessed;

- specify the requirements regarding assessments of
the financial situation in individual cases;

- reduce a list of documents necessary for submis-
sion to have the financial position of legal entities and
individuals assessed;

- specify the requirements applied to the analysis
of the financial position of the legal entity, including the
method of calculation and analysis of the financial stand-
ing indicators of legal entities;

- supplement assessments of the financial (econom-
ic) position of legal entities acquiring the stock (shares)
of a credit institution where such entities are credit insti-
tutions (including non-resident banks); and,

- clarify the criteria used to assess the financial posi-
tion of an individual, including such income which may
be treated as a source of funds to purchase the stock
(shares) of the credit institution, and expenses that re-
duce income, etc.

In 2012, the Bank of Russia expects to finish drafting
the following regulations:

- a new version of Bank of Russia Regulation No.
230-P, dated June 4, 2003, “On the Reorganisation of
Credit institutions in the Form of a Merger or Acquisi-
tion”;

- the Bank of Russia Ordinance “On Amending Bank
of Russia Regulation No. 437, Dated April 23, 1997, on
the Specific Features of Registration of Credit institu-
tions with Foreign Investments”, to exclude requirements
whereby subsidiaries of foreign banks need to secure
permission from the Bank of Russia to open branches
in the Russian Federation.

Control of enhancing quality, accuracy and complete-
ness of the information disclosed by banks participating
in the deposit insurance system about persons that ex-
ercise a significant influence still remains a major focus
of activity for the Bank of Russia.

In this respect, the Bank of Russia will continue work-
ing in 2012 to prepare the following regulations:

- the draft Ordinance “On Amending Point 6'.1 of
Bank of Russia Ordinance No. 1379-U of January 16,
2004, on Assessing a Bank’s Financial Soundness as
Being Eligible for Participation in the Deposit Insurance
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System” and the draft Ordinance “On Amending Bank of Further efforts will be made to improve risk assess-
Russia Regulation No. 345-P, Dated October 27, 2009, ments for credit institutions, including the quality of reg-
on the Procedure for Disclosing on the Bank of Russia  ulatory capital. Regarding derivatives transactions, the
Website Information about Persons that Exercise a Sig-  plan is to finish drafting amendments to Regulation No.
nificant (Direct or Indirect) Influence on the Management  215-P'%', which started in 2011, to define a procedure for
Decisions of Banks Participating in the Deposit Insurance  including the income (expenses) that result from deriva-
System in the Russian Federation”. This will be done to tives fair value assessment in capital calculation'®? and to
improve the procedure for banks that participate in the clarify estimation procedures for required ratios, and
deposit insurance system, so that they may disclose in-  for interest rate risk, equity position risk'® and foreign
formation about persons who exercise a significant (di- exchange risk'%.
rect or indirect) influence on the management decisions In 2012, the Bank of Russia expects to finish drafting
of the bank to an unlimited number of persons, and to  an Ordinance'® to implement approaches to estimating
tighten control over the implementation of the new pro-  market risk, as defined in the documents of the Basel
cedures in the banks; Committee on Banking Supervision (Basel 2.5)'7. Fur-
- the draft Ordinance “On Amending Chapter 1 of thermore, a new form of supervisory report, “Information
Bank of Russia Regulation No. 307-P, Dated July 20, on Interest Rate Risk”, is to be implemented to improve
2007, on the Procedure for Accounting and Reporting  the set of supervisory reports and secure the monitoring
Information about the Related Persons of Credit Insti-  of interest rate risk assumed by credit institutions.
tutions”, following changes made to Part 1 of Article 9 In 2012, the following initiatives are set to be imple-
of the Federal Law on the Protection of Competition to  mented to introduce Basel Il in banking regulatory and
exclude overlapping criteria that define businesses, legal  supervisory practices in Russia.

entities and individuals as a group of persons. To implement an approach to the assessment of bor-
rowers’ credit risk which is based on internal bank ratings
1H1.10.2. Banking regulation (the IRB-approach under Basel Il Pillar 1 (Minimum Capi-

tal Requirements), the Bank of Russia intends to prepare

In 2012, the Bank of Russia will continue to improve  guidelines to calculate capital adequacy to cover credit
banking regulation, taking into account the lessons of risk, based on the Basel Il IRB-approach and minimum
the international financial crisis. A special focus will be  requirements for banks using the same Basel Il approach.
placed on efforts to implement internationally recognised It will cooperate with banks that decide to implement the
approaches to financial risk assessment. Basel Il IRB-approach. It expects to interact off-site (by
As new international requirements concerning the  studying documents and conducting polls and surveys)
quality and adequacy of capital and liquidity become and arrange thematic meetings to monitor preparations
part of the Russian bank regulation practices in keeping  for the implementation of the Basel Il IRB-approach and
with Basel 111", further efforts will be made in 2012 to  current evaluation of the feasibility of projects to transfer
develop a new procedure for calculating capital, amend  to the Basel Il IRB-approach. To support the implementa-
Bank of Russia regulations on the calculation of capital tion of Basel Il Pillar 2 (Supervisory Review Process) and
adequacy (base capital and core capital), and develop  Pillar 3 (Market Discipline), further efforts will be made
approaches to define leverage and liquidity indicators. to prepare the regulatory framework for a supervision
The monitoring of these indicators will commence in con-  of credit institutions’ capital adequacy. It will include a
nection with this. methodology to evaluate the internal procedures credit
In 2012, the Bank of Russia will continue to partici- institutions use to monitor capital adequacy. This meth-
pate in the calculation of capital adequacy, leverage and  odology will be used to evaluate the economic position
liquidity ratios as part of the semi-annual Quantitative Im-  of banks, including the quality of their management. The
pact Study (QIS), conducted by a working group of the  disclosure procedure for credit institutions under the Pil-
Basel Committee on Banking Supervision. lar 3 (Market Discipline) will be based on their use of

190 Basel lll: An International Framework for Liquidity Risk Measurement, Standards and Monitoring, and Basel Ill: A Global
Regulatory Framework for More Resilient Banks and Banking Systems, issued by the Basel Committee on Banking Supervision.
01 Bank of Russia Regulation No. 215-P, dated February 10, 2003, “On the Methodology of Defining Credit Institutions’
Capital”.

192" This needs to be drafted because of the entry into force on January 1, 2012 of Bank of Russia Ordinance No. 2654-U of July
4, 2011, and Bank of Russia Regulation No. 372-P, dated July 4, 2011, which lay down derivatives accounting procedures.

198 Bank of Russia Instruction No. 110-I, dated January 16, 2004, “On Banks’ Required Ratios”.

104 Bank of Russia Regulation No. 313-P, dated November 14, 2007, “On the Procedure for Calculating Market Risk by Credit
Institutions”.

195 Bank of Russia Instruction No. 124-l, dated July 15, 2005, “On Setting Open Currency Position Limits, Methods of their
Calculation and Monitoring their Observance by Credit Institutions”.

1% Bank of Russia Draft Ordinance “On Amending Bank of Russia Regulation No. 313-P, Dated November 14, 2007, on the
Procedure for Calculating Market Risk by Credit Institutions”.

97 This approach, as spelled out in the BCBS document, «Revisions to the Basel Il market risk framework, updated as of 31
December 2010» aims to clarify the approaches outlined in the BCBS document, «The international convergence of capital
measurement and capital standards», June 2006.
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standardised approaches to assess credit risk, mar-
ket risk and operational risk (the current procedure is
governed by Bank of Russia regulations). International
best practice is to be employed to design approaches
to regulate central counterparties, along with a risk
evaluation procedure for the so-called qualified central
counterparties’®,

Joint work will continue with the Ministry of Finance
to draft the following federal laws:

- the Federal Law “On Amending Articles 74 and 76 of
the Federal Law on the Central Bank of the Russian Fed-
eration (Bank of Russia)”, empowering the Bank of Rus-
sia to appoint authorised representatives to the largest
credit institutions. The amendment would allow the Bank
of Russia to identify early problems related to the quality
of governance, risk management and other drawbacks
that affect the economic position of a credit institution.
The Bank of Russia could then implement timely rem-
edies to prevent situations that threaten the stability of
the Russian banking system and the legitimate interests
of depositors and creditors of credit institutions;

- the Federal Law “On Amending the Federal Law
on Banks and Banking Activities and the Federal Law
on the Central Bank of the Russian Federation (Bank of
Russia)”, which is aimed at clarifying key provisions of
consolidated supervision and disclosure requirements
that are applied to credit institutions, banking groups
and bank holding companies. The proposed legislation
provides for the Bank of Russia to be able to define re-
quirements for risk management systems in credit in-
stitutions and banking groups. It also provides for the
Bank of Russia to be able to expand the amount of in-
formation that may be exchanged between the parent
organisations of banking groups (bank holding com-
panies) and members of such groups of legal entities,
as well as between authorised authorities supervising
members, including cross-border groups and holding
companies. In addition, the legislative innovations would
deal with the management of credit institutions’ risk ex-
posures, including risks associated with related parties,
and would empower the Bank of Russia Banking Super-
vision Committee to apply professional judgement when
deciding to classify a person as a related party of a credit
institution;

- the Federal Law “On Amending Some Russian
Laws”, which provides the legal framework for informa-
tion exchanges between the external auditors of finan-
cial organisations and supervisors (including the Bank
of Russia). It is aimed at strengthening confidence of
Russian financial system participants to credit institu-
tions, improving the efficiency of banking supervision
(including timely remedies to stabilise the financial mar-
ket), bringing legal rules pertaining to bank audit in line
with international recommendations (including those of
the International Auditing Practices Committee, Interna-
tional Federation of Accountants, and Basel Committee

on Banking Supervision), and enhancing the quality of
audits and auditor reports for the annual reports of credit
institutions, banking groups and bank holding companies
and (or) their members.

To align Russian consolidated supervision practices
more closely with internationally recognised best prac-
tices in this area, further efforts will be made to improve
the regulatory framework for consolidated supervision by
developing Bank of Russia regulations governing con-
solidated supervision issues. These will include:

- establishing prudential rules to limit the risks tak-
en by the parent organisations of banking groups on
a consolidated basis (draft Bank of Russia Ordinance
“On Mandatory Requirements for Banking Groups”);

- clarifying disclosure procedures used by credit in-
stitutions to report their activities, including consolidat-
ed financial statements, following the entry into force
of the Federal Law “On Consolidated Financial State-
ments” (draft Bank of Russia Ordinance “On Amending
Bank of Russia Ordinance No. 2172-U of January 20,
2009, on the Publication and Presentation of Informa-
tion on the Activities of Credit institutions and Banking
(Consolidated) Groups”);

- updating the architecture of consolidated supervi-
sory reports, including the introduction of new forms of
prudential consolidated reports (proposed amendments
to Bank of Russia Ordinance No. 2332-U of November
12, 2009, “On the List, Forms and Procedure for the
Preparation and Submission of Reports by Credit Insti-
tutions to the Central Bank of the Russian Federation”).

Work will continue to amend legislation aimed at
authorising the Bank of Russia to establish mandatory
requirements for credit institutions and banking groups
relating to risk and capital management systems. These
will including powers to issue permits for credit institu-
tions to use internal risk management procedures and
risk assessment models to calculate capital adequacy,
as well as the competence and organisation of the
board of directors (supervisory board) of the credit in-
stitution. They will also let the Bank of Russia improve
the system of coercive actions it applies to credit in-
stitutions, and resolve issues related to making credit
institutions and their executives responsible in their
administration.

In 2012, the Bank of Russia will continue to imple-
ment the Principles and Standards for Sound Compen-
sation Practices in financial institutions that were de-
veloped by the Financial Stability Board. Among other
things, it is expected to finalise its regulation that de-
fines approaches to evaluating the implementation of
the aforementioned principles and standards by credit
institutions. These efforts are aimed at meeting by the
Russian Federation of G20 commitments and implement-
ing Basel Il Pillar 2 (Supervisory Review Process) more
fully with these principles and standards constituting an
integral part thereof.

1% Conforming to the requirements developed by the Bank of Russia. This correspondence will grant a certain status to the credit
institution, enabling it to evaluate the risks of central counterparties as reduced.



®

BANKING REGULATION AND SUPERVISION IN RUSSIA

111.10.3. Off-site supervision

In 2012, the banking supervision system will be de-
veloped in the following key areas:

- improving the risk monitoring system to develop
additional indicators that are the most sensitive to early
negative trends in credit institutions’ activities;
designing a substantive approach to as-
sess the situation at credit institutions and their risk
exposures;

- making sure that credit institutions have put modern
systems of corporate governance and risk management
into place, which adequately suit the scope and scale
of their operations and enable them to identify, assess,
control and limit all existing risks in good time;

- working with bank owners to reduce high concentra-
tions of bank owner business risks;

- enhancing the quality of information support pro-
vided by the supervisory function;

- focusing more on credit institutions that pursue
aggressive policies in various segments of the banking
services market (including taking household deposits),
as being most susceptible to higher exposure;

- further building the institution of Bank of Russia cu-
rators and authorised representatives;

- promoting the consolidated supervision of banking
groups;

- concentrating on transactions between credit insti-
tutions and non-residents, including those registered in
offshore zones;

- expanding information exchanges between the
Bank of Russia and the Federal Tax Service and Federal
Financial Markets Service, and

- improving the skills and professional knowledge of
off-site supervisory staff, including the organisation of
training activities and hands-on education of Bank of
Russia regional personnel at the head office, and sharing
the experiences and knowledge that are gained during
supervisory practice.

The Bank of Russia is set to promote collaboration
with foreign supervisors to define the nature and eco-
nomic justification of the cross-border business of Rus-
sian credit institutions, and to evaluate the activities of
subsidiary banks of foreign credit institutions and the
foreign branches of Russian banks. The Bank of Russia
is to continue its engagement with the supervisory col-
leges with participation of foreign supervisors to organise
oversight over international banking groups that include
Russian banks.

Further efforts will be made to improve macropru-
dential analysis, based on the calculation and publica-
tion (jointly with the IMF) of financial stability indicators,
and to assess systemic risks through stress testing. To
improve stress testing methods for the Russian banking
sector, the Bank of Russia will make active use of the
approaches recommended by international organisa-
tions. For example, it will continue to develop the model
describing the relationship between the macroeconomic
indicators of the national economy and the key perfor-
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mance indicators of the banking sector. The Bank of
Russia will refine its stress testing scenarios by studying
foreign best practices and the current situation in the
Russian economy.

111.10.4. On-site inspection

The Bank of Russia will continue its policy of enhanc-
ing the quality of inspections, including the arrangement
of the necessary institutional and legal conditions.

In 2012, it will begin to prepare for the third phase
of its inspection centralisation programme, which will in-
volve inspection units in the Southern, North-Caucasian
and Volga Federal Districts.

With the inspection units that have launched centra-
lised inspections chalking up good performance (espe-
cially in terms of the quality and supervisory relevance of
the inspections and reduced response times to adverse
developments in credit institutions), the Bank of Russia
has decided to prepare for the fourth stage. As part of
the programme for 2012, a team has been set up to man-
age activity to centralise the inspection activities of the
Bank of Russia Moscow branch, which consists of the
heads of the supervisory function at the Bank of Russia
head office and the Moscow branch.

Inspections will focus on assessing the asset quality
of credit institutions and how they comply with capital
adequacy requirements. Working groups will focus on
uncovering transactions aimed at concealing the real
level and concentration of risks, including investments
in the business of the owners of credit institutions and
related parties.

To ensure the timely identification of problems
and prevent adverse effects from appearing in credit
institutions, on-going supervision procedures are to be
adjusted as follows:

- approaches to determining the size of a sample for
verification purposes will be refined (including the com-
plete control of the highest-risk loans: investment loans,
loans granted to non-residents, etc.); and,

- the mechanism of interaction between the supervi-
sory units of Bank of Russia regional branches and work-
ing groups, regional and inter-regional inspectorates,
and Bank of Russia head office units will be regulated
when circumstances are uncovered that might have
a material adverse effect on the financial soundness of
credit institutions.

Credit institutions will be identified whose operations
may affect the financial stability of the Russian economy
and its systemic risks (systemically important banks).
A set of additional measures of prudential supervision will
be designed for this group of credit institutions.

To ensure the continuity of the supervisory process,
there will be continuous monitoring and inspection of or-
ganisations, including analysis of current results received
from working groups.

The internal control service will continue to be built
as a vertically integrated entity to achieve the required
quality of interaction between regional inspectorates
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and interregional inspectorates, the head office and re-
gional branches of the Bank of Russia, and to ensure
the management of remote inspection units. The Main
Inspectorate of Credit Institutions, with the support of
the internal control unit that is set up at its head office,
will appoint staff in the interregional and regional inspec-
torates that are responsible for implementing internal
controls locally and for directly interacting with the head
office unit.

A Model Inspection Report will be designed, and in-
clude criteria to evaluate the quality of corporate gov-
ernance and compliance with required ratios, as part
of the effort to standardise the work of inspection
units and improve the information content of inspec-
tion reports by adding material information needed for
the supervisory function. Requirements will be defined
regarding the structure of information provided in the
course of inspections from automated banking systems;
pilot testing has been completed on how such informa-
tion is to be downloaded, processed and analysed during
inspections.

111.10.5. Household deposit insurance

In 2011, the maximum insurance compensation
(700,000 roubles) remained unchanged as the deposit
insurance system had been able to retain an optimum
balance of its key business and financial indicators. As
of January 1, 2012, the insurance fund adequacy ratio
(the ratio of the fund to the total insurance liabilities of
the Deposit Insurance Agency, excluding Sberbank), was
4.9%. The deposit insurance fund (which equalled 151.1
billion roubles as of January 1, 2012) supports the timely
payment of insurance compensation to depositors.

To prevent unfounded receipt of compensation from
the deposit insurance fund by unscrupulous bank cus-
tomers, the Bank of Russia, jointly with the Agency, will
continue to prepare amendments to the Federal Law
“On the Insurance of Household Deposits with Russian
Banks” to include a provision preventing legal entities, in-
dividual entrepreneurs and households from receiving in-
surance payments from the deposit insurance fund under
fraudently filed bank liabilities where account (deposit)
balances are greater than the amount insured, in accor-
dance with Federal Law “On the Insurance of Household
Deposits with Russian Banks”.

As it implements the Banking Sector Development
Strategy up to 2015, the Bank of Russia will continue to
contribute to the drafting of the Federal Law “On Amend-
ing the Federal Law on the Insurance of Household De-
posits with Russian Banks” to unify supervisory require-
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ments to assess the soundness of credit institutions and
eligibility requirements for the deposit insurance system,
based on the application of international supervisory
principles and remedies.

I11.10.6. The financial rehabilitation
of credit institutions

In 2012, the Bank of Russia, as part of the G-20 ini-
tiatives, will continue to implement the recommendations
of the Financial Stability Board in the Russian financial
system regarding the effective rehabilitation/liquidation
of financial institutions, pursuant to the Key Attributes of
Effective Resolution Regimes for Financial Institutions.

In 2012, the Bank of Russia is expected to identify
opportunities for the phased implementation of the re-
covery and resolution plans. It intends to define the ap-
proximate content of such plans and discuss them with
leading banks. Meanwhile it will focus on introducing the
developed principles, in coordination with practical steps
to implement national approaches to defining systemi-
cally important banks in light of international best prac-
tices.

111.10.7. Control over the liquidation
of credit institutions

In 2012, the Bank of Russia will continue to draft the
Federal Law “On Amending the Federal Law on the Insol-
vency (Bankruptcy) of Credit institutions” and Some Rus-
sian Laws to Improve Bankruptcy Procedures for Credit
and Other Financial Institutions, and Tighten Liability for
Unlawful Actions Committed on the Eve of Bankrupt-
cy”. The proposed draft is aimed at giving the Agency
more precise tools to pursue the financial rehabilitation
of banks, at improving liquidation procedures for credit
institutions (including a wider range of activity to meet
creditor claims), and at establishing the liability of bank
managers in the form of the compensation of damages
caused to the credit institution by the unlawful activity (or
inactivity) of the aforementioned persons. It has passed
the first reading at the State Duma of the Federal As-
sembly of the Russian Federation.

To protect the interests of credit institutions’ custom-
ers and to help maintain the stability of the financial and
banking system as a whole, the Bank of Russia will con-
tinue to draft a federal law to amend the Criminal Code
to establish criminal liability for doctoring the account-
ing reports and other statements of a credit institution
to conceal material information about its actual financial
standing.
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III.11. Bank of Russia Supervisors

The Bank of Russia supervisory divisions employ
4,186 executives and specialists, of whom 20.3% work
at the head office, and 79.7% are engaged in the re-
gional branches. The vast majority of specialists (97.6%)
have a higher education, are aged between 30 and 50
years (63.6%), and have worked in the banking system
for more than three years (93.6%).

As in previous years, the Bank of Russia paid close
attention to upgrading the skills of its bank supervisors.
In 2011, more than 2,400 Bank of Russia employees at-
tended 188 training courses dealing with the supervision
of credit institutions, licensing and inspections of banks,
financial recovery of credit institutions, financial monitor-
ing, and foreign exchange control.

There were additional retraining projects for supervi-
sory staff (more than 500 hours) that were developed by
Moscow’s leading institutions of higher education com-
missioned by the Bank of Russia. In 2011, 25 specialists
completed a course titled “Bank Inspector - Bank Manag-
er” and 42 joined it (they are due to complete it in 2012);
of the new trainees, 21 are taking the course “Provisional
Administration Head - Bank Manager” and the other 21
are being trained under a new programme called “Finan-
cial Recovery Advisor for Credit Institutions”.

A two-year training project for Bank of Russia staff,
dealing with basic IFRS training, has been completed
under a contract signed with PriceWaterhouseCoopers’
Centre for Corporate Learning. The basic training in IFRS
(totalling 280 hours) included initial-level training (120
hours) and two further courses (80 hours each). In all,
there were 39 training sessions under the project, which
were attended by 416 executives and specialists with a
supervisory role; in 2011, there were 30 sessions for 295
trainees.

After taking basic-level training, supervisory staff at-
tended specialised IFRS courses to study selected inter-
national standards and their practical application in more
detail. There were nine special courses in 2011 at which
44 supervisors were trained.

In 2011, short-term skills improvement programmes
for supervisory staff were carried out in accordance with
the Bank of Russia Vocational Training Plan. There were
33 thematic seminars (up to 40 hours each) for head
office and regional staff dealing with the supervision of
credit institutions. These were attended by 1,165 trainees;
another 126 Bank of Russia regional employees attended
skills improvement courses (72 hours or more each).

Most applications from bank supervisors requested
training in foreign exchange control, the prevention of the
legalisation (laundering) of criminally obtained incomes
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and terrorism financing (273 trainees), the practical
implementation of banking supervision (137 trainees),
inspection activities at the Bank of Russia (41 trainees),
inspections dealing with credit risk management systems
(87 trainees), and the legality of the authorised capital of
credit institutions (63 trainees). In addition, 112 employ-
ees were trained to work with the “Analysis of a Bank’s
Financial Standing” and “Analysis of Aggregate Perfor-
mance of Credit Institutions and Level of Banking Ser-
vices in the Region” IT systems.

To improve staff performance and promote com-
munications that contribute to a shared management
culture, the Bank of Russia continued to provide cen-
tralised training in management and social competence
and personality development, which contributed to the
achievement of positive professional results. Sixty execu-
tives and specialists from banking supervision units took
training classes in this area.

In the year under review, regional executives and spe-
cialists continued to be seconded to the Bank of Russia
Banking Regulation and Supervision Department and
the Main Inspectorate for Credit Institutions (76 in all) to
learn and practice knowledge and professional skills and
share professional experiences.

In addition to centralised courses, the Bank of Rus-
sia banking schools (colleges) organised 16 training ses-
sions at the request of regional branches and based on
programmes agreed upon with them (313 employees
were trained).

In the framework of international cooperation, there
were five training events in Russia and 51 abroad, which
were attended by 192 supervisors. During study visits to
the German Bundesbank and the Bank of France, the
trainees learned about the criteria used to evaluate the
business reputations of the founders of credit institutions
and the transparency of ownership. The Netherlands
Bank and the German Bundesbank were used as train-
ing grounds to study analysis of the financial soundness
and risk profiles of banks. The Bank of France provided
learning insights into the organisation and conduct of on-
site inspections of credit institutions and their branches.
The Central Bank of Armenia shared its work in the field
of preventing the legalisation (laundering) of criminally
obtained incomes and terrorism financing, and the Na-
tional Bank of Ukraine was used for training in the sphere
of financial monitoring. In cooperation with the Agency
for the Exchange of Financial Technology (Luxembourg),
training sessions were organised in “Derivatives and
Structured Products” and “The Prevention of Money
Laundering and Implementation of Internal Audits.”
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IV.1. Monitoring Banking Sector Stability

The monitoring of liquidity risk, lending to non-fi-
nancial organisations and households, capital adequacy
and market risk was performed in 2011 to identify at an
early stage negative trends in the banking sector, includ-
ing individual banks (whose transactions make decisive
contribution to these trends). Besides key financial risks
monitored, analysis for possible systemic risks was per-
formed of the following:

- dynamics of total assets and loan portfolio, includ-
ing those of banks, which accounted for the largest asset
growth and decline, and all banks with a monthly asset
change of more than 20%;

- the structure of assets and liabilities of Russia’s top
credit institutions;

- the structure of assets and liabilities of the banks
with the largest value of household deposits;
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- the effect of stock market turbulence on the finan-
cial standing of credit institutions;

- the operations of the banks offering high interest
rates on interbank loans and deposits;

- large-value loans provided to companies in techni-
cal default on tradable debt obligations;

- operations of banks supported by Bank of Russia’s
loans; and

- restructured and prolonged loans.

Findings of this analysis were used in supervision of
credit institutions, whose activities were characterised by
higher risks.

The Bank of Russia also continued its publication of
online Russian Banking Sector Review and its more fre-
quently published version with information on the bank-
ing sector changes and indicators, as well as its risks.
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IV.2. Banking Sector Clustering

Bank clustering is used to analyse banking sector
stability as it allows scrutinising the transactions and risks
of various groups of banks and assessing the structure
of different segments of the banking services market and
potential for negative developments in these segments.

In this report, the following clustering methodology
of the banking sector was used (with 2010 data being
recalculated as necessary).

At the first stage, the following credit institutions were
put into separate groups:

- non-bank credit institutions;

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

- banks, in which over 50% of authorised capital is
owned by non-residents (including the banks whose non-
resident owners are controlled by residents of the Rus-
sian Federation).

At the second stage, the Bank of Russia considered
banks from among the top 200 banks in terms of as-
sets, excluding those included into the three groups in-

dicated above. This group was defined as large private
banks.

The third stage covered all other banks not included
into the four groups indicated above. These are small
and medium-sized banks, which, for their part, were di-
vided into two geographical groups, small and medium-
sized banks based in Moscow and the Moscow Region
and small and medium-sized banks registered in other
regions.

As a result, the six groups of credit institutions were
formed:

1. State-controlled banks;

2. Foreign-controlled banks;

3. Large private banks;

4. Small and medium-sized banks based in Moscow
and the Moscow Region;

5. Small and medium-sized regional banks;

6. Non-bank credit institutions.

The results of the banking sector clustering exercise
(see Table 4.1) suggest that, based on performance in
2011, state-controlled banks improved their position at
the expense of the weakening of large private banks and
foreign-controlled banks.

Indicators of credit institutions’ groups*

~

TABLE 4.1

No. of credit % share of total % share of total
institutions banking sector assets | banking sector capital
1.01.11 1.01.12 1.01.11 1.01.12 1.01.11 1.01.12

State-controlled banks 27 26 45.8 50.2 47.3 50.8
Foreign-controlled banks 108 108 18.0 16.9 19.1 17.6
Large private banks 131 132 30.5 27.5 26.9 24.9
Small and medium-sized banks based in
Moscow and the Moscow Region 317 301 2.6 2.5 3.5 3.4
Small and medium-sized regional banks 372 355 2.7 2.5 2.9 3.1
Non-bank credit institutions 57 56 0.4 0.4 0.3 0.2
TOTAL 1,012 978 100.0 100.0 100.0 100.0

t * The criteria for clustering credit institutions and the relevant indicators are used in this Report for analysis only.
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IV.3. Improving the Central Catalogue of Credit Histories

In 2012, the Bank of Russia plans to continue its ef-
forts to improve the activities of the Central Catalogue
of Credit Histories (CCCH) and of credit history bureaus.
Priority will be given to improving legislation that regu-
lates credit history bureaus and CCCH activities in ac-
cordance with the Russian Banking Sector Development
Strategy until 2015. For that purpose, the Bank of Russia
intends to continue its work on legislative amendments
concerning the system that provides access to credit
histories.

Thus, the Bank of Russia plans to continue work-
ing on its draft Law on amendments to Federal Law No.
218-FZ, Dated December 30, 2004, “On Credit Histories”
(hereinafter referred to as the Federal Law), submitted
to the Ministry of Finance, concerning such aspects as:
search for credit history makers in the CCCH database;
granting the right to cancel credit history titles errone-
ously submitted to CCCH; procedures for accessing
databases of liquidated credit history bureaus that are
stored at the CCCH; and procedures allowing the CCCH
to request from governmental bodies information includ-
ed in credit history titles.

In addition, in 2012, the Bank of Russia is planning
to draft several amendments to the Federal Law
aimed at:

- more comprehensive, in terms of quantity and qual-
ity, compilation of corporate credit histories (namely,
complementing the core corporate credit histories with
information that helps evaluate specific assets serving as
collateral and the financial standing of a borrower);
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- unified approach to submitting information to a
credit history bureau both for credit institutions and for
lending organisations.

Simultaneously, in order to collect information for
evaluating credit institutions’ assets serving as collateral
for Bank of Russia loans and to perform banking regu-
lation and supervision, amendments will be proposed in
2012 to banking legislation that would allow the Bank of
Russia receiving credit reports of credit institutions’ bor-
rowers from credit history bureaus.

Besides, the Bank of Russia plans to continue its par-
ticipation in drafting Federal Law «On the Registration of
Notices Concerning Lien on Movable Property». Regis-
tration of lien on movable property will enable optimisa-
tion of credit history systems by granting all stakeholders
access to information concerning not only household or
corporate loans, but also encumbrances on property that
secures such loans.

In 2012, to set up a system for the exchange of credit
histories between EurAseEC member countries, the CCCH
is planning to continue cooperation with representatives
of the EurAsEC banking community, financial supervisors
and central banks.

In 2012, the Bank of Russia plans also to continue
improving functionality of the CCCH automated system
that will provide:

- new opportunities for improving the quality of data
stored at the CCCH and credit history bureaus;

- defining priorities and enabling prompt processing
of inquiries from of credit history makers.
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IV.4. Statistical Appendix
Key macroeconomic indicators (in comparable prices, as % of previous year) TABLE 1
2005 2006 2007 2008 2009 2010 2011

GDP*, billion roubles 21,609.8 | 26,917.2 | 33,247.5| 41,276.8 | 38,807.2 | 45,172.7 | 54,585.6
GDP growth rate 106.4 108.2 108.5 105.2 92.2 104.3 104.3
Federal budget surplus
(+)/deficit (-), as % of GDP 7.5 7.4 5.4 4.1 -6.0 -4.0 0.8
Industrial output index 105.1 106.3 106.8 100.6 90.7 108.2 104.7
Agricultural output 101.6 103.0 103.3 110.8 101.4 88.7 122.1
Retail trade turnover 112.8 114.1 116.1 113.6 94.9 106.3 107.2
Fixed capital investment 110.9 116.7 122.7 109.9 84.3 106.0 108.3
Household real disposable
money income 112.4 113.5 112.1 102.4 103.1 105.1 100.8
Unemployment rate,
as % of economically active
population (average for period) 7.6 7.2 6.1 6.3 8.4 7.5 6.6
Consumer price index
(December as % of previous
December) 110.9 109.0 111.9 113.3 108.8 108.8 106.1
Average nominal
US dollar/rouble rate over period 28.28 27.18 25.57 24.81 31.68 30.36 29.35

* In current prices.
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1.01.08 1.01.09 1.01.10 1.01.11 1.01.12

Banking sector assets (liabilities), billion roubles 20,125.1 | 28,022.3 | 29,430.0 | 33,804.6 | 41,627.5
as % of GDP 60.5 67.9 75.9 75.2 76.6

Banking sector capital, billion roubles 2,671.5 3,811.1 4,620.6 4,732.3 5,242 1
as % of GDP 8.0 9.2 11.9 10.5 9.6
as % of banking sector assets 13.3 13.6 15.7 14.0 12.6

Loans and other funds provided to non-financial

organisations and households, including overdue debt,

billion roubles 12,287.1 | 16,526.9 | 16,115.5 | 18,147.7 | 23,266.2
as % of GDP 37.0 40.0 41.5 40.4 42.8
as % of banking sector assets 61.1 59.0 54.8 53.7 55.9

Securities acquired by banks, billion roubles 2,250.6 2,365.2 4,309.4 5,829.0 6,211.7
as % of GDP 6.8 5.7 11.1 13.0 11.4
as % of banking sector assets 11.2 8.4 14.6 17.2 14.9

Household deposits, billion roubles 5,159.2 5,907.0 7,485.0 9,818.0 | 11,871.4
as % of GDP 15.5 14.3 19.3 21.8 21.8
as % of banking sector liabilities 25.6 21.1 25.4 29.0 28.5
as % of household income 24.2 23.4 26.3

Funds raised from organisations*, billion roubles 7,053.1 8,774.6 9,557.2 | 11,126.9 | 13,995.7
as % of GDP 21.2 21.3 24.6 24.8 25.7
as % of banking sector liabilities 35.0 31.3 32.5 32.9 33.6
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The registration and licensing of credit institutions* TABLE 3
1.01.11 1.01.12
Registration of credit institutions
1. Credit institutions' registered by the Bank of Russia or the registration 1,146 1,112
authority, in line with decisions made by the Bank of Russia, total?
of which:
— banks 1,084 1,051
— non-bank credit institutions 62 61
1.1. Registered wholly foreign-owned credit institutions 80 7
1.2. Credit institutions that have been registered by the Bank of Russia but have 2 0
not yet paid authorised capital and have not received a licence (within the
time period established by law)
of which:
— banks 1 0
- non-bank credit institutions 1 0
Operating credit institutions
2. Credit institutions licensed to conduct banking operations, total® 1,012 978
of which:
— banks 955 922
— non-bank credit institutions 57 56
2.1. Credit institutions holding licences (permits):
— to take household deposits 819 797
— to conduct operations in foreign currencies 677 661
— general licences 283 273
— to conduct operations with precious metals 208 207
2.2. Credit institutions with a foreign stake in authorised capital, total 220 230
of which:
— wholly foreign-owned credit institutions 80 77
— credit institutions with a 50%-plus foreign stake 31 36
2.3. Credit institutions registered with the deposit insurance system#* 832 806
3. Registered authorised capital of operating credit institutions, million roubles 1,186,179 1,214,343
4. Branches of operating credit institutions in Russia, total 2,926 2,807
of which:
— Sberbank branches® 574 524
— branches of wholly foreign-owned credit institutions 203 155
5. Branches of operating credit institutions abroad, total® 6 6
6. Branches of non-resident banks in Russia 0 0
7. Representative offices of Russian operating credit institutions, total” 460 378
of which:
— in Russia 416 335
— in non-CIS countries 32 31
— in CIS countries 12 12
8. Additional offices of credit institutions, total 22,001 22,565
of which:
— Sberbank additional offices 10,251 10,518
9. External cash desks of credit institutions, total 11,960 10,860
of which:
— Sberbank cash desks 8,521 7,655

*This information includes data received from the registration authority as of the reporting date.
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1.01.11 1.01.12

10. Cash and credit offices of credit institutions, total 1,389 1,725
of which:
— Sberbank cash and credit offices 0 0
11. Operations offices of credit institutions (branches of credit institutions), total 2,994 5,360
of which:
— Sberbank cash and credit offices 9 545
12. Mobile banking vehicles of credit institutions (branches of credit institutions), total 87 100
of which:
— Sberbank mobile banking vehicles 83 96

Licence revocation and liquidation of corporate entities

13. Credit institutions that had their banking licences revoked (cancelled) but have

not been struck off the state register® 132 134
14. Liquidated credit institutions struck off the state register, total® 1,991 2,028

of which:

— liquidated due to licence revocation (cancellation) 1,555 1,574

- liquidated due to reorganisation 435 453

of which:

— by merger 2 2

— by acquisition 433 451

of which:

— by being transformed into other banks’ branches 362 372

— by being merged with other banks (without setting up a branch) 71 79

— liquidated due to an infraction of law in respect of payment of authorised capital 1 1
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of which

— closed joint-stock companies

1.01.11

1.01.12

number

272

share
%

26.88

number

261

share
%

26.69

— open joint-stock companies

399

39.42

384

39.26
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Number of credit institutions and their branches by region as of January 1, 2012

TABLE 5

Number Number of branches in region
of credit credit institutions | credit institutions
institutions | total | with head office | with head office
In region in given region in another region
1 2 3 4 5
Total for the Russian Federation 978 | 2,807 464 2,343
CENTRAL FEDERAL DISTRICT 572 583 120 463
Belgorod Region 5 23 1 22
Bryansk Region 1 21 0 21
Vladimir Region 3 23 0 23
Voronezh Region 3 49 0 49
Ivanovo Region 6 13 0 13
Kaluga Region 4 22 0 22
Kostroma Region 5 12 0 12
Kursk Region 2 17 0 17
Lipetsk Region 2 21 1 20
Moscow Region 10 81 3 78
Orel Region 2 18 2 16
Ryazan Region 4 18 0 18
Smolensk Region 4 20 6 14
Tambov Region 1 11 0 11
Tver Region 6 26 3 23
Tula Region 5 23 1 22
Yaroslavl Region 7 31 2 29
Moscow 502 154 24 130
Moscow and the Moscow Region (for reference) 512 235 104 131
NORTH-WESTERN FEDERAL DISTRICT 69 318 12 306
Republic of Karelia 1 14 2 12
Komi Republic 2 27 4 23
Arkhangelsk Region 2 31 0 31
of which: Nenets Autonomous Area 0 1 0 1
Vologda Region 9 15 4 11
Kaliningrad Region 3 30 1 29
Leningrad Region 4 15 0 15
Murmansk Region 4 15 0 15
Novgorod Region 2 11 1 10
Pskov Region 3 6 0 6
Saint Petersburg 39 154 0 154
SOUTHERN FEDERAL DISTRICT 45 302 20 282
Republic of Adygeya (Adygeya) 4 6 1 5
Republic of Kalmykia 2 3 0 3
Krasnodar Territory 14 98 2 96
Astrakhan Region 5 24 5 19
Volgograd Region 4 56 0 56
Rostov Region 16 115 12 103
NORTH-CAUCASIAN FEDERAL DISTRICT 56 177 81 96
Republic of Daghestan 31 82 67 15
Republic of Ingushetia 2 6 1 5
Kabardino-Balkaria Republic 5 13 3 10
Karachai-Cherkess Republic 5 4 0 4
Republic of North Ossetia - Alaniya 5 11 4 7
Chechen Republic 0 4 0 4
Stavropol Territory 8 57 6 51
L
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END 5

Number Number of branches in region
of credit credit institutions | credit institutions
ipstitut!ons total | with head office | with head office
In region in given region in another region
1 2 3 4 5

VOLGA FEDERAL DISTRICT 111 619 99 520
Republic of Bashkortostan 11 54 0 54
Republic of Mari El 1 17 4 13
Republic of Mordovia 4 9 1 8
Republic of Tatarstan (Tatarstan) 25 96 55 41
Udmurt Republic 4 23 0 23
Chuvash Republic — Chuvashia 4 18 0 18
Perm Territory 5 63 0 63
Kirov Region 3 18 0 18
Nizhny Novgorod Region 12 97 8 89
Orenburg Region 8 37 3 34
Penza Region 1 24 0 24
Samara Region 20 78 9 69
Saratov Region 9 64 17 47
Ulyanovsk Region 4 21 2 19
URALS FEDERAL DISTRICT 45 325 98 227
Kurgan Region 4 14 0 14
Sverdlovsk Region 16 93 9 84
Tyumen Region 16 124 51 73
of which: Khanty-Mansi Autonomous Area — Yugra 9 34 8 26
Yamalo-Nenets Autonomous Area 0 23 0 23
Chelyabinsk Region 9 94 38 56
SIBERIAN FEDERAL DISTRICT 54 347 26 321
Republic of Altai 4 5 1 4
Republic of Buryatiya 1 14 2 12
Republic of Tyva 1 4 0 4
Republic of Khakassia 2 5 0 5
Altai Territory 7 43 8 35
Trans-Baikal Territory 0 15 0 15
Krasnoyarsk Territory 5 57 2 55
Irkutsk Region 8 39 4 35
Kemerovo Region 9 29 0 29
Novosibirsk Region 9 72 1 71
Omsk Region 6 40 0 40
Tomsk Region 2 24 8 16
FAR EASTERN FEDERAL DISTRICT 26 136 8 128
Republic of Sakha (Yakutia) 4 28 0 28
Kamchatka Territory 4 11 3 8
Primorsky Territory 7 28 2 26
Khabarovsk Territory 4 30 1 29
Amur Region 2 13 0 13
Magadan Region 0 9 0 9
Sakhalin Region 5 9 2 7
Jewish Autonomous Region 0 4 0 4
Chukchee Autonomous Area 0 4 0 4

Notes.

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

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

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

TABLE 8

| 1.01.08 | 1.01.09 | 1.01.10 | 1.01.11 | 1.01.12

Credit institutions with a 50%-plus foreign stake in authorised capital

Assets 17.2 18.7 18.3 18.0 16.9
Capital 15.7 17.3 17.0 191 17.6
Correspondent accounts with non-resident banks 23.5 17.0 15.6 20.3 14.3
Loans and other placements with non-financial organisations 15.5 16.6 14.8 15.1 14.0
Loans and other funds provided to households 19.4 23.3 25.1 25.7 22.0
Loans, deposits and other funds provided to credit institutions 22.2 25.0 31.7 25.1 30.0
Household deposits 8.9 10.3 12.0 11.5 11.4
Funds raised from organisations* 17.9 18.8 18.5 17.6 17.4
Current-year profits (losses) 16.4 19.7 29.8 20.7 17.4
For reference:

Number of credit institutions, units 86 102 108 111 113

of which: wholly foreign-owned credit institutions

Assets 11.6 13.0 11.3 11.0 10.0
Capital 11.1 12.2 11.0 12.1 11.1
Correspondent accounts with non-resident banks 15.8 12.1 9.0 9.2 6.9
Loans and other placements with non-financial organisations 10.7 11.6 9.1 9.2 8.3
Loans and other funds provided to households 12.4 15.4 15.6 14.9 10.7
Loans, deposits and other funds provided to credit institutions 18.6 21.6 23.8 20.0 24.2
Household deposits 5.0 5.4 6.2 5.3 5.4
Funds raised from organisations* 11.0 12.6 111 11.0 10.7
Current-year profits (losses) 10.7 14.8 27.4 15.1 12.0
For reference:

Number of credit institutions, units 63 76 82 80 77

* These include deposits, government and other extra-budgetary funds, funds of the Ministry of Finance, fiscal authorities,
individual unincorporated entrepreneurs, and customers in factoring and forfeiting operations, certificates of deposit, float, and
funds written off from customer accounts but not passed through a credit institution’s correspondent account (net of funds

raised from credit institutions).
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Credit institutions’ assets grouped by investment (billion roubles) TABLE 9
1.01.11 1.04.11 1.07.11 1.10.11 1.01.12

1 Money, precious metals and gemstones, total 912.6 747.2 788.2 890.9 1,225.6

1.1 of which: money 862.4 707.8 740.6 799.8 1,125.0

2 Accounts with the Bank of Russia and 1,809.0 1,599.1 1,559.0 1,333.1 1,747.4
authorised bodies of other countries, total
of which:

2.1 Credit institutions’ correspondent accounts with 974.8 575.5 755.1 760.3 961.0
the Bank of Russia

2.2 Credit institutions’ required reserves transferred 187.8 244.0 329.5 346.1 378.3
to the Bank of Russia

2.3 Deposits and other funds deposited with the 633.2 761.0 453.9 210.2 392.1
Bank of Russia

3 Correspondent accounts with credit institutions, 853.6 824.6 773.4 885.6 1,000.6
total
of which:

3.1 Correspondent accounts with correspondent 164.3 135.0 139.2 185.1 227.4
credit institutions

3.2 Correspondent accounts with non-resident 689.3 689.7 634.2 700.6 773.1
banks

4 Securities acquired by credit institutions, total 5,829.0| 5,983.7| 5,810.7| 6,160.8| 6,211.7
of which:

4.1 Debt obligations 4,419.9| 4,483.8| 4,269.5| 4,684.0| 4,676.2

4.2 Equities 710.9 692.2 770.3 815.9 914.4

4.3 Discounted bills 330.0 349.6 331.0 265.5 233.9

4.4 Shares of subsidiaries and affiliated joint-stock 368.2 458.0 439.9 395.4 387.3
companies

5 Other stakes in authorised capital 132.1 155.5 177.0 290.1 291.9

6 Loans, total 22,166.7| 22,696.5| 24,045.9| 26,635.3| 28,737.0
of which:

6.1 Loans, deposits and other placements, 22,140.2| 22,666.3| 24,008.0| 26,593.7| 28,699.2
including: overdue debt 1,085.9| 1,040.2| 1,081.9| 1,161.8] 1,133.0
of which:

6.1. Loans and other placements with non-financial 14,062.9| 14,368.6| 15,120.5| 16,682.7| 17,715.3
organisations
of which: overdue debt 743.4 733.2 773.5 838.2 822.6

6.1. Loans and other funds extended to individuals 4,084.8| 4,192.8| 4,552.9| 5,065.1| 5,550.9
of which: overdue debt 282.3 288.4 289.9 301.2 2911

6.1. Loans, deposits and other placements with 2,921.1 2,983.1 3,212.8| 3,633.5| 3,958.0
credit institutions
of which: overdue debt 4.6 13.0 4.5 5.0 5.1

7 Fixed and intangible assets and inventories 864.6 871.2 881.0 914.7 973.8

8 Disposition of profits 132.1 53.6 89.1 138.7 173.2

8.1 of which: profits tax 122.7 48.6 88.8 125.8 20.4

9 Other assets, total 1,105.0 1,077.9 1,112.3 1,193.6 1,266.4
of which:

9.1 Float 524.6 462.0 474.5 524.2 589.8

9.2 Debtors 154.5 162.7 169.4 179.8 181.0

9.3 Deferred expenses 77.9 79.5 80.5 791 94.3

Total assets 33,804.6 | 34,009.4 | 35,236.6 | 38,442.8|41,627.5

(
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ANNEXES
Credit institutions’ liabilities grouped by source of funds (billion roubles) TABLE 10 |
1.01.11 1.04.11 1.07.11 1.10.11 1.01.12
1 Credit institutions’ funds and profits, total 4,339.1 4,351.5| 4,441.6| 4,553.7| 4,963.0
of which:
1.1 Funds 2,599.6| 2,603.3| 2,606.3| 2,534.3| 2,719.9
1.2 Profits (losses), including previous-year 1,739.5| 1,748.2| 1,835.2| 2,019.4| 2,243.1
financial results
of which:
1.2.1 | Current-year profits (losses) 573.4 214.3 444 .2 624.2 848.2
2 Loans, deposits and other funds received by 325.7 312.3 312.2 506.8| 1,212.1
credit institutions from the Bank of Russia
3 Credit Institutions’ accounts, total 255.7 195.6 252.7 274.9 336.4
of which:
3.1 Correspondent credit institutions’ 154.4 122.9 136.9 183.8 216.6
correspondent accounts
3.2 Non-resident banks’ correspondent accounts 93.9 67.8 108.8 85.1 105.5
4 Loans, deposits and other funds received from 3,754.9| 3,613.2| 3,537.4| 4,170.3| 4,560.2
other credit institutions, total
5 Customer funds, total* 21,080.9| 21,344.6| 22,422.4| 24,485.0| 26,082.1
of which:
5.1 Budget funds in settlement accounts 32.7 37.7 36.3 47.2 37.8
5.2 Government and extra-budgetary funds in 12.0 16.8 17.5 20.1 71
settlement accounts
5.3 Organisations’ funds in settlement and other 4,845.1| 4,897.8| 4,926.3| 5,070.1 5,326.7
accounts
5.4 Customer float 220.6 269.2 274.6 297.2 288.1
5.5 Deposits and other funds raised by corporate 6,035.6| 5,994.0| 6,535.7| 7,963.6| 8,367.4
entities other than credit institutions
5.6 Household deposits 9,818.0| 10,018.0| 10,516.5| 10,920.2| 11,871.4
5.7 Customer funds in factoring and forfeiting 15.7 14.4 141 15.1 21.9
operations
6 Bonds 537.9 547.7 574.8 631.5 666.7
7 Bills and bank acceptances 797.3 807.6 811.9 809.4 859.5
8 Other liabilities, total 2,713.0| 2,836.9| 2,883.6| 3,011.2| 2,947.5
of which:
8.1 Provisions 2,192.0 2,217.5 2,255.6 2,327.8 2,318.8
8.2 Float 255.1 303.6 288.4 328.3 325.0
8.3 Creditors 44.7 64.3 80.5 76.5 46.4
8.4 Deferred income 5.5 4.7 5.1 5.0 5.5
8.5 Accrued interest and interest/coupon liabilities 215.7 246.8 253.9 273.6 251.7
on securities
of which:
Overdue interest 0.0 0.0 0.0 0.0 0.0
Total liabilities 33,804.6 | 34,009.4 | 35,236.6 | 38,442.8|41,627.5
l * Including certificates of deposit and savings certificates.
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ANNEXES
Banking Sector Capital Structure (%)* TABLE 12 |
1.01.11 1.04.11 1.07.11 1.10.11 1.01.12

1. Capital growth drivers 112.4 116.3 115.6 116.5 115.2
1.1. Authorised capital 25.4 26.0 25.2 24.8 245
1.2. Share premiums 21.7 22.0 21.4 20.9 21.5
1.3. Credit institutions’ profits and funds 37.1 40.0 40.6 42.5 42.9
1.4. Subordinated loans 24.3 241 24.4 24.4 22.7
1.5. Property value growth due to revaluation 3.9 4.1 41 3.9 3.7
1.6. Other factors 0.0 0.0 0.0 0.0 0.0
2. Capital reducing factors 12.4 16.3 15.6 16.5 15.2
2.1. Losses 1.1 1.4 1.8 1.8 1.7
2.2. Intangible assets 0.1 0.1 0.1 0.1 0.1
2.3. Own shares (equities) bought out 0.0 0.0 0.0 0.0 0.0
2.4. Sources of capital formed on account of 0.1 0.1 0.1 0.1 0.1
improper assets
2.5. Reduction of additional sources of capital 0.5 1.3 0.1 0.4 0.2
due to restrictions imposed by Point 3.11 of Bank
of Russia Regulation No. 215-P, dated February 10,
2003
2.6. Credit institutions’ shareholding 10.0 12.8 12.8 13.5 12.4
2.7. Other factors 0.6 0.6 0.6 0.7 0.7
Capital — total 100.0 100.0 100.0 100.0 100.0

{ * Calculated based on credit institutions’ reporting Form 0409134.
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