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OPENING REMARKS
BY THE GOVERNOR
OF THE BANK OF RUSSIA

In 2017, the Russian economy returned to a growth path, and, which is most important, growth rested upon
macroeconomic stability.

Inflation had already declined to its target of 4% by mid-2017. A favourable combination of such factors as the
harvest and oil prices ensured the decline of inflation to 2.5% by the end of 2017. A sustainably low inflation rate
is the backbone of healthy economic growth, positive structural changes in the economy, and protection of retail
savings from depreciation and a key condition for business planning and forming an internal resource of long-term
investment.

In 2018, as inflation stabilises around the target, the Bank of Russia’s monetary policy will become neutral.

The Bank of Russia is responsible for the state of the financial system of the Russian Federation and ensures
its stability and health by stimulating competition. Our goal is for the financial system to effectively perform its
function of transforming savings into investment, thus supporting economic growth. Among other things, we pay
great attention to the development of the debt and equity securities market as an alternative to bank financing: we
are working to increase the quality of corporate governance, protect investors’ rights, and facilitate the securities
issuance mechanism.

Banking system indicators testify to its recovery after the developments of 2014-2015. Lending is growing at
a pace which exceeds that of GDP growth, while loan rates are decreasing following the decline of inflation and
the Bank of Russia key rate. The overwhelming majority of banks are increasing their profits, and the number
of loss-making credit institutions is gradually declining. The capitalisation of the banking system is consistently
on the rise.

The policy pursued by the Bank of Russia over the past few years to purge the market of weak and unscrupu-
lous players is paying off: the number of licence revocations in 2017 almost halved as compared with 2016. We can
say that most of the work of purging the banking sector has been performed, and it will be fully completed within
the next two to three years.

One of the key events of the past year was the introduction of a new bank resolution mechanism through the
Fund of Banking Sector Consolidation. Thanks to this mechanism, financial rehabilitation requires much fewer
financial resources and becomes several times quicker than when involving private investors in bank resolution.

Development of competition in the financial sector is one of the priorities of the Bank of Russia policy. The Bank
of Russia has stepped up using an incentive-based regulation approach — that is, supporting those areas of activity
of financial institutions which supply financial resources to the real sector and ensure growth in domestic produc-
tion, non-commodity exports, and economy diversification. Measures to develop fair competition in the financial
market include a transition to proportionate regulation in the banking system and implementation of a conduct
supervision system. In the near future, we plan to launch a marketplace — a platform which will give financial insti-
tutions new opportunities to interact with consumers and provide consumers with convenient conditions to choose
the best offer.

Financial inclusion of all categories of consumers is one of the key objectives of the Bank of Russia. For a long
time small business remained the most vulnerable consumer segment in the field of lending. In order to increase its
coverage with financial services, the Bank of Russia has developed a set of incentive-based regulation measures,
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including a uniform small business lending standard. Access to financial services for disabled citizens is often com-
plicated; to remove the barriers, the Bank of Russia has created a special working group and has already adopted
a number of joint resolutions with banks regarding services delivery formats. Additional possibilities for remote
identification of disabled people are being developed.

Financial consumer protection and financial education are another important area of the Bank of Russia’s
activities. In 2017, the Financial Culture financial literacy web portal was opened, financial literacy programmes
at educational establishments were expanded, and a programme of seminars for various population groups was
implemented at a federal level.

In 2017, the Bank of Russia continued to improve its governance and organisational structure. Key changes are
associated with the centralisation of supervisory functions, the development of a uniform standard for supervisory
activity, and establishment of regional hubs for certain areas of activity. The Bank of Russia also continued to opti-
mise personnel numbers, re-engineer business processes, and implement project management.

The Bank of Russia’s work in 2017 on a whole range of activities was aimed at increasing the quality and ac-
cessibility of financial services for the population and businesses, ensuring the soundness and stability of financial
institutions, and strengthening people’s confidence in the financial system. The Bank of Russia will continue im-
plementing this policy in the future.

Governor of the Bank of Russia “// Elvira S. Nabiullina
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The main purposes of the Bank of Russia under
Federal Law No. 86-FZ, dated 10 July 2002, ‘On the
Central Bank of the Russian Federation (Bank of
Russia)’ are to protect the ruble and ensure its stability,
to develop and strengthen the Russian banking system,
and to develop and ensure stability of the financial mar-
ket and the national payment system. To meet these
requirements as effectively as possible, the Bank of
Russia organises its activity on the basis of medium-
term strategic goal-setting.

The Bank of Russia set five strategic mid-term goals:
Ensuring price stability;

Ensuring financial market resilience;

Expanding financial inclusion;

Developing the national payment system,; and
Developing financial technology and supporting fi-
nancial market innovations.

Achievement of these goals will be conducive to
sustainable and high-quality economic growth and will
raise the prosperity of Russian citizens.

The prosperity of society depends to a large extent
on price stability. For this purpose, the Bank of Russia
set a mid-term target for the annual inflation rate, close
to 4%. In 2017, the objective was to reduce inflation
and anchor it near the target. As of year-end, annual
inflation stood at 2.5%.

The Bank of Russia implemented its monetary
policy in 2017 in more favourable external economic
conditions compared to the previous year. The rate of
economic growth in Russia’s major trading partners in-
creased significantly. Owing to the recovery of global
demand and the effective agreement on oil production
cut by OPEC and some non-OPEC countries global en-
ergy prices grew. Investors became more interested in
investing in EME assets, and the inflow of portfolio in-
vestments into these markets was on the rise.

2017 saw the continuation of the recovery of the
Russian economy that began in the second half of
2016. The GDP growth rate in 2017 was 1.5%' which,
according to Bank of Russia estimates, is close to the
level corresponding to the long-term potential of the
economy considering its current structure.

The recovery of economic activity was conducive
to higher labour demand. Unemployment remained
low and did not exceed its natural level. The end of the
year saw a trend towards growth in household real in-
come following wage growth. The slowdown of inflation
played an important role in this process. Furthermore, a
smooth increase in wages facilitated the gradual recov-
ery of consumer demand in the course of the year and
did not incur any proinflationary risk.

2017 saw a successful finish to the first stage of en-
suring price stability. Inflation declined and remained
close to the target throughout most of the year. Inflation
expectations of the population, businesses, banks, and
analysts went down, thus creating a basis for anchoring
inflation at the target level. The inflation expectations
of the population and the observed inflation rate had
reached record lows by the end of the year. This is in-
dicative of the fact that the citizens of Russia really felt
a slowdown of consumer price growth. Maintaining in-
flation close to the target will become the next stage of
the monetary policy.

The inflation slowdown was primarily caused by
the moderately tight monetary policy pursued by the
Bank of Russia. Positive energy market dynamics, a re-
cord-breaking harvest, and the development of the ag-
ricultural market infrastructure contributed to the slow-
down of consumer price growth.

In 2017, the Bank of Russia cut the key rate from
10% to 7.75% per annum. This decrease was gradual.
When making its key-rate decisions the Bank of Russia
took into account the dynamics of various aggregate
inflation indicators, the slowdown of inflation expec-
tations, the situation in the lending market, economic
growth factors, external conditions, and other aspects.

The key rate reduction had an impact on loan rates
and, accordingly, made loans more accessible through-
out the year. In 2017, the amount of lending to the real
sector grew by 6.2%.

Transparent and comprehensible decisions in the
field of monetary policy were among its priorities. This
is one of the key principles of inflation targeting. Press
conferences by the Governor of the Bank of Russia in

" Here and below, the GDP data updated by Rosstat (as of 3 April 2017) are used.
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connection with the key-rate decisions, press releas-
es, monetary policy reports, various information and
analytical materials published on the Bank of Russia
website have become effective information policy tools.
In 2017, the Bank of Russia continued to expand its
communications with various audiences in order to im-
prove the comprehension of its decisions in the field of
monetary policy. An extensive information campaign
was launched in the regions, including regular meetings
and experience sharing with representatives of region-
al businesses, banks, authorities, expert and scientific
communities.

The situation in the domestic financial market in
2017 was relatively stable. The beginning of 2017
saw a structural liquidity surplus in the banking sector.
Owing to Bank of Russia operations to absorb excess
liquidity, overnight ruble rates in the money market were
close to the key rate.

The fiscal policy measures facilitated macroeco-
nomic stabilisation and the decline of inflation. The
mechanism of operations in the domestic FX market
which was launched in the beginning of 2017 (transi-
tional fiscal rules) made it possible to mitigate the sen-
sitivity of the Russian economy and the ruble exchange
rate to fluctuations in global oil prices. Furthermore,
the Russian Ministry of Finance continued to pursue
the strategy of gradual substitution of the funds from
the sovereign wealth fund with internal borrowings to
finance the budget deficit.

Transactions to purchase foreign exchange in the
domestic FX market for the Russian Ministry of Finance
were one of the key factors in the increase of the Bank
of Russia’s assets in foreign currency and gold. Other
factors in their growth included the revaluation of for-
eign currency assets in US dollar terms and the pur-
chase and revaluation of gold in US dollar terms.

Oil price elasticity of the ruble exchange rate contin-
ued to decline. Its volatility decreased moderately and
was close to the level of summer 2014. In the FX market
the drivers of the ruble’s appreciation were the growing
energy prices, recovered interest of foreign investors in
Russian assets, and the retention of a positive interest
rate differential in respect of the rates abroad.

Ensuring financial market resilience is currently
a difficult and multifaceted task. To achieve this goal a
wide range of activities will be required to be performed,
from the comprehensive assessment of financial stabili-
ty in the country and setting general rules for regulation
of financial institutions and markets to ensuring the fi-
nancial resilience of each particular financial institution.

Another important area of activity is the resolution of
weak financial institutions and the withdrawal of un-
sound financial institutions from the market.

The Bank of Russia is implementing a large-scale
regulation and supervision reform in the financial sec-
tor. Furthermore, the Bank of Russia tries to ensure a
reasonable combination of implementing the interna-
tional regulatory standards and national approaches
towards regulation of financial institutions.

The new system is currently based on proportionate
regulation of financial institutions and the consolidated
and cross-sectoral ideology in supervision.

Proportionate regulation involves simplified regula-
tion for small financial institutions performing a limited
scope of operations, on the one hand, and sets propor-
tionally higher requirements for large financial institu-
tions comprising a considerable share of the Russian
financial market and using complex financial ties, struc-
tures, and products, on the other hand. The financial
resilience of these institutions, the transparency of their
activity, fair practice, and strict compliance with federal
laws are crucially important for financial stability in the
country.

The implementation of new supervision approaches
required the restructuring of the whole Bank of Russia
supervisory unit, which consisted in the centralisation
of supervisory activity. The reform started in 2016 and
was being implemented actively throughout 2017. The
reform will provide for the implementation of risk-based
and proactive supervision based on unified supervision
approaches and standards and the improvement of su-
pervisory technology.

In 2017, the Core Standard of Banking Supervision
and the supervisory activity standard with regard to
nonbank financial institutions (NFls) were approved;
the requirements for creating a Supervised Institution
Consolidated File to automate off-site supervision pro-
cesses implemented by credit institution (Cl) supervi-
sors and NFI supervisors were developed; and the first
release of this system ensuring automation of supervi-
sion business processes was installed.

The Bank of Russia is developing the practice of in-
teraction in the field of supervision with self-regulatory
organisations in the financial market. In 2017, a number
of core standards of supervision over microfinance or-
ganisations and consumer credit cooperatives through
their self-regulatory organisations were approved.

In 2017, the Bank of Russia continued its work to
prevent the bankruptcy of credit institutions and to fi-
nancially rehabilitate the Russian banking sector.
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A new financial rehabilitation mechanism was created
which provides for the direct participation of the Bank
of Russia in the equity of resolved banks using funds
from the Fund of Banking Sector Consolidation (FBSC).
Its implementation is aimed at reducing government ex-
penditures and the time for bank rehabilitation as well
as increasing the effectiveness of monitoring of the use
of the respective funds and creating equal competitive
conditions for the activity of credit institutions. In 2017,
the Bank of Russia carried out the resolution of Bank FC
Otkritie PJSC, B&N BANK PJSC, and Promsvyazbank
PJSC based on the new mechanism. The application
of this mechanism in 2017 made it possible to prevent
losses on the part of economic agents considerably ex-
ceeding the funds allocated for resolution. The target
goal of using the new mechanism is to develop com-
petition in the financial services market through selling
banks which have undergone financial rehabilitation to
new effective owners. The Bank of Russia will also ap-
ply a similar approach to insurance companies.

The Bank of Russia works consistently to identify
weak and unscrupulous banks. Withdrawal of such
banks from the market improves the conditions for fair
competition of credit institutions which comply with reg-
ulatory and legislative requirements. It increases the ac-
cessibility of banking services for all economic agents
throughout the country, ensures the protection of the
rights of consumers of these services, and creates con-
ditions for the effective financing of economic activity.

Consistent work on the regulation, supervision, and
rehabilitation of the banking sector is yielding results:
2017 saw a considerable improvement in the qualita-
tive aspects of the activity of Russian banks, a signifi-
cantly decreased involvement of banks in the shadow
(scheme) operations, the declined volumes of fictitious
transactions, and upward trends in asset quality and
transparency. Moreover, a large-scale rehabilitation of
the banking sector increased its stability, which is gen-
erally confirmed by the dynamics of key banking sector
indicators.

The Bank of Russia is improving the practice of
regulation and supervision of nonbank financial insti-
tutions, bringing it closer to the level and principles of
regulation and supervision of credit institutions. In 2017,
the Bank of Russia prepared for implementing in the
long term a risk-based approach towards the Russian
insurance market regulation on the basis of Solvency II.
The Concept of the Risk-Based Approach to Insurance
Sector Regulation was developed. The procedure for
calculating the value of net assets comprising pension

savings and the cumulative market value of pension re-
serves was established for non-governmental pension
funds. The procedure for making loan loss provisions
and the materiality criteria of unreliable reporting data
submitted to the Bank of Russia were determined for
microfinance organisations. The procedure for calculat-
ing financial ratios for agricultural consumer credit co-
operatives was set. Work was performed to determine
the risk profile of professional securities market partic-
ipants. While implementing proportionate regulation of
microfinance market participants, the Bank of Russia
introduced economic ratios with due regard to permitted
operations.

In the field of foreign exchange regulation and for-
eign exchange control the Bank of Russia simplified
considerably the procedure for authorised banks to
register foreign trade contracts (in effect from 1 March
2018).

For the purpose of improving the living standards
of Russian citizens and creating the conditions for eco-
nomic growth, the Bank of Russia worked to expand
financial inclusion, systemically develop and enhance
the functions of financial consumer protection, and im-
prove financial literacy. Financial products and services
should be diversified, comprehensible, reliable, and ac-
ceptable in terms of their price and shall be in direct
proximity to their consumers. The Bank of Russia con-
siders it to be a priority area of activity, and it is included
in the list of its strategic goals.

Among the significant results in this area there are
increased accessibility of CMTPLI through concluding
insurance agreements in the form of electronic docu-
ments, limitations on interest yield accruals on short-
term (up to one year) consumer loans, and mitigation of
social tensions in the field of housing mortgage lending
in foreign currency.

The Bank of Russia is implementing a set of mea-
sures to launch a remote identification of banks’ retail
customers. The mechanism will increase financial inclu-
sion for all categories of citizens, including those living
in remote regions and people with disabilities.

The Bank of Russia, together with the Government
of the Russian Federation, took measures to increase
financial inclusion for small- and medium-sized enter-
prises (SMEs). They agreed on uniform SME lending
standards for the partner banks of SME Corporation
JSC, completed work to recognise the guarantees and
sureties of SME Corporation JSC of quality catego-
ry 1, and adjusted regulatory ratios for banks servicing
SMEs. These measures will help expand the opportuni-
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ties for SMEs to receive loans and will contribute to the
growth of this sector of the economy.

The Bank of Russia is working to develop the bonds
market for the purpose of creating the conditions for
Russian economic agents to raise long-term borrowed
funds. In 2017, major attention was paid to improving
laws simplifying the procedure and reducing the time
for issuance of debt securities and establishing the pos-
sibility of state registration of electronic bonds issues.

As regards increasing the financial literacy of citi-
zens, special attention is being paid to children, youth,
and senior citizens. The financial literacy project is be-
ing implemented in 450 pilot and hub schools. For se-
nior citizens, the Bank of Russia developed the training
course ‘Promoting Financial Culture’, which tells how
to use banking services safely and effectively and how
to use modern online technologies and avoid fraud-
sters. The information and educational web resource
‘Financial Culture’ (fincult.info) was launched. The
website is intended for a wide audience with varying
amounts of economic knowledge and various financial
possibilities.

A payment system resistant to various challeng-
es is the key to the effective operation of all econom-
ic agents. The quality criteria in this area are the safe,
quick, and stable functioning of all payment system el-
ements.

The National Payment System in 2017 ensured
uninterrupted provision of funds transfer services.
Development and implementation of high-tech remote
payment services and products continued to make pay-
ment services more accessible, including online services,
and increased the volumes of cashless operations.

In 2017, Mir cards, the national payment instrument,
were promoted actively. As of the end of 2017, 31.2 mil-
lion Mir cards were issued, which was more than double
the number planned.

The Bank of Russia payment system continued to
improve the services and functions provided to custom-
ers, including financial market participants. This work
was aimed at reducing the time for access to payment
services and to speed up money transfers.

In order to develop financial technology and sup-
port financial market innovations, under the aegis of
the Financial Technology Development Association es-
tablished by the Bank of Russia together with financial
market participants, work is underway in the following
areas: development of distributed ledger technology,
development of the retail payments space, develop-
ment of open interfaces (Open API) in the financial mar-
kets, and digital identity management. Development of
the Masterchain platform based on distributed ledger
technology was completed.

The Bank of Russia started interacting with credit
institutions via an information resource on the Bank
of Russia website in the form of a personal account.
Currently all banks are connected to personal accounts.
A concept for storing and using electronic documents
and ensuring their legal effect for the financial market
was approved.

The Bank of Russia laid special emphasis on ensur-
ing cyber resilience of credit and financial institutions.
The mechanisms for interaction with law-enforcement
agencies in investigation of cybercrimes were improved.
In 2017, the Bank of Russia developed information se-
curity standards which set technical requirements for in-
formation protection at financial institutions and defined
the methodology for evaluating the conformity of infor-
mation protection at financial institutions to the techni-
cal requirements of national standards. Employment of
the new standards will enable financial institutions to
increase their level of protection from cybercrimes and
provide stable and uninterrupted services to their cus-
tomers.

In 2017, the Bank of Russia moved ahead in achiev-
ing its strategic goals. However, a lot of important is-
sues are yet to be resolved, and their successful res-
olution will be a decisive factor for the macroeconomic
stability of the state and the prosperity of Russian so-
ciety. Public confidence is crucial to effective activity of
the Bank of Russia. Therefore, the Bank of Russia pays
much attention to the transparency of its actions. The
Bank of Russia’s Annual Report is an example of such
transparency.
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The Bank of Russia conducts its activity under the existing economic and political conditions, in a certain in-
stitutional environment and economic structure. In order to accomplish its mission most successfully, adopt effec-
tive decisions in pursuing its policy, and coordinate it with other areas of government policy, the Bank of Russia
analyses the state of the global economy and financial markets, the economic and financial sector of Russia, and
specific aspects of the functioning of the national payment system.

Some indicators of macroeconomic conditions, for example, inflation, are in turn a result of the Bank of Russia’s
policy. The Bank of Russia, as a mega-regulator, was empowered to take measures to develop and adjust the
financial sector structure and its institutional environment. The comprehensive evaluation of independent factors
and the effectiveness of the earlier made decisions helps the Bank of Russia develop ways to achieve its goals,
formulate development strategies for various areas of its activity, and identify the most important problems requir-
ing urgent solution.

Chapter | ‘The State of the Russian Federation Economy’ contains a brief analysis of the economic environment
the Bank of Russia relied on when making decisions in 2017.
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I.1. THE MACROECONOMIC SITUATION

[.1.1. External economic conditions

In 2017, the external conditions for the Russian
economy improved slightly. Growth in global produc-
tion accelerated in 2017. Prices for the main Russian
exports in the world markets were above expecta-
tions. Investors became more interested in investing
in the assets of emerging market economies (EMEs),
and the inflow of portfolio investments into these mar-
kets increased. The extension of sanctions against
Russia continued to be a factor containing capital in-
flow.

Growth in global output of goods and services in
2017 increased to 3.8% (from 3.2% in 2016), as esti-
mated by the International Monetary Fund (IMF). GDP
growth in developed countries increased considerably
to 2.3% from 1.7% in 2016. Economic growth in EMEs
accelerated from 4.4% to 4.8%.

Among developed countries, the most significant
increase was observed in US economic growth, to
2.3% (as compared to 1.5% in 2016), which was
largely due to the dynamics of gross capital for-
mation, including fixed capital investment and in-
creased finished product inventories, along with the
continued growth in consumer spending. Economic
growth rates in the euro area increased to 2.3% (vs.
1.8%) mostly due to the contribution of net exports
resulting from the expansion of external demand.
Low growth rates of real wages slowed down the
increase in consumption and favoured the decline
of its contribution to GDP growth. The econom-
ic growth rate in Japan also accelerated, to 1.7%
(0.9%), as it did in Canada and a number of oth-
er developed countries. GDP growth in the United
Kingdom decreased slightly following the decline in
the consumer spending’s contribution caused by the
unfavourable wage dynamics.

Despite the gradual tightening of monetary poli-
cy, economic growth in China did not slow down as
expected. Owing to increased consumer spending,
the economic growth rate even rose somewhat (from
6.7% to 6.9%). GDP of Brazil grew by 1.0% following
a 3.5% decline in 2016. This contributed to a 1.3%

increase in GDP of Latin American and Caribbean
countries (after a 0.7% decline in 2016). The econom-
ic growth rates of the Commonwealth of Independent
States (CIS) (excluding Russia) and European EMEs
went up. GDP growth in India slowed down to 6.7%
(vs. 7.1% in 2016).

Economic growth in Russia’s major trading partners,
as estimated by the Bank of Russia, increased to reach
slightly above 3%.

The increase in global economic growth was accom-
panied by the accelerated growth of international trade.
Growth in the volume of international trade in goods
and services, as estimated by the IMF, accelerated to
4.9% (vs. 2.3% in 2016). Furthermore, an increased
growth rate of exports and imports was observed both
in developed countries and EMEs.

Given the recovery of global demand and the ef-
fective agreement on oil production cut by OPEC and
some non-OPEC countries’ global energy prices grew.
In 2017, the price of Urals crude grew by 26.9% on av-
erage against the average price of 2016, to $53.2 per
barrel (while in 2016 it declined by 18.4% against the
previous year).

The average level of prices for food products in
the global markets (FAO index) in December 2017 de-
creased by 0.3% against December of the previous year
(while in December 2016 it increased by 11%). A con-
siderable drop in prices for vegetable oils and sugar was
observed after their growth in the previous year, which
was explained by an increase in their production (the
greatest stocks of palm oil for the past two years were
accumulated in Malaysia and Indonesia). Prices for dairy
products also declined. Cereal prices rose amid expec-
tations of drought, and meat prices increased given the
heightened demand in some countries of Asia, Africa,
and Latin America due to reduced production in China
in previous years.

The recovery of demand and energy price growth
contributed to a moderate surge of inflation in devel-
oped countries. According to IMF estimates, in this
group of countries it went up from 0.8% in 2016 t0 1.7%

'This agreement was extended twice during 2017: in May, until the end of March 2018; and in late November, until the end of 2018.
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Growth in output of goods and services in the global economy and certain countries* (percent)
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* Based on official statistics published by the corresponding countries, Eurostat and the IMF.

in 2017. In the US, inflation was 2.1% in December
2017, just as in December 2016"; in the euro area it
was 1.4% (vs. 1.1% in December 2016), in the UK it
was 2.9% (vs. 1.6%), and in Japan it was 1.1% (vs.
0.3%). In EMEs inflation slowed down slightly, from
4.3% t0 4.0%. In China, inflation declined from 2.1% in
December 2016 to 1.8% in December 2017. Weighted
average inflation in the group of Russia’s major trading
partners was low. Therefore, the overall external infla-
tion background and food price dynamics did not ex-

ert any additional pressure on inflation in the Russian
Federation.

Against the backdrop of low inflation developed
countries continued to pursue easy monetary policy.
The US Federal Reserve System (US Fed) proceed-
ed with its gradual tightening started in December
2015. In October 2017, the US Fed started reducing
the amount of Treasury bonds and bonds of federal
mortgage agencies on its balance sheet by cutting
reinvestment of payments to repay the principal debt

Growth in exchange rates of certain currencies against the US dollar in 2017*
(December 2017 as a percentage of December 2016)
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* A ‘=’ denotes the appreciation of the US dollar; ‘+ - its depreciation, Bloomberg data.

"Headline inflation data (consumer price index for all urban consumers, CPI-U). The target inflation used by the US Fed is calculated as
the personal consumption expenditures price index (PCE Price Index). It remained below 2% (1.7% on average from January to Decem-
ber 2017).
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which have been gained from possession of these
assets. The US Fed increased its key rate' in March,
June, and December 2017, as a result of which it rose
from 0.50—-0.75% as of the end of 2016 to 1.25-1.50%
as of the end of 2017.

The European Central Bank (ECB) maintained an
accommodative policy stance. Official interest rates
established in 2016 remained at their historical lows:
a zero key rate and the deposit rate at —0.40%. The
quantitative easing programme was cut back gradually
but continued throughout the year. The monthly volume
of asset purchases was €80 billion until March 2017 (in-
clusive) and €60 billion in April-December (reduced to
€30 billion starting from January 2018).

Volatility in the global financial markets decreased as
compared with 2016. The VIX volatility index was at its
lowest for the entire period after the crisis of 2008—2009.
Its local peaks were registered in April and August, which
was largely due to geopolitical developments.

In 2017, the inflow of portfolio investments into EMEs
increased significantly as global economic growth ac-

celerated, China showed more favourable economic
dynamics compared to the forecasts, and the promising
prospects opened for commodity exports. According to
Emerging Portfolio Fund Research Global (EPFR), the
cumulative net capital inflow into funds that invest in
EMEs reached over $188 billion (as compared to about
$35 billion in 2016).

Amid the increase in energy prices, the relevant in-
crease in current account surplus, the nominal effective
exchange rate of the ruble was registered to grow on
average during the year. Ultimately, despite decrea-
sed inflation, the average real effective exchange rate
of the ruble in 2017 rose by 15.9% as compared to
2016 (in 20186, it fell by 0.5%). The ruble appreciation in
January—-April was followed by its depreciation in May—
August, which was due, in particular, to the overall ap-
preciation of the US dollar against EME currencies. In
2017 Q4, the ruble strengthened slightly. As a result, in
December 2017 the real effective exchange rate of the
ruble against foreign currencies decreased by 1.1% as
compared to December 2016.

"The US Fed uses the federal funds rate (on overnight interbank loans) as a key rate.
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|.1.2. Inflation and economic activity

In 2017, the Russian economy continued a recovery
that began in the second half of 2016. Its growth rates
approximated the level estimated by the Bank of Russia
as corresponding to the long-term economic potential
considering its current structure.

External conditions produced a mixed effect on the
Russian economy. On the one hand, an internation-
al treaty to cut oil production restrained Russia’s oil
exports. On the other hand, a favourable situation in
the global commodity markets ensured export volume
growth and facilitated the trade surplus increase and
the current account stability.

The decline of uncertainty and improved sentiments
of the population and businesses were the drivers of
economic growth in 2017. The situation in the labour
market remained stable. Unemployment stayed low
(5.2% of the total workforce) and did not exceed its nat-
ural level. GDP growth in 2017 was 1.5% (in 2016 a
0.2% decline was observed). The recovery of domestic
consumer demand was gradual and did not hinder the
slowdown of consumer price growth. Annual inflation
decreased to a level close to 4% already in the first half
of 2017. In the second half of the year, its slowdown
continued, including under the influence of temporary
factors which were primarily associated with the situa-
tion in individual food markets. In December, the year-
on-year inflation stood at 2.5% (5.4% in December
2016).

The recovery processes in the dynamics of internal
demand, both consumer and investment, became sta-
ble. The recovery of consumer activity contributed to
growth in consumer product manufacturing, including
durable goods (furniture, household appliances, motor
cars). The expansion of consumer goods output was
also supported by the import substitution process, in-
cluding in the manufacture of home care products,
foodstuffs, some durable goods, and in pharmaceu-
tics. However, the potential for import substitution went
down: some imported consumer goods, primarily food-
stuffs, had been almost fully replaced with domestic
analogues.

Gradual substitution of imports also supported some
investment-oriented manufacturing, in particular, the
manufacture of motor cars and agricultural machines
and equipment. However, low production activity in
construction continued to limit the dynamics of invest-
ment goods output.

The production dynamics of intermediate consump-
tion goods were also heterogeneous. For example, oil
production increased because its stabilisation under
agreements with oil exporting countries was secured
at the fairly high level achieved in late 2016. Gas pro-
duction also went up, supported in 2017 H1 by growing
demand from Europe and Turkey. The output of metals
declined throughout 2017 amid the slowing growth of
demand in China.

Overall, the contribution of growth in industrial goods
manufacturing to GDP growth in 2017 was 0.1 pp.

The recovery of internal investment and consumer
activity and growth in external demand for domestic
products supported wholesale and retail trade, which
made the most significant contribution to the GDP in-
crease in 2017. It amounted to 0.4 pp (compared to
—0.5 pp in 2016). Gross value added in the sector of in-
termediary services (operations with real estate, finan-
cial and insurance services), transportation and stor-
age, and IT and communications services continued to
grow. The aggregate contribution of these activities to
GDP growth was 0.6 pp.

High indicators of the main crops harvest and
growth in animal product output ensured the positive
contribution (less than 0.1 pp) of agricultural output to
GDP growth. The implementation of a complex of gov-
ernment programmes contributed to the increased tech-
nological level of the sector and growth of its production
potential. The expansion of government support was
also conducive to the development of hothouse farms
and agrologistic complexes, which influence the slow-
down of price growth in the consumer market.

The stable situation in the labour market ensured in-
creased consumer confidence and household demand.
The recovery of economic activity was conducive to
heightened demand for labour and wage growth. The
unemployment rate remained low and was close to the
level estimated by the Bank of Russia as natural, i.e.,
not exerting additional pressure on inflation (either to-
wards its acceleration or slowdown). Real wage growth
rates on a year-on-year basis increased, while its nom-
inal growth rates remained close to the level of 2016
and inflation slowed. Real wage growth corresponded
to a large extent to the increase in labour productivity: in
2017 it was somewhat higher than productivity growth
but was rather of a catch-up nature and continued to
offset a more considerable decline in real wages com-
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pared to labour productivity in 2015. Furthermore, real
disposable money income remained on the whole be-
low the 2016 level following the decline in other compo-
nents, such as income from entrepreneurial activity and
from ownership, which suppressed the acceleration of
consumer demand growth.

Consumer activity recovered amid the gradual in-
crease in credit accessibility and a certain decline in the
propensity to save against the backdrop of falling inter-
est rates in 2017. Monetary policy remained moderately
tight throughout the year, real interest rates remained
positive, and banks were still cautious and careful about
choosing borrowers and areas of lending. As a result,
ruble-denominated investments remained highly attrac-
tive, and growth of retail lending was to a large extent
restorative in nature and corresponded on the whole to
the household income dynamics (see Subsection .2.1).
Therefore, the transition from the model of household
saving behaviour to increased consumption was smooth
without exerting any additional pressure on prices.

As of year-end 2017, the contribution of the in-
crease in household final consumption expenditure to
GDP was again in the black and amounted to 1.8 pp
(compared to —1.5 pp in 2016). Given the conservative
fiscal policy (see Subsection 1.1.3) and the decline in
the budget deficit, the contribution of government final
consumption expenditure to GDP growth in 2017 was
not great (0.1 pp). Overall, final consumption expendi-
ture in 2017 grew by 2.6% (vs. a 1.9% decline in 2016),

Expenditure on final consumption of general government

which did not exert significant inflationary pressure and
did not hinder inflation reduction in 2017.

The recovery of investment demand made a notable
contribution to GDP growth in 2017. Implementation of
large investment projects with government support was
conducive to investment growth. The increase in private
sector fixed capital investments also remained fairly
stable making a positive contribution to the investment
activity dynamics. Growth in fixed capital investments in
2017 amounted to 4.4%. The contribution of gross fixed
capital formation to GDP growth in 2017 rose to 0.9 pp
from 0.2 pp in 2016. Changes in inventories also made
a positive contribution to GDP growth. Companies built
up their inventories in anticipation of increased demand
for their products particularly actively in the first half
of the year, according to estimates. As a result, the
overall gross capital formation increased by 7.4% (in
2016, it reduced by 1.9%), and its contribution to GDP
growth was in the black reaching 1.7 pp (as compared
to —0.4 pp in 2016).

Amid the ruble appreciation and the expansion of
domestic demand in 2017, growth in import quantities
of investment and consumer goods and services accel-
erated considerably (by 17.4%, following a 3.6% de-
cline in 2016). Growth in imports was also facilitated by
the increased volume of online purchases from abroad
by the population.

Exports in 2017 also showed the more prominent
dynamics than in 2016. Export quantities of goods
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Inflation, core inflation, and average annual inflation*
(growth as a percentage of corresponding month of previous year)
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and services increased by 5.1% (vs. 3.2% in 2016).
Agreements with OPEC countries to cut oil production
had a certain restraining influence on the export dynam-
ics. Exports expanded due to increased demand for oth-
er primary commodities (except oil) and non-commodity
goods, in particular, food products (cereals, sunflower
oil, sugar, fish, and fish products), medical equipment,
machine tools, and motor cars.

Given the faster growth in imports of goods and
services compared to their exports, the contribution of
net exports to GDP growth in 2017 was negative and
amounted to —2.3 pp (vs. 1.7 pp in 2016).

The GDP growth rate in 2017, which amounted to
1.5%, is assessed by the Bank of Russia as appropri-
ate for the long-term potential of the Russian economy,
considering its current structure (1.5-2.0%). This did
not hinder a further slowdown in price growth.

In 2017, inflation continued to slow down. Annual
inflation in December 2017 decreased to 2.5%. The
average annual inflation' as of year-end reached 3.7%
(vs. 6.5% in 2016). Both permanent and temporary
factors contributed to inflation slowdown. A permanent
factor which facilitated a stable decline in inflationary
pressure was the consumer demand dynamics. It re-
covered smoothly against the backdrop of moderately
tight monetary conditions and the reduction in inflation
expectations.

Under the impact of the ongoing inflation slowdown
and the consistent implementation of a moderately tight
monetary policy inflation expectations continued to de-
cline. The expectations of professional economists and

financial market participants stabilised at the level close
to 4%. Inflation expectations of households and busi-
nesses reached their historical lows. Direct quantitative
assessments of inflation expected by the population in
the next 12 months (based on the survey data of inFOM
LLC) decreased by 3.7 pp over the year. However, they
still remained high (8.7% in December 2017) and sig-
nificantly exceeded the level of 4%; they also remained
sensitive to one-off factors, including short-term fluctu-
ations of prices for individual goods.

The exchange rate dynamics in 2017 (see Subsec-
tion 1.2.1) also contributed to the inflation slowdown.
The disinflationary impact of this factor was the most
pronounced in the first half of the year, but it declined
gradually towards the end of the year as the impact of
the ruble appreciation which took place in the first half
of the year was exhausted. On the other hand, the in-
crease in global energy prices affected the acceleration
of producer price growth in oil production and refining,
which led to a certain acceleration of growth in consum-
er prices for motor fuel on a year-on-year basis. This
made a positive, though small, contribution to overall
annual inflation.

Indexation of cumulative utility payments in 2017
corresponded to the inflation target and thus had no
impact on the rise or fall of inflationary pressure in the
economy. Growth in prices and tariffs for housing and
utility services in December 2017 slowed down to 4.6%
(vs. 5.4% in December 2016).

The inflation slowdown in the second half of the year
was promoted by the record-breaking crop of cereals

"Reflects the difference between the average price level for the last 12 months and the average price level for the previous 12 months.
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and leguminous plants amid their considerable stocks
as well as sustainable growth in animal product output.
The expanded supply of farm produce, along with the
limited possibilities for a quick increase of their sales
volumes, including for export, caused a downturn in
producer prices in agriculture and the manufacture of
food products. The accelerated sale of individual kinds
of vegetables put additional downward pressure on
consumer price growth at the end of the year under the
influence of concerns about their potential shelf life due
to the lower quality of the harvested crop.

Annual food price growth decreased to 1.1% in
December 2017 (vs. 4.6% in December 2016), which
was the minimum level for the entire monitoring period.
Furthermore, the prices for some food products, includ-
ing meat and poultry, eggs, sugar, pasta and cereals,
and vegetable oils, at the end of 2017 were lower than
a year before.

Annual growth in prices for nonfood goods slowed
down throughout most of the year and by the end of
the year had reached their historical lows, amounting to

Nonfood products

2016 2017

- Services

2.8% in December 2017 (vs. 6.5% in December 2016).
This was due, inter alia, to the expansion of internal pro-
duction of consumer goods, including durables. The de-
cline in services price growth was the least pronounced
in 2017. Throughout most of the year they fluctuated
around 4%, and in December 2017 they amounted to
4.4% (vs. 4.9% in December 2016).

Annual core inflation, which is calculated net of
items with administered prices and items subject to
the most significant fluctuations under the influence of
one-off factors (including fruits and vegetables), slowed
to 2.1% as of year-end 2017 (vs. 6.0% in December
2016).

Price dynamics throughout 2017 became more ho-
mogeneous for various types of goods and services
and for regions. The annual price growth rates slowed
down to 4% or less for most items in the consumer bas-
ket (in December 2017, over 70% of the total number of
goods and services) and in almost all regions of Russia
(in December 2017, in 80 out of 82 constituent territo-
ries of the Russian Federation).



BANK OF RUSSIA ANNUAL REPORT

1.1. THE MACROECONOMIC SITUATION

FOR 2017

29

|.1.3. Fiscal policy, government finance and domestic

government debt

In 2017, the fiscal policy was focused on the sta-
bilisation of government finance through fiscal consol-
idation. The federal budget and budget system deficits
were both cut back by increased revenues amid the
improved foreign economic situation, economic activity
growth and increased collectability of taxes, and through
a balanced expenditure policy. A temporary mechanism
for domestic FX market operations (transitional fiscal
rules) was developed and launched in the beginning of
2017 as part of fiscal policy. It was designed to sterilise
additional oil and gas revenues (with the price of Urals
being above $40 per barrel) to replenish the sovereign
fund. This mechanism made it possible to reduce the
sensitivity of the Russian economy and the ruble ex-
change rate to fluctuations in global oil prices and to
make a gradual transition to the regular fiscal rule, which
started functioning in 2018. Furthermore, the Ministry
of Finance continued to pursue the strategy of gradual
substitution of funds from the sovereign fund with in-
ternal borrowings to finance the budget deficit. These
measures not only allowed to improve the balance of
government finance but also facilitated macroeconomic
stabilisation and lower inflation in 2017.

According to the Federal Treasury', the revenues of
the budget system of the Russian Federation in 2017
amounted to £30,640.0 billion (33.3% of GDP), hav-
ing increased by 8.7% in nominal terms, or 0.6 pp of
GDP, as compared to 2016 (see Table 5, Section V.4
Statistical Tables). The structure of revenues showed
growth in both oil and gas revenues and nonoil and gas
revenues. Oil and gas revenues in 2017 amounted to
P5,971.9 billion (6.5% of GDP), having increased by
23.3% in nominal terms, or by 0.9 pp of GDP. Nonoll
and gas revenues of the consolidated budget in 2017
amounted to P24,668.1 billion (26.8% of GDP), having
increased by 5.7% in nominal terms as compared to
the previous year and having decreased by 0.3 pp of
GDP. Budget system expenditures in 2017 stood at
P31,989.1 billion (34.8% of GDP), having increased by
2.1% in nominal terms and having decreased by 1.7 pp
of GDP as compared to 2016. As a result, the budgets
of the budget system of the Russian Federation in 2017
showed a deficit of P1,349.1 billion (1.5% of GDP),

which was P1,793.0 billion (2.2 pp of GDP) less than
in 2016.

Federal budget revenues in 2017 amounted to
P15,088.9 billion (16.4% of GDP), having increased by
12.1% in nominal terms, or by 0.8 pp of GDP, as com-
pared to 2016. Nonoil and gas revenues of the federal
budget grew despite significant one-off receipts in 2016,
including receipts from the privatisation of Rosneft.
In particular, this was prompted by the redistribution
of 1 pp of the profit tax rate from the budgets of the
constituent territories of the Russian Federation to the
federal budget. Federal budget expenditures in 2017
amounted to £16,420.3 billion (17.8% of GDP), which
slightly exceeded the expenditures in 2016. However,
federal budget expenditures were underperformed by
P308.0 billion against the target approved by Federal
Law No. 415-FZ, dated 19 December 2016 (as amend-
ed on 14 November 2017), ‘On the Federal Budget for
2017 and the Plan Period of 2018 and 2019’ (herein-
after, Federal Law No. 415-FZ). As a result, the defi-
cit turned out to be less than P2,008.1 billion (2.2% of
GDP) as predicted by the Ministry of Finance of Russia.
As of year-end 2017, the federal budget deficit stood at
P1,331.4 billion (1.4% of GDP), which was P1,625.0 bil-
lion (2.0 pp of GDP) less than in 2016.

Notwithstanding the conservative performance of ex-
penditures, the Government of the Russian Federation
implemented the planned measures in the field of social
policy, including a one-off payment of P5,000 to pen-
sioners and indexation of pension benefits and allow-
ances.

The consolidated budget of the constituent territo-
ries of the Russian Federation and the budgets of the
government extra-budgetary funds were performed
with a near-zero balance.

As of 1 January 2018, the aggregate volume of funds
from the sovereign funds amounted to £3,752.9 billion
(4.1% of GDP). In 2017, £1,000.4 billion was allocated
from the Reserve Fund to finance the federal budget
deficit, as a result of which the Fund was depleted com-
pletely. In 2018, the Reserve Fund is to be abolished.
In 2017, funds from the National Wealth Fund in the
amount of P 609.7 billion were allocated to cover the

"The figures showing the performance of the consolidated and federal budgets of the Russian Federation and the performance of the
consolidated budget of the constituent territories of the Russian Federation and government extra-budgetary funds in 2017 are presented
in accordance with the monthly report on the consolidated budget performance as of 1 January 2018 published by the Federal Treasury.
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deficit of the Pension Fund of the Russian Federation;
P124.1 billion were allocated to replenish the balance
of the federal budget account in rubles; and P5.5 billion
were allocated to co-finance the voluntary pension sav-
ings of citizens. The negative exchange rate revaluation
was also conducive to the decline in the ruble funds of
sovereign funds in 2017.

In 2017, the Ministry of Finance of Russia purchased
foreign currency in the amount of additional oil and gas
revenues to further replenish the sovereign funds under
a temporary mechanism of operations in the domestic
FX market involving the Bank of Russia. In 2017, when
the actual price of Urals crude continuously exceeded
the basic price of $40 per barrel, the Ministry of Finance
of Russia purchased foreign currency in the amount of
P829.2 billion (in the ruble equivalent), thus replenish-
ing the balances of the federal budget FX accounts,
to transfer these funds subsequently to the National
Wealth Fund in February 2018.

According to the Ministry of Finance of Russia, the
aggregate government and municipal internal debt of
the Russian Federation as of 1 January 2018 amounted
to P14,243.1 billion (15.5% of GDP), having increased
by 3.0% in absolute terms over the year but having de-
creased by 0.6 pp of GDP. The share of internal debt
in the total government and municipal debt was 79.9%,
which was 2.4 pp above this indicator as of 1 January
2017. This trend corresponds to the strategy of gradual
substitution of external debt with internal borrowings,
which was announced earlier by the Russian Ministry
of Finance.

The internal federal debt as of 1 January 2018
stood at £8,689.6 billion (9.4% of GDP, which is 0.1 pp
of GDP higher than its volume as of 1 January 2017).
About 83.4% of the internal federal debt is accounted
for by government securities, the volume of which was
P7,247.1 billion (18.8% above the level as of 1 January
2017); the remaining portion is accounted for by gov-
ernment guarantees, the volume of which stood at
P1,442 .5 billion (P460.6 billion, or 24.2%, less than as of
1 January 2017). In pursuance of Article 13 (Part 6) of
Federal Law No. 415-FZ, the Bank of Russia conclud-
ed Agreement No. 01-01-06/04-221, dated 17 August
2017, with the Ministry of Finance of Russia, under
which they exchanged government securities of the
Russian Federation owned by the Bank of Russia with
a par value of P58.4 billion for government securities of

other issues with a par value of P54.9 billion. Amid mod-
erately tight monetary conditions and a significant posi-
tive difference in real interest rates between Russia and
the rest of the world, an inflow of foreign investments in
government securities was observed. In 2017, the fed-
eral government bond (OFZ) portfolio of nonresidents
increased almost 1.5-fold, and their share in the OFZ
market grew from 26.9% to 33.1%. An inflow of foreign
capital in Russian Eurobonds and private assets of the
stock market was also observed. Amid the increased
internal federal debt due to a positive net placement of
OFZs and growth in the volume of government guar-
antees, the ruble value of the external debt decreased
mainly due to the exchange rate revaluation. Despite
significant OFZ placements to finance the budget defi-
cit, the aggregate government debt to GDP ratio re-
mains stable and does not exceed the level registered
at the end of 2014 (about 15-16% of GDP).

In 2017, within the framework of the privatisation
programme, blocks of shares of major Russian com-
panies, such as VTB Bank (PJSC), NCSP PJSC and
Sovcomflot PJSC, were not sold as expected.

The debt of the Russian Ministry of Finance to
the Bank of Russia in the currency of the Russian
Federation at the par value of government securities,
including securities acquired by the Bank of Russia
through repos, decreased by 98.3% in 2017 to £1.5 bil-
lion, which was caused by the sale and redemption of
government securities. The debt of the Russian Ministry
of Finance to the Bank of Russia in foreign currency in
the ruble equivalent in 2017, including Bank of Russia
repos, decreased by 10.3% and stood at P184.1 billion
as of 1 January 2018 at the par value of government
securities.

At the end of 2017, Guidelines for the Fiscal, Tax
and Customs Tariff Policy for 2018 and the Plan Period
of 2019 and 2020 were published. The document an-
nounced budget plans for 2018-2020 which assumed
the completion of fiscal consolidation and the introduc-
tion of a regular fiscal rule which would make it possi-
ble to achieve and maintain the balance of government
finance in the medium term and ensure the replenish-
ment of the sovereign fund and the stability of the gov-
ernment debt path. These measures may facilitate the
decline in economic uncertainty, further macroeconom-
ic stabilisation, and an increase in the sovereign credit
rating.
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|.1.4. Balance of payments, international investment position,

and external debt

Balance of payments

In 2017, the current account strengthened against
the backdrop of an improved price situation for ma-
jor Russian exports. Along with the termination of the
outflow of previously attracted foreign investment, it
enabled net lending to the rest of the world to be ef-
fected in the form of direct investment and international
reserves (unlike 2016, when it was effected mostly in
the form of decreasing liabilities).

The current account surplus in 2017 amounted to
$35.2 billion (against $24.4 billion in 2016). Growth in
the current account surplus resulted from the strength-
ening of the balance on trade amid a moderate increase
in the deficit under other components.

Growth in the external merchandise trade surplus
to $115.0 billion (against $90.3 billion in 2016) was
caused by an increase in exports volumes outpacing
that in imports volumes.

Merchandise exports increased to $353.0 billion
and exceeded the level of 2016 by one quarter. The
exports’ dynamics were largely influenced by the price
factor. The export prices deflator was 1.23, with crude
oil and petroleum products prices growing most rapid-
ly (by 27.7% and 33.1% respectively). As a result, the
price index of the four main fuel and energy products!

in 2017 reached 1.26. An 18.5% increase in global
prices for other Russian export commodities was the
main factor of growth in their export value. Merchandise
exports in kind increased by 2.2% due to non-energy
commodities, while the export quantities of hydrocar-
bons remained at a level close to that of 2016.

All consolidated merchandise export groups showed
positive dynamics in terms of value. Exports of fuel and
energy products grew the most (by 27.2%, to $211.4 bil-
lion), as a result of which their share in merchandise
exports reached 59.2% (against 58.2% in the preced-
ing year). Exports of ferrous and non-ferrous metals,
including products made thereof, increased by 29.4% to
$37.3 billion, and their share reached 10.4%. Exports of
machinery and equipment grew by 14.9% to $28.1 bil-
lion, and the share of the group represented 7.9% (8.6%
in the preceding year). Exports of food products and
raw materials for their production increased by 21.3% to
$20.7 billion, while their share in merchandise exports
decreased to 5.8% (from 6.0%). Exports of chemicals
grew by 15.0% reaching $23.9 billion, while the share
of the group declined to 6.7% (from 7.3%).

Despite a significant increase in the value of ener-
gy supplies, the share of their main consumers, the EU
countries, in the geographical breakdown of Russian
exports decreased by 1 pp to 44.7%. Meanwhile, the

Russia’s major balance of payments components and international reserves
(billions of US dollars)
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share of exports to APEC countries grew to 24.2% (from
23.6%). The share of exports to EAEU states also in-
creased reaching 9.4% (from 9.0%). The largest export
volumes of Russia’s goods went to China (10.9%), the
Netherlands (10.0%), Germany (7.2%), Belarus (5.2%),
and Turkey (5.1%).

Merchandise imports in 2017 grew to $238.0 bil-
lion, which is 24.2% higher than the 2016 outcome.
Import dynamics were determined by both the increase
in import quantities by 16.8% and the growth in prices
for imported goods by 6.4%.

The recovery of the Russian economy ensured an
increase in imports of investment goods — machines,
equipment, and vehicles — by 28.1% to $110.3 billion.
The share of the group in the import composition grew
to 48.6% (from 47.2% in 2016). An increase in sup-
plies of equipment and ground means of transport
made the biggest contribution. Imports of metals in-
creased by 36.9% with their share rising to 6.9% (from
6.3%). Against the background of outpacing growth in
machinery and metal imports the shares of other com-
modities in the import composition mostly declined.
Thus, despite an increase in imports of chemicals and
products of related industries by 19.0% to $40.3 bil-
lion, the share of the group fell to 17.7% (from 18.6%
in 2016). Imports of food products, including raw ma-
terials for their production, grew by 15.1% to $28.8 bil-
lion, while the share of the group dropped to 12.7%
(from 13.7%).

The geographical breakdown of merchandise im-
ports did not change much from that in 2016, with
APEC countries accounting for 40.4%, EU for 38.3%,
and EAEU for 7.7%. Russia’s most important trading
partners were China (21.2%), Germany (10.7%), the
USA (5.5%), Belarus (5.2%), and ltaly (4.5%).

The deficit in the balance on external trade in ser-
vices grew by 29.3% to $31.1 billion due to a significant
increase in the volume of imported services.

Exports of services increased to $57.8 billion,
or by 14.4%. The value of transport services grew to
$19.8 billion (from $17.1 billion in 2016). The increase
in the value of services rendered under the ‘Travel item
by $1.2 billion to $8.9 billion was explained by growth in
dollar terms of nonresidents’ spending associated with
their stay in Russia. Demand for other services pro-
vided to nonresidents expanded to $29.1 billion (from
$25.6 billion in 2016) largely owing to construction and
computer services.

Imports of services grew to $88.9 billion, or by
19.2%. The aggregate’s dynamics were shaped by the

outpacing recovery of residents’ spending recorded un-
der the ‘Travel’ item (growth by 29.7% to $31.1 billion),
mostly due to an increased number of trips abroad of
Russian citizens. Imports of other services in 2017 ex-
panded to $43.4 billion (against $38.8 billion in 2016),
mainly in the segment of architectural, engineering, and
other technical services, and charges for the use of in-
tellectual property. The volume of services provided by
foreign transport companies grew to $14.5 billion (from
$11.8 billion) owing to residents’ demand for air trans-
port services.

The deficit in the balance on compensation of em-
ployees expanded by one quarter reaching $2.3 billion.
The value of compensation of nonresident employees
changed from $5.5 billion to $6.4 billion following the
increase in the dollar equivalent of their wages, de-
spite the reduction in the number of migrants employed
for less than one year in the economy of the Russian
Federation. Compensation of employees receivable by
Russian citizens working abroad reached $4.1 billion
(against $3.7 billion in the preceding year).

The deficit in the balance on investment income
widened from $33.7 billion to $37.3 billion. The deficit in
other sectors’ investment income reached $37.7 billion
in 2017 from $36.9 billion a year earlier as a result of a
predominant growth in income payable. The surplus in
the balance on investment income of the banking sector
fell to $0.9 billion from $3.4 billion in 2016 due to the
reduction of receipts from nonresidents.

The deficit in the balance on secondary income in
2017 expanded by $2.9 billion reaching $9.2 billion as
a result of growth in personal transfers paid to nonre-
sidents.

The capital account was virtually balanced.

Net lending to the rest of the world (combined
balances from current and capital accounts) in 2017
grew to $34.9 billion (from $23.6 billion in 2016). The
net lending-to-GDP ratio increased from 1.8% in 2016
t0 2.2% in 2017.

Net lending to the rest of the world as reflected
in the financial account (excluding reserve assets) to-
talled $16.1 billion in 2017 growing from $10.9 billion in
2016.

External liabilities increased by $1.2 billion (com-
pared to a decline by $6.2 billion in 2016).

General government’s foreign liabilities increased
by $15.1 billion (against $4.5 billion in 2016) mainly due
to the acquisition by nonresidents of sovereign securi-
ties denominated in Russian rubles in the secondary
market.
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External liabilities of central bank increased by
$1.3 billion (against $0.4 billion in 2016) as a result of
repo transactions with nonresident banks.

The net reduction in private sector liabilities in 2017
amounted to $15.2 billion ($11.1 billion a year earlier).

Foreign liabilities of the banking sector declined
by $29.3 billion (against a reduction by $27.1 billion in
2016).

In contrast, external liabilities of other sectors grew
by $14.1 billion (by $16.0 billion in 2016). Direct invest-
ment grew by $26.4 billion (against a gain of $30.9 bil-
lionin 2016). As a result of transactions with the financial
instruments of Russian issuers, their volume in foreign
investors’ portfolios contracted by $4.5 billion, while the
value of the aggregate was close to zero in 2016. Net
repayment of external loans by other sectors shrank to
$8.6 billion (from $13.6 billion in 2016).

Financial assets, excluding reserve assets, grew
by $17.3 billion in 2017 (from $4.6 billion in 2016).

Foreign claims of general government and central
bank increased by $3.1 billion (against $0.9 billion in
2016).

The net increase in private sector’s financial assets’
in 2017 totalled $13.4 billion ($2.8 billion in 2016).

Foreign assets of banks dropped by $4.4 billion
against a reduction by $28.3 billion in 2016.

Net acquisition of financial assets by other sectors
fell to $17.8 billion (from $31.1 billion in 2016)'. An al-

most twofold increase in investment in foreign assets
in the form of direct investment to $37.8 billion was
shaped primarily by contributions to the equity of for-
eign companies. The volume of cash foreign currency
as a result of transactions of other sectors with nonre-
sidents decreased by $6.0 billion (against a decline by
$4.7 billion in 2016), which was associated, inter alia,
with the increased imports under the ‘“Travel item. The
amount of fictitious transactions? continued to decline
not exceeding $0.4 billion.

Net private capital outflows in the reporting year
totalled $24.8 billion ($18.4 billion in 2016), which was
due to the reduction in foreign liabilities by the banking
sector while the influence of other sectors’ transactions
remained neutral.

International investment position

The volume of foreign assets of the Russian Fede-
ration as of 31 December 2017 totalled $1,341.2 billion,
gaining in the course of 2017 $108.4 billion, or 8.8%.

The changes were mostly determined by a positive
revaluation in the amount of $53.0 billion against the
background of the weakening exchange rate of the US
dollar vis-a-vis other currencies. External assets grew
by $39.9 billion as a result of transactions.

Reserve assets increased by $55.0 billion reaching
$432.7 billion, and direct investment abroad gained

International investment position as of 31 December 2017
(percent)

Assets
32

21 Liabilities

I Direct investment
Portfolio investment
Reserve assets

M Other investment

"Excluding debt for supplies under intergovernmental agreements.

= Currency and deposits
Loans
B Other accounts

2 Fictitious transactions include those with the attributes of fictitious transactions related to foreign trade in goods and services, secu-
rities trading, lending to nonresidents, and money transfers to residents’ own accounts abroad for the purpose of cross-border money

transferring.
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$52.8 billion totalling $470.9 billion. Portfolio invest-
ment grew insignificantly (by $1.8 billion) and amount-
ed to $73.9 billion. Within other investment, totalling
$358.8 billion as of 31 December 2017, growth in other
sectors’ balances on deposit and in cash foreign cur-
rency compensated lower claims on nonresidents un-
der other financial instruments.

External liabilities of the Russian Federation to-
talled $1,073.4 billion as of 31 December 2017, as
compared with $1,021.4 billion as of 31 December
2016. The increase was mostly due to a positive reval-
uation of $54.0 billion.

Direct investment liabilities gained $57.5 billion over
the year reaching $535.2 billion. The volume of port-
folio investment from abroad grew by $14.8 billion to
$230.8 billion, which was caused by foreign investment
in Russian sovereign securities along with reduced lia-
bilities under equity instruments. Other investment lia-
bilities declined by $18.4 billion to $302.9 billion, result-
ing from the reduction of indebtedness of the banking
sector to nonresidents on deposits.

In the course of 2017 the outpacing growth of for-
eign assets led to an increase of the net internation-
al investment position of the Russian Federation by
$56.3 billion, or by 26.6%, to $267.8 billion.

International reserves
of the Russian Federation

International reserves of the Russian Federation in
2017 increased from $377.7 billion to $432.7 billion.

The increase in international reserves resulting from
transactions recorded in the balance of payments to-
talled $22.6 billion (against $8.2 billion a year before),
which was caused by both the acquisition of foreign cur-
rency in the domestic market within the framework of
the fiscal policy mechanisms associated with the prepa-
ration for the transition to new budgetary rules and the
repayment by Russian credit institutions of earlier re-
ceived loans.

Positive exchange rate and market revaluations in
the amount of $24.8 billion were shaped as a result of
the weakening of the US dollar in the international FX
market and the respective increase in the dollar equiva-
lent of reserve assets denominated in other currencies,
and also as a result of increased gold prices.

The value of monetary gold as of 31 December 2017
amounted to $76.6 billion. The stock of gold gained
$16.5 billion in terms of value, representing a 27.3% in-
crease, which was determined by a cumulative effect of

positive revaluation (by $7.4 billion) and a record-high
replenishment of Bank of Russia holdings in physical
terms (by $9.0 billion). The share of gold in the interna-
tional reserves grew from 15.9% as of the beginning of
the year to 17.7% as of 31 December 2017.

As of 31 December 2017, the volume of interna-
tional reserves was sufficient to finance the import of
goods and services for 16 months (17 months as of
31 December 2016).

External debt

The external debt of the Russian Federation as of
31 December 2017 totalled $518.9 billion, increasing by
$7.2 billion, or by 1.4%, in the course of the year.

External liabilities of private sector stood at 86.5%
of the total external debt of the Russian Federation
($448.6 billion as of 31 December 2017). The share
of liabilities of general government and central bank
reached 13.5% ($70.3 billion).

Indebtedness of the federal government grew by
$16.7 billion reaching $55.6 billion. The liabilities as-
sumed by the Russian Federation as a successor of the
former USSR contracted by $0.3 billion. Within the new
Russian debt, growth was registered both in the seg-
ment of sovereign debt negotiable instruments denom-
inated in Russian rubles (by $13.7 billion) and in se-
curities denominated in foreign currencies (by $3.4 bil-
lion). External debt liabilities of local government of
the Russian Federation remained virtually unchanged
amounting to $0.2 billion.

Payments to repay and service the external debt of
general government grew to $4.4 billion (from $3.6 bil-
lion in 2016).

In the total, external debt of central bank amount-
ing to $14.5 billion, liabilities to the IMF under the
special drawing rights (SDR) allocated to the Russian
Federation represented 55.8%; indebtedness under
repo transactions with nonresidents accounted for
31.0%; and Russian rubles in cash, accounts and de-
posits held by nonresidents contributed 13.2%.

External debt liabilities of banks in 2017 contracted
by $16.0 billion, or by 13.4%, to $103.4 billion. The ex-
ternal debt of other sectors decreased by $4.1 billion to
$345.2 billion.

During 2017, the share of short-term liabilities in
total external debt grew from 10.0% to 10.9% amount-
ing to $56.3 billion, while the share of long-term lia-
bilities fell to 89.1% ($462.5 billion). External debt de-
nominated in Russia’s currency was registered in the
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amount of $137.4 billion; its share grew from 21.6%
to 26.5%, and debt denominated in foreign curren-
cies totalled $381.4 billion.

As of 31 December 2017, according to internation-
al criteria, the debt burden on the Russian economy

0
1.01.2010  1.01.2011  1.01.2012  1.01.2013  1.01.2014  1.01.2015  1.01.2016  1.01.2017  1.01.2018

Banks
[ Other sectors

remained moderate with the external debt-to-GDP ra-
tio declining to 33% (from 40% as of the beginning of
2017), while general government’s external debt liabili-
ties to GDP ratio rose to 4% (from 3% as of the begin-
ning of 2017).
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|.2.1. Monetary aggregates and financial and commodity market

conditions

In 2017, given the expanded demand of the econo-
my for funds, growth in lending and money supply ac-
celerated somewhat amid the recovery of production,
investment, and consumer activity. De-dollarisation' of
bank deposits continued as a result of the growing at-
tractiveness of ruble investments.

Over 2017, money supply in the national defi-
nition (the M2 aggregate) rose by 10.5% (by 9.2%
over 2016). Growth in broad money in 2017 stood at
7.4% (vs. a decline by 0.9% in 2016 due to the reval-
uation of foreign currency deposits). Excluding the
factor of foreign currency revaluation, the increase
in the M2X monetary aggregate was 8.6% vs. 4.0%
in 2016.

The main contribution to M2X growth was made by
an increase in retail and corporate ruble deposits.

Ruble-denominated household deposits grew by
12.6%, while FX deposits in dollar terms decreased by
2.2%. The deposits dynamics were influenced by the

retention of rather attractive real interest rates on ru-
ble-denominated deposits.

In 2017, corporate deposits, both in rubles and for-
eign currency, grew at a comparable pace: corporate
FX deposits in dollar terms grew by 9.0%, and corpo-
rate deposits in rubles grew by 7.9%.

In 2017, the dollarisation of corporate and house-
hold deposits decreased from 28.1% to 25.8% as of
1 January 2018, including from 23.1% to 19.9% for
household deposits and from 34.4% to 33.4% for cor-
porate deposits. Dollarisation declined primarily due to
the reduced balances of accounts denominated in for-
eign currency rather than foreign currency revaluation.

The replacement of foreign currency deposits with
ruble deposits may, in particular, testify to increasing
trust in the national currency.

Lending to the economy was the main source of
broad money growth in 2017. Easy bank lending condi-
tions, primarily due to the decline in interest rates, were

Broad money
(contribution of certain components to annual growth rates, percentage points)

25

20

2014 2015

Revaluation of foreign currency deposits
Household ruble deposits
I Corporate ruble deposits
- Broad money growth, percent
— Broad money growth*, percent

* Excluding foreign currency revaluation.

2016 2017

Cash rubles
M Household foreign currency deposits
Il Corporate foreign currency deposits
— Ruble supply (M2) growth, percent

'The dollarisation of bank deposits (loans) means the share of deposits (loans) in foreign currency in the total amount of banking sector
deposits (loans). Accordingly, dollarisation as a process means the increase in the share of deposits (loans) in foreign currency in the
total amount of deposits (loans), while de-dollarisation means its decline.
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Factors affecting broad money
(contribution to M2X annual growth rates, percentage points)

40
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2015

2016 2017

Foreign currency revaluation, other assets and liabilities

0 Net foreign assets of the Bank of Russia
I Net foreign assets of credit institutions

Banking system net claims to general government
@ Banking system claims to nonfinancial organisations and financial (other than credit) institutions

B Banking system claims to households
- Broad money (M2X) growth, percent
= Broad money (M2X) growth*, percent

* Excluding foreign currency revaluation.

conducive to lending growth. Lending to the economy
by the banking system' increased by 8.2% from the be-
ginning of the year (or by 9.1%, net of foreign currency
revaluation). Ruble-denominated claims of the Russian
banking system on corporates in 2017 grew by 13.6%
(by 10.8% in 2016), and the increase in ruble-denomi-
nated claims on households amounted to 12.7% (com-
pared to 2.1% in 2016). Furthermore, the total claims on
households and corporates in foreign currency in dollar
terms shrank by 10.5% (compared to 12.7% in 2016).

In the first half of the year, a contribution to the an-
nual growth of the M2X aggregate was also made by
the banking system’s net claims on the general gov-
ernment amid federal budget deficit financing from the
Reserve Fund. Starting from the second half of 2017,
the contribution of Bank of Russia net foreign assets to
M2X growth increased largely due to the replenishment
of the National Wealth Fund (see Subsection 1.1.3 for
details).

The rates on overnight ruble-denominated interbank
loans (IBLs) in the money market in 2017 were close to
the Bank of Russia key rate. The factors behind a signif-

icant liquidity inflow in 2017 were expenditures from the
Fund of Banking Sector Consolidation and the trans-
fer of funds by the state corporation Deposit Insurance
Agency (DIA) for bank resolution and to agent banks
for compensation of insurance indemnity payments to
the depositors of banks whose licences had been re-
voked and also as a result of the expenditures from sov-
ereign funds to finance the federal budget deficit. The
Bank of Russia absorbed the excess liquidity through
holding deposit auctions and issuing Bank of Russia
coupon bonds (see Subsection 11.1.2). Nevertheless, a
small negative spread between IBL rates and the key
rate was registered in the second half of the year (the
money market rates were in the lower bound of the
interest rate corridor), which was due to the slow ad-
aptation of banks to a significant liquidity inflow in the
second half of the year. The situation with FX liquidity
in 2017 H1 remained favourable. This was facilitated by
the persistently high supply of foreign currency in the
local market and by the inflow of funds to the current
account. The repo auctions in foreign currency held by
the Bank of Russia also supported the situation.

A loan to the economy from the banking system means all claims of the banking system on nonfinancial organisations and financial
institutions and households in the currency of the Russian Federation, foreign currency, and precious metals, including loans extended
(including overdue loans), overdue interest on loans, investments of credit institutions in debt and equity securities and promissory notes,
other forms of stakeholding in the capital of nonfinancial organisations and financial institutions, and other receivables under settlement
operations with nonfinancial organisations and financial institutions and households.
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Spreads between interest rates and Bank of Russia key rate
and turnovers in certain segments of money market
Turnover in 2017 Spread, corridor bounds
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— Spread between MIAGR on overnight interbank ruble loans and Bank of Russia key rate, pp
Spread between MOEXREPO on central counterparty bond repos and Bank of Russia key rate, pp
— Spread between MOEXREPOEQ on central counterparty equity repos and Bank of Russia key rate, pp
- Bank of Russia interest rate corridor bounds (in deviations from the key rate), pp

Sources: Bank of Russia, Thomson Reuters, and PJSC Moscow Exchange.

In the second half of 2017, given the high demand
for foreign currency in the domestic market, the for-
eign currency supply by individual market participants
declined amid the outflow of foreign currency through
customers’ operations, which finally led to an increased
value of dollar borrowings. In December 2017, the Bank
of Russia raised the limits of USD/RUB FX swaps,
which supported the rates in this segment of the money
market.

In 2017, the official US dollar / ruble exchange rate
in the foreign exchange market decreased by 5.0%
relative to 31 December 2016, to P57.6002 per dollar;
as of 31 December 2017, the euro/ruble exchange rate
fell by 7.9% to P68.8668 per euro.

In the beginning of the year, the ruble appreciated
against the dollar significantly following the increase in
oil prices, which resulted from an agreement on oil pro-
duction cut by OPEC and some non-OPEC countries.
Summer saw a certain weakening of the ruble, which
was caused by such factors as the decline in foreign
currency sales by exporters and reverse conversion of
dividends received by nonresidents to foreign curren-
cy. In autumn, the ruble strengthened and remained
stable due to the weakening of the dollar against most
global currencies. In December, the ruble continued to
strengthen amid large purchases of OFZs by nonresi-
dents and large sales of FX earnings by exporters.

Apart from the increase in energy prices and the re-
covery of foreign investors’ interest in Russian assets,
the strengthening of the ruble during the year was also
facilitated by the retention of a positive interest rate dif-
ferential against rates abroad and by the weakening
of the US dollar against the major global currencies at
certain periods. The increase of the federal funds rate
by the US Fed in March, June, and December 2017
exerted a certain downward pressure on the ruble ex-
change rate.

Thanks to the introduction of the fiscal rule and the
significant influence of factors not associated with com-
modity market conditions on the exchange rate (such
as global demand for risk, actions of the US Fed, and
uncertainty about sanctions), the ruble’s resilience to
oil prices continued to decline. The ruble exchange rate
volatility decreased moderately and was close to the
level of summer 2014.

Amid the decline in the exchange rate volatility, the
activity of foreign exchange traders subsided a little.
The average daily trading turnover in the spot seg-
ment of the FX market for the USD/RUB and EUR/RUB
pairs decreased in 2017 by 15% compared to 2016, to
$5.1 billion.

In 2017, the bond market was characterised by
the high activity of its participants amid the improved
foreign economic environment, investors’ growing risk
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Ruble exchange rate and its volatility
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* Indicators as of 3 January 2017 equal 100 percent.
Source: Thomson Reuters.

appetite, the decreased ruble exchange rate volatility,
the slowing inflation, and the reduced Bank of Russia
key rate.

The Russian Ministry of Finance placed a record-
breaking amount of various OFZs (with a par value of
P1,688 billion) in the primary government securities
market.

In 2017, despite geopolitical fluctuations, foreign in-
vestors’ interest in OFZs rose. This was facilitated to a
large extent by the stabilisation of the macroeconomic
situation in Russia and by the implementation of a con-
sistent monetary and fiscal policy. OFZ purchases by
nonresidents in the primary market amounted to 64.0%

of OFZ portfolio growth. Household investments in
OFZs became very popular. Their purchases reached
P92.9 billion, having increased 3.3-fold as compared to
2016. This was associated with the improved availabil-
ity of investments in bonds owing to the OFZ-n issue
by the Russian Ministry of Finance and more attractive
yields as compared to deposits.

The market portfolio of outstanding OFZ issues in-
creased by 20.0% in 2017 to P6.6 trillion’ at face value.

The market portfolio of the corporate bond issues
outstanding in the domestic market grew by 21.0% in
2017 as compared to 2016 and amounted to P11.4 tril-
lion at face value.

Bond yields in secondary market
(percent p.a.)
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= (Corporate bond yield (IFX-Cbonds)

2017

— OFZ yield (RGBEY)

"Including the OFZ issues (totalling P861.3 billion) transferred by the state corporation Deposit Insurance Agency (DIA) to 34 Russian

banks in May 2015 — June 2017.
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= Moscow Exchange index

Secondary trading volumes in OFZs on PJSC Mos-
cow Exchange rose by 30.4% to P6.5 trillion and those
of corporate bonds decreased by 5.3% to P4.0 trillion.

The vyields of government and corporate bonds
continued to decline influenced by the implemented
and expected decrease in the Bank of Russia key rate
and the slowing of inflation. OFZ yields (RGBEY in-
dex') decreased from 8.36% p.a. at the end of 2016

Structure of organised commodity trading in 2017
(percent)
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Agricultural products

Other (timber, metal scrap, building materials,
chemicals, minerals)

'The indicator of the effective yields of government bonds calculate

2017
= RTS index

to 7.24% p.a. at the end of 2017, and corporate bond
yields (IFX-Cbonds index?) fell from 10.02% p.a. to
8.05% p.a. respectively.

In April 2017, the Ministry of Finance fully repaid its
external bonded loan maturing in 2017 ($2.0 billion); in
June 2017, a new issue of Russian sovereign Eurobonds
maturing in 2027 and 2047 for a total of $3.0 billion at
face value was placed; in September, Eurobonds ma-
turing in 2030 were partially repaid earlier through ex-
change for the new issues of Eurobonds maturing in
2027 and 2047 (the additional issue amounted to a total
of $3.9 billion at face value). At the end of 2017, the port-
folio of outstanding Russian sovereign Eurobonds grew
by 1.6% as compared to the end of 2016 to $38.2 billion
at face value. The issuers of corporate Eurobonds also
took advantage of the favourable situation and stepped
up placement of such securities in 2017.

Activity in the stock market was somewhat weaker
than in the bond market. At the end of 2017, the RTS
index (calculated based on the prices of shares denom-
inated in US dollars) grew by 0.2% due to the ruble ap-
preciation, and the MOEX index?® (calculated based on
the prices of shares denominated in rubles) decreased
by 5.5%. The Russian indices declined in the first half
of 2017, which was caused by a lower probability of
softening of anti-Russian sanctions and a decline in in-
vestors’ expectations of high dividends of public com-
panies, while in the second half of the year they grew
gradually due to the growing risk appetite and oil prices.

Stock market capitalisation on PJSC Moscow
Exchange in ruble terms decreased by 5.0% over

d by PJSC Moscow Exchange.

2The indicator of the effective yields of corporate bonds calculated by the news agencies Interfax and Cbonds.ru.
30n 27 November 2017, PJSC Moscow Exchange changed the name of its MICEX index to the MOEX index.
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2017 to P35.9 trillion. The turnover of secondary trad-
ing in stocks and Russian depositary receipts on PJSC
Moscow Exchange in 2017 lost 0.3% compared to 2016
and amounted to £9.1 trillion.

Nevertheless, the recovery of economic growth, the
improved foreign economic situation, and the reduction
in deposit rates and bond market rates create the po-
tential for further stock market growth.

In 2017, organised commodity trading took place
on six exchanges. The total volume of trading in 2017
(in monetary terms) increased by approximately 20%
relative to 2016, to 886 billion, which corresponds to
0.96% of Russia’s GDP for the year. The structure of
the organised commodity market did not undergo con-
siderable changes.

Over the reporting period, the following commaodity
groups were traded in the commodity markets: petro-
leum products, precious metals, natural gas, oil, farm
produce, timber, construction materials, ferrous and
non-ferrous metals, and other commodities. The petro-

leum product segment continued to prevail in the trad-
ing structure in 2017, as in 2016, and showed a sig-
nificant 23% growth over the reporting period reaching
P689 billion, which corresponds to almost 78% of the
total trading volume (76% in 2016). The trading volume
in the natural gas segment also increased by 30%, as
a result of which the volume of natural gas sales by
PJSC Gazprom in organised trading actually reached
its maximum permissible value of 17.5 billion cubic me-
ters a year'.

The trading structure underwent changes largely
due to an increased volume of trading in the groups
of goods in highest demand and in farm produce. The
latter’s share grew from 0.01% in 2016 to 0.6% in
2017.

The exchange mechanisms of price setting for com-
modity assets are being developed and are gradually
covering new commodity groups, which is evidenced
by the launch of trading in mineral fertilisers and timber
in the Perm Territory.

"Resolution of the Government of the Russian Federation No. 323, dated 16 April 2012, ‘On Selling Natural Gas in Organised Trading
and Amending Resolutions of the Government of the Russian Federation Regarding the Government Control of Gas Prices and Access

to the Gas Transport System of Gazprom Joint Stock Company’.
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|.2.2. Financial market participants

[.2.2.1. Financial institutions

Credit institutions continued to dominate the
Russian financial sector in terms of assets despite the
presence of a substantial number of nonbank finan-
cial institutions (see Table 9, Section V.4 Statistical
Tables). In 2017, the ratio of banking sector assets to
GDP exceeded 90%, while that of other major finan-

cial market participants’ assets was slightly above
10%.

In 2017, households and businesses continued to
give preference to comprehensive banking services.
Nevertheless, services of nonbank financial institu-
tions were in great demand.

Number of major financial market participants
(units)
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* Insurance entities comprise insurance companies, mutual insurance companies, and insurance brokers.
** Taking into account credit institutions which are professional securities market participants.

Assets of major financial market participants*
(as a percentage of GDP)
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Credit institutions

In 2017, the banking sector functioned against the
backdrop of gradual economic activity recovery: a num-
ber of sectors were growing at a rapid pace, real wages
went up, and signs of reinvigorated demand were ob-
served. The situation in the banking sector also stabi-
lised. The capital reserve was evaluated as sufficient
to further increase lending and develop the banking
sector. A smooth reduction in the key rate and the cost
of funding made a favourable impact on the financial
indicators of the banking sector.

The loan portfolio quality was observed to im-
prove. During the year, overdue loans did not change
significantly and remained at a consistently low lev-
el. Adequate provisions were made for bad loans.
The reserves dynamics were influenced by the for-
mation of additional provisions for possible losses in
respect of troubled assets of banking groups whose
parent companies are undergoing financial rehabili-
tation using money from the Fund of Banking Sector
Consolidation.

Relative indicators of the banking sector were im-
pacted by the ruble exchange rate dynamics and the
revocation of licences of a number of credit institu-
tions. Therefore, to more accurately reflect the actual

dynamics of the main indicators of the banking sector,
the data in this section are given net of the influence of
the exchange rate for credit institutions operating as of
1 January 2018 (including banks that were restructured
during the year).

The ongoing inflow of household savings to banks,
indicating the continued trust of the population in banks,
was also a positive characteristic of the year 2017.

Banking sector assets in 2017 increased by 9.0% to
P85.2 trillion (in 2016, they grew by 3.4%). Due to the
less significant increase in assets in nominal terms as
compared to GDP dynamics, the ratio of banking sector
assets to GDP changed from 92.9% to 92.6% over the
year.

In 2017, the total assets of systemically import-
ant credit institutions (SICIs) increased by 10.6% to
P55.3 trillion, inter alia, due to the inclusion of PJSC
MOSCOW CREDIT BANK on their list (net of this
credit institution, the total assets in 2017 increased
by 6.8%).

Credit institution liability structure. The banking
sector funding in 2017 remained balanced. Household
deposits took the lead as a source of funding: their
share in bank liabilities exceeded the share of corporate
funds (30.5% and 29.2% respectively as of 1 January
2018).

Structure of banking sector corporate lending portfolio by economic activity*
(percent)
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* For loans extended to resident legal entities and individual entrepreneurs, excluding loans to complete settlements. Here and below, lending indicators
broken down by economic activity take into account data of the State Corporation Bank for Development and Foreign Economic Affairs (Vnesheconombank).
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Total household deposits’ in 2017 increased by
10.7% (by 11.8% in 2016) to P26.0 trillion. The share
of Sberbank in the household deposit market de-
creased slightly in 2017, from 46.6% to 46.1%. The
total amount of corporate deposits and funds in ac-
counts in 2017 grew by 4.8% to reach P24.8 trillion of
1 January 2018.

The share of the foreign currency component de-
creased in 2017 from 23.7% to 20.6% for household
deposits and from 40.5% to 36.7% for corporate depos-
its and funds in accounts.

The amount of corporate deposits and funds in
accounts in SICls increased over 2017 by 5.6% to
P17.7 trillion, and the amount of household deposits
grew by 11.6% to P16.9 trillion.

Against the backdrop of structural liquidity surplus,
credit institutions reduced their borrowings from the
Bank of Russia significantly (by 25.7%). The decline in
the share of these funds in bank liabilities from 3.4%
to 2.4% demonstrates that banks mostly used mar-
ket sources of funding. The amount of funds that the
Federal Treasury placed in bank deposits tripled over
2017, and their share in banking sector liabilities in-
creased from 0.4% to 1.2%.

A smooth reduction in the Bank of Russia key rate
facilitated the decrease in the weighted average interest
rate on ruble deposits of nonfinancial organisations with
maturity of over one year from 9.0% p.a. in January to
7.5% p.a. in December 2017, and on household ruble
deposits, from 7.8% to 6.4% respectively.

The banking sector’s liabilities in foreign currency (in
dollar terms) decreased by 7.1% over 2017, and their
share in total banking sector liabilities decreased to
21.8% (26.5% as of 1 January 2017).

Credit institution asset structure. The total amount
of lending to nonfinancial organisations and households
increased in 2017 by 6.2% (in 2016 it decreased by
0.8%) to P42.4 trillion.

The amount of such lending to SICls increased by
8.7% to P31.4 trillion.

The debt on loans and other funds placed with non-
financial organisations increased by 3.7% in 2017 for
the banking sector as a whole (in 2016 it decreased
by 1.8%), to P30.2 trillion. The share of these loans in

"Including savings certificates.

banking sector assets contracted from 37.6% to 35.4%
over 2017.

In 2017, the SME lending market showed signs of
recovery for the first time since 2014. The total amount
of loans issued to SMEs in 2017 increased significantly
(+15.4%)2. The amount of debt on bank loans to SMEs
increased by 1.3% and amounted to P4.2 trillion as of
1 January 2018. This growth resulted from a notable
decrease in the SME loan portfolio in August 2017 as-
sociated with the exclusion of some borrowers from the
Unified Register of SMEs®.

Broken down by type of economic activity, loans
to manufacturing enterprises accounted for the larg-
est share (26.2% of the corporate loan portfolio as of
1 January 2018 against 21.9% as of 1 January 2017)*.
The share of loans to wholesale and retail trade enter-
prises decreased from 15.5% to 7.3% over 2017.

The dynamics of loans to various types of enterpris-
es in 2017 were different. Loans to agricultural and for-
est enterprises increased by 9.2% over the year. Loans
to enterprises involved in mining and quarrying and in
operations with real estate, leasing, and provision of
services increased significantly (by 24.4% and 27.3%
respectively). Meanwhile, the debt on loans extended
to construction organisations decreased by 3.8%, and
on loans to wholesale and retail trade organisations de-
creased by 3.6%.

The share of foreign currency loans in total loans
to nonfinancial organisations decreased in 2017 from
32.2% to 29.7%, which was caused by growth in ruble
lending amid a decrease in foreign currency loans, and
the ruble appreciation. The share of the foreign currency
component dropped on loans to organisations of all types
of economic activity, except for organisations involved in
electricity, gas, and water supply. The largest decline
in this share was observed in the mining and quarrying
enterprises (from 46.4% to 39.9%). Nevertheless, these
enterprises retained the highest share of outstanding
foreign currency loans, which may be explained by their
significant foreign exchange earnings.

Loans to households increased by 13.2% in 2017
(by 2.5% in 2016) to P12.2 trillion for the banking sec-
tor as a whole. As of 1 January 2018, the segment of
household lending accounted for 14.3% of banking

2The volume of loans issued to SMEs is given for the entire banking sector, without excluding the influence of foreign currency revalua-

tion and banks whose licences have been revoked.

3The Federal Tax Service excluded some legal entities that do not meet the criteria for categorisation as SMEs from the list of SMEs on
10 August 2017 based on reporting data for the previous calendar year (Clause 5, Article 4' of Federal Law No. 209-FZ, dated 24 July
2007, ‘On the Development of Small and Medium-sized Businesses in the Russian Federation’).

“For loans issued to resident legal entities and individual entrepreneurs, excluding loans issued to finalise settlements.
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sector assets. Foreign currency revaluation affected re-
tail loan growth insignificantly due to the extremely low
share of the foreign currency component. After sever-
al years of decline, growth in the unsecured consumer
loan portfolio started to recover.

Outstanding housing mortgage loans grew by 15.7%
in 2017 (by 12.1% in 2016) to P5.2 trillion, which was fa-
cilitated by government subsidies for the interest rate on
these loans. Ruble loans continued to prevail in mort-
gage lending (99.2%). In 2017, about 1.1 million hous-
ing mortgage loans were extended for a total amount of
over P2 trillion (against 856,000 loans in 2016).

The weighted average interest rate on ruble loans
to nonfinancial organisations for terms over one year
amounted to 9.4% p.a. in December 2017, which was
3.1 pp less than in January 2017. The rate on ruble-de-
nominated loans to households with the same maturity
decreased from 16.2% p.a. in January to 12.9% p.a. in
December. The weighted average interest rate on ru-
ble-denominated housing mortgage loans went down
from 11.8% p.a. in January to 9.8% p.a. in December.

The securities portfolio increased in 2017 by 9.7%
(against 4.4% in 2016) to P12.3 trillion and its share in
banking sector assets did not change significantly and
amounted to 14.5%. Investments in debt liabilities still
constituted the largest share (81%) in this portfolio.
Equities rose by 41.8%, and their share in the securities
portfolio grew from 3.1% to 3.9%.

The securities portfolio of SICIs increased by 13.5%
to P7.3 trillion during the reporting period.

Given the absence of liquidity problems in banks,
credit institutions’ claims against the Bank of Russia (on
deposits and correspondent accounts) in 2017 grew by
67.6% (by 24.2% in 2016) to P4.2 trillion; the share of
these claims in banking sector assets increased from
3.2% 10 5.0%.

Credit institutions’ foreign currency assets (in dollar
terms) decreased by 9.0% over 2017, and their share in
total banking sector assets contracted to 22.3% (from
27.8% as of 1 January 2017).

Claims and obligations on interbank loans. The
total IBL portfolio increased in 2017 by 10.0% (against
15.1% in 2016) to P9.8 trillion, and their share in bank-
ing sector assets remained virtually unchanged during
the year and amounted to 11.5%. IBLs extended to res-
ident banks increased by 14.8%, and IBLs extended to
nonresident banks decreased by 7.7%.

"Before reflecting EARD (events after the reporting date) in reports.

The amount of IBLs raised grew by 10.5% (by
30.6% in 2016) to P9.3 trillion, and their share in bank-
ing sector liabilities rose slightly, to 10.9%; IBLs raised
from nonresident banks decreased by 21.1% over the
year.

At the end of 2017, the Russian banking sector re-
mained a net creditor in operations with nonresident
banks: net claims to nonresidents in the IBL market
stood at P0.8 trillion (PO.7 trillion a year earlier).

Banking sector financial results and capital in
2017. In 2017, the net profit of operating credit in-
stitutions stood at P789.7 billion' (P929.7 billion in
2016). The decline was due to a significant net ad-
ditional creation of loss provisions, which increased
by P768.7 billion, or by 38.7%, in 2017 as compared
to 2016. The major part of this amount was covered
by a number of large banks which were undergoing
financial rehabilitation, including with Bank of Russia
involvement.

Net interest income remained the most significant
item in banks’ financial results: its share in factors con-
tributing to profit growth amounted to 64.2% (66.5% in
2016). In 2017, net interest income decreased by 2.3%
to P2.6 trillion. The ratio of banks’ net interest income to
gross interest income rose from 40.9% as of 1 January
2017 to 44.8% as of 1 January 2018 owing to the rapid
decline in gross interest income.

Net interest income on operations with individu-
als grew by P65.0 billion, or by 17.5%, over the year.
Interest income on household loans decreased by
13.2%, while interest expenditures on operations with
households decreased by 21.7%, reflecting the trend
towards quicker reduction in interest rates on house-
hold deposits than on retail loans.

Net fee income? increased in 2017 by £32.8 billion,
or by 3.7% (by P121.0 billion, or by 15.7%, in 2016).
The share of this item in the structure of profit growth
factors went up from 22.4% to 22.9% over the year.

Net income from operations with securities decrea-
sed in 2017 by 38.0%; its share in the structure of profit
growth factors amounted to 6.4% (10.4% in 2016).

The share of net income from foreign currency op-
erations in the structure of profit growth factors went up
from 0.6% to 2.3% over the year.

Net income from other operations of credit institu-
tions also supported the banking sector’s financial re-
sult. In 2017, this income accounted for 4.2% in the

2Including fee income/expenditures on operations that yield interest income/expenditures.



BANK OF RUSSIA ANNUAL REPORT

I. THE STATE OF THE RUSSIAN FEDERATION ECONOMY

FOR 2017
Banking sector profit factors
(trillions of rubles)
5 5
4 —t 4
3 —— —— —— —— —t 3
21— — —— — — — — —t 2
] ]
1 ] — —— — —'—-—-- 1
0 0
o —— —— —— —— —— —— — —— —t -1
-2 —— — —— —— —t -2
5 Bl B 5§
R 2009 2010 2011 2012 2013 2014 2015 2016 2017

Net interest income

B Netincome from operations with securities
Net income from operations with foreign currency and precious metals
B Net commission income and premiums

I Net other income

Expenses involved in operating credit institutions

Loss provisions net of recovered
Profit before tax

structure of profit growth factors (in 2016, net expendi-
tures in the amount of P663.7 billion were reported from
these operations).

Expenditures related to the activities of credit institu-
tions grew by 5.2% over 2017.

The total profit of SICIs in 2017 amounted to
P917.9 billion; the activity of SICls (except for Bank FC
Otkritie PJSC, which is undergoing financial rehabilita-
tion with Bank of Russia involvement) was profitable.

Banking sector profitability decreased somewhat:
the return on assets dropped from 1.2% to 1.0% over
the year, and the return on equity fell from 10.3% to
8.3%.

Profit-making credit institutions prevailed. Their share
grew from 71.4% to 74.9% over the year. As many as
420 credit institutions reported profits totalling P1.6 trillion
and 140 credit institutions reported losses in the amount
of P772.0 billion in 2017.

The equity capital of credit institutions remained
almost unchanged in 2017 (P9.4 trillion). The overall
increase in total capital was P10 billion (+0.1%); Tier |
capital, P36 billion (+0.5%); and common equity Tier |
capital, P10 billion (+0.2%).

In 2017, 365 credit institutions augmented their
equity capital to total P1.3 trillion; 195 credit insti-
tutions decreased their capital by £1.1 trillion; and
63 credit institutions (with capital of P141 billion) ter-

"Excluding credit institutions with negative capital.

minated their activity for various reasons (licence re-
vocation or cancellation, restructuring). With regard
to the credit institutions that decreased their capital,
92% of such decrease was due to banks undergo-
ing bankruptcy-prevention measures as of 1 January
2018. There were 244 credit institutions with capital
less than P1 billion' as of 1 January 2018 (243 as of
1 January 2017).

The banking sector’s capital structure underwent
some changes, while the amount of capital changed in-
significantly. The share of authorised capital and addi-
tional paid-in capital increased considerably (from 42%
to 47% of total capital), while the share of subordinated
debt shrank (from 28% to 25%), and the ratio of the
financial result recorded in the capital to the capital re-
mained at 43%.

The banking sector equity capital adequacy ratio
(N1.0) decreased from 13.1% to 12.1% over the year.
The common equity Tier | capital adequacy ratio (N1.1)
dropped from 8.9% to 8.2%, and Tier | capital adequacy
ratio (N1.2) fell from 9.2% to 8.5%.

The capital reserve of Russian banks calculated as
banks’ capital in excess of the level required for them
to comply with the capital adequacy ratios and with the
capital conservation buffer and the systemic importance
buffer remained virtually unchanged at P2.2 trillion as of
1 January 2018.
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Foreign-controlled banks. There are a large num-
ber of foreign-controlled banks operating in the Russian
banking sector. The share of these banks in the total
number of operating credit institutions grew from 27.9%
to 28.5% in 2017, although their number decreased
from 174 to 160.

The total amount of investments by nonresidents
in the authorised capitals of operating credit institu-
tions decreased in 2017 by P3.9 billion, or by 1%,
and stood at P403.4 billion as of 1 January 2018.
The nonresidents’ stake in the total paid-in autho-
rised capital of operating credit institutions decreased
from 16.57% as of 1 January 2017 to 15.11% as of
1 January 2018".

Foreign-controlled banks’ share in the total autho-
rised capital of operating credit institutions, as calculated
by the Bank of Russia in accordance with the procedure
specified by Article 18 of Federal Law No. 395-1, dated
2 December 1990, ‘On Banks and Banking Activities’
(hereinafter, Federal Law No. 395-1) was 12.94% as of
1 January 2018 (13.51% as of 1 January 2017).

The number of operating credit institutions with the
nonresidents’ stake in excess of 50% decreased from
92 to 84 over 2017, while in absolute terms foreign in-
vestments in the authorised capitals of such credit in-
stitutions increased by P3.1 billion. In 17 out of these
84 credit institutions, the nonresident shareholders
(participants) were under the control of Russian resi-
dents.

Insurance entities

In 2017, the number of insurance market partici-
pants continued to decline. The total number of insur-
ance entities decreased by 15.1% over the year to stand
at 309 as of 1 January 2018 (see Table 9, Section V.4
Statistical Tables). The total capital of insurers (insur-
ance companies and mutual insurance companies) in
2017 amounted to P605.4 billion?, insurance reserves —
P1,448.5 billion, and net profit® — £84.0 billion. The total
assets held by Russian insurers reached P2,429.7 bil-
lion. The assets to GDP ratio was 2.64%.

In 2017, demand for insurers’ services continued
to grow. The insurance premiums collected in 2017 in-
creased by 8.3% to reach £1,278.8 billion (P1,180.6 bil-
lion in 2016). The 20 largest insurers accounted for
79.8% of premiums collected in 2017 (78.1% in 2016).
Over the year, the number of insurance agreements
grew by 15.1% to 193.1 million. Indemnities increased
in 2017 by £3.9 billion to P509.7 billion (+0.8%). The
indemnity ratio in the market as a whole in 2017 stood
at 39.9%, which was 3.0 pp less than in 2016.

In 2017, life insurance was the key driver of market
growth (53.7%). The amount of life insurance premi-
ums grew by P115.8 billion to P331.5 billion. As a result,
the share of life insurance premiums in total premiums
increased to 25.9% (from 18.3% in 2016). Growth of
indemnities stood at 21.7%, and their volume reached
P36.5 billion.

'The paragraph contains figures of the absolute and relative stakes of nonresidents, net of the adjustments established in Article 18 of
Federal Law No. 395-1, dated 2 December 1990, ‘On Banks and Banking Activities’.

2Here and below, we present statistical data on insurers’ activity for 2017 as of 20 February 2018; accounting (financial) data of insurers

are given as of 27 March 2018.
3Profit is given after taxes.
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Compulsory motor third party liability insurance
(CMTPLI) premiums decreased in 2017 by P12.3 billion
to P222.1 billion (-5.2% over the year). Nevertheless,
the number of CMTPLI policies grew by 0.1% to
38.2 million in 2017. As a result, the average premium
decreased by 5.3% to P5,800. In 2017, the amount of
indemnities under CMTPLI reached P175.5 billion. The
decline in premiums and growth of indemnities result-
ed in an increased indemnity ratio under CMTPLI (to
79.0% at the end of 2017).

The amount of premiums for voluntary medical insur-
ance in 2017 was P140.0 billion. The number of concluded
insurance agreements increased by 7.9% to 11.1 million.

The amount of premiums for land-based transport
(excluding railway transport) insurance decreased
by P8.2 billion to P162.5 billion (—4.8% over 2017).
Meanwhile, the number of concluded insurance agree-
ments grew by 8.7% to 3.9 million. In 2017, the average
insurance premium for land-based transport (excluding
railway transport) insurance decreased to P41,300 from
P47,200in 2016. In 2017, the amount of indemnities un-
der land-based transport (excluding railway transport)
insurance fell by 14.5% to P83.3 billion.

The amount of insurance premiums under reinsur-
ance agreements decreased by 17.6% over 2017, to
P108.9 billion. As a result, the share of reinsurers in the
total amount of insurance premiums shrank by 2.7 per-
centage points to 8.5%.

Non-governmental pension funds
(NPFs)

The number of operating NPFs decreased by 10.8%
over the year and stood at 66 as of 1 January 2018
(see Table 9, Section V.4 Statistical Tables), over half
of which (38 funds) are participants in the system guar-
anteeing the rights of insured persons and engage in
compulsory pension insurance.

The total amount of NPF assets as of 31 December
2017 was P3,817.9 billion (+11.6% over the year).

The total amount of pension savings and pension
reserves held by NPFs grew by 11.9% over the year
to P3,677.4 billion. The NPF pension savings portfolio
increased by 14.6% to P2,467.5 billion, and the pension
reserves portfolio increased by 6.9% to £1,209.9 billion.

Over 2017, the number of voluntary pension insur-
ance system participants increased by 13.8% to exceed

6 million people. The amount of pension payouts under
non-governmental pension provision programmes was
P59.6 billion, which was 11.4% more than in 2016. As
of 31 December 2017, there were 1.48 million recipi-
ents of voluntary pensions (3% less than a year earlier).
The number of insured persons, who made their sav-
ings in funds, increased by 15% over the year to about
34.3 million people as of the end of 2017.

Over 2017, the amount of pension payouts under
compulsory pension insurance was P8.1 billion, an in-
crease of 44% as compared to the same period of 2016.
As of 31 December 2017, almost 432,800 insured per-
sons were receiving a pension, which was 2.6% less
than the figure as of 31 December 2016.

Collective investment market entities
(excluding NPFs)

As of 1 January 2018, the number of unit invest-
ment funds (PIFs) decreased by 56, to 1,497 funds (see
Table 9, Section V.4 Statistical Tables): 1,131 closed-end
PIFs, 327 open-end PIFs, and 39 interval PIFs. The num-
ber of management companies operating in the collective
investment market' decreased by 28 to 305 management
companies (see Table 9, Section V.4 Statistical Tables).

The number of organisations operating as a special-
ised depository decreased by 8 to 31 specialised de-
positories.

In 2017, PIF assets increased by 16.8%?2 to
P3,311.6 billion, and their ratio to GDP rose to 3.6% as
of year-end 2017. Meanwhile, the net asset value (NAV)
of PIFs, which reached P2,939.0 billion, increased by
13.9%. The biggest investment inflow was observed
in closed-end PIFs (an increase of P271.7 billion), and
their share in the total NAV of PIFs was 92.0%. The NAV
of open-end PIFs increased in 2017 by P85.3 billion to
P216.2 billion, and the NAV of interval PIFs increased
by £2.1 billion over the year to P20.3 billion.

In 2017, net investment inflow into PIFs stood at
P436.3 billion, of which P260.0 billion was registered
in 2017 Q4. At the end of the year, net investment in-
flow was recorded by all PIFs: closed-end PIFs — in the
amount of P362.6 billion, open-end PIFs — P72.6 billion,
and interval PIFs — P1.2 billion.

In 2017, the number of joint-stock investment funds
in the market remained unchanged at three funds.
A substantial decrease in the NAV of one of the funds

'Organisations engaged in the management of investment funds and non-governmental pension funds.
2Here and below, the reporting data of the management companies of 1,357 PIFs as of 30 January 2018 are provided.
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resulted in the decline of the total NAV by 29% in 2017,
to £3.2 billion.

Professional securities market
participants

During 2017, the number of credit and nonbank
institutions holding licences of professional securities
market participants continued to decline. The number
of such institutions decreased over the year by 9.8%
to 614 institutions as of 1 January 2018 (see Table 9,
Section V.4 Statistical Tables).

The total assets of professional securities market
participants — nonbank financial institutions (herein-
after, professional participants — NFIs') declined by
9.3% against 31 December 2016 and accounted for
P708.9 billion as of 31 December 2017.

The equity capital of professional participants — NFls
amounted to P123.7 billion as of 31 December 2017.

Liabilities under core activity (short-term loans)
decreased by 57.6% in the period under review, to
P28.3 billion.

Net profit of professional participants — NFIs shrank
by 6.6% over the year and stood at P33.7 billion as of
31 December 2017.

Microfinance market participants

The number of microfinance organisations
(MFOs) decreased in 2017 by 12.2%, to 2,271 or-

ganisations as of 1 January 2018. Out of this num-
ber, 60 organisations operate as microfinance com-
panies (MFCs), and 2,211 as microcredit companies
(MCCs). The number of consumer credit coopera-
tives (CCCs) declined by 12.8% to 2,666 organi-
sations, housing savings cooperatives (HSCs) de-
creased by 8.7% to 63 organisations, pawnshops
by 22% to 5,782, and agricultural CCCs (ACCCs)
by 15.5% to 1,242 organisations (see Table 9,
Section V.4 Statistical Tables).

In 2017, products offered by microfinance organ-
isations continued to be in high demand. In 2017,
23.5 million microloan agreements were conclud-
ed, which was 23.6% more than in 2016. The total
amount of microloans issued increased by 31.2% to
P256.1 billion.

Core assets of MFOs (the loan portfolio) increased
by 28% as compared to 31 December 2016 and
reached P112.8 billion as of 31 December 2017.

During the reporting year, MFOs raised funds in the
amount of P62 billion.

The amount of debt on microloans written off in the
reporting period increased by 34% over the year, to
P3.9 billion as of 31 December 2017.

The amount of cash funds and the value of other
assets received to repay the principal debt under mi-
croloan agreements as of 31 December 2017 also in-
creased by 38.3% over the year, to P203.8 billion.

Net profit of MFOs in the reporting year amounted to
P5.3 billion, which was 33.4% less than in 2016.

"Here and below, the data of professional participants — NFls are provided excluding the data of the Agency for Housing Mortgage

Lending JSC.
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|.2.2.2. Financial market infrastructures and other participants

In 2017, the following infrastructures operated in the
financial market (see Table 9, Section V.4 Statistical
Tables): exchanges, the central depository, repositories,
clearing houses, the central counterparty, organisations
performing the functions of a central counterparty, com-
modity delivery operators, the national payment system
entities, credit history bureaus, and news agencies ac-
credited to disclose information on securities and other
financial instruments.

Due to the issue of a respective licence, in 2017 the
number of operating clearing houses increased from
five to six, one organisation was assigned the status
of a central counterparty, and the number of reposito-
ries increased to two. The Bank of Russia accredited
two commodity delivery operators. As of 1 January
2018, five commodity delivery operators were accred-
ited. The number of exchanges decreased from eight
to seven over 2017. As of 1 January 2018, a central
depository, a central counterparty, two organisations
performing the functions of a central counterparty, and
32 payment system operators were operating in the
financial market.

In 2017, as compared to the previous period, the key
performance indicators of systemically important fi-
nancial market infrastructures (SIFMIs) grew. SIFMls
included the Nonbank Credit Institution — Central
Counterparty National Clearing Centre (Joint-stock
Company) (NCI NCC (JSC)', which was the central
counterparty (CC), and the Nonbank Credit Institution —
Joint-stock Company National Settlement Depository
(NCI JSC NSD), which was the central depository (CD),
repository, clearing house, and settlement depository.

The value of assets kept in the CD increased by
11% and amounted to P44 trillion, which was primarily
due to the inflow of securities for servicing. The num-
ber of transactions registered in the repository under all
types of agreements increased 4.7 times, to 11.3 mil-
lion transactions. Growth in the number of registered
contracts is mainly associated with reporting on repo
transactions with a maturity of less than three days out-
side of master agreements.

The trading volume under operations with the CC
rose by 7% and amounted to P681 trillion owing to the
increased trading volume in the foreign exchange mar-

ket and in the repo market with the CC, including due to
the measures to develop the said markets and increase
their liquidity and attractiveness to investors. Such
measures include admission of corporations to trading
in the foreign exchange market and operations to place
funds in deposit accounts in the money market of PJSC
Moscow Exchange, introduction of new liquidity sup-
port programmes in the markets, expansion of the list
of traded instruments, and introduction of a marketing
period for individual transactions.

In 2017, Russian legal entities other than credit insti-
tutions or professional securities market participants re-
ceived direct access to the money and foreign exchange
markets of PUJSC Moscow Exchange. It became possi-
ble for corporations to place funds in deposit accounts
with the CC at the market rates of exchange-traded
repo in the money market and to execute transactions
in the foreign exchange market directly on a par with
banks and brokerage companies.

NCI NCC (JSC) was subject to evaluation by ex-
ternal organisations in 2017. Analytical Credit Rating
Agency (Joint-stock Company) (ACRA JSC) confirmed
the NCC’s credit rating at AAA (RU), outlook stable.
Fitch Ratings confirmed the long-term issuer default
credit rating of NCI NCC (JSC) in foreign currency
at BBB- (corresponds to the sovereign rating of the
Russian Federation).

As part of changes in the risk management system to
increase the reliability of the activity of NCI NCC (JSC)
as the CC, the contributions of clearing participants to
the guarantee funds in the foreign exchange, stock, and
forward markets were increased to P10 million.

In 2017, NCI JSC NSD, which is a systemically im-
portant central depository, a repository, and a systemi-
cally and nationally important payment system, was the
first to undergo a quality assessment of the functioning
of the price centre?, an organisation engaged in the val-
uation of financial instruments information about which
financial market participants may use.

The data of the NCI JSC NSD price centre enable
its users to reduce the costs of measuring the fair pric-
es of instruments, automate the process of revaluating
securities the list of which is limited to the scope of the
Methodology for Determining the Value of Ruble Bonds,

"Before 28 November 2017, the National Clearing Centre Bank (Joint-stock Company) (NCC Bank (JSC).

2When determining the value of ruble-denominated bonds.
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dated 1 December 2017, and increase transparency in
the financial markets.

In 2017, NCI JSC NSD successfully underwent
accreditation with the Global Legal Entity Identifier
Foundation (GLEIF) as a local operating unit (LOU") un-
der the Global Legal Entity Identifier System (GLEIS).
The certificate was issued to NCI JSC NSD on 5 January
2018. GLEIF accreditation confirms the conformity of
NCI JSC NSD to all regulatory and process requirements
placed by GLEIF for operating LOUs. GLEIF accredita-
tion will allow NCI JSC NSD to continue performing the
functions of assigning and updating LEI codes and en-
suring their integration into the global database.

In 2017, NCI JSC NSD started implementation of an
agent-based single window system for corporate infor-
mation disclosure. This will enable the implementation
of the single window principle for information disclo-
sure? in the Russian market and provides for the estab-
lishment of the services of acceptance, structuring, and
distribution of corporate data on the basis of agencies
accredited by the Bank of Russia to disclose informa-
tion on securities.

The national payment system (NPS) was charac-
terised in 2017 by the effective functioning of the NPS
participants which ensure the smooth provision of funds
transfer services; by the significant strengthening of the
position of the Mir payment system, the leading nation-
al participant, in the payment services market; and by
the rapid development of national payment instruments.
The development and implementation of high-tech re-
mote payment services and products make payment
services more accessible, including online, as well as
increase the volumes of cashless operations.

As of 1 January 2018, 563 funds transfer operators
(including 93 e-money operators), 32 payment system
operators®, 45 payment infrastructure operators®, the
Federal State Unitary Enterprise Russian Post, pay-
ment agents, and bank payment agents operated as
NPS entities.

Twenty-seven out of 45 operators of payment infra-
structure services performed the functions of settlement
centres (the Bank of Russia and 26 credit institutions),

29 entities performed the functions of payment clearing
centres (the Bank of Russia, 11 credit institutions, and
17 other than credit institutions), and 29 entities per-
formed the functions of operating centres (the Bank of
Russia, 10 credit institutions, and 18 other than credit
institutions).

As of the beginning of 2018, there were two sys-
temically important payment systems functioning in
the Russian Federation (the Bank of Russia payment
system and the NSD payment system), along with four
socially important payment systems (Sberbank, Visa,
Zolotaya Korona, and MasterCard) and 16 national-
ly important payment systems (including the Bank of
Russia payment system, the Mir payment system, and
the NSD payment system).

In 2017, 1.5 billion funds transfers were made via
the systemically important Bank of Russia payment
system (BR PS) for an amount of £1,440.9 trillion, in-
cluding operations made in furtherance of the mone-
tary policy, settlements in the interbank and financial
markets, and operations using payment cards. The ra-
tio of funds transfers to GDP did not change as com-
pared to the previous year and stood at 15.6. For the
purpose of completing settlements under operations
using cards®, including those of international payment
systems, 35,300 transfers were made via the BR PS for
an amount of P2.8 trillion (an increase of 10.6% in the
number of transfers, and 33.1% in their volume).

The volume of funds transfers in the NSD payment
system (NSD PS), Russia’s second most important
payment system, increased by 17.5% against 2016 to
P188.7 trillion, which was double the volume of GDP.
Funds transfers under transactions performed in organ-
ised trading predominated in the structure of NSD PS
funds transfers (71.1%), just as in 2016. The share of
OTC funds transfers accounted for 18.9%.

National Payment Card System Joint-stock Com-
pany (NPCS JSC), Russia’s leading operator of pay-
ment infrastructure services which provides services
to credit institutions for processing operations with
payment cards performed in the Russian Federation,
increased the number and volume of operations with

"An LOU is an organisation authorised to assign LEI codes to legal entities within a certain territory.

2In accordance with Bank of Russia Regulations No. 454-P, dated 30 December 2014, ‘On Disclosing Information by Securities Issuers’
and No. 546-P, dated 1 June 2016, ‘On the List of Information Associated with the Exercise of Securities Rights and Provided by Issuers
to the Central Depository, the Procedure and Timeframes for Its Provision, and on the Requirements for the Procedure for the Central

Depository to Give Access to Such Information’.

3Including the Bank of Russia and Joint-stock Company National Payment Card System.
4 An organisation may be an operating centre, a payment clearing centre, or a settlement centre for several payment systems simulta-

neously.

5 Settlements under operations using bank cards are effected on a net basis.
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payment cards by 40% in 2017 (to 7.5 billion operations
for an amount of P10.5 trillion").

In 2017, 41 credit institutions were recognised by
the Bank of Russia as important in the payment ser-
vices market?.

2017 saw rapid growth of indicators characterising
the performance of credit institutions that are funds
transfer operators, which form the institutional basis of
the national payment system.

Operations performed by credit institutions on or-
ders of their customers®, as well as credit institutions’
own operations increased by 32.3% in number and by
7.2% in volume (to 26.8 billion payments for an amount
of P667.7 trillion). Household operations showed out-
pacing growth rates (by 36.5% in number and by 35.8%
in volume), which testified to the continued active in-
volvement of households in cashless circulation.

Amid the reduction in the network of credit institu-
tions’ divisions, a trend towards replacement of physi-
cal channels of access to payment services with remote
channels is becoming even more evident. The number
of customer accounts with remote access continued to
grow (by 12.7% to 219.4 million), and over the reporting
year their share in active accounts of credit institution
customers increased to 82.2%.

Compared to 2016, the number of operations per-
formed by the customers of credit institutions using
electronic technologies increased by more than a third
(to 25.4 billion orders), and the volume of such oper-
ations grew by 10.5% (to P592.6 ftrillion). This was
achieved mainly owing to transactions of individuals,
the annual growth of which amounted to 38.3% in terms
of number and 45.8% in terms of volume. Every fifth
electronic payment was made by an individual via the
Internet and/or using mobile communications devices.

The rapid development of the payment card mar-
ket, typical of recent years, continued in 2017 due to
the full-scale entry of the largest national player, the Mir
payment system, into the market. In 2017, the issue of
Mir cards ensured the overall growth in the number of
payment cards issued by Russian credit institutions by
6.4% (to 271 million cards as of the beginning of 2018).

Operations using Russian payment cards per-
formed within and outside the country showed steady

upward dynamics, having increased by 34.3% in terms
of number and by 23.7% in terms of volume. In 2017,
24.0 billion operations for a total amount of P63.4 tril-
lion were performed, or 163 operations for an amount of
P431,400 per one resident of the Russian Federation.

Payment cards were used for cashless operations
six times more often than for cash withdrawal. The
share of cashless operations in the total number of op-
erations with cards increased by 5.5 percentage points
and reached 86.1% in 2017. The value of such opera-
tions was more than half (57.0%) of the total volume of
operations with cards for the first time since the pay-
ment cards market was formed.

In the reporting year, the share of cashless pay-
ments in the total turnover of retail trade, public cater-
ing, and paid services provided to households contin-
ued to grow; most of these were payments for goods
and services using payment cards (39.6% in 2017
against 31.8% in 2016).

As regards cash withdrawal operations using pay-
ment cards, a decline by 3.8% in number and 0.4% in
volume against 2016 was registered for the first time.

The service of cashless funds transfer from one
bank account to another using payment cards, which
is provided by credit institutions, is increasingly in de-
mand with users. In 2017, Russians performed such
operations twice as frequently as a year earlier (2.7 bil-
lion transfers for a total amount of P19.1 trillion, which
amounts to 13.2% and 52.8% of the total number and
volume of cashless operations using payment cards).

The active connection of trade and services organ-
isations to the payment card infrastructure was con-
ducive to the rapid growth of cashless operations with
cards. In 2017, the number of POS terminals installed in
them increased by 24.3% to 2.2 million and 34.7 million
operations for an amount of P30.0 billion were made
through them on a daily basis. The number of ATMs,
most of which are designed for cashless operations,
was 195,200 as of 1 January 2018.

The number of electronic means of payment to
transfer e-money issued in 2017 by e-money operators
increased by 16% to 366.1 million. During the year,
2.0 billion operations were performed using these means
for an amount of £1.4 trillion* (an increase of 42.4% in

"Based on NPCS data. Including funds transfer orders submitted for execution to the payment clearing centre. Excluding orders cancelled
by the payment system participant and/or cancelled by the payment clearing centre.

2During the year, one of them terminated its activity due to restructuring through merger with another important credit institution in the

payment services market.

3Here and below, individuals and legal entities other than credit institutions.
“Including operations to transfer e-money or e-money balances, including balances issued in cash.
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number and 35.3% in volume), of which non-person-
alised electronic means of payment accounted for the
largest share (86.3% and 58.9% respectively).

As of 1 January 2018, 17 organisations were oper-
ating as credit history bureaus (CHBSs) in the financial
market. During 2017, the Bank of Russia decided to
make an entry in the state register of CHBs in respect
of one organisation.

In 2017, the Central Catalogue of Credit Histories
(CCCH) saw a further increase in credit history titles
and inquiries from credit history holders and users.

As of 1 January 2017, the CCCH included
289.6 million credit history titles'. During 2017,
the CCCH received 22.5 million credit history ti-
tles (7.78% growth as compared with early 2017),
and as of the end of the reporting year they totalled
312.1 million. Over 2017, the number of credit history
titles of individuals increased by 22.4 million (7.8%)
and stood at 311 million as of the beginning of 2018,
while the number of credit history titles of corporate
borrowers totalled 1.1 million as of 1 January 2018,
having increased by 14.4% as compared with the be-
ginning of 2017.

The four largest CHBs accounted for about 94% of
the credit history titles in 2017.

During 2017, 3,705 credit history sources sent in-
formation to CHBs. Credit institutions sent information
mostly to the four largest CHBs, while smaller regional
CHBs mainly focused on microfinance companies and
consumer credit cooperatives.

Apart from the core activity of providing credit re-
ports, CHBs also provided a number of related services,
including score-based evaluation of creditworthiness
and risks of possible fraud, notifications about the bor-
rowers’ situation (e.g., payments, delays) (the so-called
‘triggers’), verification of passport details, generation of
credit history holder codes, and provision of statistical
data on the market by type of loans, category of borrow-
ers, region, etc.

The number of requests addressed to the CCCH
by credit history holders and users about the CHBs in
which their credit histories were maintained and the
number of requests for the creation, cancellation, or al-
teration of a credit history holder code (additional code)
increased by 1.9 million (6.6%) over the reporting year
to reach 30.3 million since the start of the functioning of
the CCCH.

The number of requests about the CHBs maintain-
ing credit histories that the CCCH received from cred-
it history holders amounted to 2.2 million in absolute
terms from the start of the CCCH'’s operation. As much
as 75.6% of the total number of such requests were
delivered to the CCCH via credit institutions.

As of 1 January 2018, there were five news agen-
cies operating in the financial market which were ac-
credited by the Bank of Russia to disclose information
on securities and other financial instruments.

The process of institutionalisation of self-regula-
tory organisations is coming to an end. In 2017, the
Bank of Russia assigned the status of a self-regulatory
organisation in the financial market in respect of insur-
ance brokers’ activity for the first time. Over 2017, the
total number of self-regulatory organisations did not
change and remained at 22, including 20 self-regulatory
organisations in the financial market and two self-reg-
ulatory organisations of actuaries. Detailed information
on the number of self-regulatory organisations and their
members is given in Table 10, Section V.4 Statistical
Tables.

As of 1 January 2018, there were 30 associations of
insurance entities, 22 management companies of spe-
cialised companies, 58 representatives of bond owners,
and 11 organisations accredited by the Bank of Russia
to carry out certification of financial market specialists
operating in the financial market.

As of 1 January 2018, details of 104 responsible ac-
tuaries were entered into the single register of respon-
sible actuaries. Their number remained unchanged
during the reporting period. In 2017, self-regulatory
organisations of actuaries, with the Bank of Russia’s
involvement in the certification commission, performed
certification of actuaries for the actuary or responsible
actuary to confirm its conformity to additional qualifica-
tion requirements. Following the results of attestations,
no resolutions on the certification of applicants were
adopted.

The Bank of Russia maintains a register of credit
rating agencies and a register of branches and repre-
sentative offices of foreign credit rating agencies.

In 2017, there were no changes to the register of
credit rating agencies.

In 2017, three branches of foreign credit rating
agencies filed applications for the entry of their details
into the register of branches and representative offic-

"The number of credit history titles is defined as the sum total of credit history titles transferred to the CCCH by all credit history bureaus
(data about one borrower are maintained in several credit history bureaus), including credit history titles filed based only on a lender’s

inquiry.
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es of foreign credit rating agencies with the Bank of
Russia for the first time. Following the results of re-
view of the applications and the documents attached
thereto, the Bank of Russia decided to enter details of
three branches of private companies into the register
of branches and representative offices of foreign credit
rating agencies.

As part of achieving objectives related to the devel-
opment of financial market infrastructure and instru-
ments, the Bank of Russia decided to assess the quality

(accreditation) of the operation of price centres, which
opted to obtain such accreditation on a voluntary basis’,
starting from March 2016. In 2016, the Bank of Russia
received two requests for voluntary quality assessment
of the functioning of price centres. In 2017, the Bank of
Russia recognised the quality of the functioning of the
NSD price centre (as regards documents, processes,
and software code) as satisfactory. The second request
for quality assessment of a price centre’s functioning is
currently under review.

' See Bank of Russia Information Letter No. IN-06-51/15, dated 29 March 2016, ‘On Assessing the Quality of Price Centres’ Operation’
published on the Bank of Russia website in the section ‘Financial Markets / Financial Market Development / Price Centres’.
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Chapter Il contains the Bank of Russia’s report on the activity conducted to achieve its strategic goals and the
performance of functions aimed at gaining the public’s confidence in and understanding of its policy, strengthening
the Bank of Russia’s reputation in the international financial and economic arena, and developing international
cooperation.

Strategic goals have been set for several years ahead and are being implemented in stages.

As regards the goal of ensuring price stability, the Bank of Russia points out that the preparatory path associ-
ated with inflation reduction to acceptably low values was travelled and completed in the reporting year. Now, it is
necessary to keep inflation at a consistently low level, which is what maintenance of price stability means.

The goal of ensuring financial market resilience is also being achieved gradually. In previous years, purging the
financial sector of unscrupulous and weak participants was a necessary, yet the most painful, stage. In the report-
ing year, the Bank of Russia stepped up efforts to build a regulatory framework to develop a fair competition in the
financial market and to exercise effective proactive supervision of financial institutions.

The Bank of Russia pays much attention to the development of the financial market and expanding financial
inclusion. This is important for both effective reallocation of financial resources and ensuring conditions for Russian
economic growth and raising prosperity and living standards of Russian citizens.

The National Payment System is being developed to ensure the safety of the national payment environment.

The Bank of Russia facilitates the application of new modern technologies in the financial market. Furthermore,
the Bank of Russia is studying the risks of digital technology used in the financial area, including those associated
with the circulation of cryptocurrencies in the territory of the Russian Federation. The Bank of Russia pays due
attention to ensuring the cyber resilience of credit and finance organisations.

The information policy pursued by the Bank of Russia plays a big role in ensuring the transparency of its activ-
ities and is a major tool of interaction with the public. Ensuring that professional Russian and foreign experts and
various population groups understand the Bank of Russia’s policy is an area of special focus.

The Bank of Russia conducts economic research aimed at resolving practical tasks in the field of monetary
policy, financial stability, and improvement of the model mechanism used to predict macroeconomic parameters
and develop macroeconomic scenarios.

The Bank of Russia is working on the consistent development of macroeconomic financial statistics in accor-
dance with modern international standards and aims to increase the quality and reduce the terms of statistical
publications.

The Bank of Russia maintains active cooperation with other central banks and international organisations.
Cooperation within G20, BRICS, and EAEU is developing as well.

The Annual Report also informs the reader about Bank of Russia stakeholdings in the capital of Russian eco-
nomic entities, credit institutions, and international organisations, including about the expansion of these stakehold-
ings in connection with the use of a new mechanism of banking sector recovery.
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II.1. ENSURING PRICE STABILITY

I1.1.1. Monetary policy objectives and key measures

The low and stable inflation rate in 2017 is an im-
portant result of the consistent and prudent monetary
policy of recent years. Inflation remained close to 4%
throughout most of the past year. Its dynamics were
highly homogeneous across commodity groups and re-
gions. Households, businesses, and banks continued
to adjust gradually to the low rates of price growth. Their
inflation expectations decreased, which was necessary
to anchor inflation near 4% in the future. Sociological
surveys showed that the problem of high inflation had
become less acute. Low and stable inflation protected
household income and savings from depreciation. The
slowdown of inflation was accompanied by the accel-
erated growth in real wages amid the stable growth in
nominal wages. The decline in inflation and inflation ex-
pectations also became one of the factors of the gradu-
al decrease in long-term bank interest rates, which was
important for the economy’s transition to an investment
model of development and improvement of its further
growth prospects.

As before, in 2017, the Bank of Russia implement-
ed its monetary policy as part of the inflation targeting
regime. The key rate remained the main instrument of
monetary policy. Changes in the key rate affected the
consumer price dynamics through the transmission
mechanism, a long chain of interrelations. That is why
the Bank of Russia made its key-rate decisions based
on the macroeconomic forecast proceeding from sta-
ble trends and long-lasting factors. Such an approach
made it possible to avoid frequent different changes in
the key rate and ensure the stability of interest rates
and the certainty of economic environment. When
preparing the forecast, the Bank of Russia relied on
conservative assumptions and prevented the under-
estimation of risks when making a decision on the key
rate for both the inflation target and economic growth.
The Bank of Russia strove to make balanced decisions
on monetary policy, that is, to take into account both
the need to achieve the inflation target and the possi-
ble implications for the financial and real sectors of the
economy. The macroeconomic forecast was published
in the Monetary Policy Guidelines for 2017-2019. As
the economic situation changed, the Bank of Russia up-

dated the forecast as necessary and published it in the
Monetary Policy Report.

Based on the macroeconomic forecast and inflation
risk assessment, in 2017, the Bank of Russia made de-
cisions on the gradual reduction of the key rate from
10.00% p.a. to 7.75% p.a.

Following a conservative approach to forecast as-
sumptions, the Bank of Russia took into account the
continued uncertainty of the extension of agreements on
oil production cuts and possible downward pressure on
oil quotes from the expansion of oil supply by countries
which did not accede to the agreement (growth of shale
oil production in the USA and the recovery of production
in Libya and Nigeria). In its baseline scenario, the Bank
of Russia assumed that these agreements would not be
extended after their expiry and that the price of oil would
decline to about $40 per barrel and remain close to this
level in the future. As predicted by the Bank of Russia,
the slowdown of the Russian economic growth as a re-
sult of the deterioration of external economic conditions
will be temporary, considering its weaker sensitivity to
oil price fluctuations which was observed in 2016 and
2017 and the stability of economic recovery process-
es. That is why the Bank of Russia, when making its
key-rate decisions, tried to build monetary conditions
which would ensure balanced economic growth with-
out increasing inflationary pressure or creating financial
imbalances, which will make it possible to anchor in-
flation close to 4%. A gradual key rate reduction and a
moderately tight monetary policy were consistent with
the achievement of this goal. The gradual decline in the
key rate was aimed at maintaining the attractiveness of
savings in rubles, moderate credit growth and, as a re-
sult, reviving consumer activity in accordance with pro-
duction capabilities. Moreover, the monetary policy did
not hinder the further increase in output, the growth rate
of which in 2017 came close to the level estimated by
the Bank of Russia as corresponding to the long-term
potential of the economy.

Inflation expectations dynamics were another im-
portant factor which the Bank of Russia considered in
its forecast and key-rate decisions. Their decline, along
with the predicted retention of this trend in the future as
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the inflation rate nears 4%, was one of the important
conditions for the key rate reduction in 2017. Throughout
the year, inflation expectations dynamics remained a
source of inflation risks. These risks were associated
with high sensitivity of inflation expectations to proinfla-
tionary factors: even short-term price growth could lead
to a stable increase in inflation expectations and entail
risks of long-term deviation of inflation from the target.
Due to the risks of inflation expectations growth, the
Bank of Russia kept its key rate unchanged in January
and July 2017. In January, these risks were associated
with the announcement by the Ministry of Finance of
Russia that it would start purchasing foreign currency
in the domestic foreign exchange market to replenish
the National Wealth Fund and with the uncertainty of
how this would affect the dynamics of exchange rate
and inflation expectations. However, after these oper-
ations started in February, the situation in the foreign
exchange market remained stable, and inflation expec-
tations continued to decline. In early summer, tempo-
rary growth in inflation expectations was associated
with the rise in vegetable and fruit prices against the
background of the depleted vegetable crop reserves,
unfavourable weather conditions, and deterioration of
harvest prospects in 2017. As the new harvest was
brought in, its forecast improved, and growth of vegeta-
ble and fruit prices slowed down, inflation expectations
resumed declining, which enabled the Bank of Russia
to continue easing its monetary policy.

When making a decision on the gradual reduction of
its key rate, the Bank of Russia also took into account
the significant influence of the temporary factors, such
as a good harvest and a stronger ruble, on inflation dy-
namics in 2017. These factors have a changeable na-
ture. Therefore, their influence on prices may change
rather quickly. Decision-making based on the dynamics
of temporary factors involves significant risks from the
point of view of achieving the inflation target. The Bank
of Russia took into account highly uncertain weath-
er conditions and did not include a good harvest and

its significant downward influence on food prices in its
forecast when making its key-rate decisions. However,
weather conditions were favourable, and the ensuing
proinflationary risks did not materialise. Following a
conservative approach to forecast assumptions and
supposing a reduction in oil prices to about $40 per bar-
rel, the Bank of Russia did not predict the ruble appreci-
ation either. However, oil prices in 2017 turned out to be
higher than those included in the baseline scenario of
the Bank of Russia forecast and thus contributed to the
ruble appreciation. The good harvest and stronger ruble
were the major factors of inflation reduction to 2.5% in
December 2017. As the influence of these temporary
factors on prices stops, inflation will return to 4%.

In 2017, the Bank of Russia tried to increase the
transparency and predictability of its monetary policy.
Detailed comments and explanations of the actions taken
by the central bank intensified monetary policy signals,
decreased uncertainty in the economy and served as a
guideline for economic agents. In the first few months
of 2017, the key rate remained unchanged. Meanwhile,
under the influence of the respective information signals
given in press releases following meetings of the Bank of
Russia Board of Directors, financial market participants
started expecting its reduction, which was expressed in
decreased quotes of interest-rate derivatives, the shape
of yield curves in the financial markets, and the ratio of
long-term and short-term interest rates on loans.

In 2017, following a floating exchange rate regime,
the Bank of Russia did not perform foreign exchange
interventions to influence the ruble exchange rate or the
rate of its change. The volatility of the ruble exchange
rate and its sensitivity to oil price dynamics decreased,
and the dedollarisation of bank assets and liabilities
continued. This is an evidence of the adaptation of
households and businesses to the floating exchange
rate and growing confidence in the national currency.
The introduction of fiscal policy mechanisms associated
with the preparation for a transition to new fiscal rules
made its contribution to the above processes'.

"Press release of the Ministry of Finance of Russia of 25 January 2017.
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I1.1.2. Monetary policy instruments

The Bank of Russia uses monetary policy instru-
ments to manage banking sector liquidity to achieve
the operational goal of the monetary policy, i.e., to keep
overnight rates in the monetary market close to the key
rate. In 2017, the Bank of Russia achieved the opera-
tional goal of the monetary policy quite effectively: the
average absolute deviation of the RUONIA rate from the
key rate in 2017 was 26 basis points, as compared with
22 basis points in 2016. In order to achieve the opera-
tional goal, the Bank of Russia absorbed liquidity given
its sustainable excess (surplus)’, which was formed in
the second half of January 2017 and had increased to
P2.6 trillion by the end of the year.

The large-scale expenditure of money from sov-
ereign funds to finance the budget deficit in previous
years created the conditions for a transition to structural
liquidity surplus in 2017. In 2017, the inflow of funds via
the budget channel also contributed to the increase in
the liquidity surplus, but was not the main source. Over
the year, the Ministry of Finance of Russia converted
the money of sovereign funds from foreign currency into
rubles for a total amount equivalent to P1.7 trillion. Most
of these funds entered the banking sector in the form of
budget expenditures, were placed on deposit accounts
of credit institutions by the Federal Treasury, or were
provided by the Federal Treasury under repo agree-
ments. Unlike in previous years, a substantial balance
of funds formed in the Federal Treasury’s accounts with
the Bank of Russia at the end of the year made it pos-
sible to keep budget funds previously placed on deposit
accounts or provided under repo agreements in banks.

Simultaneously with the spending of money from
sovereign funds, the Ministry of Finance of Russia re-
plenished them by the amount of additional budget rev-
enues received as a result of the oil price exceeding the
level of $40 per barrel, as envisaged by Federal Law
No. 415-FZ, dated 19 December 2016, ‘On the Federal
Budget for 2017 and the Plan Period of 2018 and 2019’.
As opposed to operations for converting the money of
sovereign funds from foreign currency into rubles, the
Ministry of Finance of Russia purchased foreign curren-
cy in the domestic foreign exchange market to replenish
the sovereign funds. This facilitated an additional inflow

of liquidity into the banking sector. During the year, the
Ministry of Finance of Russia purchased foreign curren-
cy for an amount of 0.8 trillion. The inflow of liquidity
through these operations partially offset the outflow of
funds in the form of additional budget revenues from the
oil price exceeding the level of $40 per barrel.

Apart from the money of sovereign funds, the
Ministry of Finance of Russia raised funds in the mar-
ket to finance the budget deficit though OFZ placement.
In 2017, the amount of OFZs placed by the Ministry of
Finance of Russia exceeded the repayment amount
substantially, which resulted in an outflow of liquidity
from the banking sector in the amount of P0.6 trillion,
considering coupon payments. Subsequently, these
funds returned to the banking sector in the form of bud-
get expenditures.

In 2017, banking sector liquidity was affected the
most by the measures aimed at the recovery of the
banking sector, in particular, the Bank of Russia’s
measures to increase the financial stability of Bank FC
Otkritie PJSC, B&N BANK PJSC, and Promsvyazbank
and the transfer of funds by the state corporation
Deposit Insurance Agency for resolution of banks and
to agent banks to compensate for insurance indemnity
payments to the depositors of banks whose licences
had been revoked. The funds entered the banking sec-
tor via this channel mostly in the second half of the year,
which led to substantial growth of the structural liquidity
surplus.

In total, fiscal flows, banking sector recovery mea-
sures, and other operations? during the period under
review resulted in the inflow of liquidity into banks in the
amount of £3.4 trillion.

The purchase of monetary gold by the Bank of
Russia and changes in the amount of cash funds in
circulation (including cash in credit institutions’ tills)
produced a smaller, yet significant impact on banking
sector liquidity in 2017. As part of international reserves
management, the Bank of Russia purchased monetary
gold in the domestic market, which resulted in an in-
flow of funds into the banking sector in the amount of
PO.5 trillion. Consumer activity growth in 2017 was con-
ducive to increased demand from households for cash

" A stable structural liquidity surplus (excess) means that the amount of funds accumulated in correspondent accounts of credit institu-
tions with the Bank of Russia is more than they need to meet the required reserve requirements and make payments and settlements.

2Including settlements under Bank of Russia USD/RUB FX swaps, net interest income/expenses on Bank of Russia operations, and

other operations.
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Liquidity factors and change in outstanding amount on refinancing operations
and claims on liquidity absorption operations of the Bank of Russia in rubles
(trillions of rubles)

Change in credit institutions’ outstanding amount
on Bank of Russia refinancing operations in rubles

Change in balance of credit institutions’ correspondent accounts
with the Bank of Russia

Change in credit institutions’ claims on Bank of Russia
liquidity absorption operations in rubles

Change in balances of general government accounts
with the Bank of Russia and other operations™

Balance on Ministry of Finance OFZ operations**

Balance on Federal Treasury deposits and repos

Change in volume of cash in circulation

Bank of Russia interventions in domestic foreign exchange market

Regulation of credit institutions’ required reserves with the Bank of Russia

2016

=
—
=
=
=

-3 -2
m 2017

* Net of Federal Treasury deposit and repo operations and Ministry of Finance OFZ operations, including Ministry of Finance operations to buy/sell foreign currency
in the domestic foreign exchange market, settlements on Bank of Russia USD/RUB FX swaps, Bank of Russia operations to buy monetary gold, and other operations.

** Taking account of coupon payments.

funds. Under the influence of this factor, the outflow of
liquidity from the banking sector amounted to P0.6 tril-
lion.

As a result of the decision made by the Bank of
Russia in late 2016 to update the composition of res-
ervable liabilities of credit institutions and to set the re-
quired reserve ratios for long-term liabilities, the amount
of funds which credit institutions had to maintain in cor-
respondent accounts with the Bank of Russia during
the averaging periods in 2017 grew to P1.9 ftrillion.
However, as a result of liquidity inflow into the banking
sector, credit institutions were able to accumulate more
funds in correspondent accounts than they needed for
the averaging of required reserves. Under these condi-
tions, the Bank of Russia absorbed excess liquidity to
establish short-term money market rates close to the
key rate. In general, the system of instruments made it
possible to effectively absorb excess liquidity, and the
actual amount of funds in the correspondent accounts
of banks slightly exceeded the amount which they had
to maintain. In 2017, the average balances of funds in
banks’ correspondent accounts with the Bank of Russia
amounted to P2.0 trillion.

One-week deposit auctions were the main instru-
ment to absorb liquidity. In order to absorb a stable por-
tion of excess liquidity, the Bank of Russia placed three-
month coupon bonds (coupon OBRs). The amount of
funds to be raised through one-week deposit auctions

and auctions to place coupon OBRs was established
based on the banking sector liquidity forecast.

In the first half of the year, the inflow of funds into
the banking sector was small, and the increase in the
structural liquidity surplus was insignificant. Under
these conditions, the amount of funds raised by the
Bank of Russia at one-week deposit auctions mostly
corresponded to the established limit. ‘Fine-tuning’ op-
erations were conducted only on some days. As a re-
sult, the average absolute deviation of the RUONIA rate
from the Bank of Russia key rate in the first half of 2017
amounted to 17 basis points.

In the second half of the year, the inflow of funds into
the banking sector grew significantly and was of a less
predictable nature for credit institutions. Under these
conditions, the Bank of Russia increased the supply of
funds at one-week deposit auctions and started to place
coupon OBRs. However, the banking sector adjusted
slowly to the substantial growth of the structural liquidity
surplus. Banks changed the structure of their operations
in the money market with some lag. Furthermore, at the
end of the year the traditional increase in the volume of
customer transactions and uncertainty about the terms
and volumes of budget funds inflow had an additional
influence on the operations of banks. As a result, banks
preferred to build up a ‘liquidity cushion’ by increasing
the balances of their correspondent accounts and de-
creasing the supply of funds at Bank of Russia one-
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Operations on repayable basis other than standard instruments of Bank of Russia monetary policy**
Refinancing operations, standing (repos, FX swaps***, secured loans)

Refinancing operations, auction-based (repos, FX swaps

Standing deposits
B Coupon OBRs
Deposits, auction-based
= Structural liquidity deficit (+) / surplus (-)

* kK

, secured loans)

* Bank of Russia claims to credit institutions on refinancing instruments / Bank of Russia liabilities to credit institutions on excess liquidity

absorption instruments as of start of business.

** Bank of Russia specialised refinancing instruments, Bank of Russia loans under irrevocable credit lines, Bank of Russia USD/RUB and EUR/RUB

sell/buy FX swaps.
*** Bank of Russia USD/RUB and EUR/RUB buy/sell FX swaps.

week deposit auctions and auctions to place coupon
OBRs.

Given the slow adjustment of banks to a consider-
able increase in the structural liquidity surplus and their
low supply of funds at one-week deposit auctions and
auctions to place coupon OBRs as compared to the es-
tablished limits, in the second half of the year the Bank
of Russia increased the frequency of ‘fine-tuning’ auc-
tions. One- to four-day ‘fine-tuning’ auctions were held
and were in demand with banks. The amount of funds
absorbed at these auctions generally corresponded to
the established limits. ‘Fine-tuning’ auctions made it
possible to prevent a considerable deviation of short-
term money market rates from the key rate at the stage
of increased structural liquidity surplus. However, the
spread between these rates expanded on the whole in
the second half of 2017. The average absolute devia-
tion of the RUONIA rate from the Bank of Russia key
rate over this period amounted to 34 basis points. The
RUONIA rate was mostly in the lower half of the interest
rate corridor.

Although the system of monetary policy instruments
did not change in general, the Bank of Russia took
individual measures throughout 2017 to optimise the
line of instruments and increase their adaptability and

convenience of use by banks. For example, the Bank
of Russia abolished the provision of loans secured by
gold. The volume of funds provided under these opera-
tions was negligible, and the conclusion of transactions
involved expenditures for the transportation and stor-
age of the collateral. As a result, the Bank of Russia had
two types of loans left as standing refinancing facilities:
loans secured by securities and loans secured by non-
marketable assets (loans issued by credit institutions to
their customers).

In 2017, a project launched in 2016 to simplify de-
posit and credit operations continued. Credit institutions
in all regions of the Russian Federation obtained the
ability to exchange electronic documents directly with
the Bank of Russia within the framework of depos-
it operations. Credit institutions located in the Central
Federal District obtained the ability to send requests for
loans electronically. The increased accessibility of mon-
etary policy instruments was facilitated by changes to
the temporary procedure for conducting operations: the
extension of the time for accepting requests for loans
from the Bank of Russia and a change in the maturity
of deposit and credit operations of the Bank of Russia
(see Section V.1 Measures to Implement the Single
State Monetary Policy).
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Bank of Russia interest rate corridor and overnight RUONIA rate
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Repo transactions were also subject to improve-
ments. Starting in June, they were concluded at the
Moscow Exchange with a collateral management sys-
tem via the National Settlement Depository. Thus, cred-
it institutions got the opportunity to work with a basket
of collateral when performing exchange transactions,
that is, to submit one application for participation in repo
transactions with the Bank of Russia, rather than sever-
al for various types of accepted securities, and replace
the securities provided as collateral, if necessary.

In 2017, the approaches to compiling the list of as-
sets accepted as collateral under refinancing operations
changed as well. Taking into account the legal require-
ments for rating activity, when selecting assets eligible
as collateral for its operations, the Bank of Russia start-
ed using the ratings of the national rating agencies and
internal estimates of the Bank of Russia.

Furthermore, the Bank of Russia continued to use
a countercyclical approach to compiling the list of as-
sets accepted as collateral under Bank of Russia re-
financing operations. According to this approach, with
an increase in the structural liquidity surplus, the Bank
of Russia gradually reduces the list of the said assets,

since the demand from banks for fundraising from the
Bank of Russia declines. Given an increased structur-
al liquidity deficit, the Bank of Russia, on the contrary,
expands the list of assets to increase banks’ options for
refinancing in the Bank of Russia. When reducing the
list of assets, the Bank of Russia takes into account the
need to maintain a comfortable level that ensures the
possibility for banks to use intraday loans considering
the increase in the volume of payments and settlements
in the banking sector during the day.

Under the countercyclical approach in 2017, amid
an increased liquidity surplus, the Bank of Russia sus-
pended the inclusion of new issues of individual classes
of assets' in the Bank of Russia Lombard List, grad-
ually decreased the adjustment ratios / increased dis-
counts for assets of these classes which had already
been included in the List, and raised requirements for
the credit rating of assets (see Section V.1 Measures
to Implement the Single State Monetary Policy). These
measures did not pose any risk to the banking sector,
since the volume of assets accepted as collateral for
Bank of Russia refinancing operations significantly ex-
ceeded the banking sector’s demand for fundraising.

"Bonds of credit institutions and insurance companies, bonds of Vnesheconombank, bonds of international financial institutions, debt se-
curities issued outside the Russian Federation by nonresident legal entities, the beneficiaries or ultimate borrowers of which are Russian
credit institutions or insurance companies or Vnesheconombank, and bonds of low credit quality with signs of restructuring.
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11.2.1. Ensuring financial stability

11.2.1.1. Monitoring of financial stability risks

External risks

A rise in business activity, along with continued low
volatility in 2017, was indicative of further stabilisation in
the global financial markets. In these conditions, the cen-
tral banks of many developed countries continued to nor-
malise their monetary policy (the US Fed increased the
federal funds rate on three occasions, and the ECB an-
nounced plans to reduce the monthly volume of bond pur-
chases starting in January 2018) (see Subsection 1.1.1).
Against this backdrop, investors continued to be inter-
ested in high-yield assets, and this was reflected in the
decline of the sovereign risk premium of many emerging
markets. The situation in the global commodity markets
was mostly favourable amid the extension of the OPEC+
agreement on oil production cut till the end of 2018 (as of
year-end, the price of Brent crude increased by 17.7% to
$66.9 per barrel), though the strengthening of the US po-
sitions in the global energy resources market was a con-
straining factor. Some instances of increased volatility in
the global financial markets were caused by changes in
the expectations of a monetary policy tightening by the
leading central banks, geopolitical tension, and aggrava-
tion of political risks and structural imbalances in some
emerging markets.

In 2017, amid a rather favourable foreign economic
environment, the situation in the Russian financial mar-
ket improved, as evidenced by the continued interest of
foreign investors in investments in Russian assets. The
ruble appreciated against the US dollar (by 5.0%), but
weakened against the euro (by 7.9%)'. Net capital in-
flow into funds investing in Russian shares and bonds
amounted to $7.3 billion. As of year-end, the share of
nonresidents in the OFZ market increased by 6.2 pp to
33.1%. By the level of this indicator and its increase in
2017, Russia is in the middle of the list of emerging econ-
omies, preceded by such countries as Peru, the Czech
Republic, and South Africa (the share of nonresidents in

the government debt market in these countries ranges
from 37% to 45%) and followed by such countries as
Thailand, South Korea, and Poland (from 12% to 17%).

Banking sector risks

The intensification of banking supervision, along
with the improvement of risk management practices in
credit institutions, stabilised the key parameters char-
acterising bank risks. As of 1 January 2018, the equity
capital adequacy ratio of the banking sector (N1.0) was
12.1% (13.1% as of 1 January 2017). The decline in
capital adequacy resulted from problems discovered in
a number of large banks in which financial rehabilita-
tion measures were being implemented. The decisions
made on banks’ resolution were conducive to the clean-
ing of their balance sheets and enhancement of their
resilience. Despite the difficulties associated with the
resolution of large banks and persistent external risks,
the banking sector maintained its resilience in 2017,
which was also confirmed by stress test results: the
total adequacy ratio of the banking sector was above
the regulatory minimum even under the risk scenario
(a downturn in the average oil price to $25 per barrel).

Liquidity risks. Over the course of 2017, liquidi-
ty risks decreased in the banking sector. The ratio of
the most liquid assets? to total banking sector assets
increased from 7.4% to 8.7% during 2017. This was
associated to a considerable extent with the transition
of the banking sector to a structural liquidity surplus in
2017 (see Subsection 11.1.2).

From 1 January 2017 through 1 January 2018, the
weighted average values of the instant liquidity ratio
(N2) and the current liquidity ratio (N3) for all banks
showed stable growth: from 107% to 118% and from
145% to 167% respectively. The weighted average val-
ue of the liquidity coverage ratio of SICls increased over
the same period from 95% to 114%, though in June—

" Calculated as the ratio of the nominal exchange rate as of year-end 2017 to that as of year-end 2016.
2 Cash, precious metals, balances of nostro correspondent accounts, and balances of correspondent and deposit accounts with the

Bank of Russia.
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November the ratio of some SIClIs declined, and they
increased the use of irrevocable liquidity credit lines to
replenish the lack of high quality liquid assets.

The emergency liquidity provision mechanism
(ELPM) introduced by the Bank of Russia on 1 Septem-
ber 2017 is an additional instrument for supporting fi-
nancially stable banks suffering temporary troubles with
liquidity. The ELPM is intended for SICls and banks of
classification groups 1 and 2' which do not have over-
due debt to the Bank of Russia and which meet all the
ratios, except for the instant liquidity ratio. This mecha-
nism will allow the Bank of Russia to support a financial-
ly stable bank, if necessary, and to prevent the develop-
ment of negative trends in the financial market.

The ELPM does not imply Bank of Russia obligation
to provide liquidity to any requesting bank. In order to
receive funds, a bank must have a plan to resolve its
liquidity problems (an ELPM ‘exit strategy’) during the
time for which the funds are provided and a positive
evaluation of the ability to resolve these problems from
the Bank of Russia. The composition of the collateral
which may be used within the ELPM is wider than that
under the standard instruments used to obtain liquidity
from the Bank of Russia. Depending on the collateral
declared by the bank, the Bank of Russia may provide
funds under a repo transaction and/or in the form of a
secured loan. ELPM funds are provided in rubles for no
more than 90 calendar days. The lending rate is equal
to the Bank of Russia key rate in effect at the time of
the operation plus 1.75 pp. As of 1 January 2018, the
Bank of Russia concluded 49 agreements with credit
institutions on the provision of funds under the ELPM.

Given increased stability in the external financial
market, the situation with foreign currency liquidity
in 2017 was generally more favourable than a year
earlier. In these conditions, the role of foreign curren-
cy refinancing operations introduced in 2014 for the
purpose of supporting financial stability decreased
significantly.

In autumn 2017, the Bank of Russia ceased for-
eign currency refinancing operations. While adapting
to sanctions, credit institutions and companies serviced
their external obligations successfully. As a result, cred-

it institutions’ demand for refinancing operations in for-
eign currency decreased gradually. By the end of 2017,
banks had fully repaid their debt under these operations.

In 2017, the Bank of Russia performed USD/RUB
FX swaps on certain days and in insignificant vol-
umes and increased the limits on them when it was
necessary.

Credit risk. The share of overdue loans to the econ-
omy decreased from 6.7% to 6.6% against the back-
ground of more intensive growth of the loan portfolio,
though its volume grew by 2.5%2 over 2017 (in 2016
it decreased by 3.7%). The share of bad loans (of
quality categories IV and V) in total loans to all cate-
gories of borrowers over 2017 increased from 9.4% to
10.0%, which resulted largely from the reassessment
of the quality of assets of banks undergoing resolution
(net of their impact, the share of bad loans decreased
from 7.9% to 7.1%). Such an important indicator as the
coverage of bad loans with loss provisions grew from
68.5% to 71.2% over 2017.

Bank risks on loans to nonfinancial organisa-
tions. In 2017, ruble lending to nonfinancial organisa-
tions by banks increased by 5.7%. The share of over-
due loans decreased insignificantly, from 8.3% to 8.2%.
The indicator calculated excluding the data of banks
undergoing financial rehabilitation® showed a greater
decline, from 5.4% to 4.6%.

In 2017, dollarisation of the loan portfolio continued
to decline (see Subsection 11.2.1.2). The debt on foreign
currency loans to nonfinancial organisations decreased
by 0.6% amid the low share of overdue loans. Therefore,
against the backdrop of the continued dedollarisation,
credit risk associated with foreign currency risk remains
moderate, which testifies to the conservatism of banks
when choosing borrowers for foreign currency loans.

In 2017, credit quality deterioration was primarily ob-
served in loans to construction companies, where the
share of overdue loans over 2017 increased by 2.1 pp
to 17.9%. Insignificant growth in the share of overdue
loans was observed in wholesale and retail trade* (by
0.5 pp to 12.2%). In other types of economic activity,
inter alia, the share of overdue loans in 2017 was de-
creasing; the biggest decline was observed in loans to

"In accordance with Bank of Russia Ordinance No. 4336-U, dated 3 April 2017, ‘On Assessing Banks’ Economic Situation’.

2The ruble exchange rate dynamics and the revocation or cancellation of licences of a number of credit institutions affected the banking
sector’s relative indicators, except when licences were cancelled due to restructuring. Therefore, to reflect the actual dynamics of the key
banking sector indicators more accurately, here and below in this section the figures are given net of the influence of the exchange rate
for credit institutions operating as of the latest reporting date (including banks restructured earlier).

3Banks undergoing financial rehabilitation with the participation of the LLC Fund of Banking Sector Consolidation Asset Management

Company, the DIA, and investors involved in financial rehabilitation.

“Wholesale and retail trade, repair of motor vehicles, motorcycles, household appliances, and personal items.
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transport and communications enterprises (by 2.1 pp to
4.3%) and agricultural enterprises (by 0.9 pp to 7.7%).

Bank risks on loans to households. Thanks to the
improved credit quality of unsecured consumer lending
and in the mortgage segment, the volume of overdue
loans to households decreased in 2017 by 0.4% (2016
saw growth of 1.4%), and the share of overdue loans
decreased from 7.9% to 7.0%.

The quality of the housing (including housing mort-
gage) loan portfolio remained high: the share of loans
overdue for more than 90 days decreased from 2.7%
to 2.2% over 2017. The Bank of Russia took prudential
measures limiting bank risks to ensure sustainable de-
velopment of the mortgage segment in the future (see
Subsection 11.2.1.2).

In 2017, the Bank of Russia focused on growth of
household lending, first of all, its riskiest segment, i.e.,
unsecured consumer lending. In 2017, this segment
was characterised by the recovery of lending activi-
ty. The increase in debt under such loans was 11.3%
in 2017'. The share of loans overdue for more than
90 days decreased from 15.7% to 12.8% owing to the
improvement of borrowers’ payment discipline. The risk
on previously issued loans, which had materialised in
2017, was at its low since 2011.

Growth of debt under unsecured consumer loans is
outpacing household income growth, which may lead
to the increase in household debt burden and requires
monitoring by the Bank of Russia.

Risks of nonbank
financial institutions

Insurers. Investment life insurance was a key driver
of the insurance market and as of year-end 2017 en-
sured the leading position of the life insurance segment
by share in total insurance premiums (25.9%, an in-
crease of 7.6 pp compared to the 2016 indicator). Due to
increased demand and an expanded number of inves-
tors in investment life insurance, the issue of raising the
quality of information disclosure on product characteris-
tics to policyholders has become pressing. Meanwhile,
the amount of premiums on insurance other than life
insurance decreased by 1.8%. Risks persisted in the
CMTPLI segment, and the combined loss ratio (consid-

ering other income and expenses) for this type of in-
surance amounted to 106.9% as of 31 December 2017
(102.6% as of 31 December 2016). The CMTPLI acces-
sibility for consumers was maintained through an obli-
gation to sell electronic policies (see Subsection 11.3.3),
which resulted in growth of the share of this channel
in total premiums on CMTPLI to 12.8% as of year-
end 2017. The establishment of Joint-stock Company
Russian National Reinsurance Company began to in-
fluence the reinsurance market: the share of premiums
on insurance other than life insurance which had been
transferred to reinsurance in the territory of the Russian
Federation increased to 20.2% (from 15.1% in 2016).
To ensure the stability of the insurance market, the
Bank of Russia started preparing for the implementa-
tion of a risk-based approach to regulation based on
Solvency 11?2 and developed a resolution mechanism for
insurance companies?®.

Non-governmental pension funds (NPF). In 2017,
the risks of mutual investments of NPFs in the assets of
financial groups materialised. In particular, funds were
forced to cut down their investments in the assets of
individual banks due to the deterioration of the finan-
cial position of the latter. Furthermore, the reduction
in investments in the banking sector was associated
with the gradual tightening of the Bank of Russia’s re-
quirements for the permissible share of investments of
pension savings in the assets of credit institutions. As
a result, the total investments of pension funds in bank-
ing sector assets decreased by 20.0% to P869.4 billion,
mainly due to reduced investment of pension savings
(by 25.2% to P620.1 billion). At the same time, the
aforesaid developments resulted in growth of invest-
ments of NPFs in risk-free assets (the share of govern-
ment securities grew from 7.1% to 21.8%). Developing
the NPF risk management system, in 2017, the Bank
of Russia elaborated a methodology for stress testing
funds, which included parameters for assessing funds’
assets and determining the probability of defaults and
the results of stress testing if a shock scenario materia-
lises (see Subsection 11.2.4.2).

Microfinance organisations (MFOs). The main
risks of the microfinance market in 2017 were con-
centrated around unscrupulous players and the quality
of the microloan portfolio. As of 31 December 2017,

" According to data from Section 3 of Reporting Form 0409115 ‘Information on the Quality of Assets of a Credit Institution (Banking
Group)’. For credit institutions which were operating as of 1 January 2018, including banks restructured earlier.

2See Subsection 11.2.4.3 Insurance Entities.

3See Subsection 11.2.5 Financial Rehabilitation of Financial Institutions/Implementation of the resolution mechanism for insurance com-

panies.
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the total microloan portfolio increased by 28.0% to
P112.8 billion; 60 organisations with the status of an
MFC (2.9% of all MFOs) accounted for 52.4% of the
total microloan portfolio. The share of microloans
which have been non-performing for over 90 days
(NPL 90+)" in the consumer microfinance portfolio? of
MFOs amounted to 30.3%. At the same time, the said
value in the MFO sector decreased from the begin-
ning of 2017 by 8.9 pp due to the outpacing growth
of the portfolio of the largest MFOs (including in the
segment of online microloans). The total growth of the
microloan portfolio was mainly a result of the inflow of
funds raised from legal entities (other than credit insti-
tutions) and individuals (including founders), the debt
to which increased over the year by 46.5% and 28.1%
respectively. The most important prudential require-
ments that affected the microfinance market in 2017
were the requirements for the minimum equity capital
of MFCs (no less than P70.0 million)3, expiry of the
grace period for making microloan loss provisions*,
and approval of the core risk management standard

for MFOs®. Furthermore, to protect consumer rights,
new regulatory limitations on the maximum amount of
a borrower’s debt obligations under a consumer micro-
loan agreement are to be introduced during 2018 (see
Subsection 11.2.4.4).

Improvement of risk assessment
methods

While performing the activity aimed at improving
the methods for assessing financial sector stability, in
2017, the Bank of Russia developed a concept of mac-
roprudential stress testing of the financial sector® which
examines the risks of banks, non-governmental pen-
sion funds, and insurance companies. Stress testing
includes assessment of market risk, interest rate risk,
credit risk, and liquidity risk at several time horizons
(from two days to two years). The Bank of Russia also
held consultations with representatives of major credit
institutions on further development of the macropruden-
tial stress testing methodology.

"NPL 90+ (non-performing loan) means an overdue loan the payment of interests and principal under which is delayed by 90 days or

more.
2Including microloans extended to individuals.

8 According to Bank of Russia Ordinance No. 4037-U, dated 9 June 2016, ‘On Establishing the Methodology for Measuring the Equity

Capital of a Microfinance Organisation’.

4 According to Bank of Russia Ordinance No. 4054-U, dated 28 June 2016, ‘On the Procedure for Microfinance Organisations to Make

Loan Loss Provisions’.

5 A core risk management standard for microfinance organisations was approved by the Bank of Russia on 27 July 2017.
8Published on the Bank of Russia website, in the section Information and Analytical Materials / Consultation Papers.
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I1.2.1.2. Macroprudential regulation measures to ensure financial stability

In 2017, the Bank of Russia implemented a number
of macroprudential measures to curb credit risks for the
purpose of limiting the accumulation of systemic risks in
the banking sector. Amid the decreasing interest rates
in the economy, the Bank of Russia revised the existing
risk ratio scale for consumer loans depending on the
full cost of loans (FCL). The new risk ratio values ap-
ply to consumer loans with an FCL above 20% issued
after 1 March 2017. This measure is aimed at limiting
growth rates in lending segments characterised by an
increased level of credit risk (with an FCL above 25%)
and preventing the accumulation of risks in the group
of banks specialising in unsecured consumer lending.
Furthermore, increased risk ratios enable banks to build
capital buffers to cover future losses. The decrease in
the Bank of Russia key rate in 2017 and the revision of
the risk ratios for consumer loans resulted in 2017 in a
decline in the amount of disbursements in the segment
with an FCL above 25% by more than 30% and in a
reduction in the share of such loans in the total amount
of new disbursements from 24% to 11%.

In 2017, many banks eased requirements for bor-
rowers in the mortgage lending sector. The share of
newly issued mortgage loans with a down payment
of less than 20% increased from 6.7% in 2016 Q4 to
42.4% in 2017 Q4'. Data analysis shows that mort-
gage loans with a small down payment are general-
ly characterised by a higher borrower credit risk. The
share of such loans in bank portfolios is insignificant
so far and does not entail systemic risks. However, to
prevent future accumulation of risks and ensure the
sustainable development of the mortgage segment,
the Bank of Russia decided to apply a 150% risk ratio
for mortgage loans in rubles with a down payment of
less than 20% issued after 1 January 2018, regard-
less of the loan amount, and increase the risk ratio
for mortgage loans in rubles with a down payment of
less than 10% issued after 1 January 2018 from 150%
to 300%. A 150% risk ratio was also established for

loans issued after 1 January 2018 for financing un-
der a shared-equity construction agreement where
the borrower’s down payment made with his/her own
funds was less than 20%.

The Bank of Russia continued to monitor the effec-
tiveness of measures to limit lending in foreign currency
to legal entities which did not have enough foreign cur-
rency earnings to service their debts on time and also
measures to limit provision of foreign currency loans for
the purpose of acquiring real estate. These measures
applied to loans issued after 1 May 2016 and invest-
ments in debt securities denominated in foreign cur-
rency. The Bank of Russia set increased risk ratios for
such loans (investments in securities).

In 2017, the amount of legal entities’ debt on for-
eign currency loans to credit institutions decreased by
8.6% (net of the exchange rate revaluation factor). An
increased risk ratio applies to 35.0% of legal entities’
debt on foreign currency loans.

Throughout 2017, the Bank of Russia, with the in-
volvement of the financial community, developed ap-
proaches towards calculating the debt burden ratio of
individuals. The debt burden ratios of individual bor-
rowers are widely used in international practice. Banks
calculate these ratios at the moment of issuing loans for
the purpose of limiting or prohibiting disbursement of
loans with an increased risk level.

In February 2017, the Bank of Russia published
a consultation paper ‘On the Assessment of Risks of
Individual Borrowers Based on Debt Burden Ratios™, in
which it presented possible approaches to implement-
ing the debt burden ratio into Russian practice and de-
scribed international experience in using this ratio.

In October 2017, the Bank of Russia published the
Debt Burden Ratio Calculation Concept®. In 2018, ta-
king into account the comments of market participants,
the Bank of Russia will prepare a methodology for cal-
culating the debt burden ratio and present a procedure
for using this ratio for regulatory purposes.

"Based on Bank of Russia quarterly survey data. The amount of debt under mortgage loans covered by the surveyed banks accounted

for more than 80% of the total banking sector debt.

2Published on the Bank of Russia website, in the section Information and Analytical Materials / Consultation Papers.
8Published on the Bank of Russia website, in the section Information and Analytical Materials / Financial Stability.
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I1.2.2. Managing assets in foreign currencies and precious metals’

Asset structure

The foreign currency assets of the Bank of Russia
include government and nongovernment debt securi-
ties; deposits and balances of nostro accounts; funds
invested under reverse repo transactions?; the net po-
sition of the Russian Federation in the IMF (net claims
on the IMF); Eurobonds of the Russian Federation; and
other claims on counterparties under executed transac-
tions. The said instruments are denominated in US dol-
lars, euros, pounds sterling, Canadian and Australian
dollars, Swiss francs, yen, yuan, and special drawing
rights (SDRs)? (hereinafter, eligible currencies).

Bank of Russia assets in precious metals con-
sist of monetary gold available in the territory of the
Russian Federation. Information about assets in gold

is included in all the breakdowns and indicators of
this section.

As of the end of 2017, the amount of Bank of Russia
assets in foreign currency and gold stood at $437.8 bil-
lion, of which $354.2 billion were foreign currency as-
sets from the category ‘International Reserves of the
Russian Federation’, $8.3 billion were other foreign cur-
rency assets, and $75.3 billion were gold assets. During
2017, the Bank of Russia’s gold assets increased by
220 tonnes and as of 31 December 2017 amounted to
1,808 tonnes.

Securities of foreign issuers are mostly represent-
ed by debt instruments of the US Treasury, govern-
ment debt instruments of France, Germany, the United
Kingdom, and Canada, nongovernment debt securities,
including those the obligations under which are guar-

Bank of Russia assets in foreign currency and gold by instrument (percent)
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Claims to Russian counterparties or issuers in foreign currency*** 19
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Reverse repos with foreign counerparties I 05
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Claims to foreign counterparties on foreign currency supply 0.0
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* Securities issued by foreign government or foreign issuers with explicit government guarantee.
“* Securities of foreign issuers with highly expected government support due to the organisation’s special role in or importance to the economy of a country or region

(implicit guarantee).

*** Claims to Russian credit institutions, Eurobonds of the Russian Federation and other Russian issuers.

" All the breakdowns and indicators provided in this section were calculated based on management accounting data.

2Transactions for the purchase of securities with the obligation to repurchase (sell) them in a certain period of time at a price agreed
upon in advance. Securities purchased by the Bank of Russia with the obligation to sell them back under reverse repo transactions are

not included in foreign currency assets.

3Unit of calculation used in IMF operations. The exchange rate of SDR is determined based on the dollar value of a basket consisting of
five currencies: the US dollar, the euro, the yen, the pound sterling, and the yuan (since 1 October 2016).
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Bank of Russia assets in foreign currency and gold by country (percent)

. 26.7
United States 2.9
‘ ‘ ‘ 16.0
Germany —m |
I} I} I} 156
France _m |
) ) ‘ ‘ ‘ 15.1
Gold in Bank of Russia vaults 172
) ) ‘ 5.2
United Kingdom 79
. - 43
Supranational organisations _ 39
35
The Netherlands h 29
3.4
Japan h“’
2.3
Canada h 28
1.1
Denmark h 19
6.8
Other _10.4
0 5 10 15 20 25 30
1.01.2017 M 1.01.2018

anteed by the governments of foreign states, and debt
instruments of international organisations.

As part of its operations to manage foreign currency
assets, the Bank of Russia purchased and sold debt
obligations of foreign issuers, conducted repo transac-
tions with the said securities, and provided foreign issu-
ers’ securities on a reverse basis.

In 2017, the Bank of Russia also sold foreign curren-
cy securities, which remained at its disposal as a result
of settlement of the Bank of Russia’s claims on coun-
terparties under refinancing operations, and Eurobonds
of the Russian Federation belonging to it. These opera-
tions did not have a significant impact on the amount of
Bank of Russia assets in foreign currencies.

The geographic breakdown of foreign currency as-
sets is based on the location (place of registration) of
the legal entities which are Bank of Russia counterpar-
ties or foreign issuers of securities.

In 2017, assets denominated in US dollars and eu-
ros retained their dominant position in the structure of
Bank of Russia assets in foreign currency and gold. The
category ‘Other’ includes, among other things, assets
in Canadian (3.1%) and Australian (1.0%) dollars and
also assets in yuan (2.8%). The balances of accounts

in Japanese yen and Swiss francs were negligible. The
SDR-denominated net claims of the Russian Federation
to the IMF were accounted in the breakdown as assets
in the foreign currencies included in the SDR basket, in
the proportions determined by the IMF for calculating
the SDR' value.

In 2017, the amount of Bank of Russia assets in for-
eign currency and gold grew by $48.3 billion. The key
factors behind their growth were the revaluation of for-
eign currency assets in dollar terms and transactions to
purchase foreign currency in the domestic foreign ex-
change market for the Ministry of Finance of the Russian
Federation (implementation of fiscal rule provisions), as
well as the purchase of gold from Russian credit institu-
tions and its revaluation in dollar terms. The execution of
repo transactions between the Bank of Russia and for-
eign counterparties is another factor of growth in assets.
These transactions are mainly concluded to raise funds
under the repo transaction and simultaneously place the
respective amount of funds with foreign counterparties
at a higher rate into a deposit account, a reverse repo
transaction, or a nostro account in a correspondent
bank. The growth in assets was partially offset by the
outflow of customer funds.

' Before 1 October 2016: USD 0.66; EUR 0.423; GBP 0.111; JPY 12.1. Since 1 October 2016: USD 0.58252; EUR 0.38671;

GBP 0.085946; JPY 11.9; CNY 1.0174.
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Bank of Russia assets in foreign currency and gold*
(as a percentage of their market value)
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Management of assets

The Bank of Russia’s foreign currency assets are
managed with due regard to the Bank of Russia’s for-
eign currency liabilities (balances of customer foreign
currency accounts, mainly government funds' and oth-
er Federal Treasury accounts).

Management of foreign currency assets is associ-
ated with the assumption of the following financial risks
by the Bank of Russia: credit, foreign exchange, interest
rate, and liquidity risks. The risk management process
while conducting operations with foreign currency as-
sets of the Bank of Russia includes the identification

of risks, risk assessment, the setting of risk limits, and
monitoring compliance with the limits.

Foreign exchange risk means the risk of a decrease
in the value of net foreign currency assets (assets net of
liabilities) resulting from changes in foreign currencies’
exchange rates. The exposure to the foreign exchange
risk is equal to net foreign currency assets, which is the
amount in foreign currencies net of the Bank of Russia’s
liabilities in eligible currencies. The Bank of Russia sets
limits on the level of foreign exchange risk by specifying
a benchmark currency structure of net foreign currency
assets with target weights of eligible currencies and the
limits of their deviations.

"The Reserve Fund and the National Wealth Fund of the Russian Federation, whose funds are managed by the Ministry of Finance of
the Russian Federation, including through their placement on accounts in foreign currency (US dollars, euros, and pounds sterling) with
the Bank of Russia. In December 2017, the balance of the Reserve Fund’s account was zero (the Government of the Russian Federation

decided to terminate the Reserve Fund).
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Bank of Russia assets in foreign currency and gold by credit rating*

(percent)
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* For financial institutions related to the government with no credit rating assigned (for example, some national banks included in the ECB system)

long-term solvency ratings of corresponding countries were used.

Credit risk means the risk of default by a counter-
party or securities issuer on their liabilities to the Bank
of Russia. Credit risk is constrained by various limits
and requirements for the credit quality of foreign coun-
terparties and issuers. The minimum required long-term
credit rating of the Bank of Russia’s foreign counter-
parties under operations with Bank of Russia foreign
currency assets was established at ‘A’ (Fitch Ratings
and S&P Global Ratings) or ‘A2’ (Moody’s Investors
Service). The minimum rating of securities issues of for-
eign issuers (the long-term credit rating of the issuer,
if a securities issue has no rating) was established at
‘AA-" (Fitch Ratings and S&P Global Ratings) or ‘Aa3’
(Moody’s Investors Service).

Interest rate risk means the risk of a decline in
the value of Bank of Russia foreign currency assets
as a result of unfavourable changes in interest rates.
The level of interest rate risk assumed by the Bank
of Russia in each of the eligible currencies is deter-
mined by the target duration' of assets. For the pur-
pose of interest rate risk management, the minimum
and maximum duration of assets in each of the eligible
currencies is established, and the time left to maturity
of securities and the terms of deposits and repo trans-
actions are limited.

Liquidity risk means the risk of loss as a result of the
lack of funds for the Bank of Russia to discharge its cur-
rent liabilities in eligible currencies. In order to mitigate

the risk, the amount of liquid assets in each of the cur-
rencies is maintained at a level exceeding the amount of
liabilities in the respective currency. Government secu-
rities, which make up the greatest share of foreign cur-
rency assets, remain the most liquid assets. Sources of
liquidity also include the balances of nostro accounts,
credit facilities, short-term deposits and repo transac-
tions, and cash inflow from coupon payments and re-
demption of securities in eligible currencies.

Under bank account agreements, the Bank of
Russia accrues and pays interest on the balances of
foreign currency accounts of government funds, based
on the yields of indices, each of which is an aggregate
of foreign government securities (denominated in the
currency of the account) that have specific shares in
this aggregate. The set of foreign government securi-
ties included in the index is established by the Federal
Treasury and revised regularly in compliance with the
procedure set forth in the said agreements. Liabilities
related to interest payment are discharged by the Bank
of Russia in Russian rubles. The Bank of Russia is the
issuing bank that is why the said liabilities do not create
any interest rate risk or liquidity risk for it.

Bank of Russia foreign currency assets are grouped
into portfolios by the respective currency. For the pur-
pose of evaluating the effectiveness of the manage-
ment of the said portfolios, their yield is compared with
the yield of standard portfolios2. The rate of return on

"The percent change in the value of a financial instrument or a class of instruments against the change in the corresponding interest

rates by 1 percentage point.

2The set of instruments in each of the eligible currencies taken with certain weights. Standard portfolios reflect the target allocation of

Bank of Russia assets in each of the eligible currencies.
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Bank of Russia foreign currency assets was calculated
as the total (realised and unrealised) return on invest-
ment as a percentage per annum for each of the eligible
currencies. The cumulative rates of return on Bank of
Russia foreign currency assets for 2017 are given in
Table 22, Section V.4 Statistical Tables.

The Bank of Russia has a multi-tiered collegial sys-
tem of investment decision-making. The Bank of Russia
Board of Directors determines the objectives of man-
aging assets in foreign currency and precious metals,

the list of eligible investment instruments, and the target
level of foreign exchange risk. A collegial body of the
Bank of Russia accountable to the Board of Directors
and responsible for the investment strategy makes
decisions on the level of interest rate and credit risks
and determines the list of counterparties and issuers.
Investment decisions are implemented by the structur-
al units of the Bank of Russia. External organisations
are not involved in the management of assets in foreign
currency and precious metals.
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11.2.3. Access to the financial market

[1.2.3.1. Credit institutions

As of 1 January 2018, the number of operating
credit institutions with banking licences stood at 561
(including 44 nonbank credit institutions). In 2017,
their number decreased by 62 or by 10%, including
due to:

— revocation of licences of 51 credit institutions’;

— cancellation of licences of three credit institutions
following a decision on voluntary liquidation made
by their shareholders (participants);

— termination of activity as a result of the restructuring
of nine credit institutions through merger;

— issue of a banking licence to one newly established
nonbank credit institution to conduct operations with
funds in rubles and foreign currency for settlement
nonbank credit institutions.

During the reporting period, two banks changed
their form of incorporation as a result of the restruc-
turing through transformation, one bank changed its
status to that of a nonbank credit institution, and one
nonbank credit institution changed its status from that
of a nonbank credit institution entitled to make funds
transfers without opening bank accounts and other rele-
vant banking operations to that of a settlement nonbank
credit institution.

In 2017, four credit institutions expanded their ac-
tivity by obtaining licences which granted the right to
perform a wider scope of banking operations.

In the reporting year, the Bank of Russia decided to
deny the expansion of the activity of three credit institu-
tions through obtaining licences because of their failure
to comply with the requirements established by Bank of
Russia regulations.

Based on the decisions made by the Bank of
Russia in 2017, amendments to the articles of asso-
ciation of 310 credit institutions were registered, of
which 36 credit institutions had their banking licences
replaced. As a result of licence replacement, universal
licences were issued to three credit institutions in accor-
dance with Federal Law No. 92-FZ, dated 1 May 2017,
‘On Amending Certain Laws of the Russian Federation’.

The total authorised capital of operating credit in-
stitutions increased in 2017 by P251.895 billion, or by
10.6%, to P2,635.1 billion as of 1 January 2018.

As of 1 January 2018, there were 48 representative
offices of foreign credit institutions accredited by the
Bank of Russia in the territory of the Russian Federation.
In 2017, the Bank of Russia extended the accreditation
of 12 representative offices of foreign credit institutions,

Number of operating credit institutions and banking licences granted to them (units)
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[E Credit institutions licensed to take household deposits

I Credit institutions licensed to conduct operations in foreign currency
B Credit institutions holding general licences

Il Credit institutions licensed to conduct operations with precious metals

"The grounds for revocation of banking licences are set forth in Subsection 11.2.4.1 Credit Institutions, Banking Groups, and Bank Holding

Companies / Supervisory measures.
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while the accreditation of 11 representative offices of
foreign credit institutions was terminated.

As of 1 January 2018, the total amount of nonres-
idents’ investments in the authorised capitals of oper-
ating credit institutions was P403.4 billion, or 15.1%
of the total paid-up authorised capital of the banking
system (16.6% as of 1 January 2017). The number
of operating credit institutions with nonresident stake
holdings was 160 as of 1 January 2018 (174 as of
1 January 2017).

The share of foreign capital in the total authorised
capital of credit institutions holding a banking licence,
calculated by the Bank of Russia in accordance with
the procedure determined by Article 18 of Federal Law
No. 395-1, dated 2 December 1990, ‘On Banks and
Banking Activities’, stood at 12.9% as of 1 January
2018 (13.5% as of 1 January 2017).

Over the reporting year, the number of branches of
operating credit institutions decreased by 18.9% to 890
as of 1 January 2018.

The total number of internal divisions of credit in-
stitutions and their branches decreased by 2.7% to

Changes in registered authorised capital
of operating credit institutions
(billions of rubles)
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33,286 as of 1 January 2018 (by 8.1% to 34,200 a year
earlier). The number of mobile cash offices decreased
by 39% to 3,033, while the number of additional offices
increased by 2.5% to 20,263, credit and cash offices,
by 1.5% to 1,972, operations offices, by 7.1% to 7,743,
and mobile banking vehicles, by 7.4% to 275.
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11.2.3.2. Non-governmental pension funds

In 2017, the Bank of Russia did not issue any new
licenses to non-governmental pension funds.

In 2017, three restructurings of non-governmen-
tal pension funds were approved, including one in the
form of transformation of a non-commercial non-gov-
ernmental pension fund into a joint-stock non-govern-
mental pension fund and two restructurings in the form
of a merger of joint-stock non-governmental pension
funds. As a result of the said restructurings, one joint-

stock non-governmental pension fund was set up and
the activities of one non-commercial pension fund and
four joint-stock non-governmental pension funds were
terminated.

During 2017, the Bank of Russia considered 24 re-
quests for obtaining its preliminary approval of transac-
tions to acquire more than 10% of shares of non-gov-
ernmental pension funds (including 2 requests from
individuals) and satisfied 17 requests.
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[1.2.3.3. Insurance entities

In 2017, based on its decisions, the Bank of Russia
issued the following to insurance entities:
— four insurance licences;
— five licences to perform mediation activity as an in-
surance broker;
— one mutual insurance licence.

In the reporting year, the Bank of Russia decided
to replace the licence forms of seven insurance com-
panies due to their restructuring through transformation

(change in the form of incorporation). Ten licences were
replaced.
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[1.2.3.4. Microfinance market entities

In 2017 (on 29 March), the transitional period estab-
lished by Federal Law No. 407-FZ, dated 29 December
2015, ‘On Amending Certain Laws of the Russian Fe-
deration and Invalidating Certain Provisions of Laws
of the Russian Federation’ ended, as a result of which
microfinance organisations were legislatively divided
into two types: microfinance companies and microcre-
dit companies. As a result of this transition, the Bank
of Russia entered the details of 631 microcredit com-
panies and five microfinance companies into the state

register of microfinance organisations in the reporting
period and changed the type of activity from that of a
microcredit company to that of a microfinance company
in respect of 50 operating microfinance organisations.
Thus, in 2017, the status of a microfinance company
was assigned to 55 organisations. The total number
of microfinance organisations in the state register of
microfinance organisations as of 1 January 2018 was
2,271, of which 60 operate as microfinance companies,
and 2,211 as microcredit companies.
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11.2.3.5. Other participants

In 2017, the Bank of Russia issued one reposito-
ry licence and one clearing licence, accredited two or-
ganisations as an entity performing the functions of a
commodity delivery operator, assigned the status of
a central counterparty to one organisation, decided to
register two organisations as payment system opera-
tors, and resolved to make an entry in the state register
of credit history bureaus regarding one organisation.

In 2017, the Bank of Russia issued two forex dealer
licences, eight broker licences (including two customer
broker licences), nine dealer licences, seven securities
management licences, and ten depository licences.

In 2017, the following data were entered into the
unified register of self-regulatory organisations in the
financial market: a new self-regulatory organisation
to which the status of a self-regulatory organisation
with regard to insurance broker activity was assigned
(assigned for the first time); one organisation with the
status of a self-regulatory organisation with regard to
consumer credit cooperative activity was excluded; the
activity of one of the operating organisations was ex-
panded and it was assigned the status of a self-regula-
tory organisation with regard to specialised depository
activity.

Information on three branches of foreign credit rat-
ing agencies was entered for the first time into the reg-
ister of branches and representative offices of foreign
credit rating agencies.

Twelve management companies received licences
during 2017.

In 2017, the list of representatives of bond owners
was supplemented with the details of 17 persons who
may be chosen (elected) as representatives of corpo-
rate bond owners, and as of 1 January 2018, their total
number stood at 58.

Information on five entities was entered into the reg-
ister of management companies of specialised entities.
As of 1 January 2018, there were 22 such companies.

In 2017, the following changes were made with re-
gard to organisations performing attestation of financial
market specialists: one organisation was accredited,
two organisations had their accreditations extended,
the accreditation of one organisation expired, and one
organisation had its accreditation revoked based on an
application. The total number of accredited organisa-
tions that perform attestation of financial market spe-
cialists decreased by one in 2017 and amounted to
11 organisations as of 1 January 2018.
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I1.2.3.6. National payment system participants

In accordance with Article 15 of Federal Law
No. 161-FZ, dated 27 June 2011, ‘On the National Pay-
ment System’ (hereinafter, Federal Law No. 161-FZ),
the Bank of Russia registers payment system operators.
Based on Federal Law No. 161-FZ, the Bank of Russia
and Joint-Stock Company National Payment Card
System (JSC NPCS) are the operators of the Bank of
Russia payment system and the Mir payment system re-
spectively and they were not subject to registration and
inclusion in the register of payment system operators.

In 2017, the Bank of Russia received ap-
plications from 13 organisations for registra-

tion as a payment system operator. Eleven of
them were refused registration because of their
non-conformity to the requirements of Federal
Law No. 161-FZ and two organisations were
registered as payment system operators. Five
organisations were struck off from the register
of payment system operators, of which three at
their own request and two due to revocation of
banking licences.

As of 1 January 2018, there were 30 payment sys-
tem operators registered and entered into the register of
payment system operators.
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[1.2.3.7. Financial instruments

In 2017, the Bank of Russia continued to improve
the procedures for financial instruments to access the
financial market.

In 2017, the following measures were implemented:
— access to the financial market for financial instru-

ments was separated from access for participants
and the Corporate Affairs Department was set up to
allow access to the financial market for financial in-
struments of both financial institutions and nonfinan-
cial organisations;

— access for securities of credit institutions and non-
bank financial institutions to the financial market
was centralised;

— access for issue-grade securities of nonfinancial
organisations to the financial market was trans-
ferred from Bank of Russia divisions to Bank of
Russia regional branches and hubs. The procedure
for monitoring access for issue-grade securities of
nonfinancial organisations to the financial market
by Bank of Russia regional branches and hubs was
implemented.

In the medium term, under measures stipulated by
the road map, the Bank of Russia plans to transfer indi-
vidual powers of access for financial instruments to the
financial market to market infrastructure participants'.

As part of developing electronic interaction in the
financial market, in 2017, the Bank of Russia agreed
to the possibility of issuing exchange-traded bonds and
bond certificates in electronic form, without their exe-
cution on paper. To implement the possibility of issu-
ing bonds and other securities, whose issues are reg-
istered by the Bank of Russia, in electronic form, the
Bank of Russia developed a programme for preparing
issue-grade securities in electronic form and started

creating a programme to automate the state registration

of securities issues.

In 2017, the Bank of Russia worked to improve leg-
islation? to simplify securities issuance (see Subsec-
tion 11.3.5).

Continuing to improve access to the financial market
for financial instruments, in 2017, the Bank of Russia:
— developed the procedure for the issuance of credit

institutions’ securities®, including in terms of defin-
ing the conditions for the issuance of demand bonds
and enabling the accumulation of funds in foreign
currency which are received as payment for shares
in accounts with credit institutions chosen based on
the national credit rating assigned to them;

— developed the procedure for registering the rules of
trust management of a unit investment fund* for the
purpose of optimising it;

— defined the specifics of the procedure for a bank to
issue securities during the implementation by the
Bank of Russia of measures to prevent the bank’s
bankruptcy using the Fund of Banking Sector Con-
solidation®.

In 2017, the Bank of Russia registered for the first
time amendments to a circulating issue of bonds asso-
ciated with the provision of a surety for such bonds and
issued a first permit to a Russian company to place and
organise the circulation of bonds outside the Russian
Federation.

The Bank of Russia’s work to improve access to
the financial market for securities had a strong impact
on the total number of issues of exchange-traded and
commercial bonds admitted to the financial market
in 2017 by the exchanges® and the central deposito-
ry” (443 issues in 2017, which was 36.7% more than

"Transfer of individual powers of registration of shares while founding nonfinancial organisations to registrars and powers of registration
of the rules of trust management of unit investment funds to specialised depositories.

2Draft Federal Law No. 319413-7 ‘On Amending the Federal Law ‘On the Securities Market’ and Certain Laws of the Russian Federa-
tion with Regard to Improving the Legal Regulation of Securities Issuance’ (adopted by the State Duma of the Federal Assembly of the
Russian Federation in the first reading on 24 January 2018).

3Bank of Russia Ordinance No. 4322-U, dated 23 March 2017, ‘On Amending Bank of Russia Instruction No. 148-I, Dated 27 December
2013, ‘On the Procedure for Credit Institutions to Issue Securities in the Russian Federation’.

4Bank of Russia Ordinance No. 4654-U, dated 20 December 2017, ‘On Amending Bank of Russia Instruction No. 157-I, Dated 6 No-
vember 2014, ‘On the Procedure for Registering the Rules of Trust Management of Unit Investment Funds and Amendments and Sup-
plements Thereto’.

5Bank of Russia Ordinance No. 4476-U, dated 2 August 2017, ‘On the Specifics of the Procedure for a Bank to Issue and Register Se-
curities during the Implementation by the Bank of Russia of Measures to Prevent the Bank’s Bankruptcy’.

8Here and below in this section, the exchanges shall mean Public Joint-Stock Company Moscow Exchange and Public Joint-Stock
Company Saint Petersburg Exchange.

”NCI JSC National Settlement Depository is the central depository.
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in 2016). In 2017, 528 issues of bonds were admitted
with a total par value of P20,516.4 billion, $1.68 billion,
and €0.32 billion (in 2016, 418 issues with a value of
£6,036.2 billion and $1.66 billion).

The total amount of shares admitted to the market at
par was £1,848.03 billion under 2,492 issues (in 2016,
P2,649.9 billion under 2,672 issues). Moreover, the
Bank of Russia registered 40 prospectuses of shares
in 2017.

The total amount of securities placed in 2017 at par
was P14,639.9 billion, $1.22 billion, and €0.02 billion
(P2,118.2 billion — shares; P12,521.7 billion, $1.22 bil-
lion, and €0.02 billion — bonds, including exchange-trad-
ed and commercial bonds). In 2016, the amount of
shares placed was P1,810.5 billion, and the amount of
bonds placed was P3,675.4 billion and $3 billion.

The year 2017 saw a decline in the number of regis-
tered conditions of the issue and circulation of savings
certificates and certificates of deposit. Five sets of con-
ditions were registered in total (against 31 in 2016).

The number of new rules of trust management of
unit investment funds and amendments and supple-

ments thereto registered in 2017 did not undergo sig-
nificant changes compared to 2016 and amounted to
174 rules and 1,832 amendments and supplements
thereto (in 2016, 170 rules and 1,628 amendments and
supplements).

No new rules of trust management of mortgage cov-
erage were registered in 2017; nine amendments and
supplements were registered to earlier registered rules
(in 2016, one new rule of trust management of mort-
gage coverage and 20 amendments and supplements
were registered).

As of year-end 2017, the number of operating unit
investment funds decreased by 3.6% to 1,497, includ-
ing 327 open-end unit investment funds, 39 interval unit
investment funds, and 1,131 closed-end unit invest-
ment funds. The number of effective registered rules of
trust management of mortgage coverage decreased by
29 to 41.

In 2017, the Bank of Russia registered 13 amend-
ments to the specifications of contracts that are financial
derivatives (in 2016, 25 specifications and 19 amend-
ments thereto).
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11.2.4. Regulation and supervision

In 2017, to increase the effectiveness of supervision,
elaborate uniform approaches towards the implementa-
tion of supervisory procedures, and mitigate the risks
inherent in supervisory activity, the Core Standard of
Banking Supervision of Cls and the Supervisory Activity
Standard with Regard to NFIs were developed and ap-
proved.

The Bank of Russia continued to automate supervi-
sory processes. Within the Uniform Information System
for Support of Bank of Russia Operations, the function-
al sub-system Supervised Institution Consolidated File
(FSS Conso File) is being developed to enable automa-
tion of off-site supervision processes implemented by ClI
supervisors and NFI supervisors to increase the timeli-
ness and soundness of decision-making by raising the
efficiency of supervisory processes based on the use of
modern technologies. The FSS Conso File prototype is
used to analyse consolidated data on Cls and NFls, to
record supervisory measures and their outcomes, and
to analyse related counterparties. Development of oth-
er software suites also makes it possible to increase
the promptness and depth of supervisory and analytical
procedures and reduce the volume of labour resources
allocated for performing these tasks.

Starting from 1 January 2017, NFlIs switched to new
accounting and reporting standards based on the prin-
ciples of International Financial Reporting Standards
(IFRS) (see Subsection 1.2.11 on the implementation of
IFRS principles in accounting).

In 2017, publication of the consultation paper ‘The
Use of Informed (Professional) Judgement in the Bank
of Russia’s Supervisory Practice’ was an event that
aroused interest in financial market participants. The
extension of the list of possible areas for the regulator to
use informed (professional) judgement in its superviso-
ry practice and when providing access to the financial
market for institutions will ensure the balance between
the evaluation of formal compliance with the set require-
ments and the qualitative analysis of the activities of
financial institutions and will allow it to respond proac-
tively to risks arising in their activities. Public consul-
tations comprised meetings with the professional com-
munity to discuss the provisions of the paper. Following
the results of the meetings and based on the opinions
received from market participants and their self-regu-
latory organisations, a report on the outcomes of pub-
lic consultations was published on the Bank of Russia
website.
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11.2.4.1. Credit institutions, banking groups, and bank holding companies

Regulation of the activities
of credit institutions, banking groups,
and bank holding companies

2017 saw the introduction of amendments' to
Federal Law No. 395-1, dated 2 December 1990,
‘On Banks and Banking Activities’ (hereinafter, Federal
Law No. 395-1) with the participation of the Bank of
Russia. These amendments were aimed at dividing
banks into banks with a universal licence and banks
with a basic licence proceeding from the amount of their
equity capital.

The new requirements for the minimum equity capi-
tal of operating banks will apply starting from 1 January
2018. Until 1 January 2019, banks with an equity capi-
tal less than P1 billion (but more than P300 million) will
be able to increase their equity capital to P1 billion to
continue their activity as banks with a universal licence
or change their status to that of banks with a basic li-
cence?.

A transitional five-year period is provided for to re-
tain the resource base and ensure gradual adaptation
to the new business model.

The type of banking licence determines the regu-
latory load on a bank. The full scope of requirements
applies to banks with a universal licence, while banks
with a basic licence are subject to simplified regulation,
which stipulates, among other things:

— non-application of new, sophisticated international
regulatory standards;

— reduction of the list of statements to be submitted to
the Bank of Russia;

— introduction of simplified requirements for informa-
tion disclosure;

— the possibility for a head of the Risk Management
Service to perform the functions of a head of the
Internal Control Service;

— areduced number of the required ratios and special
aspects of their calculation;

— establishment of a specific assessment of the eco-
nomic position of banks with a basic licence, taking
into account the reduced list of the required ratios
stipulated for them.

The simplifications provided for by the legislation
were implemented in Bank of Russia regulations.

Furthermore, in 2017, the Bank of Russia worked to
improve the regulation of banks’ required ratios and the
procedure for making reserves. New versions of regula-
tions were published, providing for:

— clarification of approaches towards using credit rat-
ings for foreign and national objects of rating;

— introduction of risk assessment benefits in respect
of corporate borrowers registered in the territory of
the Republic of Crimea or the federal city of Sevas-
topol;

— determination of the procedure for including clearing
participation certificates received when contributing
assets to the property pool formed by the clearing
organisation — central counterparty in the calculation
of required ratios.

The Bank of Russia continued work to limit risks on
mortgage loans. In particular, it raised risk ratios (from
150% to 300%) for mortgage loans in rubles with a
small down payment made after 1 January 2018.

In 2017, the Bank of Russia continued to improve
effective laws for the purpose of acquiring powers to
regulate the activities of bank holding companies and
supervise them. There are plans to make bank hold-
ing companies subject to regulation applied to banking
groups.

In particular, bank holding companies will have to
comply with the required ratios, capital adequacy ratio
buffers, and requirements for risk and capital manage-
ment and internal control systems. Executives of the
parent company of a bank holding company will be
subject to the same business reputation and qualifica-
tion requirements as established for the management
of credit institutions. Moreover, the term ‘bank hold-
ing company’ will also include informal associations of
credit and nonbank financial institutions which have the
same owners.

The Bank of Russia continues to consistently imple-
ment international approaches towards the regulation of
credit institutions, including those established by docu-
ments of the Basel Committee on Banking Supervision
(BCBS). For example, in 2017, the Bank of Russia estab-

'Federal Law No. 92-FZ, dated 1 May 2017, ‘On Amending Certain Laws of the Russian Federation’.
2The minimum capital for a bank with a universal licence has been established at P1 billion and for a bank with a basic licence, at

P300 million.
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lished the procedure! for the calculation of and compli-
ance with the structural liquidity ratio? (net stable funding
ratio, NSFR) by systemically important credit institutions
in all currencies on a consolidated basis. The NSFR is
aimed at ensuring the healthy funding structure of a cred-
it institution and limits excessive transformation of short-
term, less stable sources of the resource base into long-
term assets. The minimum admissible numerical value
of the NSFR is set at 100%, which corresponds to the
requirements of Basel lll. As a required ratio the NSFR

became effective starting from 1 January 2018.

In 2017, the Bank of Russia implemented a new
procedure for calculating the credit risk on investments
in funds for the purpose of compliance with the capital
adequacy ratios, and also established a new financial
leverage ratio N1.4. The minimum admissible numerical
value of the ratio is 3%. As a required ratio this ratio
applies only to banks with a universal licence and has
been in effect starting with statements executed as of
1 February 2018.

Furthermore, the requirements for information dis-
closure provided for by Basel I were implemented.
Unified forms for disclosing information on assumed
risks and the procedures for their assessment and for
risk and capital management were established for cred-
it institutions (except for banks with a basic licence)
and banking groups, and the rules and timeframes for
disclosing information about risks were updated. The
scope of information to be disclosed in the annual (in-
terim) accounting statements is given in accordance
with the requirements of IFRS*.

In 2017, the Bank of Russia in its regulations:

— established the procedure for the Bank of Russia
to disclose on its official website the statements of
credit institutions (banking groups) and information
about the risks to be disclosed by credit institutions
(banking groups);

— established an additional attribute for determining
the affiliation of a credit institution with an entity (en-
tities);

— updated the procedure for including the reporting
data of banking group participants, which are in-
surance companies, in the consolidated statements
and other information about the banking group’s

activities, as well as the procedure for determining

the banking group’s stakeholding in the activity of a

banking group participant;

— explained the procedure for cross-border banking
groups to calculate capital adequacy ratio buffers
and reflect their values in statements;

— established the procedure for the annual confirma-
tion of the share of banking activity in the activities
of a bank holding company and for electronic noti-
fication of the Bank of Russia on the occurrence of
grounds as a result of which a bank holding compa-
ny ceases to meet the definition of a bank holding
company as per Federal Law No. 395-1;

— simplified the procedure for evaluating the financial
position of banks, which are subject to bankruptcy
prevention measures, to exclude the duty of such
banks to pay insurance premiums at an additional
increased rate.

In 2017, the Bank of Russia evaluated bank meth-
odologies for credit risk management and credit risk
quantification models for the purpose of calculating
capital adequacy ratios under the Basel Il internal rat-
ings-based (IRB) approaches towards credit risk calcu-
lation of Sberbank and Raiffeisenbank.

The Bank of Russia issued Sberbank a permit to
use the IRB approach starting from 1 January 2018 for
exposures in respect of which the bank had filed a re-
quest for the application of this approach. The Bank of
Russia will exercise further supervision and monitoring
of Sberbank’s compliance with the applicable method-
ologies.

In 2017, the Bank of Russia completed the first
stage of evaluating the application of the IRB approach
by Raiffeisenbank.

Off-site supervision

In 2017, the Bank of Russia continued its large-scale
banking supervision reform based on its centralisation.
The reform provides for the implementation of organi-
sational and substantive changes which would enable:
— to implement risk-based and proactive supervision

based on unified supervision approaches and stan-

dards;

"Bank of Russia Regulation No. 596-P, dated 26 July 2017, ‘On the Procedure for Systemically Important Credit Institutions to Calculate

Structural Liquidity Ratio (Net Stable Funding Ratio) (Basel lll)’.
2The second of the two liquidity ratios under Basel IIl.

3The Consultative Document ‘Pillar 3 Disclosure Requirements — Updated Framework’ (under Basel Il ‘Market Discipline’).
4 Credit institutions (banking groups) will disclose information on risks and updated interim accounting statements for 2018 Q1 for the

first time.
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— to improve supervision technology;

— tointegrate new technology for interaction with cred-
it institutions based on electronic document flow.
Substantive changes touched upon the improve-

ment of supervisory processes, including the optimis-
ation of the decision-making and monitoring systems
and the requirements for the level of competence of
specialists. The reform included the implementation of
projects in the field of IT-based management of super-
visory processes.

Interaction between banking supervision and NFI
supervision is being improved.

As of year-end 2017, significant results with regard
to banking supervision centralisation were achieved
while ensuring supervision succession and continuity:
— the Bank of Russia set up a new structural unit of the

head office, the Service for Ongoing Banking Super-
vision (SOBS), to which all regional branches are
transferring the functions of supervision over credit
institutions (except for systemically important credit
institutions, their subsidiaries, and the central coun-
terparty, NCI NCC (JSC);

— cross-functional interaction and the exchange of
significant information were organised between the
SOBS and all Bank of Russia divisions involved in
supervision, and uniform procedures for monitoring
the quality of supervision were implemented,;

— the personnel selection procedure was developed
based on the comprehensive assessment of profes-
sional, analytical, and management competences.
An experiment is being conducted under which

credit institution supervisors take part in inspections to

reduce the time for considering the results thereof and
make decisions on the application of measures against
credit institutions.

In 2017, the functions of supervision over credit in-
stitutions which used to be supervised by the Bank of
Russia Main Branch for the Central Federal District and
by the Far Eastern and Southern Main Branches were
transferred to the SOBS. As of 1 January 2018, the
SOBS supervised 369 credit institutions (65.7% of the
total number of operating credit institutions).

A new model of banking supervision presence in
the regions was implemented. The supervisory employ-
ees in the regions are SOBS employees; they support
supervisory activity in terms of prompt interaction with
credit institutions and visual control and monitoring of
their operations and execute the orders of the bank
supervisor. Additional functions of regional employees
include their participation in inspections and provisional

administrations and analysis of inspection documents
of the Internal Control Service and Internal Audit Service
of credit institutions.

As of 1 January 2018, according to Article 76 of
Federal Law No. 86-FZ, dated 10 July 2002, ‘On the
Central Bank of the Russian Federation (Bank of
Russia)’ (hereinafter, Federal Law No. 86-FZ), Bank
of Russia authorised representatives were appointed
to 143 credit institutions (149 credit institutions a year
earlier), including all systemically important credit insti-
tutions and their subsidiaries (except one).

Bank of Russia supervision divisions continued their
interaction in the field of financial markets to implement
the practice of consolidated supervision over financial
groups (including informal ones) which include nonbank
financial institutions. Regular information exchange was
maintained to evaluate the mutual impact of the group
participants on their financial condition; proposals to
synchronise inspections of related credit institutions
and insurance companies were introduced.

In 2017, the Bank of Russia carried out the first as-
sessment of the quality of the internal capital adequacy
assessment process (ICAAP) and capital adequacy in
a number of credit institutions with assets exceeding
P500 billion. In 2018, the Bank of Russia will also make
such an assessment for credit institutions with assets
less than P500 billion and for banking groups the as-
sets of the parent credit institutions of which exceed
P500 billion. Therefore, the Bank of Russia will continue
to improve the methodology and quality assessment of
the ICAAP of banking groups.

To increase the effectiveness of banking supervision,
the Bank of Russia worked to unify supervisory proce-
dures and improve the methodological framework of su-
pervision and supervisory technology. For example, the
Core Banking Supervision Standard was developed and
approved and the methodology of supervisory regimes
as part of the procedure for determining risk profiles of
credit institutions and the intensity of supervisory regimes
was adjusted (the Bank of Russia approved a technical
solution and updated the interactive questionnaire cover-
ing risk factors revealed in credit institutions’ activities).

In 2017, the requirements were established to de-
velop the Supervised Institution Consolidated File to
ensure the automation of supervisory processes based
on the use of modern technologies.

Identification of problems in the activities of banks
at early stages and implementation of effective super-
visory response measures for the purpose of ensuring
banking sector stability and protecting interests of cred-
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itors and depositors remained a priority of supervisory

activity in 2017.

A number of problems in credit institutions’ activities
remained the focus of supervisory attention:

— understatement of credit risk and loss provisions;
overstatement of the value of securities, subjects
of pledge (the absence of the subjects of pledge at
their location), or real estate, as a result of which
fictitious income is formed,;

— fraudulent formation of equity capital sources;

— financing of owners’ business;

— withdrawal of assets from credit institutions and mis-
representation of accounting statements.

In 2017, the Risk Analysis Service continued to ex-
tend its competence. Credit and market risks of banks
were assessed on a regular basis. The corresponding
information was delivered to the divisions responsible
for banking supervision and was used in the analysis of
banks’ conformity to the regulatory requirements.

Assessment of credit risks of corporate borrowers
for 2017 involved the analysis of over 8,000 loans,
which revealed a significant number of loans under
which losses were understated by credit institutions.

Along with the mass technology of credit risk as-
sessment, especially large, systemically important bor-
rowers were also subject to a comprehensive analysis,
including calculation of the total debt burden of related
companies. In 2017, over 150 such borrowers with a
total debt burden in excess of P7 trillion were analysed.
During the year, opinions were prepared in which the
securities of over 300 issuers were analysed in terms of
their market risk / fair value.

The comprehensive evaluation of potential credit
losses was also facilitated by the expert examination
of the pledge accepted by credit institutions as securi-
ty under loans. The expert examination evaluated the
availability of the pledge, its legal status, and the value
of the subject of pledge. In 2017, over 20,000 subjects
of pledge and over 15,000 assets of credit institutions
were evaluated.

The Bank of Russia worked to develop the ap-
proaches to the assessment of operational risks of
banks and risks under homogeneous retail loan portfo-
lios. The results of this work will be used in consultative
supervision.

In 2017, the Bank of Russia worked on connect-
ing and testing electronic document flow technology

"According to Federal Law No. 177-FZ, dated 23 December 2003
2The number of inspections started in 2017 is specified.

using personal accounts; the technology provides for
electronic information exchange between the Bank of
Russia and financial market participants.

The compulsory household deposit insurance sys-
tem continues to function at banks of the Russian
Federation (hereinafter, the deposit insurance system).

As of 1 January 2018, 781 banks were registered in
the deposit insurance system, including 472 operating
banks and 309 banks that were undergoing liquidation
(Table 38, Section V.4 Statistical Tables).

The deposit insurance system covers household de-
posits in one bank for a maximum amount of P1.4 mil-
lion.

To resolve the problem of the so-called ‘off-balance
sheet’ deposits, the Bank of Russia started creating the
Unified Deposit Registration System based on the ac-
counting and operational information (information of the
operating day) that the Bank of Russia plans to receive
from credit institutions. The individual insurance ac-
count number (SNILS) is supposed to be used to iden-
tify depositors. Depositors are to be notified of opened
deposit accounts via the Unified Portal of Public and
Municipal Services (Functions) (UPPS). All information
on deposits will be kept at the Bank of Russia and the
UPPS will be used as an authentication and identifica-
tion point using the Unified System of Identification and
Authentication.

Moreover, the Bank of Russia approved draft amend-
ments of the Government of the Russian Federation
to draft Federal Law No. 286345-7 ‘On Amending
Article 172" of the Criminal Code of the Russian
Federation and Article 160" of the Code of Criminal
Proceedings of the Russian Federation’, which includ-
ed the Bank of Russia’s proposals to create a distinct
offence providing for a penalty on a credit institution
for the failure to reflect in statements information on
household funds taken on deposit, i.e., for the so-called
‘off-balance sheet’ deposits.

Inspection of credit institutions

In 2017, the Bank of Russia conducted 460 inspec-
tions of credit institutions (their branches).

As much as 74% of the total number of inspections
were scheduled and 66% of unscheduled inspections
were carried out due to information available about
material violations in Cl activities, including the signs

, ‘On the Insurance of Household Deposits with Russian Banks'.
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of manipulation of household deposits and double ac-
counting of foreign exchange operations. Taking into
account risk-based approaches to the organisation of
inspections, inspections were carried out by individual
lines of business or by types of banking operations and
transactions’.

Simultaneous inspections of supervised institutions
controlled by one beneficial owner (one group of ben-
eficial owners) were a focus of significant attention.
In particular, 11 Cls and 19 NFls participating in five
banking groups and one bank holding company were
inspected.

Inspections were also conducted in 32 credit insti-
tutions participating in 16 banking groups (excluding
NFls), including 20 resolved credit institutions and their
investors. The results of a comprehensive approach to
consideration of the operations of group / holding com-
pany participants revealed high-risk operations per-
formed for the benefit of group beneficiaries; the actual
absence of high-quality liquid assets reflected in the
official statements of supervised institutions; signs of fi-
duciary transactions when lending to affiliates; and var-
ious fraudulent operations conducted for the purpose of
concealing the real level of consolidated risk.

The majority of violations discovered in the course
of inspections of credit institutions are associated with
the understatement of credit risk (77%). Furthermore,
along with the breach of the procedures for assessing
financial position and debt servicing quality, credit insti-
tutions also engaged in relending, concealed the real
duration of overdue loans, committed multiple violations
of laws during the execution of credit agreements with
individuals, and falsified documents for the possible
camouflaging of real losses.

The failure to comply with the requirements of law
on anti-money laundering and countering the financ-
ing of terrorism (AML/CFT) accounted for 11% of the
violations discovered in the course of 208 inspections
started in 2017.

For the purpose of evaluating the timeliness and
fullness of payment of insurance premiums to the com-
pulsory deposit insurance fund, the procedure for ac-
counting liabilities to depositors, and the ability of credit
institutions to prepare the register of these liabilities in
due time, 77 inspections were conducted in 2017.

At all stages of inspection activities, the Bank of
Russia maintained active information interaction with
supervisory, monitoring, and law-enforcement agen-

cies. Measures to improve inspection activities were
taken on a continuous basis.

Supervisory response

In 2017, just like the year before, the Bank of
Russia’s supervisory response was primarily geared
towards early identification of negative trends in the
activities of credit institutions and the adoption of ad-
equate measures to prevent the development of these
trends. Information on the measures applied to credit
institutions in 2017 is shown in Table 36, Section V.4
Statistical Tables.

As part of the early response procedures, the man-
agement and (or) boards of directors (supervisory
boards) of 601 credit institutions received written infor-
mation on shortcomings in their activities and recom-
mendations on how to correct them.

Supervisory meetings were held with representa-
tives of 443 credit institutions to demonstrate to the
management and owners of the credit institutions the
problems identified and the need to remedy them inde-
pendently.

Where required, the following punitive measures
were imposed on banks:

— fines (247 credit institutions);

— restrictions on certain types of transactions carried
out by credit institutions (135 credit institutions);

— bans on certain types of banking transactions car-
ried out by credit institutions (28 credit institutions);

— demands (on 484 credit institutions);

— bans on opening branches (41 credit institutions);

— appointment of provisional administrations to man-
age credit institutions without revoking their licences
(including provisional administrations whose func-
tions are assigned to the DIA and the LLC Fund of
Banking Sector Consolidation Asset Management
Company) (12 credit institutions).

In 2017, the Bank of Russia, in pursuance of
Article 74 of Federal Law No. 86-FZ and Article 20
of Federal Law No. 395-1, revoked the licences of
51 credit institutions, which was almost half the number
in 2015 and 2016.

The grounds for revoking the banking licences were
as follows:

— failure to comply with federal banking laws and Bank
of Russia regulations, if, within one year, the mea-
sures set forth in Federal Law No. 86-FZ had been

" Almost all. Only one inspection was conducted on a comprehensive basis.
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enforced against a credit institution more than once:
51 cases (96 in 2016);

— repeated violations, within one year, of the require-
ments set out in Federal Law No. 115-FZ, dated
7 August 2001, ‘On Countering the Legalisation
(Laundering) of Criminally Obtained Incomes and
the Financing of Terrorism’ and Bank of Russia reg-
ulations issued in accordance therewith: 24 cases
(35in 2016);

— evidence of significant misreporting of data: 5 cases
(5in 2016);

— capital adequacy below 2%: 14 cases (39 in 2016);

— a credit institution’s equity capital falling below the
minimum authorised capital amount established as
of the date of the credit institution’s state registra-
tion: 14 cases (36 in 2016);

— failure to comply with Bank of Russia requirements
for the harmonisation of the authorised capital and
equity capital within the timeframe established in
Paragraph 4.1 of Chapter IX of the Federal Law
‘On Insolvency (Bankruptcy)’: 2 cases (no such cas-
es in 2016);

— inability to satisfy creditors’ claims under monetary
obligations within 14 days of the due date: 8 cases
(15in 2016).

The total assets of credit institutions whose banking
licences had been revoked by the Bank of Russia in
2017 amounted to P927 billion, or 1.2% of total banking
sector assets; their total deposits raised from the popu-
lation amounted to £380 billion, or 1.5% of total banking
sector deposits'.

Most credit institutions (31 out of 51) whose licences
had been revoked during the reporting period were reg-
istered in Moscow and the Moscow Region.

Monitoring of use of funds

received by credit institutions

under the recapitalisation programme
through the state corporation

Deposit Insurance Agency

In the course of banking supervision, the banks
which are subject to measures to increase capitalisa-
tion by OFZ placement through the DIA are the focus of
increased attention.

In 2017, the Bank of Russia carried out regular mon-
itoring of the use of funds received by banks in accor-
dance with Federal Law No. 451-FZ, dated 29 December
2014, ‘On Amending Article 11 of the Federal Law
‘On the Insurance of Household Deposits with Russian

Average monthly growth rates in lending by group of banks supported by government
through the DIA as of 1 January 2018
(as per banks' special statements to the DIA, percent)

Mortgage (housing) loans and investment in mortgage bonds

Loans to priority industries (including investment in bonds)

Agriculture

Manufacturing, of which:

Food, beverages, and tobacco

Chemicals

Machinery and equipment

Construction

Transport and communications, total, of which:

Air transport

Electricity, gas and water supply

Loans and investment in SME bonds

Loans and investment in bonds of Russian regions

Other

-1

22
17
31
14
16
24
03
09
26
01
17
01
03
27
0 1 2 3 4

"The shares were calculated using credit institutions’ performance indicators registered as of the last reporting date before revocation of
banking licences and aggregate indicators of the banking sector as of 1 January 2017.
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Banks’ and Article 46 of the Federal Law ‘On the Central
Bank of the Russian Federation (Bank of Russia)’.

Participation of banks in the programme to increase
capitalisation through the DIA enabled significant growth
in lending to the economy?. As of 1 January 2018, since
the start of the programme for banks’ recapitalisation
through the DIA (2015), the growth in lending and in-
vestment of funds by participating banks in bonds of the
priority sectors of the economy, SMEs, housing mort-
gage lending (HML), and constituent territories of the
Russian Federation amounted to P2,065 billion, which
is 2.6 times more than the amount of funds received by
banks under the programme.

After receiving the OFZs, the recapitalised banks
mostly provided housing mortgage loans and invest-

ed in mortgage bonds (33% of the total growth in the
claims portfolio) and loans to manufacturing enterpris-
es (25%), agricultural enterprises (14%), and transport
and communications enterprises (12%)3.

The results of monitoring of the use of government
support funds show that the requirement for increasing
the total portfolio was generally observed in the group
of recapitalised banks: as of 1 January 2018, the aver-
age monthly growth in lending and investment in bonds
of the priority sectors of the economy, SMEs, HML,
and constituent territories of the Russian Federation
in these banks amounted to 1.3%*. Meanwhile, as of
1 January 2018, four out of 24 reporting banks® did not
comply with the increase requirements set forth in the
Procedure.

"In connection with Decree of the State Duma of the Federal Assembly of the Russian Federation No. 5807-6 GD, dated 19 December
2014, ‘On Draft Federal Law No. 298254-6 ‘On Amending Article 11 of the Federal Law ‘On the Insurance of Household Deposits with
Russian Banks’ and Article 46 of the Federal Law ‘On the Central Bank of the Russian Federation (Bank of Russia)’.

2 According to the Procedure and Conditions for Investing the Property Contribution of the Russian Federation to DIA Property in the
Subordinated Liabilities and Preference Shares of Banks (hereinafter, the Procedure), one of the main requirements for obtaining these
funds was banks’ obligation to increase the aggregate volume of ruble lending within three years after the recapitalisation, including
mortgage (housing) lending, and (or) lending to small and medium-sized enterprises, and (or) constituent territories of the Russian Fe-
deration, and (or) entities conducting their business in one or several sectors of the economy, by no less than 1% per month. Apart from
actual loans, calculation of the increase should also include bank investments in the ruble-denominated mortgage bonds and the ruble
bonds issued by the aforementioned entities and purchased by banks.

3Based on DIA data as of 1 January 2018.
“The average monthly indicators were calculated for each bank for the period starting from their receipt of funds from the DIA.

5 As part of measures to increase capitalisation, 34 banks received funds through the DIA (and three subsidiary banks received funds
for recapitalisation through parent institutions). Later on, three out of the 34 credit institutions which received funds for recapitalisation
were restructured through merger. One bank made partial early repayment of subordinated loans received from the DIA. One bank had
its banking licence revoked. Subordinated liabilities of five banks to the DIA were terminated due to the implementation of bankruptcy
prevention measures with regard to these banks. Therefore, as of 1 January 2018, 24 banks reported on the increase in lending to the
priority areas.
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11.2.4.2. Non-governmental pension funds

For the purpose of governing the activities of
non-governmental pension funds, the Bank of Russia
developed the following regulations.

1) Bank of Russia Regulation No. 580-P', dated
1 March 2017, which establishes the following:

— additional restrictions on the investment of pension
savings of an NPF providing mandatory pension
insurance, including requirements for the assets in
which the pension savings of the NPF are invested,;

— cases when a management company (MC) acting
as a trustee of pension savings of an NPF is entitled
to execute repo agreements;

— requirements aimed at risk mitigation the obser-
vance whereof entitles an MC acting as a trustee
of pension savings of an NPF to execute financial
derivative contracts;

— additional requirements for credit institutions which
servicemen pension and housing savings are placed
with;

— the additional requirement for an MC selected com-
petitively to invest pension savings transferred to it in
trust management by the Pension Fund of the Rus-
sian Federation in accordance with the applications
of insured persons for choosing an MC investment
portfolio to comply with during the effective period of
the pension savings trust management agreement
to finance funded pension.

2) Bank of Russia Ordinance No. 4579-U?, dated
11 October 2017, which establishes the procedure for
calculating the value of net assets comprising pension
savings and the total market value of pension reserves
and the procedure for accepting assets and liabilities for
calculating the net asset value.

3) Bank of Russia Ordinance No. 4636-U®, dated
6 December 2017, which defines the requirements for
stress testing of NPFs to be performed using the stress
testing scenarios developed by the Bank of Russia.

Stress testing scenarios are developed taking into ac-
count possible unfavourable changes in market condi-
tions, in particular, the decline in economic growth rates,
interest rate growth or the decline in stock indices, the
lowering of credit ratings, or default on obligations by
major counterparties or securities issuers.

In 2017, the Bank of Russia took the following mea-
sures based on identified violations of the pension laws
of the Russian Federation:

— sent 105 orders to eliminate violations to NPFs and
their management companies;

— imposed a ban on operations related to non-govern-
mental pension provision of one NPF;

— issued 15 administrative offence reports for NPFs
and four reports for NPF management companies;

— cancelled the licences of two NPFs for repeated vio-
lations of the requirements of pension laws;

— cancelled the qualification certificates of 30 finan-
cial market specialists in charge of the management
of investments funds, unit investment funds, and
NPFs.

The licences of two NPFs were cancelled based on
the request of the licensees to give up their licences.
Following mergers and takeovers in the market, four
NPFs were merged with other NPFs.

In the course of inspections with regard to NPFs, in
2017, Bank of Russia authorised representatives start-
ed inspections of 37 NPFs, of which 20 were conducted
on a coordinated basis (along with the inspections of
other NPFs, Cls, and an insurance company).

The aforementioned inspections in a number of
NPFs revealed violations in the investment of pension
reserves and pension savings, along with instances of
investing in assets of low investment quality, providing
and disclosing unreliable information, violating the re-
quirements for internal controls, and other violations of
laws on non-governmental pension funds.

"Bank of Russia Regulation No. 580-P, dated 1 March 2017, ‘On Additional Restrictions on Investing Pension Savings Placed with Non-
governmental Pension Funds Providing Mandatory Pension Insurance; on Cases When a Management Company Acting as a Trustee
of Pension Savings Is Entitled to Execute Repo Agreements; on Requirements Aimed at Risk Mitigation the Observance Whereof
Entitles the Management Company to Execute Financial Derivative Contracts; on Additional Requirements for Credit Institutions Which
Servicemen Pension and Housing Savings are Placed with; and on the Additional Requirement for the Management Company to
Finance Funded Pension under Pension Savings Trust Management Agreement’.

2Bank of Russia Ordinance No. 4579-U, dated 11 October 2017, ‘On the Procedure for Calculating the Current Market Value and the
Value of Net Assets Held in Trust Management under a Trust Management Agreement to Manage Pension Savings; on the Procedure
and Timeframe for Calculating the Market Value of Assets into Which Pension Savings are Invested; and on the Total Market Value of a
Non-governmental Pension Fund’s Pension Reserves’.

3Bank of Russia Ordinance No. 4636-U, dated 6 December 2017, ‘On Amending Bank of Russia Ordinance No. 4060-U, Dated 4 July
2016, ‘On the Requirements for the Organisation of the Risk Management System of a Non-Governmental Pension Fund’.
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In 2017, the number of NPFs decreased by
eight to 66 as of 31 December 2017. There were
38 NPFs engaged in mandatory pension provision
and participating in the system guaranteeing the
rights of insured persons. Sixty-two NPFs were en-
gaged in non-governmental pension provision. The

"Based on information published on the DIA official website.

amount of the pension savings guarantee fund was
P1,063.79 million'.

During the time of the functioning of the system
guaranteeing the rights of insured persons, no loss
events associated with the cancellation of licences of
participating funds occurred.



BANK OF RUSSIA ANNUAL REPORT

11.2. ENSURING FINANCIAL MARKET RESILIENCE

FOR 2017

93

[1.2.4.3. Insurance entities

To ensure the financial stability and solvency of insur-
ers, in 2017, the Bank of Russia prepared for the long-
term implementation of a risk-based approach towards
the regulation of the Russian insurance market on the
basis of Solvency Il. The Bank of Russia developed the
Concept of Risk-based Approach to Regulation of the
Insurance Sector in the Russian Federation, in which
the objectives and priority areas of activity in the course
of transition to the risk-based approach are set out.

In 2017, for the purpose of developing individual
types of insurance, the Bank of Russia published the
consultation papers ‘Proposals to Develop Medical
Insurance in the Russian Federation’, ‘Proposals to
Develop Life Insurance in the Russian Federation’,
and ‘Proposals to Develop Agricultural Insurance with
Government Support in the Russian Federation’. Wide
discussion of these papers with the professional and
expert community will enable the Bank of Russia to de-
termine the list of measures to be taken for the purpose
of further development of the Russian insurance sector
and improving the mechanisms for the protection of the
rights and legal interests of insurance services consum-
ers and timely implementation of the best practices and
tools in the insurance market.

For the purpose of increasing the financial sta-
bility and solvency of insurers in 2017, the Bank of
Russia developed and adopted regulations governing
the procedure for investing insurers’ funds. New qual-
itative and quantitative requirements for assets were
introduced.

As part of regulation of the financial stability and
solvency of insurance companies, in 2017, due to the
transition to sectoral accounting standards, the Bank
of Russia developed and adopted a regulation that up-
dated the procedure for calculating the equity capital to
liabilities ratio by an insurance company.

In 2017, insurance tariffs for compulsory third party
liability insurance of the owner a hazardous facility for
inflicting damage as a result of an accident at such haz-
ardous facility and compulsory third party liability insur-
ance of a carrier for inflicting damage to the life, health
or property of passengers during transportation, which
had been established in 2016, were updated. Adjusted

values of the insurance tariffs were developed with due
regard to the influence of economic factors and current
losses under individual types of hazardous facilities,
means of transport and transportation.

In 2017, the Russian National Reinsurance
Company, a joint-stock company (JSC RNRC), oper-
ated in the insurance market. It was established by the
decision of the Bank of Russia Board of Directors in
pursuance of Federal Law No. 363-FZ', dated 3 July
2016, to ensure the financial stability of Russian insur-
ers and protect the property interests of the Russian
Federation and its constituent territories and municipal-
ities, as well as legal entities and individuals, given the
external political environment.

In 2017, JSC RNRC accrued reinsurance premiums
in the amount of P7,703,667,000 under 6,744 reinsur-
ance agreements, including 6,366 optional agreements
and 378 obligatory agreements. Following the results of
JSC RNRC operation for 12 months of 2017, the target
for accrued premiums was achieved by 101% (the tar-
get was P7,594,392,000).

In the field of agricultural insurance, in 2017, the
Bank of Russia exercised oversight in accordance
with the established procedure over the activities of
the United Association of Agroindustrial Complex
Insurers — National Association of Agricultural Insurers
(NAAI), including oversight over the creation of a com-
pensation fund by the NAAI and making compensation
payments. According to Part 3 of Article 10 of Federal
Law No. 260-FZ2, dated 25 July 2011, in 2017 Q4, the
Bank of Russia agreed on the possibility of allocating no
more than 25% of funds received by the NAAI from in-
vesting the money of the compensation fund to finance
five target programmes to develop the system of agri-
cultural insurance with government support.

In 2017, the Bank of Russia continued monitoring
of insurers’ performance indicators in the segment of
property developers public liability (PDPL) insurance. In
the course of monitoring, the Bank of Russia developed
new detailed formats for data submission by insurers,
including the list and status of troubled construction
projects. As of 31 December 2017, PDPL insurance
could be provided by 16 insurers that met the require-

"Federal Law No. 363-FZ, dated 3 July 2016, ‘On Amending the Law of the Russian Federation ‘On the Organisation of the Insurance

Business in the Russian Federation’.

2Federal Law No. 260-FZ, dated 25 July 2011, ‘On Government Support for Agricultural Insurance and on Amending the Federal Law

‘On Agricultural Sector Development’.
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ments of Federal Law No. 214-FZ', dated 30 December
2004. The total amount of liability under PDPL agree-
ments was £3,240 billion, and JSC RNRC was a party
to five PDPL reinsurance agreements.

Moreover, on 20 October 2017, the public compa-
ny ‘Fund for the Protection of the Rights of Individual
Shared-equity Construction Participants? was regis-
tered. The Fund receives fees from developers only
in respect of new construction objects under which
the first shared-equity agreement was concluded after
20 October 2017. PDPL insurance for new projects was
stopped and insurers may conclude insurance agree-
ments only in respect of objects that are already being
built.

In 2017, the Bank of Russia implemented a large-
scale project to transform its regional branches su-
pervising insurance entities, which was developed as
part of the programme for re-engineering the Bank of
Russia’s business processes in order to increase the
effectiveness of supervision over insurance entities, in-
cluding due to the synergy effect of centralisation and
adherence to the principles of group supervision.

As part of the inspection of insurance entities, in
2017, Bank of Russia authorised representatives start-
ed on-site inspections of 136 insurance companies. In
the course of studying the activity of insurance entities,
material risks to financial stability and solvency were
revealed in connection with the failure to comply with
the procedure for investing insurance reserves and eq-
uity capital on the part of a number of insurers, with the
investment of assets in financial instruments of inad-
equate quality, and in terms of formation of insurance
reserves. Furthermore, in the course of inspection of in-
dividual insurance companies, signs of fictitious trans-
actions and insurer involvement in operations showing
signs of illegal cashing of funds through multiple private
accounts were discovered. There were also instances
of systematic submission of unreliable information by
individual insurers to the Bank of Russia (including in-
formation on the amount of insurers’ liabilities and insur-
ance agreements concluded).

In the reporting year, 11 major insurance companies
were inspected for compliance with laws on compulso-
ry motor third party liability insurance (CMTPLI), includ-

ing insurers’ duty to enable the conclusion of CMTPLI
agreements in the form of electronic documents®. The
inspections revealed evidence of the failure of insurance
companies to comply with insurance laws, systematic
failure to provide the possibility of concluding CMTPLI
agreements in the form of electronic documents with
each requesting person, and threats to the rights and
lawful interests of policy holders and other financial
services consumers (persons intending to conclude an
agreement).

Moreover, according to the decisions made fol-
lowing the parliamentary hearings in the State Duma
of the Russian Federation, concurrent inspections of
13 insurance companies providing developer liability
insurance to shared-equity construction participants
were conducted. Some inspections revealed evidence
of insurers’ exposure to elevated risks, including due to
the nonmarket mechanism of insurance tariffs forma-
tion and insurers’ failure to perform detailed analysis of
developer activity before concluding a respective insur-
ance agreement.

Based on the revealed facts, detailed analysis was
performed using off-site supervision methods, and su-
pervisory response measures were taken where nec-
essary.

In 2017, 13 provisional administrations of the Bank
of Russia were appointed to insurance companies; as of
31 December 2017, 11 of them terminated their activity,
including five administrations due to the achievement of
the goal of their appointment. In all cases, the results of
financial analysis performed by provisional administra-
tions confirmed the off-site supervision findings.

In the second half of 2017, Bank of Russia employ-
ees took part in the provisional administration of PJSC
Bank FC Otkritie with regard to overseeing the activity
of the systemically important insurance company PJSC
Rosgosstrakh in order to monitor its financial and eco-
nomic activities, oversee the execution of corporate
procedures, and determine the insurer’s financial posi-
tion and the need for recapitalisation.

In 2017, the number of insurance entities continued
to decline. As of 1 January 2018, there were 225 insur-
ance companies, one national reinsurance company,
71 insurance brokers, and 12 mutual insurance com-

"Federal Law No. 214-FZ, dated 30 December 2004, ‘On Participating in Shared-equity Construction of Apartment Houses and Other
Real Estate and on Amending Certain Laws of the Russian Federation’.

2Established in accordance with Federal Law No. 218-FZ, dated 29 July 2017, ‘On a Public Company for the Protection of the Rights
of Individual Shared-equity Construction Participants in Case of the Insolvency (Bankruptcy) of Developers and on Amending Certain

Laws of the Russian Federation’.

3 See Subsection 11.3.1 Protecting the Rights of Financial Services Consumers and Investors.
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panies operating in the insurance market'. It should be
noted that the decline in the number of insurance enti-
ties slowed down, which testifies to the gradual stabi-
lisation of the market and the willingness and interest
of the remaining participants in conducting activity in
compliance with the legislative requirements.

The maintenance of dossiers on insurance compa-
nies was a key focus of the Bank of Russia’s superviso-
ry activity in the insurance market in 2017. This helped
speed up decision-making on determining the risk profile
of insurers and modes of supervision over them. The
dossier of an insurance company includes a set of in-
formation concerning the supervised entity updated by
the supervisor of the insurance company on a continu-

ous basis, which includes information on the ownership
structure of the insurer, corporate governance, and the
internal control and risk management system; analysis of
the financial position of the insurer, including analysis of
assets, liabilities, and factors that shape the financial re-
sult of the insurer; analysis of the financial planning sys-
tem; and monitoring of the accomplishment of business
plans. The maintenance of dossiers on insurance com-
panies by supervisors on a continuous basis is one of
the factors that ensured the effective use of a risk-based
approach in the Bank of Russia’s supervisory activity in
the financial market, including prompt application of su-
pervisory measures in order to prevent the development
of negative trends in insurers’ activity.

"Detailed information is provided in Table 9, Section V.4 Statistical Tables.
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[1.2.4.4. Microfinance market entities

In the course of developing off-site supervision in
the microfinance market, the Bank of Russia is improv-
ing its supervision tools, including the procedure for
compiling dossiers on microfinance organisations, and
is creating the institution of supervisors and a system of
internal control over supervision and data quality.

According to the adopted Bank of Russia Super-
vision Standard with regard to NFls, optional docu-
ments were prepared, including those regarding off-
site supervision:

— of MCCs by self-regulatory organisations (SROs) in
the financial market which unite MFOs and of CCCs
with fewer than 3,000 members by SROs in the fi-
nancial market which unite CCCs;

— of SROs uniting MFOs and SROs uniting CCCs by
the Bank of Russia.

As part of off-site supervision, regulations were ad-
opted which defined:

— the procedure for making loan loss provisions by
MFOs';

— the procedure for determining misreporting by MFOs
to the Bank of Russia and its materiality qualifiers?;

— the procedure for calculating financial ratios of
ACCCs®.

As part of the creation of a system to supervise
MFOs and CCCs through their SROs, the Bank of
Russia approved the following core standards:

— the Core MFO Risk Management Standard;

— the Core Standard for CCC Operations in the Finan-
cial Market;

— the Core CCC Corporate Governance Standard;

— the Core Standard for the Protection of the Rights
and Interests of Legal Entities and Individuals, Con-
sumers of Financial Services Provided by Members
of SROs Uniting MFOs;

— the Core Standard for the Protection of the Rights
and Interests of Legal Entities and Individuals, Con-

sumers of Financial Services Provided by Members

of SROs Uniting CCCs.

As part of the implementation of the proportionate
regulation of microfinance market entities (MFME), the
Bank of Russia adopted ordinances to establish eco-
nomic ratios for the following companies:

— MFCs raising funds from individuals, including indi-
vidual entrepreneurs, and (or) from legal entities in
the form of loans;

— MFCs that issue and place bonds?;

— MCCs raising funds from individuals, including in-
dividual entrepreneurs that are founders (members,
shareholders), and (or) from legal entities in the form
of loans®.

In 2017, MFOs’ sensitivity to the introduction of a lim-
it on the borrower’s maximum debt on interest accrued,
penalty, other measures of liability, and payments on
short-term (up to one year) consumer loans against the
amount of loan was analysed. Based on the results of
such analysis, proposals were developed to further limit
the borrower’s total debt on microloans.

Proposals were prepared to reduce the maximum
amount of borrower’s liabilities to MFOs under a con-
sumer loan agreement, upon reaching which the cred-
itor will not be entitled to accrue or charge interest for
using the loan or penalty (fine) or to apply other sanc-
tions to the borrower under the said agreement until the
debt is fully repaid.

The Bank of Russia published a consultation pa-
per ‘Credit Cooperation Development’ on its website.
Comments made by professional community with
regard to the paper will be taken into account by the
Bank of Russia when elaborating proposals to improve
Russian laws in the field of credit cooperation and pre-
paring regulations.

To preserve the ability of CCCs to place the reserve
funds as loans of second-tier CCCs in the absence of

"Bank of Russia Ordinance No. 4406-U, dated 13 June 2017, ‘On Amending Bank of Russia Ordinance No. 4054-U, Dated 28 June
2016, ‘On the Procedure for Microfinance Organisations to Make Loan Loss Provisions’.

2Bank of Russia Ordinance No. 4168-U, dated 27 October 2016, ‘On the Procedure for Determining Misreporting by Microfinance Or-
ganisations to the Bank of Russia and its Materiality Qualifiers’.

3Bank of Russia Ordinance No. 4299-U, dated 27 February 2017, ‘On the Numerical Value of the Financial Ratio and the Procedure for
Calculating Financial Ratios of Agricultural Consumer Credit Cooperatives’.

“Bank of Russia Ordinance No. 4382-U, dated 24 May 2017, ‘On Setting Economic Ratios for a Microfinance Company Raising Funds
from Individuals, Including Individual Entrepreneurs, and (or) Legal Entities, in the Form of Loans, and for a Microfinance Company
Issuing and Placing Bonds’.

5Bank of Russia Ordinance No. 4384-U, dated 24 May 2017, ‘On Setting Economic Ratios for a Microcredit Company Raising Funds
from Individuals, Including Individual Entrepreneurs, Who are Founders (Members, Shareholders), and (or) Legal Entities in the Form
of Loans’.
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credit ratings assigned by credit rating agencies and
approved rating methodologies for second-tier CCCs,
amendments to the procedure for placing the reserve
funds of consumer credit cooperatives were developed
and sent to the Ministry of Justice of Russia'.

To improve supervision of MFMEs, in 2017, the
Bank of Russia prepared dossiers on all existing market
participants which contained the necessary information
on their activity and financial position.

In the course of Bank of Russia supervision of
MFMEs, in 2017, 4,475 orders to eliminate violations
of Russian laws and 54 orders to prohibit CCCs from
raising funds, accepting new members, and issuing
loans were issued to MFOs, CCCs, ACCCs, HSCs, and
pawnshops; 4,347 cases on administrative offences
were initiated.

To ensure financial stability and financial market
development, the Bank of Russia continued to strike
off organisations that did not comply with legislative re-
quirements, violated financial consumer rights, failed to
comply with requirements for names, financial stability,
and reliability, did not join a SRO, or did not provide
any microloans during the year from the state register of
MFOs. In 2017, details of 928 legal entities were struck
off from the state register of MFOs: 623 organisations
terminated their activity due to repeated violations of
laws during the year, and 305 organisations terminat-
ed their activity voluntarily after losing the status of an
MFO based on applications.

As a result of coordinated supervisory actions, the
Bank of Russia discovered the operation of a large pyr-
amid scheme involving 22 CCCs, one insurance com-
pany, and over 300 non-supervised organisations. The
materials submitted by the Bank of Russia served as
grounds for initiating a criminal case and detaining the
conspirators at a federal level.

In 2017, the Bank of Russia continued the system-
atic application of supervisory response measures in
respect of the insolvency (bankruptcy) of CCCs.

During the year, the Bank of Russia made deci-
sions to appoint three provisional administrations to
CCCs that were large microfinance market partici-
pants. Such appointments were caused by repeated
violations of financial ratios by two CCCs and the issu-
ance of an order to one CCC prohibiting fundraising,

admission of new members, and issuance of loans in
the absence of notifications of the existence of the said
circumstances.

The said provisional administrations were appointed
with the limitation of the powers of the CCC’s executive
bodies. Subsequently, based on a petition filed by the
provisional administration to suspend the powers of the
executive bodies, a decision was made to suspend the
powers of the executive bodies of one CCC.

In 2017, four provisional administrations in CCCs
were being monitored, including one provisional admin-
istration appointed in 2016.

In the course of work in this area, meetings with
the heads of the provisional administrations and CCCs
were held; recommendations were given to the CCCs
to provide the necessary documents to the provisional
administrations for compiling their opinions on the fi-
nancial position and on developing solvency recovery
plans; and deadlines for submitting opinions on the fi-
nancial position of CCCs were monitored.

Following the results of the said measures, the ac-
tivity of one provisional administration of the CCC was
terminated due to the achievement of the goal of recov-
ering the solvency of the CCC and meeting the target
objectives; in respect of three CCCs decisions were
made to file applications with the arbitration courts to
recognise them as insolvent (bankrupt).

In the course of inspection activity with regard to
MFMEs, in 2017, Bank of Russia authorised represen-
tatives held on-site inspections of 53 CCCs, 17 MFOs,
eight pawnshops, two ACCCs, and one HSC.

In 2017, a new type of inspections suggested within
the framework of business process re-engineering was
launched, i.e., standardised short-term inspections of
MFMEs in terms of compliance with the laws on con-
sumer loans. In 2017 Q4, six inspections of this type
were completed. They revealed numerous violations of
the requirements of Russian laws on consumer loans.

Inspections of certain MFMEs revealed non-compli-
ance with the financial ratios and signs of the breach of
the requirements of Russian laws and regulations in the
field of countering the legalisation (laundering) of crim-
inally obtained incomes and the financing of terrorism.
Furthermore, instances of submitting unreliable infor-
mation to the Bank of Russia were discovered.

"Bank of Russia Ordinance No. 4612-U, dated 16 November 2017, ‘On Amending Bank of Russia Ordinance No. 3805-U, Dated 24 Sep-
tember 2015, ‘On the Procedure for Investing Reserve Funds of Consumer Credit Cooperatives’.
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11.2.4.5. Other participants

Collective investment market entities
(except NPFs)

To improve regulation of the activities of collective
investment market entities, the Bank of Russia devel-
oped Ordinance No. 4346-U", dated 6 April 2017, which
sets limitations the compliance with which allows one
to conclude financial derivative contracts and repo con-
tracts.

In 2017, the Bank of Russia took the following
measures based on identified violations of laws of the
Russian Federation:

— 296 orders to provide information (of which 67 con-
cerned the winding up of PIFs) and 141 orders to
eliminate violations (of which 45 concerned the
winding up of PIFs) were sent;

— 32 qualification certificates were cancelled;

— 43 orders to extend the term for the winding up of
PIFs were issued;

— 283 administrative cases were considered and pen-
alties were imposed in 165 of them;

— Bank of Russia representatives took part in 16 court
sessions where lawsuits of supervised entities were
considered.

The comprehensive inspection of specialised de-
positories (SDs) of bond mortgage coverage was com-
pleted. In respect of violations discovered in the course
of the inspection, measures to eliminate them were im-
plemented, and measures aimed at mitigating risks in
the activity of SDs were taken.

In the course of inspection activity, in 2017, Bank
of Russia authorised representatives started on-site in-
spections of four management companies of investment
funds, PIFs and NPFs, and one specialised depository.

As part of regulatory support of the activity of NFI
and SRO supervisors, the Bank of Russia approved
Ordinance No. 4488-U?, dated 11 August 2017.

Professional securities market
participants

The Bank of Russia’s supervisory activity standard
with regard to NFls which was approved in 2017 set

out the goals, objectives, and principles of supervision,
established applicable supervisory procedures, and
defined the procedure for establishing the supervision
mode depending on the company’s risk profile and cat-
egory in accordance with the supervision mode matrix.

In order to determine the risk profile of supervised
institutions when implementing risk-based supervi-
sion, the corresponding methodology and tools were
developed and implemented, including evaluation of
the financial position, performance indicators, and be-
havioural aspects of company activities. As a result
of work on risk profile determination, companies were
grouped by risk level, and participants requiring en-
hanced supervision were identified.

Automation of the risk profile determination process
made it possible to calculate and update the risk profile
of professional securities market participants (PSMPs)
on a weekly basis, which helped make supervision
more effective in terms of promptly identifying supervi-
sory facts in the activity and financial position of com-
panies, performing essential inspections, and removing
dishonest participants from the market.

Identifying the category of an NFI depending on its
performance indicators makes it possible to apply pro-
portionate requirements to the activity and determines
the choice of the supervision mode to be implemented
for a supervised entity.

In supervising NFls, the Bank of Russia implement-
ed the ‘Trigger Indicators’ project, which made it possi-
ble to reorganise the supervisory process through op-
timising the work of supervisors and enabling prompt
response to incoming reporting. The project allowed to
use a risk-based approach to supervisory activities and
to early identify trends in changes in a company’s finan-
cial position and its business model. Keeping the focus
on material changes in performance indicators and on
the existing problem zones of a company, triggers act
as one of the main sources of supervisory facts.

In 2017, there were 1,545 Bank of Russia orders to
eliminate or prevent violations in respect of PSMPs, and
six in respect of financial market infrastructure organi-
sations (FMIOs). There were 3,652 requests for infor-
mation (including those sent as an order) in respect of

"Bank of Russia Ordinance No. 4346-U, dated 6 April 2017, ‘On Amending Clauses 2.10 and 4.2 of Bank of Russia Ordinance No. 4129-U,
Dated 5 September 2016, ‘On the Composition and Structure of Assets of Joint-stock Investment Funds and Unit Investment Funds’.

2Bank of Russia Ordinance No. 4488-U, dated 11 August 2017, ‘On Organising and Implementing the Activity of Supervisors of Nonbank
Financial Institutions and Financial Market Self-regulatory Organisations in the Bank of Russia’.
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PSMPs, and 90 in respect of FMIOs. There were 283
administrative offence reports in respect of PSMPs, and
19 in respect of FMIOs.

As part of supervision and monitoring of the activi-
ties of brokers, dealers, and trust managers to counter
malpractices, protect the rights and lawful interests of
investors, and increase the transparency of services,
work was performed:

— to prevent risks associated with substantial invest-
ments of customers of a management company in
the subordinated bonds of a credit institution affil-
iated with it (supervisory actions were timely per-
formed, which contributed to reduced customer in-
vestments in the said securities);

— to improve the auto-follow service' provided by bro-
kers (the main risk zones of the service were iden-
tified, including those associated with brokers’ use
of regulatory arbitrage with respect to the activity of
trust managers);

— to eliminate risks associated with a broker’s ‘pseu-
do-trust management’ of its customers’ assets un-
der powers of attorney (as a result of supervisory
measures, the broker stopped this practice);

— to investigate models of PSMPs’ use of their cus-
tomers’ securities (currently amendments are being
introduced to the existing regulation to limit PSMPs’
use of customers’ securities);

— to identify brokers that do not fulfil the orders of their
customers on a priority basis as compared to their
own operations (supervisory response measures
were taken with regard to a large broker that did not
fulfil customer orders on a priority basis).

To counter the falsification of reports, in 2017, the
Bank of Russia started to carry out a centralised analysis
of reports and confirm the rights to securities. As part of
this activity, measures were adopted in respect of de-
positories that contributed to the distortion of data on the
equity capital of credit institutions and PSMPs, includ-
ing with the use of foreign accounting institutions (Great
Britain, Cyprus, and Bulgaria). As an interim result, the
professional securities market participant licences of two
depositories were cancelled and the inspection materials
were forwarded to law enforcement agencies.

The Bank of Russia worked to standardise the activ-
ities of financial institutions that are SRO members as

part of developing and implementing core standards for
their activities. The Bank of Russia set up six commit-
tees on standards for all types of professional activities
in the securities market. As a result of the work of these
committees, five core standards were developed, and
the Bank of Russia approved two of them in 2017. In par-
ticular, the Core Standard for Operations in the Financial
Market When Acting as a Forex Dealer was approved,
which enabled these organisations to start their activities
in the territory of the Russian Federation. Core standards
to perform operations by brokers, depositories, and reg-
istrars were also developed. Core standards are called
to establish universal principles which reflect modern
supervisory practice and shape the attitude towards the
business practices of financial intermediaries as best
and fair practices or unfair practices.

While exercising its powers in the field of regulat-
ing the activities of professional securities market par-
ticipants and infrastructure organisations, the Bank of
Russia took the following measures during 2017.

Following the results of discussion with the profes-
sional community of the consultation paper ‘Improving
the Regulation of Brokerage Activity’, which had been
published earlier, the Bank of Russia developed the
Concept of Amendments to the Regulation of Brokerage
Activity. There are plans to implement it before 2020.
While implementing the concept, the Bank of Russia ad-
opted Regulation No. 577-P?, dated 31 January 2017,
to update the requirements for PSMPs in the field of
internal accounting. The said Regulation supplements
the list of transactions subject to internal accounting,
governs the assignment of the function of internal ac-
counting, clarifies the duty to keep records of custom-
ers’ assets at the places of custody, sets out the criteria
for grouping and sampling the accounting data reflect-
ed in internal accounting, and updates the minimum re-
quirements for a broker’s reports to customers.

To improve the regulation of brokerage activity, a
draft regulation was developed to establish margin re-
quirements for a broker’s transactions with financial de-
rivatives performed for the benefit of a customer.

In 2017, the Bank of Russia published the consulta-
tion paper ‘Improving the Regulation of Dealer Activity’
on its website. The paper analysed modern models of
investment activity at one’s own expense on different

" Auto-follow is a service which automatically copies the transactions of one of a broker's customers (the strategy author) into the
accounts of other customers of the broker, who are called subscribers. Subscribers using this service expect to earn income in an

amount similar to that of the strategy author.

2Bank of Russia Regulation No. 577-P, dated 31 January 2017, ‘On the Internal Accounting Rules of Professional Securities Market
Participants Engaged in Brokerage, Dealer, and Securities Management Activities’.
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segments of the financial market and made specific
proposals to improve its regulation.

The Bank of Russia completed measures for im-
proving the existing system of advanced training and
certification of financial market specialists by the Bank
of Russia. The qualification exam programmes to certify
citizens in all areas of professional securities market ac-
tivities were updated to bring them into line with existing
Russian laws.

In 2017, the Bank of Russia completed work on a
regulation that set the requirements for brokerage activ-
ity with regard to the calculation of the liquidity coverage
ratio where customers entitle brokers to use their funds
in the brokers’ interest'. The liquidity coverage ratio is
aimed at ensuring that a broker has a reliable level of
liquidity by creating a reserve of unencumbered high
quality liquid assets sufficient to continue its activity for
one month (30 days) amid a substantial outflow of cash
funds; this would contribute, inter alia, to the safekeep-
ing of customer funds received by the broker with the
right to use them in the broker’s interest. It is also aimed
at ensuring that the broker repays such funds on the
customer’s demand no later than the next business day.

To implement measures for building a system of risk-
based supervision, in 2017, the Bank of Russia devel-
oped a regulation that set the requirements for PSMPs
to organise a system for managing risks associated with
professional securities market activities and operations
with their own assets, depending on the type of activity
and the nature of operations performed?. The said regu-
lation established the general requirements for organis-
ing a risk management system and the requirements for
the processes and activities, documents and personnel
necessary for organising the risk management system.

The Bank of Russia improved the procedure for mak-
ing decisions on the suspension, renewal, or cancellation
of a professional securities market participant licence,
the timeframes for making such decisions, the list of
documents for cancellation of a licence on the licensee’s
initiative, and the procedure for sending a notification of
licence cancellation to a company. Moreover, the Bank
of Russia established the procedure for it to simultane-
ously decide on the revocation of a banking licence and
cancellation of a professional securities market partici-

pant licence of an organisation and the conditions under
which the Bank of Russia shall be entitled to establish
the deadline for an organisation to terminate obligations
associated with the conduct of the corresponding type of
professional securities market activity.

In 2017, a regulation was adopted establishing the
requirements for dealer and brokerage activity, securi-
ties management activity, and forex dealer activity re-
garding the calculation of the capital adequacy ratio®.
The capital adequacy ratio is aimed at ensuring a re-
liable level of capital of a PSMP by forming a pool of
assets with fewer risks to continue activity, including
ensuring a possibility to cover financial losses at its own
expense should the risks materialise.

In 2017, the Bank of Russia took an active part in
developing the institution of the commodity delivery op-
erator (CDO). Amendments to legislation were devel-
oped and adopted to improve regulation of clearing ac-
tivity and central counterparty activity; in particular, they
provided for the possibility of performing CDO functions
without storing assets and without opening commercial
commodity accounts in accordance with CDO condi-
tions, which is necessary for the functioning of CDOs in
oil and gas trading.

In the course of inspection activity, in 2017, Bank
of Russia authorised representatives started on-site in-
spections of 18 PSMPs.

In the course of 14 coordinated inspections of
PSMPs, instances of fraudulent transactions consisting
in the temporary replacement of improper assets with
high-quality securities for the purpose of formal confor-
mity to the requirements for the minimum equity capital,
instances of the breach of licence requirements and
conditions of professional securities market activity,
and the breach of other requirements of Russian laws
and regulations governing the activity of professional
securities market participants were discovered.

Self-regulatory organisations
in the financial markets

To improve the regulation of SRO activity, in 2017,
the Bank of Russia adopted eight regulations which es-
tablished, among other things:

"Bank of Russia Ordinance No. 4402-U, dated 6 June 2017, ‘On the Requirements for Brokerage Activity with Regard to the Calculation
of the Liquidity Coverage Ratio Where Customers Entitle Brokers to Use Their Funds in the Brokers’ Interest’.

2Bank of Russia Ordinance No. 4501-U, dated 21 August 2017, ‘On the Requirements for Professional Securities Market Participants
to Organise a System to Manage Risks Related to Their Professional Activity in the Securities Market and Operations with Their Own
Assets Depending on the Type of Activity and the Nature of Operations Performed’.

3Bank of Russia Ordinance No. 4630-U, dated 30 November 2017, ‘On the Requirements for Dealer, Brokerage, Securities Management
and Forex Dealer Activities with Regard to the Calculation of the Capital Adequacy Ratio’.
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— the content, form, procedure and timeframe for
SROs to submit their statements to the Bank of
Russia;

— the list of core standards which SROs uniting forex
dealers must develop and the requirements for their
content, as well as the list of operations (content of
the activities) of forex dealers in the financial market
which are subject to standardisation;

— the requirements for the content of core standards to
protect the rights and interests of individuals and le-
gal entities that are the recipients of financial services
provided by members of SROs uniting MFOs, CCCs,
brokers, managers, depositories, and registrars;

— the procedure for the Bank of Russia to delegate the
powers to receive statements from SRO members
to a SRO, the procedure for exercising such powers,
the procedure and grounds for their termination, and
the list of statements the powers to receive which
the Bank of Russia may delegate to a SRO?;

— the procedure for approving core standards by the
Bank of Russia Standards Committee for the Re-
spective Activity of Financial Institutions and for ap-
proving the agreed-upon standards by the Bank of
Russia®.

In 2017, there were 10 standards committees func-
tioning under the Bank of Russia, whose main objec-
tives included coordination of the core standards devel-
oped by SROs and elaboration of proposals to develop
the activities of financial institutions, including the ac-
tivities of brokers, dealers, registrars, managers, forex
dealers, CCCs, MFOs, insurance companies, and in-
surance brokers, and depository activity.

In 2017, the Bank of Russia approved seven core
standards for the activity of forex dealers, MFOs, CCCs,
and managers.

In the course of inspection activity, in 2017, Bank of
Russia authorised representatives started one on-site
inspection of a CCC SRO.

No supervisory response measures were applied to
self-regulatory organisations uniting NPFs, MCs, and SDs.

As of the end of 2017, there were three SROs unit-
ing MFOs and eight SROs uniting CCCs operating in
the market. Members of the said SROs were 100% of
MFCs, 95% of MCCs, and 70%* of CCCs.

In 2017, regulatory and supervisory measures were
taken to identify violations by SROs of the requirements
established by federal laws, Russian regulatory legal
acts, Bank of Russia regulations, core standards, and
internal standards.

Following the results of the regulatory and super-
visory measures, 12 orders were issued to SROs to
eliminate violations of Russian laws, and six cases on
administrative offences were initiated.

On 28 December 2017, the Bank of Russia decided
to terminate the status of one SRO in the financial market
uniting CCCs because of the breach of the requirements
of Russian laws, repeated failure to comply with the dead-
lines for fulfilling Bank of Russia requests, and failure to
provide information or provision of false information.

Credit rating agencies

In 2017, the Bank of Russia finished the elaboration
of approaches to comparing the rating scales of credit
rating agencies.

On 15 November 2017, the Bank of Russia published
the final report ‘Creating a System to Compare Rating
Scales of Credit Rating Agencies (Mapping)’. The mapping
methodology is expected to be used for regular prepara-
tion of a table of equivalence of credit ratings assigned by
Russian credit rating agencies after the latter accumulate
sufficient statistical data on defaults for a wide range of
the objects of rating, including nonfinancial organisations.

In accordance with the provisions of Federal Law
No. 222-FZ°, dated 13 July 2015, if Russian laws pro-
vide for the use of credit ratings by the federal govern-
ment, local government, local self-government bodies,
or the Bank of Russia, credit ratings assigned on the
national rating scale for the Russian Federation shall be
applied to Russian rating objects.

"Bank of Russia Ordinance No. 4262-U, dated 13 January 2017, ‘On the Content, Form, Procedure and Timeframe for Self-regulatory
Organisations in the Financial Market to Submit Statements to the Bank of Russia’.

2Bank of Russia Ordinance No. 4281-U, dated 7 February 2017, ‘On the Procedure for the Bank of Russia to Delegate the Powers
to Receive Statements from Members of a Self-Regulatory Organisation in the Financial Market to a Self-Regulatory Organisation in
the Financial Market, the Procedure for Exercising Such Powers, the Procedure and Grounds for Their Termination, and the List of
Statements the Powers to Receive Which the Bank of Russia May Delegate to a Self-Regulatory Organisation in the Financial Market'.
3Bank of Russia Ordinance No. 4484-U, dated 9 August 2017, ‘On the Procedure for the Bank of Russia Standards Committee for the
Respective Activity of Financial Institutions to Coordinate Core Standards and for the Bank of Russia to Approve Such Core Standards’.
4When calculating this indicator, the number of CCCs, excluding organisations being under restructuring or liquidation, was taken as
100%.

5Federal Law No. 222-FZ, dated 13 July 2015, ‘On the Activities of Credit Rating Agencies in the Russian Federation, on Amending
Article 76.1 of the Federal Law ‘On the Central Bank of the Russian Federation (Bank of Russia)’ and Invalidating Certain Provisions of
Russian Laws’ (hereinafter, Federal Law No. 222-FZ).
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By 14 July 2017, the Bank of Russia Board of Directors
had approved the lists of credit rating agencies and the
levels of credit ratings, including for the purposes of:

— investment of pension savings';

— investment of an insurer’s equity capital and insur-
ance reserve funds?;

— determination of the amount of equity capital of pro-
fessional securities market participants?;

— determination of the amount of equity capital of
non-governmental pension funds* and management
companies®;

— calculation of financial ratios® and placement of the
reserve funds of consumer credit cooperatives’;

— inclusion of securities in the Bank of Russia Lom-
bard List®.

These decisions provided for the use, in respect of
Russian objects of rating, of credit ratings assigned by
credit rating agencies included in the register of credit
rating agencies of the Bank of Russia (ACRA (JSC) and
Expert RA JSC) according to the national rating scale
for the Russian Federation.

Furthermore, in 2017, the Bank of Russia published
five information letters® on its official website, which, in
particular, reported on the use starting from 1 July 2017 in
respect of Russian rating objects of credit ratings assigned
by credit rating agencies on the basis of methodologies
whose conformity to the requirements of Federal Law
No. 222-FZ has been confirmed by the Bank of Russia,
as well as the methodologies of credit rating agencies in
respect of which such conformity has been confirmed.

Actuaries

To improve the system for regulating actuarial activi-
ty, in 2017, the Bank of Russia adopted two regulations
which established additional requirements for the contents
of an actuarial report resulting from the actuarial evalua-
tion of the activity of a non-governmental pension fund'?,
insurance company, or mutual insurance company".

In the course of supervisory activities, the Bank of
Russia sent self-regulatory organisations of actuaries
its requirements for inspection of individual members,

'Bank of Russia Regulation No. 580-P, dated 1 March 2017, ‘On Additional Restrictions on Investing Pension Savings Placed with Non-
governmental Pension Funds Providing Mandatory Pension Insurance; on Cases When a Management Company Acting as a Trustee
of Pension Savings Is Entitled to Execute Repo Agreements; on Requirements Aimed at Risk Mitigation the Observance Whereof
Entitles the Management Company to Execute Financial Derivative Contracts; on Additional Requirements for Credit Institutions Which
Servicemen Pension and Housing Savings are Placed with; and on the Additional Requirement for the Management Company to Finance
Funded Pension under Pension Savings Trust Management Agreement’; Bank of Russia Regulation No. 451-P, dated 25 December
2014, ‘On Additional Restrictions on Investing Pension Savings Placed with a Non-governmental Pension Fund Providing Mandatory
Pension Insurance, Additional Requirements for Credit Institutions with Which Servicemen Pension and Housing Savings are Placed,
and Additional Requirements for Management Companies under Pension Savings Trust Management Agreement’ — with regard to
investments of pension savings made before 13 July 2017.

2Bank of Russia Ordinance No. 4298-U, dated 22 February 2017, ‘On the Procedure for Investing Insurer’s Equity Capital and the List of
Assets Eligible for Investment’; Bank of Russia Ordinance No. 4297-U, dated 22 February 2017, ‘On the Procedure for Investing Insurance
Reserve Funds and the List of Assets Eligible for Investment’; Bank of Russia Ordinance No. 3849-U, dated 16 November 2015, ‘On the
Requirements for the Insurers’ Association to Invest Funds from Government-support Agricultural Insurance Compensation Payments’.
3Bank of Russia Regulation No. 548-P, dated 19 July 2016, ‘On the Procedure for Calculating the Equity Capital of Professional
Securities Market Participants and Applicants for a Professional Securities Market Participant Licence’.

4Bank of Russia Ordinance No. 4028-U, dated 30 May 2016, ‘On the Procedure for Calculating the Equity Capital of Non-governmental
Pension Funds’.

5Bank of Russia Ordinance No. 4075-U, dated 19 July 2016, ‘On the Requirements for the Equity Capital of Management Companies of
Investment Funds, Unit Investment Funds, and Non-governmental Pension Funds, and Applicants for a Management Company Licence’.
5Bank of Russia Ordinance No. 3916-U, dated 28 December 2015, ‘On the Procedure for Calculating the Financial Ratios of Consumer
Credit Cooperatives and Their Numerical Values'.

7Bank of Russia Ordinance No. 3805-U, dated 24 September 2015, ‘On the Procedure for Investing Reserve Funds of Consumer Credit
Cooperatives’.

8Bank of Russia Ordinance No. 2861-U, dated 10 August 2012, ‘On the Securities Included in the Bank of Russia Lombard List'.

9 Information letters: No. IN-06-51/21, dated 12 May 2017, ‘On Using Credit Ratings’; No. IN-06-51/24, dated 30 May 2017,
‘On Methodologies of Credit Rating Agencies’; No. IN-06-51/32, dated 22 June 2017, ‘On Methodologies of Credit Rating Agencies’;
No. IN-06-51/48, dated 11 October 2017, ‘On Methodologies of Credit Rating Agencies’; No. IN-06-51/55, dated 29 November 2017,
‘On the Methodology of a Credit Rating Agency’.

'9Bank of Russia Ordinance No. 4595-U, dated 31 October 2017, ‘On Additional Requirements for the Contents of an Actuarial Report
Resulting from the Actuarial Evaluation of the Activity of a Non-governmental Pension Fund’ (along with ‘Information to be Included
in an Actuarial Report Resulting from the Actuarial Evaluation of the Activity of a Non-governmental Pension Fund, in Addition to the
Requirements Established in Article 5 of the Federal Law ‘On Actuarial Activity in the Russian Federation’).

""Bank of Russia Ordinance No. 4533-U, dated 18 September 2017, ‘On Additional Requirements for an Actuarial Report Resulting from
the Mandatory Actuarial Evaluation of the Activity of an Insurance Company or Mutual Insurance Company, Including the Requirements
for Its Contents, Submission, and Publication’ (along with ‘Information to be Included in an Actuarial Report Resulting from the Mandatory
Actuarial Evaluation of the Activity of an Insurance Company or Mutual Insurance Company, in Addition to the Requirements Established
in Article 5 of the Federal Law ‘On Actuarial Activity in the Russian Federation’).



BANK OF RUSSIA ANNUAL REPORT

11.2. ENSURING FINANCIAL MARKET RESILIENCE

FOR 2017

103

as a result of which four actuaries were subjected to
disciplinary measures in the form of a fine.

In 2017, the Bank of Russia held a qualification
exam for persons wishing to join self-regulatory organi-
sations of actuaries, which was successfully passed by
25 applicants.

Central counterparties

In 2017, the Bank of Russia continued to reform the
institution of the central counterparty, which plays a key
role in supporting the smooth and stable functioning of
the financial market. As a result of the reform initiated
in 2015, a central counterparty became to be consid-
ered as a separate type of nonbank credit institution
(NCI-CC) and a separate model of prudential regulation
of the central counterparty’s activity was formed, which
would take into account its specific aspects.

In the period under review, the following was estab-
lished at the level of Bank of Russia by-laws ensuring
the appropriateness of the central counterparty’s reg-
ulatory environment to its risk profile, nature, and the
scale of operations:

— the requirements for the methodologies for risk
stress testing and assessment of the accuracy of
the central counterparty’s model, for risk stress test-
ing and assessment of the accuracy of the central
counterparty’s model, and the procedure and time-
frames for information disclosure on the results of
stress testing of the central counterparty’s risks to
clearing participants’;

— the requirements for the content, procedure, and
timeframes for submitting the plan for ensuring the

central counterparty’s business continuity to the

Bank of Russia?;

— the requirements for the management of the cen-
tral counterparty’s risks (credit risk, market risk,
operational risk, liquidity risk, and other risks
whose materialisation negatively affects the fi-
nancial stability of the central counterparty) and
the procedure for organising the risk management
systems?;

— the format, procedure, and channels for the trans-
fer of information by the central counterparty to the
Bank of Russia and the composition of such infor-
mation#;

— the procedure for the Bank of Russia to exercise su-
pervision over central counterparties®;

— the composition of information to be disclosed by
the central counterparty, the requirements for the
procedure and timeframes for its disclosure, and the
rules for disclosure of such information by the cen-
tral counterparty to clearing participants®;

— the procedure for appointing Bank of Russia
authorised representative to the central counterparty
and the procedure for the central counterparty to
submit information and documents on its activity to
Bank of Russia authorised representative’.

The planned innovations in the regulation of the cen-
tral counterparty are aimed at increasing the stability
and competitiveness of the Russian financial system
and ensuring favourable conditions and a wide range
of services and instruments to attract long-term invest-
ments to the Russian financial market.

To fulfil the requirements of Federal Law No. 222-FZ,
dated 13 July 2015, when credit ratings are used by

"Bank of Russia Regulation No. 576-P, dated 30 December 2016, ‘On the Requirements for the Methodologies for Risk Stress Testing
and Assessment of the Accuracy of the Central Counterparty’s Model, for Risk Stress Testing and Assessment of the Accuracy of the
Central Counterparty’s Model, and the Procedure and Timeframes for Information Disclosure on the Results of Stress Testing of the
Central Counterparty’s Risks to Clearing Participants’.

2Bank of Russia Ordinance No. 4258-U, dated 30 December 2016, ‘On the Requirements for the Content, Procedure, and Timeframes
for Submitting to the Bank of Russia the Plan for Ensuring the Central Counterparty’s Business Continuity and Amendments Introduced
Thereto, on the Procedure for Assessing the Plan for Ensuring the Central Counterparty’s Business Continuity, on the Requirements for
the Software, Hardware, and Network Communications of the Central Counterparty, and on the Procedure for Creating, Maintaining, and
Storing Databases with Information on the Assets and Liabilities of the Central Counterparty and Their Movements’.

3Bank of Russia Regulation No. 575-P, dated 30 December 2016, ‘On the Requirements for Risk Management, Rules for Organising the
Risk Management System, Clearing Collateral, Placing Property, and Creating Assets of the Central Counterparty, as well as Entities
with Which the Central Counterparty is Entitled to Open Trading and Clearing Accounts, and the Methodology for Determining the
Allocated Capital of the Central Counterparty’.

4Bank of Russia Ordinance No. 4312-U, dated 13 March 2017, ‘On the Requirements for the Format, Procedure, and Channels for the
Transfer of Information by the Central Counterparty to the Bank of Russia and the Composition of Such Information’.

5Bank of Russia Ordinance No. 4419-U, dated 19 June 2017, ‘On the Procedure for the Bank of Russia to Exercise Supervision over
Central Counterparties’.

8Bank of Russia Ordinance No. 4429-U, dated 21 June 2017, ‘On the Information Disclosed by the Central Counterparty, Requirements
for the Procedure and Timeframes for Its Disclosure, and Determining the Rules for Information Disclosure to Clearing Participants’.
7Bank of Russia Ordinance No. 4426-U, dated 21 June 2017, ‘On the Procedure for Appointing Bank of Russia Authorised Representative
to the Central Counterparty, Conducting and Terminating His/Her Activity, and on the Procedure for the Central Counterparty to Submit
Information and Documents on Its Activity to Bank of Russia Authorised Representative’.
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systemically important FMIOs, the following were es-

tablished:

— amendments regarding the use of national credit
ratings by a qualified central counterparty when
placing allocated capital, clearing collateral, or free
funds and when opening deposits and correspondent,
clearing, and trading bank accounts’;

— amendments regarding the use of national credit
ratings instead of credit ratings assigned by large
international rating agencies to credit institutions
and foreign banks which the central depository is
entitled to place funds with?.

The Bank of Russia decided?® to assign the status of a
central counterparty to the Nonbank Credit Institution —
Central Counterparty National Clearing Centre (Joint-
stock Company) starting from 28 November 2017,
the date of issue of a banking licence and re-issue of
a clearing licence. Also, in accordance with the tran-
sitional provisions of Federal Law No. 403-FZ, dated
29 December 2015, ‘On Amending Certain Laws of the
Russian Federation’, Settlement Depository Company
JSC and Public Joint-stock Company Clearing Centre
MFB continued to perform the functions of a central
counterparty.

The assignment of a central counterparty status to
NCI NCC (JSC) (hereinafter, NCC) in accordance with
the new regulatory requirements is a part of the reform
implemented by the Bank of Russia to regulate central
counterparty activity. Introduction of a special regula-
tory mode for the institution of the central counterparty
as a nonbank credit institution preserves the existing
mode of supervision over such institutions, including its
intensity.

After the assignment of the status of a central
counterparty to NCC, the Bank of Russia evaluates
its management quality as satisfactory in accordance
with Bank of Russia Ordinance No. 2919-U*, which al-
lows the NCC’s clearing participant banks to apply de-
creased risk ratios when calculating the required ratios.

When supervising NCC and NCI NSD JSC (herein-
after, NSD) as systemically important FMIOs, the Bank

of Russia paid special attention to the analysis of the
influence of risks on the activity of NCC and NSD, in-
cluding through stress testing of the risks of NCC and
NSD. The results showed that these institutions would
maintain their financial stability and there would not be
any threat of the breach of their business continuity
within the stress scenarios used.

Credit history bureaus

During 2017, the number of CHBs entered in
the state register of CHBs increased from 16 to 17.
Voluntary winding up was started in two CHBs. These
CHBs transferred their credit history databases to the
existing CHBs which won the bidding for the sale of
credit histories. In respect of one CHB, in 2017, the
Bank of Russia started the procedure for striking it off
the state register of CHBs through legal proceedings
due to repeated violations and its failure to fulfil Bank of
Russia orders.

In 2017, in the course of supervision over CHBs,
inspections were held in six CHBs (five scheduled in-
spections and one unscheduled inspection).

In connection with discovered violations of laws
on credit histories and statutory acts of the Russian
Federation, seven orders were sent to CHBs to elim-
inate the said violations, three administrative offence
reports were executed, and two cases of administrative
offences were considered (warnings were issued).

In October 2017, the Bank of Russia published a
consultation paper ‘On the Development Strategy of
the Market for Credit History Bureau Services’, which
formulated possible areas and measures to develop the
market for CHB services.

In 2017, the Bank of Russia took part in prepar-
ing amendments® to Federal Law No. 218-FZ, dated
30 December 2004, ‘On Credit Histories’, which provid-
ed for the following:

— establishment of the duty to check the liabilities of a
citizen under loan agreements when issuing a con-
sumer loan;

"Bank of Russia Ordinance No. 4392-U, dated 29 May 2017, ‘On Amending Appendix 1 to Bank of Russia Ordinance No. 2919-U, Dated
3 December 2012, ‘On the Assessment of the Management Quality of a Credit Institution Acting as the Central Counterparty’.

2Bank of Russia Ordinance No. 4377-U, dated 19 May 2017, ‘On the Requirements for Credit Institutions and Foreign Banks Which the

Central Depository is Entitled to Place Funds with’.

3In accordance with Article 27" of Federal Law No. 7-FZ, dated 7 February 2011, ‘On Clearing, Clearing Activities, and the Central

Counterparty’.

“Bank of Russia Ordinance No. 2919-U, dated 3 December 2012, ‘On the Assessment of the Management Quality of a Credit Institution

Acting as a Central Counterparty’.

5 As provided for by Order of the President of the Russian Federation V.V. Putin No. Pr-2563, dated 28 December 2016 (Subclauses ‘a’

and ‘b’ of Clause 3).



11.2. ENSURING FINANCIAL MARKET RESILIENCE

BANK OF RUSSIA ANNUAL REPORT
FOR 2017

105

— increased quality and availability of credit information;
— the comprehensive modernisation of the existing
credit history generation system;
— improvement of the Bank of Russia’s supervisory
powers in respect to the activity of CHBs.
In 2017, the Bank of Russia continued work to pro-
vide information to credit history makers via the Unified

Portal of Public and Municipal Services (Functions) us-
ing the Unified System of Interdepartmental Electronic
Interaction. Furthermore, the Bank of Russia took part in
the preparation of a draft Agreement on Cooperation be-
tween EAEU Member States Regarding the Exchange
of Credit History Data to ensure the cross-border ex-
change of credit information.
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I1.2.4.6. National payment system participants

The Bank of Russia oversees the compliance by
funds transfer operators, payment system operators,
and operators of payment infrastructure services with
the requirements of Federal Law No. 161-FZ and Bank
of Russia regulations adopted in pursuance thereof.

Throughout 2017, the Bank of Russia conducted
84 inspections of credit institutions (their branches)
and seven inspections of payment system operators
and operators of payment infrastructure services other
than credit institutions to check their compliance with
the requirements of Federal Law No. 161-FZ and Bank
of Russia regulations adopted in pursuance thereof.
Inspections revealed violations with regard to infor-
mation security in the course of funds transfers and
ensuring the smooth functioning of payment systems,
risk management and assessment in payment sys-
tems, and ensuring the acceptance of Mir payment
cards in all technical devices designed for settlements
using payment cards; inspections also revealed un-
reliable data in statements submitted to the Bank of
Russia.

In accordance with the requirements of Federal Law
No. 86-FZ, as of 1 January 2018, four payment system
operators which were not nationally important payment

systems formed their security deposits in full, and one
payment system operator had its deposit returned in full
due to its exclusion from the register of payment system
operators.

To improve methodological support of oversight
activity in the national payment system, in 2017, the
Bank of Russia issued Regulation No. 607-P', dated
3 October 2017. It details the requirements for risk man-
agement and methodologies for risk analysis in the pay-
ment system, management of the smooth functioning of
the payment system and determination of the indicators
of smooth functioning of the payment system, and the
procedure for calculating smooth operation indicators;
it also sets the requirements for the composition of data
on incidents in the payment system.

In 2017, within the framework of re-engineering of
the business process Supervision and Monitoring in the
NPS, the functions of off-site supervision and monitor-
ing were centralised at the level of a structural unit in
Bank of Russia head office and were taken away from
Bank of Russia regional branches, and the functions
associated with organising and performing inspections
of national payment system subjects were assigned to
the Bank of Russia Chief Inspection.

"Regulation ‘On the Requirements for the Procedure for Ensuring the Smooth Functioning of the Payment System, Indicators of Payment
System Smooth Functioning, and Methodologies Used to Analyse Payment System Risks, Including Risk Profiles’.
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I1.2.5. Financial rehabilitation of financial institutions

In 2017, the Bank of Russia continued its work to
prevent the bankruptcy of credit institutions and ensure
the financial rehabilitation of the Russian banking sec-
tor.

While implementing this work, the Bank of Russia
used the instruments provided for by Federal Law
No. 127-FZ, dated 26 October 2002, ‘On Insolvency
(Bankruptcy)’ (hereinafter, Federal Law No. 127-F2).

The Bank of Russia approved a Financial
Rehabilitation Action Plan developed by a credit institu-
tion on its own which did not involve provision of funds
by the Bank of Russia or the DIA to the credit institution.
The decision to approve the Financial Rehabilitation
Action Plan of this credit institution was made with due
regard to information on the investing company’s inter-
est in acquiring a majority shareholding in the credit in-
stitution.

When deciding on the expediency of measures to
prevent the bankruptcy of a credit institution with the
participation of the Bank of Russia or the DIA, the Bank
of Russia considered the systemic importance of the
bank for both the banking sector as a whole and the
specific region, as well as the risk of disturbance in the
functioning of the financial market or its individual seg-
ments or the deterioration of the situation in sectors of
the economy of the Russian Federation or of the region
if the Bank of Russia decided to revoke the banking li-
cence from the bank.

During the reporting period, the Bank of Russia, to-
gether with the DIA, implemented measures to prevent
the bankruptcy of 31 banks within the framework of
approved plans of DIA participation, as provided for by
Article 189* of Federal Law No. 127-FZ:

— 24 banks violated one or several required ratios of
banks during 2017;

— two banks conducted their activity without violating
banks’ required ratios;

— in five banks, the functions of a provisional adminis-
tration to manage the credit institution were vested
in the DIA, and subsequently, the banks’ banking
licences were revoked in connection with the impos-
sibility of further accomplishment of the participation
plan.

Within the framework of the plan for DIA participa-
tion in the implementation of bankruptcy prevention
measures in Peresvet Bank, the bail-in procedure used
in global practice was also employed (bank creditors

and shareholders expressed their voluntary desire to
participate in its financial rehabilitation through the con-
version of funds placed with the bank into subordinated
bonds).

As of year-end, bankruptcy prevention measures
continued to be implemented within the framework of
approved DIA participation plans in 26 banks.

The DIA’s outstanding debt to the Bank of Russia
under loans received for bankruptcy prevention mea-
sures amounted to P1,229.51 billion as of the end of the
reporting period. Information on the total debt of the DIA
to the Bank of Russia is given in Table 37, Section V.4
Statistical Tables.

In 2017, the Bank of Russia took part in pre-
paring Federal Law No. 84-FZ, dated 1 May 2017,
‘On Amending Certain Laws of the Russian Federation’,
which provided for the direct participation of the Bank of
Russia in the capital of rehabilitated banks using funds
from the Fund of Banking Sector Consolidation. To im-
plement the new financial rehabilitation mechanism,
the Bank of Russia quickly performed the necessary
accounting, regulatory, methodological, and personnel
work.

Implementation of the new financial rehabilitation
mechanism is aimed at reducing government expen-
ditures and the time for bank rehabilitation, as well as
increasing the effectiveness of monitoring of the use of
the respective funds, providing higher transparency of
the resolution process, and creating equal competitive
conditions for the activity of credit institutions.

New powers enabled the Bank of Russia to imple-
ment measures to increase the financial stability of ma-
jor credit institutions, including systemically important
ones.

The Bank of Russia started implementing the afore-
said measures in Bank FC Otkritie PJSC, B&N BANK
PJSC, and Promsvyazbank PJSC, acting as the main
investor using the funds from the Fund of Banking
Sector Consolidation.

The financial rehabilitation perimeter also included
financial institutions in groups of banks, including insur-
ance companies and non-governmental pension funds.

In accordance with the approved plans of the
Bank of Russia’s participation in the implementation
of bankruptcy prevention measures, provisional ad-
ministrations to manage the said credit institutions
were appointed. Their functions were performed by
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Bank of Russia employees and were also assigned to
the LLC Fund of Banking Sector Consolidation Asset
Management Company (hereinafter, the Management
Company). Bank of Russia employees, during their
participation in the provisional administrations of cred-
it institutions, ensured the business continuity of these
credit institutions (including as professional securities
market participants) and of companies belonging to a
group conducting professional activity in the securities
market.

The powers of a provisional administration repre-
sented by the Management Company granted under
the law allow the Bank of Russia to implement the nec-
essary measures for banks’ recapitalisation within a
short time and to set up new management bodies in
them.

To comply with the conditions established by law for
banks’ recapitalisation, liabilities to their subordinated
creditors, to the entities controlling their activity, and to
the executive employees of banks were terminated.

In December 2017, the Bank of Russia and the
provisional administration implemented the necessary
corporate measures enabling the recapitalisation of
Bank FC Otkritie PJSC (as a result of which the Bank
of Russia became the owner of over 99.9% of the ordi-
nary shares of Bank FC Otkritie PJSC for an amount
of P456.2 billion) and the formation of new manage-
ment bodies. The ordinary shares of Bank FC Otkritie
PJSC acquired by the Bank of Russia were transferred
in trust management to the Management Company,
which exercises all powers of an owner in respect of
the bank. Elaboration of the bank’s development strat-
egy became a priority task for the Bank of Russia, the
Management Company, and the new management of
Bank FC Otkritie PJSC.

The target goal of financial rehabilitation of credit in-
stitutions performed under the new mechanism is their
sale to a new owner. In future, the Bank of Russia is
considering a possibility of restructuring banks in which
it implements bankruptcy prevention measures, if nec-
essary, and consolidating them and bringing them to
the market through both searching for a strategic inves-
tor and selling them by parts or holding an IPO.

The aggregate value of bank assets in respect of
which plans for DIA or Bank of Russia participation
in the implementation of bankruptcy prevention mea-
sures were approved amounted to P10.4 trillion as of
1 January 2018, or 12.2% of the total value of banking

"Pursuant to Article 76'? of Federal Law No. 86-FZ.

sector assets. The share of loans to nonfinancial organ-
isations issued by the said banks was 8.6% and that of
loans to households, 4.6%; the share of household de-
posits stood at 8.0%. Furthermore, three banks in which
bankruptcy prevention measures are being implement-
ed with the participation of the Bank of Russia account
for 5.9% of banking sector assets, 4.1% of corporate
loans, 2.0% of household loans, and 4.8% of household
deposits.

The work of provisional administrations to manage
credit institutions which have grounds for the implemen-
tation of bankruptcy prevention measures constitutes
an important area of the Bank of Russia’s activities in
the field of preventing banks bankruptcy.

In 2017, 19 provisional administrations appointed to
banks before the revocation of their banking licences
were supervised, of which 16 provisional administra-
tions to manage credit institutions were appointed in the
reporting period:

— three provisional administrations were appointed to
banks in accordance with the approved plans for the
Bank of Russia’s participation in the implementation
of bankruptcy prevention measures, and their func-
tions were assigned to the Management Company;

— eight provisional administrations were appointed to
banks in accordance with the approved plans for the
DIA’s participation in the implementation of bank-
ruptcy prevention measures;

— five provisional administrations were appointed to
banks in connection with the decline in the equity
(capital) of the banks as compared to their max-
imum value (reached over the last 12 months) by
more than 30%, along with the breach of one of the
required ratios established by the Bank of Russia,
and in connection with other grounds, as stipulated
in Article 1892 of Federal Law No. 127-FZ.

Information provided

by the Bank of Russia Chief
Auditor on the utilisation efficiency
of the Fund of Banking Sector
Consolidation

To participate in the implementation of bankruptcy
prevention measures in credit institutions, the Bank of
Russia set up the Fund of Banking Sector Consolidation
(FBSC). The FBSC utilisation efficiency is assessed on
an annual basis by the Bank of Russia Chief Auditor’.
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In accordance with the International Standards of
Supreme Audit Institutions (ISSAI)' under the INTOSAI?,
the approaches of the Association of Chartered Certified
Accountants (ACCA)3, and the standards of Russian
government control and audit bodies, a performance
audit shall mean the evaluation of the achievement of
the assigned goals and desired results with the max-
imum vyield on available resources and minimum re-
source consumption.

Due to the lack of possibility to apply a comparative
approach for evaluating performance in terms of con-
formity to a target reference and taking into account the
international and Russian practice of performance au-
diting in determining the efficiency with which the funds
making up the FBSC are used, the evaluation was di-
vided into four stages:

1. Comparative efficiency of the amount of funds allo-
cated by the Bank of Russia against the amount of
damage to the economy in case the scenario of the
credit institution’s bankruptcy materialises.

2. The optimal resource utilisation for the recovery of
credit institution financial position indicators.

3. The efficiency of utilisation of funds by the credit in-
stitution’s management.

4. The efficiency of the sale of shares of the credit in-
stitution by the Bank of Russia given the market si-
tuation.

Taking into account the foregoing, the evaluation
perimeter for 2017 included evaluation of the compar-
ative efficiency of the amount of funds allocated by the
Bank of Russia against the amount of damage to the
economy in case the scenario of bankruptcy of Bank FC
Otkritie PJSC, B&N BANK PJSC, or Promsvyazbank
PJSC materialises and the optimal resource utilisation
for the recovery of the financial position indicators of
Bank FC Otkritie PJSC.

Evaluation of the comparative efficiency was based
on determining the amount of losses incurred by eco-
nomic agents through simulating the scenario of bank-
ruptcy of the credit institution, both regarding immediate
creditors (direct effect) and creditors of these creditors
(indirect effect) provided that the creditor’s losses re-
sultin its insolvency (bankruptcy). The simulation of the
bankruptcy scenario was based on the approaches set
forth in the Concept of Macroprudential Stress Testing
(consultation paper, 2017)%.

The approach towards evaluation of the compar-
ative efficiency is based on studying the liabilities of
the credit institution as of the date of the decision on
financial rehabilitation, on the basis of the data on the
balances of accounts for the analysis of possible conse-
quences of default on these liabilities. To calculate the
direct effect, the liabilities of the credit institution were
assumed in full, except for the following liabilities: to

FBSC funds used and banks' liabilities.
Estimated impact on the economy in case of bank bankruptcy scenario
(billions of rubles)

PJSC Bank FC Otkritie

PJSC B&N Bank

PJSC Promsvyazbank

Banks, total

05 10

o

I”I

1.5 2.0 25 3.0

Volume of funding (as of 1.01.2018)
Volume of liabilities (as of the date of resolution decision-making)
@ Volume of potential losses of economic agents

"The main performance audit standards ISSAI 300 Fundamental Principles of Performance Auditing and ISSAI 3000 Implementation

Guidelines for Performance Auditing.

2The International Organisation of Supreme Audit Institutions (INTOSAI).
3 Approaches to F5 Performance Management and P5 Advanced Performance Management.
4Published on the Bank of Russia website, in the section Information and Analytical Materials / Consultation Papers.
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nonresidents; under repo transactions secured by liquid
securities; under accounts opened for the accounting of
funds invested in unit investment funds where the cred-
it institution is the only owner of units, or under other
similar cases. If damage for an immediate creditor is
critical and leads to its bankruptcy, the indirect effect
shall be calculated, including the calculation of losses of
the creditor’s creditors, in accordance with a procedure
similar to that described above.

The application of the aforesaid approach was
limited, since the Bank of Russia only had the infor-
mation received in the course of ongoing supervision
of financial institutions, including their statements
submitted to the Bank of Russia. This limits the pos-
sibilities for analsying the degree of shock in respect
of creditors and for determining the sensitivity of re-
sponse thereto. Therefore, a real shock will be great-
er, and the actual value of potential losses of eco-
nomic agents will exceed the value calculated under
this methodology.

To determine the optimal resource utilisation for the
recovery of financial position indicators of the credit
institution, the requirements of Bank of Russia regu-
lations governing the activity of credit institutions were
taken as a benchmark®.

The simulation of the bankruptcy scenario of Bank FC
Otkritie PJSC, B&N BANK PJSC, and Promsvyazbank
PJSC showed that the utilisation of FBSC funds in 2017
for the financial rehabilitation of credit institutions in the
total amount of P1,456.2 billion made it possible to pre-
vent losses of economic agents in the amount of no less
than P2,594.6 billion.

Based on the results of measures taken in accor-
dance with the Bank of Russia participation plan, the
expected results were achieved in respect of ensuring
smooth customer service activity and recovery of finan-
cial position indicators to an acceptable level after the
recapitalisation of Bank FC Otkritie PJSC with due re-
gard to ensuring the regular functioning of Rosgosstrakh

Insurance Company and non-governmental pension
funds included in the banking group.

The total amount of financing for Bank FC Otkritie
PJSC as of 1 January 2018 was P836.2 billion, including
P456.2 billion allocated for recapitalisation and P380 bil-
lion for short-term liquidity support. In the event of the
resolution of Bank FC Otkritie PJSC in another lawful
manner, with the participation of the DIA, the amount of
funds allocated to cover the imbalance and recapitalise
the bank on preferential conditions for a 10-year period
would exceed the economic effect (P456.2 billion) al-
most twofold.

Implementation of the resolution
mechanism for insurance companies

Considering the great socio-economic importance
of the insurance sector, in 2017, the Bank of Russia
started work associated with the implementation of the
resolution mechanism for insurance companies in the
Russian Federation, which was among the priority areas
of the Bank of Russia’s activity in the short term. The
Bank of Russia approved the Concept of Implementing
the Resolution Mechanism for Insurance Companies,
which was supported by the agencies concerned and
the expert community. In accordance with this con-
cept, the Bank of Russia and the Russian Ministry of
Finance developed draft Federal Law No. 311128-7
‘On Amending Certain Laws of the Russian Federation
Regarding the Resolution of Insurance Companies’.
The State Duma of the Federal Assembly of the Russian
Federation adopted the draft Law in the final third read-
ing on 12 April 2018. The document is aimed at im-
proving Russian laws on insolvency (bankruptcy) by
introducing the possibility of implementing bankruptcy
prevention measures with the participation of the Bank
of Russia. The mechanism for resolution of insurance
companies was developed similarly to the mechanism
for financial rehabilitation of credit institutions.

"Bank of Russia Regulation No. 395-P, dated 28 December 2012, ‘On the Methodology for Measuring Bank Capital and Assessing
its Adequacy (Basel Ill)’, Bank of Russia Regulation No. 590-P, dated 28 June 2017, ‘On the Procedure for Making Loss Provisions
by Credit Institutions for Loans, Loan and Similar Debts’, and Bank of Russia Instruction No. 180-I, dated 28 June 2017, ‘On Banks’

Required Ratios’.
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II.2.6. Termination of financial institutions

Credit institutions

In accordance with Federal Law No. 127-FZ the
Bank of Russia shall appoint a provisional adminis-
tration to manage a credit institution no later than on
the day following the date of revocation of the credit
institution’s banking licence. The main objectives of a
provisional administration to manage a credit institution
appointed after revocation of its licence are to ensure
the safety of the property and documents of the credit
institution, to audit the credit institution, and to identify
creditors of the credit institution and the amount of their
claims on monetary obligations.

As of 1 January 2017, there were 26 provisional ad-
ministrations to manage credit institutions which were
appointed as a result of revocation of banking licences.

In 2017, 51 provisional administrations to manage
credit institutions were appointed following the revoca-
tion of banking licences.

The activity of 65 provisional administrations to
manage credit institutions which were appointed in con-
nection with licence revocation was terminated. The ac-
tivity of 51 provisional administrations was terminated
due to the recognition of the credit institutions as insol-
vent (bankrupt) by the arbitration courts, and the ac-
tivity of 14 provisional administrations was terminated
in connection with the arbitration courts’ ruling on their
compulsory winding up.

As of 1 January 2018, there were 12 provisional ad-
ministrations to manage credit institutions which were
appointed as a result of revocation of the credit institu-
tions’ licences.

To inform the customers of credit institutions of the
procedure for repaying outstanding loans issued by the
credit institutions whose banking licences had been re-
voked, the Bank of Russia issued an information letter’
on the publishing of details for funds transfers in repay-
ment of outstanding loans issued by a credit institution
before the revocation of its licence and a Bank of Russia

order2 on measures to inform customers of credit insti-
tutions on the procedure for repaying outstanding loans
issued by the credit institutions before the revocation of
their banking licences.

To increase the awareness of borrowers of cred-
it institutions, the Bank of Russia is expanding the
volume of information on the process of winding up
credit institutions published on its official website.
Starting from March 2017, the Bank of Russia pub-
lishes up-to-date information for borrowers of credit
institutions whose licences have been revoked in the
section Information on Credit Institutions / Liquidation
of Credit Institutions / Announcements of Provisional
Administrations, with the details for funds transfers in
repayment of debt. In September 2017, information on
the activity of provisional administrations began to be
disclosed, including information on the expenses in-
curred and contracts with the involved organisations
which were concluded in the course of the provisional
administration’s activity, as well as information on the
financial position of credit institutions as of the date of
licence revocation and the date of termination of the
provisional administration?.

The Bank of Russia prepared recommendations
for provisional administrations to place announcement
templates for all categories of customers of the liquidat-
ed credit institutions in the premises of the credit insti-
tution the customers have access to and on its official
website no later than the day following the date of ap-
pointment of the provisional administration®.

As of 1 January 2018, 362 credit institutions, whose
licences had been revoked (cancelled) and with regard
to which the Bank of Russia had not received certifi-
cates of their state registration due to liquidation from
the authorised registration authorities, were subject to
liquidation. Liquidation procedures were implemented
in 351 credit institutions and, as of 1 January 2018, in
11 credit institutions the respective court rulings had not
been made after the revocation of their licences.

"Bank of Russia Information Letter No. IN-06-14/17, dated 14 April 2017, ‘On Publishing Details for Funds Transfers in Repayment of
Outstanding Loans Issued by a Credit Institution before Licence Revocation’.

2Bank of Russia Order No. OD-1012, dated 18 April 2017, ‘On Measures to Inform Customers of Credit Institutions on the Procedure for
Repaying Outstanding Loans Issued by the Credit Institutions before the Revocation of Their Banking Licences’.

3Bank of Russia Information Letter No. 06-14-4/6447, dated 14 August 2017, ‘On Disclosing Information on the Activity of a Provisional
Administration to Manage a Credit Institution Appointed Due to the Revocation of Its Banking Licence’.

4Bank of Russia Information Letters No. 06-14-4/4740, dated 21 June 2017, ‘On the Procedure for Informing Customers of Credit Institu-
tions with Revoked Banking Licences’ and No. 06-14-4/5453, dated 12 July 2017, ‘On Sending Materials to Inform Customers of Credit

Institutions with Revoked Licences’.
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Most (320) of the said 351 liquidated credit insti-
tutions were recognised as insolvent (bankrupt) and
bankruptcy proceedings were initiated against them (in
2017, 50 credit institutions were recognised as bank-
rupt, and with regard to one of them the arbitration court
had previously ruled on its forced liquidation). In respect
of 29 credit institutions the arbitration courts ruled on
their forced liquidation (in 2017, rulings on forced lig-
uidation were made against 13 credit institutions).
Furthermore, two credit institutions were liquidated vol-
untarily based on the decisions of their founders. As
of 1 January 2018, in 334 credit institutions liquidation
procedures were implemented by the DIA, of which in
311 credit institutions the DIA performed the functions
of a receiver, and in 23, the functions of a liquidator.

As of 1 January 2018, entries were made in the
Unified State Register of Legal Entities of state regis-
tration due to the liquidation of 2,102 credit institutions,
including 44 credit institutions liquidated in 2017. Based
on the reporting data submitted to the Bank of Russia,
the average percentage of satisfaction of creditors’
claims in 2,102 credit institutions was 17.0%, including
63.5% of claims of first line creditors (the average per-
centage of satisfaction of creditors’ claims in 44 credit
institutions was 28.9%, including 36.8% of claims of
first line creditors).

The average percentage of satisfaction of creditors’
claims in the liquidated credit institutions in which the
functions of a receiver (liquidator) were performed by
the DIA was 35.7%, including 57.2% of claims of first
line creditors.

To exercise the powers vested in the Bank of Russia
under Russian laws on insolvency (bankruptcy) to
monitor the activity of receivers (liquidators) of credit
institutions, the Bank of Russia conducted 77 inspec-
tions in 2017 in accordance with the Consolidated
Plan of Inspections of Receivers (Liquidators) of Credit
Institutions and seven unscheduled inspections. In
83 cases, the focus of the inspection was the activity of
the DIA, and in one case, the activity of a court-appoint-
ed receiver duly accredited by the Bank of Russia as a
receiver in the bankruptcy of credit institutions.

In 2017, 20 court-appointed receivers were accred-
ited by the Bank of Russia as receivers in the bank-
ruptcy of credit institutions, and the accreditation of
38 court-appointed receivers was extended. Moreover,
12 court-appointed receivers were denied accreditation
or its extension due to their ineligibility.

As of 1 January 2018, 58 court-appointed receivers
were accredited with the Bank of Russia.

Nonbank financial institutions

As of 1 January 2017, there were 10 provisional ad-
ministrations (four provisional administrations to man-
age non-governmental pension funds, four provisional
administrations of management companies, and two
provisional administrations of specialised depositories).

During 2017, the Bank of Russia appointed two pro-
visional administrations to manage non-governmental
pension funds, four provisional administrations of man-
agement companies, and two provisional administra-
tions of insurance companies due to the cancellation
(revocation) of the licences of the said financial insti-
tutions.

In 2017, the Bank of Russia decided to change the
composition of five provisional administrations of insur-
ance companies due to the revocation of the licences of
these companies.

In 2017, the activity of ten provisional administra-
tions was terminated (four provisional administrations
to manage non-governmental pension funds due to
the arbitration court rulings on forced liquidation of the
non-governmental pension funds and due to the trans-
fer of property, documents, and information to the lig-
uidator; five provisional administrations of insurance
companies (the activity of two provisional administra-
tions was terminated due to the expiry of their term,
the activity of one provisional administration was ter-
minated due to the completion of the tasks assigned
to the provisional administration, and the activity of two
provisional administrations was terminated in connec-
tion with the arbitration court rulings to recognise the
insurance companies as bankrupt); and one provisional
administration of the management company due to the
completion of the tasks assigned to the provisional ad-
ministration).

As of 1 January 2018, there were 13 provisional ad-
ministrations (two provisional administrations to man-
age non-governmental pension funds, two provisional
administrations of insurance companies, seven provi-
sional administrations of management companies, and
two provisional administrations of specialised deposi-
tories).

In respect of the violations discovered, the Bank of
Russia initiated the procedure for liquidation of nonbank
financial institutions on the grounds stipulated by the
laws of the Russian Federation.

Thus, in 2017, the Bank of Russia:

— took measures in respect of 1,103 CCCs and

2,264 pawnshops (lawsuits were filed with courts,
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and appeals were filed with the FTS of Russia on

the absence of a CCC or a pawnshop at the address

specified in the Unified State Register of Legal En-
tities and on CCCs and pawnshops which bear the
marks of an invalid legal entity);

— cancelled 25 licences, including 21 licences of man-
agement companies, two licences of specialised
depositories, and two licences of non-governmental
pension funds. As many as 270 licences of 122 pro-
fessional securities market participants for profes-
sional activity in the securities market were can-
celled'. Eighty-three professional securities market
participants left the market completely;

— revoked the licences of eight insurance companies,
three insurance brokers, and one mutual insurance
company.

In respect of two companies that are professional
securities market participants, the Bank of Russia sent
requests to the court on their forced liquidation due to
the failure to fulfil Russian laws as regards termination
of professional activity in the securities market.

Based on the applications of licence holders to sur-
render the licence, the licences of 18 insurance com-
panies and 27 insurance brokers were revoked, and
the licences of two non-governmental pension funds,
20 management companies, and six specialised depos-
itories were cancelled.

In 2017, five insurance companies were struck off
the Unified State Register of Insurance Entities in con-
nection with their winding up.

As of 1 January 2018, the DIA performed the func-
tions of a receiver in nine insurance companies rec-
ognised as insolvent (bankrupt). Furthermore, as of

the said date, the liquidation procedures were imple-
mented in 52 NPFs, including bankruptcy proceedings
introduced in 11 NPFs (in 2017, four NPFs were rec-
ognised as bankrupt), and forced liquidation of 41 NPFs
(in 2017, decisions on forced liquidation were made in
respect of four NPFs). In 34 NPFs, the liquidation pro-
cedures were implemented by the DIA, in ten of which
the DIA performed the functions of a receiver, and in
24, the functions of a liquidator. In 2017, the liquidation
procedures were completed in four NPFs.

In pursuance of Part 6 of Article 23 of Federal Law
No. 422-FZ, dated 28 December 2013, ‘On Guaran-
teeing the Rights of Insured Persons in the Compulsory
Pension Insurance System of the Russian Federation
when Forming and Investing Pension Savings and
Making Payments out of Pension Savings’, during
2015-2016, the Bank of Russia transferred P66.9 bil-
lion of the pension savings of insured persons to the
Pension Fund of the Russian Federation due to the
cancellation of NPFs’ licences for pension provision
and pension insurance activities. As of 1 January 2018,
29.7% of Bank of Russia claims acquired as a result
of funds transfers to the Pension Fund of the Russian
Federation were satisfied.

As many as 153 termination reports were approved
with respect to unit investment funds.

In 2017, the Bank of Russia initiated post-licence
monitoring of 20 nonbank financial institutions which
are professional securities market participants. The
Bank of Russia worked on regulating the procedures
associated with the return of property to the customers
of professional securities market participants whose li-
cences had been cancelled.

173 broker licences, 64 dealer licences, 76 securities management licences, and 57 depository activity licences were cancelled. Further-
more, 70 licences were cancelled due to violations; 99 licences, upon the requests of the companies (voluntarily); 77 licences, due to
banking licence revocation; 15 licences, due to non-conduct of business for more than 18 months; and 9 licences, due to restructuring.
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11.2.7. Countering malpractice in the financial market

In accordance with the Guidelines for the
Development of the Russian Federation Financial
Market in 2016-2018, in 2017, the Bank of Russia con-
tinued to implement a comprehensive programme for
discouraging malpractice in the financial market.

The Bank of Russia continued its work on counter-
ing the misuse of insider information and market ma-
nipulation. The outcomes of this activity of the Bank of
Russia in 2017 in comparison with 2016 are given in
Table 39, Section V.4 Statistical Tables.

Furthermore, we should point out a positive trend in
the increase in the number of completed inspections in
the reporting period regarding possible misuse of insid-
er information and market manipulation (more than two-
fold compared to the same period of the previous year)
and the revealing of two cases of misuse of insider
information in the reporting period. Such statistics are
due, inter alia, to an improved mechanism for conduct-
ing the respective inspections by the Bank of Russia.

Furthermore, in 2017, to suppress violations
of Federal Law No. 224-FZ, dated 27 July 2010,
‘On Countering the Misuse of Insider Information and
Market Manipulation and Amending Certain Laws of the
Russian Federation’, the Bank of Russia started reg-
ularly applying such corrective action as blocking the
accounts of not only legal entities, but also individuals
who had performed operations aimed at market mani-
pulation.

In order to prevent possible abuses during the for-
mation of financial indicators recognised by the Bank of
Russia, throughout 2017, the Bank of Russia monitored
the quality of formation of the financial indicator MOEX
USD/RUB FX Fixing (administered by PJSC Moscow
Exchange) and the financial indicator MosPrime Rate
(administered by SRO National Financial Association).
As of year-end 2017, no facts suggesting that the quali-
ty of formation of the said indicators cannot be deemed
satisfactory were discovered.

As part of the programme for discouraging mal-
practice in the financial market, in 2017, the Bank of
Russia paid close attention to the re-engineering of the
business process ‘Identification of Entities Conducting
Unlicensed Activities in the Financial Market’, which
was started in late 2016.

In this regard, in late 2017, the Bank of Russia
finished work on building a centralised process for
countering unlicensed activity, including illegal activ-

ity of organisations and citizens to provide consum-
er loans (hereinafter, illegal lenders) and creating the
Competence Centre for Countering lllegal Activity in
the Financial Market (Krasnodar) and sections for
countering illegal activity in Bank of Russia regional
branches. The functions of these structural units in-
volve proactive and reactive discovery and identifica-
tion of unlicensed entities; interaction with authorised
government bodies on taking measures under the
laws of the Russian Federation; participation in inves-
tigative and judicial activities; development and coor-
dination of preventative measures and measures to
inform financial consumers about the respective risks;
and international cooperation, including cross-border
application of measures.

In 2017, as part of the implementation of a model
of automated searching for illegal lenders on the Web
based on Big Data technology, the Bank of Russia
carried out measures to adjust the search system in
order to eliminate information noise and, accordingly,
increase the quality of information discovered.

Furthermore, in 2017, the Bank of Russia continued
to deregister the domain names of websites bearing the
marks of phishing websites under agreements signed
previously with domain name registrars.

In 2017, the Bank of Russia sent 779 letters to au-
thorised government bodies of the Russian Federation
regarding 1,344 organisations which were supposed to
be acting as illegal lenders and reported on 129 web-
sites of illegal forex dealers to public prosecution bod-
ies of the Russian Federation so that the information
published on them would be deemed prohibited for
dissemination and subject to blocking in judicial pro-
ceedings.

Throughout 2017, Bank of Russia regional branch-
es continued their work in 85 interdepartmental working
groups, committees, and commissions whose activity
was aimed at countering economic crimes, illegal fi-
nancial operations, corruption, and extremism and sup-
pressing illegal microfinance activities and other viola-
tions in economic and social spheres (they participated
in 123 meetings of such working groups).

In 2017, the number of organisations discovered by
the Bank of Russia whose activity had the signs of a
financial pyramid scheme declined. According to the
data of regional branches of the Russian Ministry of
Internal Affairs, the amount of damage from the respec-
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tive activity diminished in the reporting period, as shown
in Table 40, Section V.4 Statistical Tables.

Following the results of discussion of financial pyr-
amid schemes on the platforms of the International
Organization of Securities Commissions (I0OSCO),
the EAEU, and the Subcommittee on Interbank
and Investment Cooperation between the Russian
Federation and the Republic of Kazakhstan, this phe-
nomenon was acknowledged to be of a cross-border
nature. In this regard, in 2017, the Bank of Russia start-
ed organising international cooperation with foreign
central (national) banks (financial market regulators) in
the field of countering pyramid schemes.

In 2017, the exchange of information, includ-
ing confidential information, with foreign regulators
of the financial market continued to play an impor-
tant role. For example, within the framework of the
Multilateral Memorandum of Understanding Concerning
Consultation and Cooperation and the Exchange of
Information under the International Organization of
Securities Commissions (IOSCO MMoU), in 2017,
foreign regulators of the financial market showed in-
creased interest in sending requests for information
and documents to the Bank of Russia, which obvi-
ously reflects the attractiveness of the Bank of Russia
as an international cooperation participant (Table 41,
Section V.4 Statistical Tables).

An independent area of the Bank of Russia’s activity
in 2017 was the further development of interaction with
law enforcement agencies both within the framework of
prompt support of materials delivered to them and as
part of building a system of long-term relations ensur-
ing the inevitability and proportionality of punishment for
crimes in the financial market.

For example, in early 2017, the Bank of Russia
and the General Prosecutor’s Office of the Russian
Federation concluded an updated agreement on inter-
action.

Throughout 2017, the Bank of Russia interacted
actively with the Academy of the General Prosecutor’s
Office of the Russian Federation to conduct a funda-
mental criminological study in 2018—2020 to deter-
mine the level of latency of crimes in the field of the
financial market of the Russian Federation, to identify
their causes and conditions, and to elaborate mea-

sures and scientific recommendations for their pre-
vention.

In 2017, the All-Russian Scientific Research Insti-
tute of the Ministry of Internal Affairs of the Russian
Federation, together with the Bank of Russia, develo-
ped draft methodological recommendations for law en-
forcement agencies on ‘Qualification and Investigation
of Pyramid Schemes’.

Furthermore, the Moscow Academy of the Inves-
tigative Committee of the Russian Federation, with the
support of the Bank of Russia, prepared and submitted
draft methodological recommendations on countering
the misuse of insider information and market manipula-
tion to the Bank of Russia for review.

Also, the Bank of Russia, together with law enforce-
ment agencies, started implementing a programme of
advanced financial training for law enforcement agency
employees. For example, in 2017 Q4, a comprehensive
training course was implemented for the employees of
the Ministry of Internal Affairs of the Russian Federation,
during which the module ‘Countering Malpractice in the
Financial Market’ was introduced to the attendees.

The counteraction to malpractice in the financial
market and, therefore, accomplishment of associated
objectives are closely connected with the improvement
of the respective regulation. For example, in 2017, the
Bank of Russia continued to work on a draft law' aimed
at increasing the effectiveness of regulation of the sys-
tem for countering the misuse of insider information and
market manipulation and optimising the administrative
load on market participants. Following the results of
interdepartmental interaction, amendments to the draft
law were prepared by the Government of the Russian
Federation and submitted to the State Duma of the
Federal Assembly of the Russian Federation.

During 2017, the Bank of Russia developed and im-
proved a draft Bank of Russia Ordinance? which updat-
ed the list of persons classified as insiders and adjusted
and supplemented the list of insider information of issu-
ers and a number of nonbank financial institutions. This
regulation was registered by the Ministry of Justice of
the Russian Federation in December 2017.

Furthermore, in 2017, the Ministry of Justice regis-
tered a Bank of Russia regulation aimed at improving
the mechanism for the Bank of Russia to check viola-

" Draft Federal Law No. 925980-6 ‘On Amending the Federal Law ‘On Countering the Misuse of Insider Information and Market
Manipulation and on Amending Certain Laws of the Russian Federation’.

2‘On Amending Bank of Russia Ordinance No. 3379-U, dated 11 September 2014, ‘On the List of Insider Information of the Entities
Mentioned in Clauses 1-4, 11 and 12 of Article 4 of the Federal Law ‘On Countering the Misuse of Insider Information and Market Ma-

nipulation and Amending Certain Laws of the Russian Federation’.
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tions of prohibitions established by laws of the Russian
Federation in the field of countering the misuse of insid-
er information and market manipulation’.

The Bank of Russia also took an active part in the
improvement of the draft Federal Law ‘On Amending
the Federal Law ‘On the Securities Market’ and Certain
Laws of the Russian Federation’, which stipulated that
agreements meeting the criteria of the so-called ‘bina-

ry options’ may be concluded with an individual or at
his/her expense only by gambling organisers and only
in casinos and slot machine halls located in gambling
zones.

For the comprehensive implementation of ethical
standards of conduct in the financial market, an official
Russian translation of the FX Global Code was made
and published, inter alia, on the Bank of Russia website.

"Bank of Russia Ordinance No. 4447-U, dated 4 July 2017, ‘On Amending Bank of Russia Instruction No. 167-I, Dated 10 August 2015,
‘On the Procedure for the Bank of Russia to Check Compliance with Federal Law No. 224-FZ, Dated 27 July 2010, ‘On Countering the
Misuse of Insider Information and Market Manipulation and Amending Certain Laws of the Russian Federation’ and Regulations Adopted
in Pursuance Thereof’.
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11.2.8. Foreign exchange regulation and foreign exchange control

In 2017, the Bank of Russia worked on implementing
a package of measures to liberalise the requirements of
Russian foreign exchange legislation for the purpose of
simplifying foreign exchange control procedures for for-
eign trade participants’.

As a result of this work, the Bank of Russia issued a
number of regulations.

For example, in April 2017, the requirement for man-
datory submission to authorised banks of supporting
documents for transactions with an amount of liabilities
equal to or less than the equivalent of $1,000 by resi-
dents was eliminated?.

Furthermore, Bank of Russia published Instruction
No. 181-I%, dated 16 August 2017, which established
the procedure for accounting foreign trade contracts
and loan agreements by authorised banks instead of
the requirement for residents to execute a transaction
specification.

It provided for the maximum simplification of the pro-
cedure for registration of export contracts, the increase
in the amount of liabilities which required registration
under foreign trade export contracts from $50,000 to
P6,000,0004, the removal of transactions for an amount
not exceeding £200,000° from the foreign exchange
control system, and the reduction in the number of
documents to be submitted by residents to authorised
banks during foreign exchange control procedures.

In accordance with new approaches towards foreign
exchange control, the Bank of Russia also established

the procedure for transferring information by autho-
rised banks to foreign exchange control bodies (FCS
of Russia and FTS of Russia) on the contracts® entered
into the register and amended the procedure for trans-
ferring information on violations of the requirements of
foreign exchange laws’ by the customers of authorised
banks.

Household demand for cash foreign currency in-
creased. In 2017, the amount of cash foreign cur-
rency purchased by the population from authorised
banks increased by 7% against 2016 and amounted to
$35.5 billion (here and below in this Section, all figures
are given in dollar terms). The amount of cash foreign
currency sales to authorised banks decreased by 9% to
$15.6 billion.

Net demand for cash foreign currency, which was
defined as the difference between the amount of cash
foreign currency sold to individuals or withdrawn from
their foreign currency accounts and the amount of cash
foreign currency purchased from individuals or credited
to their accounts, went up by 33% compared to 2016
and amounted to $21 billion.

Amid growing net demand of households for cash
foreign currency, authorised banks increased its im-
ports into the country. Overall, in 2017, $48.7 billion of
cash foreign currency was imported, which was twice
as much as in 2016. The volume of cash foreign cur-
rency exported by authorised banks went up by 25%
compared to 2016, to $10.1 billion.

"Order of the President of the Russian Federation V.V. Putin No. Pr-912, dated 7 May 2017; Orders of the Government of the Russian
Federation No. ISh-P13-6512, dated 31 October 2016, and No. ISh-P13-6749, dated 11 November 2016; the Bank of Russia Action Plan
(‘road map’) for 2017—2019 for Improving the Foreign Exchange Laws of the Russian Federation and Bank of Russia Regulations in the
Field of Foreign Exchange Control No. PM-01-12/14, dated 28 April 2017.

2Bank of Russia Ordinance No. 4360-U, dated 25 April 2017, ‘On Amending Bank of Russia Instruction No. 138-I, Dated 4 June 2012,
‘On the Procedure for Submitting Documents and Information Related to Foreign Exchange Transactions to Authorised Banks by Res-
idents and Nonresidents, the Procedure for Executing Transaction Specifications, and the Procedure for Accounting and Monitoring
Foreign Exchange Transactions by Authorised Banks’.

3Bank of Russia Instruction No. 181-l, dated 16 August 2017, ‘On the Procedure for Residents and Nonresidents to Submit Documents
and Information Confirming Foreign Exchange Transactions to Authorised Banks, on Single Accounting and Reporting Forms Related
to Foreign Exchange Transactions, and the Procedure and Timeframes for Their Submission’ was published to replace Bank of Russia
Instruction No. 138-I, dated 4 June 2012, ‘On the Procedure for Submitting Documents and Information Related to Foreign Exchange
Transactions to Authorised Banks by Residents and Nonresidents, the Procedure for Executing Transaction Specifications, and the
Procedure for Accounting and Monitoring Foreign Exchange Transactions by Authorised Banks’. This Instruction came into force on
1 March 2018.

4In accordance with Bank of Russia Instruction No. 138-1, the amount of liabilities requiring that the resident execute a transaction spec-
ification with an authorised bank under a foreign trade contract was $50,000.

51In accordance with Bank of Russia Instruction No. 138-I, the amount of transaction to which the requirement that residents submit
documents associated with the transaction did not apply was $1,000.

8Bank of Russia Ordinance No. 4512-U, dated 30 August 2017, ‘On the Scope and Procedure for Authorised Banks Operating as For-
eign Exchange Control Agents to Submit Information to Foreign Exchange Control Agencies’.

7Bank of Russia Ordinance No. 4498-U, dated 16 August 2017, ‘On the Procedure for Authorised Banks and the State Corporation Bank
for Development and Foreign Economic Affairs (Vnesheconombank) to Transfer to Foreign Exchange Control Agencies Information
about Violations of the Foreign Exchange Laws of the Russian Federation and Acts of Foreign Exchange Regulatory Bodies by Entities
Conducting Foreign Exchange Operations’.
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11.2.9. Countering the legalisation (laundering)
of criminally obtained incomes and the financing of terrorism

In 2017, the Bank of Russia continued to exercise
the powers granted by Federal Law No. 115-FZ, dat-
ed 7 August 2001, ‘On Countering the Legalisation
(Laundering) of Criminally Obtained Incomes and
the Financing of Terrorism’ (hereinafter, Federal Law
No. 115-FZ). Special attention was paid to enhancing
the effectiveness of the system of anti-money laundering
and countering the financing of terrorism (AML/CFT).

As part of the Bank of Russia’s activity to improve the
legislative framework of the Russian AML/CFT system,
including for the purpose of reducing the regulatory load
on financial market participants without compromising
the effectiveness of their ‘anti-legalisation’ control pro-
cedures, in 2017, a number of conceptual amendments
were introduced to Federal Law No. 115-FZ with the
participation of the Bank of Russia:

— a mechanism for interactive remote identification of
individual customers of credit institutions using their
biometric personal data and their details contained
in the Unified System of Identification and Authen-
tication, which enables a credit institution to open
an account (deposit) for an individual without his/her
personal presence via the Internet, was formalised
in legislation®;

— a mechanism for the ‘rehabilitation’ of customers
who were denied service in the course of the exer-
cise of powers stipulated by the AML laws was for-
malised in legislation, including through interaction
between the customers and authorised officers of
financial institutions in reviewing customers’ applica-
tions and through removal of information about such
persons which had been sent earlier to the Federal

Financial Monitoring Service by financial institutions.

Furthermore, an interdepartmental commission is to

be created under the Bank of Russia to review cus-

tomers’ applications?;

— the list of entities whose operations to credit or deb-
it an account (deposit) or covered (secured) letter
of credit were subject to mandatory control was
supplemented with new categories. They included
federal unitary enterprises which were of strategic
importance for the defence industry and security of
the Russian Federation, companies under their di-
rect or indirect control, and state corporations, state
companies, and public companies. Furthermore,
the limit of the amount of mandatory control of the
said operations was decreased from P50 million to
P10 millions;

— requirements for the business reputation of spe-
cial officers responsible for the implementation of
the internal control rules in credit institutions, insur-
ance companies, non-governmental pension funds,
management companies of investment funds, unit
investment funds and non-governmental pension
funds, and microfinance companies were estab-
lished*.

In 2017, the Bank of Russia paid special attention to
bringing the regulatory framework of AML/CFT in line
with the new legislative requirements in this field®.

In 2017, the Bank of Russia continued to take mea-
sures to reduce the volumes of transactions to illegally
withdraw funds abroad and fictitious transactions with
cash funds and to reduce the scale of fictitious transit
transactions in the banking sector®.

"Federal Law No. 482-FZ, dated 31 December 2017, ‘On Amending Certain Laws of the Russian Federation’ (comes into force with
regard to amendments introduced to Federal Law No. 115-FZ starting from 30 June 2018).

2Federal Law No. 470-FZ, dated 29 December 2017, ‘On Amending Certain Laws of the Russian Federation’ (came into force with
regard to amendments introduced to Federal Law No. 115-FZ starting from 30 March 2018).

3Federal Law No. 267-FZ, dated 29 July 2017, ‘On Amending Certain Laws of the Russian Federation’.

“Federal Law No. 281-FZ, dated 29 July 2017, ‘On Amending Certain Laws of the Russian Federation with Regard to Improving Manda-
tory Requirements for Founders (Members), Management Bodies, and Officers of Financial Institutions’ (came into force on 28 January
2018).

5Bank of Russia Regulation No. 600-P, dated 20 September 2017, ‘On Submitting by Credit Institutions Information on Customer Oper-
ations, Beneficial Owners of Customers and Movement of Funds Across Customer Accounts (Deposits) at the Request of the Federal
Financial Monitoring Service’; Bank of Russia Ordinance No. 4567-U, dated 5 October 2017, ‘On Amending Chapter 3 of Bank of Russia
Regulation No. 375-P, Dated 2 March 2012, ‘On the Requirements for a Credit Institution’s Internal Control Rules Designed to Counter
the Legalisation (Laundering) of Criminally Obtained Incomes and the Financing of Terrorism’; Bank of Russia Ordinance No. 4568-U,
dated 5 October 2017, ‘On Amending Chapter 3 of Bank of Russia Regulation No. 445-P, Dated 15 December 2014, ‘On the Require-
ments for Internal Control Rules of Nonbank Financial Institutions for the Purpose of Countering the Legalisation (Laundering) of Crimi-
nally Obtained Incomes and the Financing of Terrorism’.

8Bank of Russia Methodological Recommendations No. 4-MR, dated 2 February 2017; No. 5-MR, dated 9 February 2017; No. 18-MR,
dated 21 July 2017; and No. 19-MR, dated 21 July 2017.
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The work performed by the Bank of Russia result-
ed in a sustainable reduction in the volumes of the
said fictitious transactions. The amount of illegal with-
drawal of funds abroad in 2017 decreased by 58.3%
as compared to 2016 (from P183 billion to P77 billion),
the amount of funds cashed in the banking sector de-
creased by 37.5% (from P522 billion to P326 billion),
and the amount of fictitious transit transactions also
decreased by 37.5% (from £3.9 trillion to P2.5 trillion).

In 2017, in the course of exercising its supervisory
functions, the Bank of Russia completed 200 inspec-
tions of credit institutions (their branches) on matters
related to AML/CFT laws, which accounted for 44% of
all scheduled and unscheduled inspections of credit in-
stitutions (their branches) completed in 2017.

In 2017, 24 credit institutions had their banking li-
cences revoked for a breach of legislative requirements,
including in the field of AML/CFT (51 licences of credit
institutions were revoked in 2017 in total).

In 2017, one nonbank financial institution had its
licence of a professional securities market participant
cancelled, including for the breach of provisions of AML
laws.

In 2017, for the breach of the requirements of
AML/CFT regulations and Federal Law No. 115-FZ!,
preventative measures were taken against 224 credit
institutions in the form of letters notifying of shortcom-
ings in their work and meetings with their executives.
Punitive measures were taken against 248 credit insti-
tutions, including fines against 161 credit institutions;
restrictions on performing certain operations against
40 credit institutions; prohibition on performing certain
operations against one credit institution; and demand
to eliminate violations of AML/CFT regulations against
126 credit institutions.

In the course of exercising its supervisory functions,
in 2017, the Bank of Russia completed 73 inspections
of nonbank financial institutions regarding their com-
pliance with the requirements of AML/CFT legislation.
Issues related to AML/CFT laws were considered in

"Except for Clause 3 of Article 7 of Federal Law No. 115-FZ.

26% of all completed scheduled and unscheduled in-
spections of NFls.

In 2017, the Bank of Russia continued to exercise its
powers related to the initiation and consideration of cas-
es of administrative offences associated with the failure
by nonbank financial institutions and their officers and
by the officers of credit institutions to comply with the
requirements of laws on AML/CFT.

In 2017, the Bank of Russia initiated 479 cases of
administrative offences under Article 15.27 of the Code
of Administrative Offences of the Russian Federation
against officers of 236 credit institutions. In 2017, the
consideration of 486 cases of administrative offenc-
es (including cases initiated in 2016) was completed;
under these cases 139 rulings on imposition of fines,
186 rulings on issuance of warnings, and 161 rulings
on the termination of proceedings in cases of admin-
istrative offences were issued with regard to officers of
credit institutions.

Also in 2017, 2,028 punitive measures were taken
against 1,713 NFls for violations of AML/CFT regula-
tions and for the breach of the requirements of Federal
Law No. 115-FZ, including orders to eliminate violations
in 1,927 cases. As many as 709 preventative measures
were taken against 541 NFls, in particular, letters noti-
fying of shortcomings in their work were sent, and meet-
ings were held.

Throughout 2017, the Bank of Russia initiated
3,001 cases of administrative offences against NFls, as
provided for by Article 15.27 of the Code of Administrative
Offences of the Russian Federation (including 1,309 cas-
es against officers). In 2017, the consideration of
3,019 cases of administrative offences (including cas-
es initiated in 2016) was completed; under these cases
266 rulings on imposition of fines (including 105 rulings
with regard to NFI officers), 2,553 rulings on issuance of
warnings (including 1,144 rulings with regard to NFI offi-
cers), and 200 rulings on the termination of proceedings
in cases of administrative offences (including 97 rulings
with regard to NFI officers) were issued.
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[1.2.10. Improving financial and commodity market instruments

and infrastructure

To ensure financial market resilience and mitigate
risks in the financial sector, the Bank of Russia is imple-
menting a project to transfer standardised OTC deriva-
tives to clearing involving a central counterparty (CCP
clearing) as well as a project for margining non-CCP-
cleared OTC derivatives.

The Bank of Russia carried out consultations and
published a final report ‘On mandatory margining of
non-centrally cleared OTC derivatives’. Work on im-
proving close-out netting and financial collateral was
continued'.

As part of the project ‘Development of the finan-
cial assets securitisation market (Securitisation)’, on
28 September 2017, draft standards of simple, transpar-
ent and comparable securitisation (STC Securitisation)
were introduced by the Bank of Russia Expert Board
on Financial Assets Securitisation. Draft Bank of
Russia Regulation ‘On the Procedure for Calculating
Securitisation Exposure by Banks’ was submitted for
approval to financial market participants.

The Bank of Russia Expert Board on Financial
Assets Securitisation approved the Concept for
the Development of Securitisation Legislation. This
Concept consolidates recommendations of the profes-
sional community and draws on the analysis of the best
international practices.

In 2017, the Bank of Russia took part in setting up
a legal framework for the issue of a new financial in-
strument? with the option of partial security for capital.
This instrument entitles its holder to the repayment of its
total or partial nominal value and/or payment of income
contingent upon some circumstances specified in the
decision to issue such securities (structured bonds).

According to the draft law, the issuers of structured
bonds may be credit institutions, brokers, dealers or
specialised structured products companies.

The draft law on structured bonds was adopted by
the State Duma of the Russian Federation in the first
reading on 8 November 2017.

Considering the existing economic situation and
taking into account the decline of interest rates on tra-

ditional bonds, the new type of issue-grade securities
is expected to offer market participants more attractive
products with higher income.

The Bank of Russia took part in preparing Federal
Law No. 176-FZ, dated 18 July 2017, ‘On Amending the
Federal Law ‘On Clearing, Clearing Activities and the
Central Counterparty’ and Certain Laws of the Russian
Federation’ to further develop the central counterpar-
ty’s activities and introduce a mechanism for corporate
funds placement under bank deposit agreements with
the central counterparty.

In 2017, the Bank of Russia continued to evaluate,
on a voluntary basis, the quality of the formation of fi-
nancial indicators and the operation of organisations
which develop financial indicators. Based on the review
of a petition, in 2017 Q1, the quality of the financial indi-
cator MosPrime Rate and the operation of the self-regu-
latory organisation National Finance Association as the
administrator of that financial indicator was recognised
to be satisfactory.

The quality of formation by the Moscow Exchange
of the financial indicator MOEX USD/RUB FX FIXING,
which had been previously acknowledged by the Bank
of Russia as satisfactory during the initial evaluation,
was determined by the Bank of Russia as satisfactory
in the course of quarterly monitoring.

From the point of view of developing organised trad-
ing in commodities and expanding the list of commodity
market instruments, one may single out the following
key events that occurred in 2017:

1. On 19 December 2017, the start of trading in grade
B carbamide admitted to the section ‘Mineral stock
and chemicals’ at the Saint Petersburg International
Mercantile Exchange. To a certain extent, the start of
trading in mineral fertilisers is an example of the col-
laboration of organised commodity markets, when the
suppliers (manufacturers of nitrogen fertilisers) at one
commodity market are also consumers of an exchange
commodity at another market (the natural gas market).

2. On 27 November 2017, the start of trading in tim-
ber and wood products in the Perm Territory. Thus, this

' Draft federal laws ‘On Amending Certain Laws of the Russian Federation to Develop Financial Market Instruments’, ‘On Amending the
Federal Law ‘On the Securities Market’ to Improve the Regulation of Certain Financial Contracts’, and ‘On Amending Part 2 of the Tax

Code of the Russian Federation’.

2Draft Federal Law No. 211550-7 ‘On Amending the Federal Law ‘On the Securities Market’ and Other Laws of the Russian Federation

Regarding Regulation of Structured Receipts’.
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is already the second region (after the Irkutsk Region)
in the Russian Federation in which timber pricing is now
carried out, inter alia, through exchange trading mech-
anisms.

3. 2017 Q4, elaboration and approval of the Action
Plan for the Development of Organised Trading in
Agricultural Products on JSC National Mercantile
Exchange by relevant agencies (the Bank of Russia,
FAS of Russia, Russian Ministry of Agriculture and FTS
of Russia). As part of the proactive implementation of its
provisions, on 6 March 2017, trades in financial deriva-
tives for grain and sugar were launched.

Furthermore, starting 1 November 2017, the Bank
of Russia became a full-fledged participant of the or-
ganised trading in precious metals on the Moscow
Exchange. The Bank of Russia places daily bids for
gold purchases aimed at the general public. Thus, the
Bank of Russia is now able to replenish its international
reserves in the organised market besides the conserva-
tive channel, i.e. OTC auctions.

Another important event in the market of precious
metals in 2017 was the signing on 13 September 2017
of the Memorandum of Understanding between the
Bank of Russia and the People’s Bank of China on in-
teraction in the sphere of gold exchange trading, which
would make it possible not only to increase the volume
of trades by Russian participants in the organised pre-
cious metals market but also to diversify the geogra-
phy of physical gold supplies and to foster cooperation

between the Moscow Exchange and Shanghai Gold
Exchange.

From the point of view of developing the post-trad-
ing infrastructure of the commodity market and efforts
to ensure the performance of contracts concluded
in organised trading, it should be noted that one of
the two commodity delivery operators (CDOs) was
Transneft, the largest transporter of oil and oil products
via the system of long-distance pipelines in the Russian
Federation.

Besides, in the field of statutory regulation of
post-trading infrastructure in the commodity exchange
markets, the Bank of Russia worked on amend-
ing Federal Law No. 7-FZ, dated 7 February 2011,
‘On Clearing, Clearing Activities and the Central
Counterparty’ to install a discretionary approach to-
wards the conduct, control and accounting of OTC
commodity deliveries (without concluding an asset stor-
age contract and without opening commodity trading
accounts).

In 2018, the Bank of Russia will continue to create an
organised commodity market in the Russian Federation
under the aegis of the Exchange Committee. In the me-
dium term, there are plans to introduce market pricing
for new commodity groups (coal, non-ferrous and fer-
rous metals, precious metals, construction materials,
bioresources, cereals, fodder and vegetable crops,
maize, rapeseed, motor oil, petrochemical products,
etc.).
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11.2.11. Improving the accounting and the accounting (financial)

statements of financial institutions

In accordance with the goal of implementing IFRS
principles in Bank of Russia regulations on accounting
for credit institutions and nonbank financial institutions
and in statutory acts on preparing accounting (financial)
statements for NFls, 2017 saw the implementation of
the following measures.

In accordance with the decision of the National
Council for Financial Stability, the Bank of Russia is-
sued regulations based on the principles of IFRS 9
‘Financial instruments’.

In respect of credit institutions, in 2017, a package of
documents was issued consisting of seven regulations
with a focus on the implementation of the principles of
IFRS 9 ‘Financial instruments’ in accounting.

The package of these documents constitutes com-
prehensive regulation of accounting for the majority of
operations performed by credit institutions: operations
for raising and placing funds, and operations with secu-
rities and financial derivatives. Currently, it is the most
large-scale change introduced to the regulatory frame-
work for accounting in credit institutions.

The said regulations will come into force from
1 January 2019, which gives credit institutions enough
time to implement the new requirements.

With regard to NFls, in 2017, the Bank of Russia
worked to improve the methodological framework for
accounting procedures and accounting (financial) state-
ments in accordance with IFRS. The Bank of Russia
issued a package of documents providing for simplified
accounting rules for NFlIs (under certain conditions) com-
pared to other sectoral standards for accounting at NFls.

In connection with the issuance of Order of
the Russian Ministry of Finance No. 50n, dated
30 March 2017, ‘On the Enactment of the Document
of International Financial Reporting Standards in the
Russian Federation’, which entitles non-governmental
pension funds, insurance companies and mutual insur-
ance companies, which meet the criteria established in
Clause 20B of IFRS 4 ‘Insurance Contracts’, to be tem-
porary exempt from the application of IFRS 9 ‘Financial
Instruments’, the Bank of Russia issued an ordinance
amending 21 regulations.

Seven regulations were issued to amend three reg-
ulations governing accounting procedure with a view to

provide NFls with the possibility of using a simplified
method for calculating depreciated value; one regula-
tion governing the procedure for accounting income,
expenses and other comprehensive income; and three
regulations governing the procedure for drawing up the
annual accounting (financial) statements of NFls.

As part of the Concept for the Development and
Improvement of Accounting Procedures in Nonbank
Financial Institutions approved by the Bank of Russia
Board of Directors, a new accounting procedure and
procedure for preparing accounting (financial) state-
ments according to the approved sectoral account-
ing standards (SAS) came into force from 2017 for
insurance entities; non-governmental pension funds;
credit rating agencies; joint-stock investment funds;
specialised depositories of an investment fund, unit
investment fund and non-governmental pension fund
(in respect of operations with property into which the
funds of non-governmental pension funds have been
invested and with the property of insurance compa-
nies); and management companies of an investment
fund, unit investment fund and non-governmental pen-
sion fund (in respect of operations with property un-
der a contract for trust management of the funds of
non-governmental pension funds and insurance com-
panies). Starting 2018, the requirements to transition
to the SASs came into force for professional securities
market participants; management companies of an in-
vestment fund, unit investment fund and non-govern-
mental pension fund (except operations with property
under a contract for trust management of the funds
of non-governmental pension funds and insurance
companies, with regard to which SASs apply starting
1 January 2017); specialised depositories of an invest-
ment fund, unit investment fund and non-governmen-
tal pension fund (except operations with property into
which the funds of non-governmental pension funds
have been invested and with the property of insurance
companies, with regard to which SASs apply starting
1 January 2017); trade organisers; central counterpar-
ties; clearing companies; credit history bureaus and
microfinance organisations. The Bank of Russia de-
cided to postpone the transition to SASs for CCCs and
HSCs to 2019, and for ACCCs — to 2020".

"Bank of Russia Ordinance No. 4641-U, dated 7 December 2017, ‘On the Application of Certain Bank of Russia Regulations Related to

Accounting and Accounting (Financial) Statements’.
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In respect of the work on implementing the col-
lection and processing of financial institutions’ state-
ments based on XBRL (eXtensible Business Reporting
Language), the Bank of Russia took the following mea-
sures in 2017.

Starting with reporting for 2018 Q1, insurance com-
panies, professional securities market participants,
trade organisers, clearing organisations and entities
performing the functions of a central counterparty and
non-governmental pension funds shall submit their ac-
counting (financial) statements to the Bank of Russia
in XBRL data format in the form of a list of indicators
broken down by analytical features, using unique codes
making it possible to unambiguously identify indicators
and their specific analytical features.

During 2018-2020, there are plans to gradually tran-
sition other categories of nonbank financial institutions
to the submission of statements to the Bank of Russia
using XBRL taxonomy and discuss the corresponding
timeframes of the transition for credit institutions.

The application of XBRL technology in preparing
statements will make it possible to achieve a number
of priority objectives, such as eliminating redundancy

and duplication of reporting data, increasing the ac-
curacy and quality of reporting data, improving the
transparency and openness of financial information
and, in future, unifying interdepartmental and interna-
tional electronic data exchange formats and integrat-
ing Russian business into the international information
environment.

The Bank of Russia prepared a number of regula-
tions and an XBRL taxonomy containing accounting
(financial) and supervisory and statistical reporting in-
dicators and control ratios describing the logic of re-
lationships between the indicators and/or their values.
Control ratios are used to check the quality of reporting
data presented in XBRL format.

In addition to the regulations and taxonomy, the
Bank of Russia developed and published on its website
methodological recommendations, support documents
for the taxonomy and a document named ‘Rules for
Drawing up Statements in XBRL Format and Submitting
Them to the Bank of Russia’, which constitutes a set of
additional rules and instructions to be observed by re-
porting organisations when drawing up an XBRL state-
ment for further submission to the Bank of Russia.
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11.3. EXPANDING FINANCIAL INCLUSION
FOR HOUSEHOLDS AND BUSINESSES

[1.3.1. Financial consumer and investor protection

In 2017, the Bank of Russia continued the sys-
tem-wide development and enhancement of financial
consumer protection and ensuring financial inclusion
and financial literacy.

Processing appeals of citizens

Processing appeals of citizens remains one of the
main priorities of the Service for Consumer Protection
and Financial Inclusion (hereinafter, the Service). In
2017, the Bank of Russia received 244,000 complaints
against nonbank financial institutions, parties to corpo-
rate relations and credit institutions.

In the structure of appeals, the share of complaints
against credit institutions was the largest (50.1%) com-
pared to other financial market sectors. Most complaints
against credit institutions (44,400 or 39%) were associ-
ated with consumer lending, where problems of debt
repayment remained the central topic of complaints, as
well as mortgages (14%) and the use of banking cards
and ATMs (8%).

Insurance companies held second place by the
share of complaints in the total volume (37.1%). In
2017, 90,500 complaints were filed against insurance
entities, 86% of which were associated with problems
arising at the moment of concluding and in the course of
performing CMTPLI (compulsory motor third party liabil-
ity insurance) agreements. They were followed by mi-
crofinance organisations (5.2% of the total complaints)
and collective investment entities (3.3%). Other sectors
accounted for 4.3% of all complaints.

The Bank of Russia notes a considerable drop (by
68%) in the number of complaints about hard-sell-
ing of additional services and refusal to conclude a
CMTPLI agreement in 2017. In the opinion of the Bank
of Russia, this was the result of the systemic imple-
mentation of large-scale supervisory measures, includ-
ing on-site measures, conducted directly in the points
of sale in those regions where the said problem was
the most pressing. In 2017, the minimum time during

which a consumer was able to withdraw from a volun-
tary insurance contract was extended to 14 days, which
made it possible not only to increase the protection of
the rights and lawful interests of insured persons but
also to mitigate the adverse consequences of insurers’
misconduct related to the hard-selling of additional in-
surance services. At the same time, the introduction of
mandatory sale of electronic CMTPLI policies starting
1 January 2017 was conducive to the decline in the
number of complaints about hard-selling of services un-
der CMTPLI agreements.

The number of complaints related to the application
of a bonus-malus coefficient (BMC) when concluding a
CMTPLI agreement remained high (over 38,000 com-
plaints in 2017, which accounted for almost 50%" of all
complaints related to CMTPLI). To address the afore-
said issues and assist people in re-establishing their

Breakdown of complaints by supervised entity in 2017
(percent)

23 0.8

5.2

50.1

37.1

Credit institutions

Insurance entities

Microfinance organisations

Collective investment entities

Corporate relations participants
Professional securities market participants
Other NFI entities

"For reference: in 2016, the share of complaints associated with the application of BMC also accounted for 50% of complaints related

to CMTPLL.
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infringed rights, a simplified procedure for the restoring
of BMC values (so-called BMC+), which was repeatedly
explained by the Bank of Russia, was introduced. Thus,
in this case, the increase in the number of complaints
was brought about in part by the growth of awareness,
along with the high effectiveness of the programme for
the restoration of correct BMC values.

The Bank of Russia, JSC Agency for Housing
Mortgage Lending', the Russian Ministry of Finance
and the Russian Ministry of Construction, Housing
and Utilities continued their efforts aimed to alleviate
social tension in the sector of mortgage housing lend-
ing in foreign currency. For example, to examine the
complicated financial situation of each borrower and
seek a possible solution for bringing its payment obli-
gations to an adequate level, the Bank of Russia Public
Reception received citizens who had loans denominat-
ed in foreign currency. The Bank of Russia conducted
awareness-raising work among credit institutions, pro-
vided them with methodological support in restructur-
ing housing mortgage loans with the biggest number
of borrowers’ complaints, summarised best practices
for restructuring housing mortgage loans, identified and
gave recommendations for the specific aspects of in-
teraction between lenders when implementing Russian
Federation Government Resolution No. 9612.

As a result, statistical monitoring data demonstrat-
ed reduced social tension in this lending segment: the
number of households who do not agree with creditors’
proposals dropped, and the share of restructured loans
grew. One may also note a 1.3% decline in the share of
loans denominated in foreign currency in the total vol-
ume of mortgage lending as of 1 January 2018 (com-
pared to 5.0% as of 1 January 2017). The amount of
overdue debt in this segment contracted by 19.8% over
2017, primarily due to the restructuring of loans in for-
eign currency and their conversion into the currency of
the Russian Federation.

Conduct supervision of the activity
of financial market participants

Protection of banking and microfinance

service consumers

One important area of work is identifying violations
committed by entities supervised by the Bank of Russia
related to the compliance with the law governing inter-

' Starting 2 March 2018, JSC DOM.RF.

action between creditors and debtors. Heightened at-
tention to such complaints (sending requests for the fol-
lowing materials: procedures for handling overdue debt,
contracts on the engagement of third parties, the histo-
ry of interaction and audio recordings of negotiations
with borrowers, and interaction with the Federal Bailiff

Service), improving household awareness about their

rights and duties in relations with creditors, creditors’

own measures (personnel training, implementation of

IT systems, regulation of recovery procedures and en-

hanced control) were all conducive to the further stabil-

isation of the number of appeals on this topic at a lower
level after they reached their maximum readings at the
end of Q1 (over 700 complaints per month).

The Service focuses its attention on matters related to
compliance with the requirements of legislation on con-
sumer loans, including hard-selling of additional services.
The monthly number of complaints about hard-selling of
insurance services doubled by the end of the year (from
500-600 to more than 1,000 per month). Apart from stat-
utory regulation, in the course of preventive supervisory
measures, the Service holds regular meetings with the
management of credit institutions, where they speak of
the inadmissibility of such practices and the need to pro-
vide customers with exhaustive information on additional
products, including the customer’s right to refuse them
when entering into lending transactions. Specifically,
banks are advised to inform customers of their right to
terminate the insurance contract during the cooling off
period both verbally and in writing and to mention this
right in the documents provided to customers.

Credit institutions are also advised to make a re-
vision of their relations with insurance companies and
offer their customers, when making such transactions,
insurance products with conditions more advantageous
to the customer in case of early termination of contracts,
which shall, in particular, contain the right to a refund of
a part of the insurance premium not only if the customer
terminates the contract during the cooling off period but
later on as well. In addition, the Service also communi-
cated information on positive market practices to banks
during supervisory meetings. It paid special attention to
the following issues:

— the interaction of banks and customers after con-
cluding agreements in order to learn the customer’s
opinion on the credit product and related services
provided to the customer;

2Decree of the Government of the Russian Federation No. 961, dated 11 August 2017, ‘On the Further Implementation of the Support
Programme for Certain Categories of Borrowers with Housing Mortgage Loans Who Experience Financial Hardships’.
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— ensuring the satisfaction of customers with services
and customer servicing;

— delivery of additional information to customers on
their rights to refuse a service.

These measures, along with the cap on the total
cost of loan with a rate of over 20% p.a.", in the opin-
ion of the Bank of Russia, will help to mitigate the risk
of excessive loan burden for households. However,
some households in this situation may seek the ser-
vices of ‘black-market’ lenders, whose activity is not
regulated by the Bank of Russia. Therefore, the Bank
of Russia, the Russian Ministry of Finance, sever-
al deputies of the State Duma and members of the
Federation Council initiated the development of a draft
law on toughening responsibility for illegal lending, up
to the application of criminal sanctions. The Bank of
Russia finds it expedient to adopt such a draft law in
the near future.

During the handling of complaints, the Service sent
29,500 requests to banks. A pilot project is underway in
the banking sector for voluntary resolution of problems
specified in complaints, which mitigates social tension
in this segment. For example, as a result of Bank of
Russia requests to credit institutions, banks settled half
of the problem cases mentioned in the requests on their
own. In other financial market sectors, Bank of Russia
requests also contribute to the settlement of consumer
claims against financial institutions.

Appeals of financial consumers regarding the ac-
tivity of credit institutions and microfinance organisa-
tions also contained complaints against the violation
of laws on credit histories by those institutions and
organisations. Supervision conduct measures re-
vealed violations of the rights of credit history holders
by credit institutions which transferred inaccurate in-
formation about 3 million customer accounts to credit
history bureaus. As a result of supervisory measures,
as of December 2017, about 30% of them had been
updated. Completion of all credit history updating was
planned for the end of April 2018. The Bank of Russia
started a system-wide inspection of compliance with
the legislative requirements for data transferred to
credit history bureaus by microfinance market parti-
cipants.

On 1 January 2017, legislative provisions aimed
at protecting the interests of borrowers of microfi-
nance organisations developed with the participation
of the Bank of Russia came into force?. These provi-
sions reduced the limit on interest income accrual on
short-term (up to one year) consumer loans from four
times to three times of the amount of the loan and
also limited the accrual of interest income on short-
term (up to one year) consumer loans to double of
the amount of the outstanding part of the loan in the
event of overdue obligations.

During 2017, based on the results of review of
complaints, the Service sent to supervised non-
bank financial institutions over 4,600 orders, issued
1,600 resolutions on the imposition of administrative
penalties and 1,800 rulings (resolutions) on adminis-
trative penalties imposed by courts (judges) follow-
ing the review of reports on administrative offences
drawn up by the Service.

To expand interaction with financial consumers,
the Bank of Russia Public Reception continued to
hold live consultations. During the year, the Public
Reception serviced 2,400 individuals, including rep-
resentatives of legal entities, foreign citizens and
individual entrepreneurs. The majority of questions
(74%) addressed to the specialists of the Public
Reception were associated with the activities of cred-
it institutions (consumer lending; mortgage lending,
mostly in foreign currency; deposit operations, includ-
ing the operation of the deposit insurance system;
and others), insurance companies (CMTPLI, motor
hull insurance, life insurance, in particular, life invest-
ment contracts, and others) and MFOs (provision of
loans, fundraising by MFOs, etc.). Questions related
to the activities of insurance companies and MFOs
accounted for 10% of appeals in total.

Protection of insurance service consumers

Starting in January 2017, amendments® to the
Law ‘On Compulsory Third Party Liability Insurance of
Vehicle Owners’ came into force and established insur-
ers’ duty to conclude CMTPLI agreements in the form
of electronic documents, in connection with which the
Bank of Russia developed and adopted regulations re-

"For detailed information on the revision of the existing risk ratio scale on consumer loans depending on the total cost of loan, see
Subsection 11.2.1.2 ‘Macroprudential regulation measures to ensure financial stability’.

2In accordance with Federal Law No. 230-FZ, dated 3 July 2016, ‘On Protecting Rights and Lawful Interests of Individuals When Collect-
ing Overdue Debt and on Amending the Federal Law ‘On Microfinance Activities and Microfinance Organisations’.

3Federal Law No. 214-FZ, dated 23 June 2016, ‘On Amending the Federal Law ‘On Compulsory Third Party Liability Insurance of Vehicle

Owners’.
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quiring the smooth and uninterrupted provision of this
service on the Internet’.

Introduction of electronic CMTPLI reduced the num-
ber of complaints about refusals to conclude a CMTPLI
agreement, including due to the absence of insurance
policy forms.

Throughout 2017, important objectives were not
only thorough inspections regarding each complaint
and application of measures upon the discovery of
violations but also implementation of comprehensive
measures aimed at ensuring that insurance companies
maintain the uninterrupted operation of their websites
and creation of proper conditions for the availability of
electronic CMTPLI in case an insurer experiences tech-
nical problems.

In 2017, the Bank of Russia, together with Yandex,
introduced the marking of websites in the Yandex
search engine for insurance entities whose details have
been entered in the Unified State Register of Insurance
Agents2.

Protection of rights when changing insurers

in mandatory pension insurance

Following the results of the ‘transitional campaign’ of
2016 (which implied the review by the Pension Fund of
the Russian Federation (PFR) of individual requests for a
change of insurers in the mandatory pension insurance
system and for the transfer of pension savings to new
insurers), the Service recorded a considerable increase
in the number of appeals associated with the possible
breach of citizens’ rights when switching from one NPF
to another, or from the PFR to an NPF. To protect the
rights of insured persons to hold their pension savings in
the funds they have selected and the investment income
earned when investing pension savings and, as a result,
to form trust among households in the non-governmen-
tal pension system as a whole, the Bank of Russia de-
veloped corresponding framework and integrated it into
the draft Bank of Russia Ordinance ‘Requirements for
the Core Standards of Activity for Protecting the Rights
and Interests of Individuals and Legal Entities Receiving
Financial Services Provided by the Members of Self-

regulatory Organisations in the Financial Market Uniting
Non-governmental Pension Funds’.

Implementation of preventive
conduct supervision

Creation of a system of conduct supervision is one
of the Bank of Russia’s strategic objectives, which is
closely connected with building up trust among the
population in the financial market, with increasing the
quality and availability of financial services, and with
the development of the financial market as a whole.
Implementation of conduct supervision will enable the
comprehensive achievement of these objectives since
it establishes control over the conduct of financial com-
panies towards their consumers.

Core standards of consumer protection, which the
Bank of Russia is gradually creating in all nonbanking
sectors of the financial market, will be one of the ele-
ments of the control. This tool will make it possible to
eliminate unfair practices existing in the financial market
and establish a high level of quality for companies in the
financial sector.

In 2017, the requirements for the contents of the
Basic Standard for Financial Consumer Protection of
microfinance organisations, forex dealers, consum-
er credit cooperatives, professional securities market
participants, insurance companies and insurance bro-
kers came into force. The Bank of Russia approved
the Basic Standard for Financial Consumer Protection
of Microfinance Organisations and the Basic Standard
for Financial Consumer Protection of Consumer Credit
Cooperatives, which comprise rules for the provision of
information to financial consumers and conditions on
the minimum amount of information to be provided.

The introduction of conduct supervision will raise the
level of consumer satisfaction with the quality of finan-
cial services owing to the fuller and more responsible
notification of consumers about the specifics of prod-
ucts and services and existing risks.

In the course of conduct supervision, the Bank of
Russia plans to include not only the supplier but also

"Bank of Russia Ordinance No. 4190-U, dated 14 November 2016, ‘On the Requirements for the Use of Electronic Documents and the
Procedure for Electronic Information Exchange in the Process of Compulsory Third-Party Liability Insurance of Vehicle Owners’.

Bank of Russia Ordinance No. 4191-U, dated 14 November 2016, ‘On the Requirements for the Smooth and Uninterrupted Functioning
of the Websites of Insurers and the Professional Association of Insurers for the Purpose of Making Electronic Compulsory Insurance

Agreements’.

Bank of Russia Ordinance No. 4192-U, dated 14 November 2016, ‘On Amending Bank of Russia Regulation No. 431-P, Dated 19 Sep-
tember 2014, ‘On the Rules of Compulsory Third Party Liability Insurance of Vehicle Owners’.

2To support regular updating of information used for website marking, the Bank of Russia issued information letter No. IN-015-53/1,
dated 9 January 2018, ‘On Marking Financial Institutions’ Websites in the Yandex Search System’.
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the seller of a financial service, for example, the agent,

in its perimeter.

As part of the transition to the conduct supervision
model with regard to financial market participants, the
Bank of Russia implemented a series of measures
aimed at suppressing unfair practices pursued by su-
pervised entities:

— it published an information letter forwarded to cred-
it institutions on recommendations for raising the
awareness of households when offering them finan-
cial instruments and services in credit institutions?;

— it held working meetings with the representatives
of SROs and supervised organisations. This for-
mat involves the rolling out of preventive measures
aimed at reducing the number of violations by other
supervised entities and also obtaining an effective
feedback from the market for the implementation by
organisations of positive practices of interaction with
their customers.

Starting December 2017, ‘Consultations for corpo-
rate customers’ section has been functioning on the
Bank of Russia website. The section contains up-to-
date practical cases and Bank of Russia recommenda-
tions related to the activities of professional securities
market participants (registrars, depositories and bro-
kers) and collective investment agents (non-govern-
mental pension funds).

For the purpose of consumer lending market reg-
ulation, in 2017, amendments to federal laws were
prepared and approved?. These envisage additional
notification of citizens about enhanced borrower risks
associated with loans in foreign currency and loans at
a floating rate, including those secured by mortgage.
The total cost of loan is calculated as effective annual
interest rate and in monetary terms. This procedure
applies both to consumer loans and to household
loans which are granted for purposes not associated
with business activity and which are not secured by
mortgage.

The Bank of Russia is introducing requirements
for raising the awareness among financial consumers
about risks associated with investment in the finan-
cial market. In late February 2017, the Bank of Russia
issued an information letter containing recommen-
dations for credit institutions regarding notification of
their customers about the possible risks of investment
in the financial market when offering them the respec-
tive financial services or financial instruments. In early
June 2017, the Bank of Russia issued an information
letter containing recommendations for financial insti-
tutions and self-regulatory organisations operating in
the financial market to warn consumers about web-
sites imitating the official websites of nonbank finan-
cial institutions.

"Bank of Russia Information Letter No. IN-01-59/10, dated 27 February 2017.
2Federal Law No. 378-FZ, dated 5 December 2017, ‘On Amending Article 9.1 of the Federal Law ‘On Mortgage (Pledge of Real Estate)’

and the Federal Law ‘On Consumer Loans’.
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11.3.2. Increasing financial literacy of the population

In the 21t century, financial literacy has become as
important as the ability to read, count or use a comput-
er. Furthermore, the level of financial literacy of the pop-
ulation influences the level of confidence in the financial
system and, as a result, its stability.

In 2017, the Bank of Russia and the Russian Ministry
of Finance developed the Strategy for the Improvement of
Financial Literacy in the Russian Federation in 2017-2023,
which was approved by Russian Federation Government
Directive No. 2039-r, dated 25 September 2017, and by
Bank of Russia Order No. OD-3150, dated 2 November
2017'. The Strategy is the first concept-based paper in
Russia which sets aims and objectives in the field of finan-
cial literacy. It lays groundwork for creating the financially
literate behaviour of the population, which will make it pos-
sible to improve the quality of their life, inter alia, through
the use of financial products and services.

When elaborating programmes for improving finan-
cial literacy, the Bank of Russia pays special attention
to children and youth. In 2017, the Bank of Russia and
the Russian Ministry of Education and Science signed a
joint action plan for 2017—-2021 in the field of improving
financial literacy.

The supply of modern training materials to schools
was one of the most important objectives in the field of
financial literacy development. The Bank of Russia sent
over 11,000 free of charge teaching aids ‘The Basics of
Financial Literacy’ to 78 regions of the country. Today,
the financial literacy project is being implemented in
450 pilot and hub schools.

The Bank of Russia continues to work actively on
giving open lessons in schools and higher educational
institutions: as of year-end 2017, it had organised over
4,000 such events countrywide.

The 2" All-Russian Contest of the Best Methodolo-
gical Manuals for Improving the Financial Literacy of
Students was held. 1,247 applications from 75 regions
were submitted to the contest.

The Bank of Russia together with educational in-
stitutions developed programmes for the professional
training and advanced training of teachers and financial
literacy tutors. In 2017, tutors were trained at the educa-
tional institution Academy of Professional Development
and Re-training of Educators.

Nine cooperation agreements were concluded be-
tween the Bank of Russia and higher educational insti-
tutions in the field of improving the financial literacy of
the Russian population.

During the 2" All-Russian Forum ‘Children’s Camp —
A New Educational Environment’, a presentation was
held on the premises of the International Children’s
Camp Artek on creating financial infrastructure in the
territory of federal children’s centres and testing the fu-
ture financial game ‘Invest in Success!’.

The Bank of Russia concluded 87 agreements with
the administrations of constituent entities and state au-
thorities of the Russian Federation in the field of edu-
cation on cooperation aimed at improving the financial
literacy of the population. To implement those agree-
ments, regional lists of measures for improving financial
literacy were approved.

The launch of the informational and educational web
resource ‘Financial Culture’ (fincult.info) in 2017 was a
key stage in the Bank of Russia’s programme for im-
proving financial literacy.

The website is intended for a wide audience with
varying degree of economic knowledge and various
financial opportunities. The website materials analyse
situations which everyone may face — from planning a
personal budget to searching for an optimal strategy for
the formation of one’s future pension — in a simple form.
In addition to informational materials, the web resource
contains the following service functions: credit and de-
posit calculators, tests and a web page for verifying
the legitimacy of financial institutions, which is directly
linked to the Bank of Russia’s official data. A separate
section is intended for teachers, specialists in teach-
ing methods and volunteers of financial educational
services. It includes training and methodological aids,
recommendations and links to useful resources and
special activities for those who are involved in financial
education.

In 2017, the Bank of Russia launched a number of
specialised educational projects for special target au-
diences. For example, the Bank of Russia developed
the training course ‘Lessons in Financial Culture’ for
senior citizens, which will give them the opportunity
to learn about safe and efficient ways to use bank-

"Bank of Russia Order, dated 2 November 2017, ‘On Implementing the Strategy for the Improvement of Financial Literacy in the Russian

Federation in 2017-2023".
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ing services and modern online technology, and help
them to avoid becoming the victims of banking fraud.
The pilot project is rolled out in 25 Russian regions. In
2018, there are plans to further replicate this project
with the help of volunteers and non-governmental or-
ganisations.

Holding seminars for regional journalists who cover
social and economic topics was another line of activity.
Such instruction not only helps to improve the compe-
tence of journalists but also is conducive to the appear-
ance of unbiased and appropriate materials dedicated
to financial issues. As a result, professionally prepared
media materials help the population to understand dif-
ficult issues in the financial industry and create a foun-

dation for enhancing financial literacy and building the
trust of citizens in the financial system.

The Bank of Russia and the Russian Ministry of
Defence approved the Action Plan for Improving the
Financial Literacy of Servicemen of the Armed Forces
of the Russian Federation in 2018-2019.

The Bank of Russia supported and participated in
the following financial literacy activities in 2017: the
3 All-Russian Congress of Volunteers of Financial
Education of Citizens, the 12" All-Russian Financial
Literacy Competition, the Financial Literacy Festival
in Moscow, the 26™ International Financial Congress
‘Finance for Development’, and the FINFAIR Financial
and Stock Exchange Services Fair.
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11.3.3. Expanding financial inclusion

In 2017, in accordance with the Guidelines for the
Development of the Russian Financial Market in 2016—
2018, the Bank of Russia developed the draft Strategy
for the Improvement of Financial Inclusion in the Russian
Federation in 2018-2020; the Bank of Russia Board of
Directors approved the draft on 26 March 2018.

The Bank of Russia set the following priority goals
in the field of financial inclusion for the period of 2018—
2020:

1) to improve the accessibility and quality of finan-
cial services for financial consumers in remote, sparse-
ly populated or hard-to-reach areas, SMEs and under-
banked population groups (low-income individuals, dis-
abled and elderly persons and other mobility-impaired
population groups);

2) to raise the speed and quality of access to fi-
nancial services for the population with access to the
Internet.

Implementation of the second goal is closely interre-
lated with the current state of the communications infra-
structure; therefore, ensuring the complete coverage of
the population and small businesses with remote finan-
cial services constitutes a long-term goal.

Guided by the methodology updated to incorpo-
rate the latest international recommendations, the
Bank of Russia held the third annual measurement
of financial inclusion indicators and, based on the re-
sults thereof, prepared the second annual issue of
the Overview of Financial Inclusion in the Russian
Federation. Data on the satisfaction of the population
with financial products and services were analysed
for the first time, and a corresponding composite in-
dex was calculated".

Infrastructure supporting financial services in Russia
is characterised by the uneven distribution of the points
of access to financial services due to geographic, social
and economic factors.

People living in large cities usually enjoy full access
to a wide range of financial services, whereas access to
reliable, convenient and high-quality financial services
for the residents of small towns and rural localities (es-
pecially in remote and hard-to-reach areas) remains a
serious issue.

" All publications are posted on the Bank of Russia website.

The further development of remote and digital fi-
nancial services will become one of the factors com-
pensating for the low physical accessibility of financial
services in remote regions of the country. However, the
insufficient level of Internet access coverage in Russia
constitutes another obstacle to the expansion of finan-
cial inclusion in distant, sparsely populated or hard-to-
reach areas.

In accordance with existing Bank of Russia regula-
tions, credit institutions received broad options for or-
ganising cash services, including the right to open mo-
bile cash points, which are actively used by a number of
credit institutions.

The Bank of Russia plans to stimulate the expansion
of physical accessibility of financial services in distant,
sparsely populated or hard-to-reach areas by introduc-
ing special regulation aimed at increasing the efficiency
of use of the existing infrastructure and its further devel-
opment. Provision of access to basic financial services
(savings, money remittances and payments, lending
and insurance) in various settlements with Russian
Post offices, including with the use of the capabilities of
new, ‘light’ formats of banking offices, is considered a
priority objective.

The Bank of Russia also considers the use of fi-
nancial service delivery channels on the basis of sat-
ellite television and other alternative technologies to be
promising for regions without adequate mobile commu-
nication coverage and is planning to roll out a number
of pilot projects in this area.

Implementation of the three-year Strategy? through-
out the Russian Federation is expected to more than
double basic financial inclusion for settlements with a
population of less than 3,000 persons.

Implementation of the priority project of the Govern-
ment of the Russian Federation ‘Small business and
support for individual business initiative’, launched in
December 2016, continued. The project seeks to en-
sure employment for the population by increasing the
number of unique individual and small business enti-
ties (who have opened or expanded their business)
using various types of support and the average num-
ber of staff employed by such entities. In 2017, with-

2The Bank of Russia Board of Directors approved the Strategy for the Improvement of Financial Inclusion in the Russian Federation in
2018-2020 on 26 March 2018, and it has been published on the Bank of Russia website in the section ‘Financial markets / Financial

market development / Financial inclusion’.
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in the framework of the priority project, the Bank of
Russia implemented measures in the following areas:
facilitating the development of uniform standards for
SME lending, changing the quality category of guar-
antees and sureties issued by JSC Russian Small and
Medium Business Corporation (hereinafter, JSC RSMB
Corporation) and increasing the level of financial litera-
cy of entrepreneurs.

The Bank of Russia Working Group for SME
Financing at its meetings discussed and approved
uniform standards for SME lending which will serve,
among other things, as the basis for multi-originator se-
curitisation transactions for banks partnering with JSC
RSMB Corporation.

Work on assigning quality category 1 to guaran-
tees and sureties issues by JSC RSMB Corporation
was completed; indicators of sustainable performance
of JSC RSMB Corporation were approved, which will
make the guarantee support of JSC RSMB Corporation
more attractive to the banking community.

The working group developed two financial literacy
educational programmes for entrepreneurs with a focus
on the management of risks associated with the use of
financial instruments and services by SME entities. In
2017, the Bank of Russia prepared and held 30 events:
a cycle of 21 webinars for small and micro business en-
tities attended by over 200,000 trainees; nine regional
conferences for medium business entities attended by
1,800 trainees.

In order to increase the availability of loans to
small and medium businesses, the Bank of Russia’s
Instruction ‘On Banks’ Required Ratios’ introduced the
following amendments to the conditions for the appli-
cation of a reduced risk ratio of 75%?2 on receivables
to small business entities for the purpose of calculating
required ratios:

— it increased the maximum amount of claims to a
small business entity from P50 million to 60 million;
— the diversification ratio of a small business loan port-
folio was changed from 0.2% of the total number of
loans in the portfolio to 0.5%?® of the bank’s equity

(including off-balance sheet liabilities calculated as

part of the portfolios of homogeneous contingent

credit liabilities), where the minimum number of in-

dividual borrowers in the respective portfolio of the

bank equals 100.

To develop market financing for SMEs, in July 2017,
PJSC Moscow Exchange launched a new market seg-
ment, i.e. the Growth Sector set up for public circulation
of securities (shares and bonds) of small and medi-
um-sized businesses. The Growth Sector may list se-
curities of issuers existing no less than one year, with
the total revenue not exceeding P10 billion over the past
year. The main goal underlying the establishment of this
segment is to assist small companies in getting access
to the organised equity market by simplifying placement
procedures and making them more affordable.

In October 2017, the Working Group for the develop-
ment of the Growth Sector at PJSC Moscow Exchange
was set up with the participation of the Bank of Russia.
Its main objectives are to facilitate implementation of
the government policy for supporting small and mid cap
issuers and develop infrastructure for SMEs to attract
capital.

In 2017, owing to inflation’s slowdown to the target
and the decline of market interest rates in the econo-
my, the relevance of specialised refinancing facilities of
the Bank of Russia (hereinafter, the specialised facil-
ities) used to support lending in certain areas of eco-
nomic activity decreased. Over the year, the total debt
on specialised facilities increased by merely 2.8% to
£285.0 billion.

The Bank of Russia used specialised facilities to sup-
port banking lending across certain areas of economic
activity: SMEs, project financing, military mortgage and
non-commodity exports. The maturity of loans was up
to 3 years, with credit institutions being entitled to an
early repayment. During the year, the Bank of Russia
Board of Directors made decisions on interest rates
on specialised facilities concurrently with its monetary
policy decision-making and with due regard thereto.
Interest rates on loans supporting project financing and
military mortgages were reduced in line with Bank of
Russia key rate cutting, whereas lower interest rates on
SME lending remained at the level of 6.5%. The Bank
of Russia anchored the interest rate on the specialised
facilities aimed to back up non-commodity exports at
the level of 6.5% starting 2 May 2017.

"Bank of Russia Instruction No. 180-I, dated 28 June 2017, ‘On Banks’ Required Ratios’.

2Established by Bank of Russia Ordinance No. 3855-U, dated 30 November 2015, ‘On Amending Bank of Russia Instruction No. 139-I,
Dated 3 December 2012, ‘On Banks’ Required Ratios’ (effective from 1 January 2016).

3The maximum permissible value as a percentage of the credit institution’s capital, as established by Chapter 5 of Bank of Russia Regu-
lation No. 590-P, dated 28 June 2017, ‘On the Procedure for Making Loss Provisions for Loans, Loan and Similar Debts’ for the purposes

of making provisions for a homogeneous loan portfolio.
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Starting March 2017, according to the decision of
the Bank of Russia Board of Directors, following the re-
duction in interest rates on any of the specialised facil-
ities, such reduced interest rate shall also apply to the
loans issued before the date of the respective change.

July 2017 saw an increase in the limit set for the
specialised facilities aimed to back up SME lending
from P125 billion to P175 billion. Furthermore, the Bank
of Russia provided for the uniform distribution of the ad-
ditional limit between two groups of banks:

— regional pivotal banks' and banks with a basic li-
cence (if such banks are created), without any lim-
itations as to the type of lending;

— systemically important banks limited to the provision
of loans only for investment purposes.

The Bank of Russia approved the introduction of
amendments to Programme 6.52, namely:

— supporting the inclusion of microfinance organisa-
tions for business financing in the list of recipients of
concessional loans under Programme 6.5 in order
to expand financial support measures for SMEs;

— increasing the number of banks participating in Pro-
gramme 6.5;

— approving the inclusion of storage and warehousing
activities (code 52.10 under OKVED 2, All-Russian
Classifier of Economic Activities) in the list of priority
sectors.

Taking into account the transition to econom-
ic growth and decline in market rates, in September
2017, the Bank of Russia Board of Directors approved
the mid-term strategy of phased withdrawal of Bank of
Russia specialised refinancing facilities (hereinafter, the
Strategy). The Strategy is aimed at the gradual reduc-
tion of concessional lending as it is replaced with market
mechanisms. One of the key principles of the Strategy
is to avoid the worsening of conditions on previous-
ly issued loans. At the first stage of implementing the

' Credit institutions which meet the following performance criteria:

Strategy (starting 2 October 2017), the Bank of Russia
stopped increasing the limits on all specialised facilities.

Establishment of insurers’ duty to conclude CMTPLI
agreements in the form of electronic documents raised
the level of CMTPLI accessibility (see Subsection 11.3.1).
In 2017, over 7.8 million electronic CMTPLI agreements
were concluded (about 20% of the total number of
CMTPLI agreements concluded during the said period).
The operation of this service prompted many questions
due to its novelty, and at the first stage the Bank of
Russia, when responding to applicants, provided con-
sultation support and explained the mechanism of its
operation. A number of issues regarding the availability
of the electronic policy remained unaddressed; there-
fore, the monitoring of this matter will be among the pri-
orities of the conduct supervision in 2018.

Another measure aimed at increasing the availability
of insurance services was to establish the priority of the
in-kind compensation of damage over monetary com-
pensation in CMTPLI.

In March 2017, the Bank of Russia set up the
Working Group for improving financial inclusion for dis-
abled and mobility-impaired population groups.

The Working Group developed the Action Plan (‘road
map’) for improving the financial inclusion for disabled,
mobility-impaired and senior individuals in 2017-20193,
discussed and coordinated it with the Ministry of Labour
of Russia, and finally approved it in July 2017.

Information letters were issued for credit and non-
bank financial institutions with recommendations to en-
sure the availability of their services to disabled, mobili-
ty-impaired and senior individuals®.

Based on the results of regular monitoring of crowd-
funding platforms and in cooperation with market par-
ticipants, in 2017, the Bank of Russia prepared the
draft law ‘On Alternative Ways to Attract Investment
(Crowdfunding)’s, which specifically defines the proce-

— the credit institution performs banking operations mostly in the regions of the Russian Federation;
— the banking products of the credit institution satisfy the needs of the population and businesses mostly in the territory of a constituent

entity of the Russian Federation where it is registered;

— the source of capital formation of the credit institution is mostly of regional origin;

— regional authorities may be founders, co-founders or owners of the credit institution; however, regional budget funds are not the
dominating sources of financing of the credit institution’s activity;
— within the constituent territory, where the credit institution does most of its business, it is strategically important for the economic
development of the region and performs its functions with due regard to the regional interests.
2Programme 6.5 is a programme for stimulating SME lending implemented by JSC RSMB Corporation jointly with the Bank of Russia
(approved on 28 July 2015 by the Board of Directors of JSC RSMB Corporation, as amended).
3See the Bank of Russia website.
4Bank of Russia Information Letters No. IN-03-59/20, dated 12 May 2017, and No. IN-01-59/50, dated 23 October 2017.
5The provisions of the said project published on the Bank of Russia website on 28 January 2018 were subsequently incorporated in
draft Federal Law No. 419090-7 ‘On Alternative Ways to Attract Investment (Crowdfunding)’ submitted to the State Duma of the Federal
Assembly of the Russian Federation on 20 March 2018.
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dure for the Bank of Russia’s interaction with market
participants (platforms). The Bank of Russia reached
an agreement with the main market participants and
the members of the Bank of Russia Working Group for

monitoring, consumer risks assessment and proposal
development for the regulation of crowdfunding sector
regarding the voluntary testing of the suggested regu-
latory model.
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11.3.4. Regulation, control and supervision of corporate relations

In 2017, the Bank of Russia continued its work on
implementing one of the priority areas of financial mar-
ket development in the Russian Federation: increasing
the attractiveness of equity financing of public compa-
nies by improving corporate governance'. The Bank of
Russia sought to improve corporate legislation, set up
the framework for the application of the effective federal
laws governing corporate relations, improve the quality
of corporate governance in public joint-stock compa-
nies, ensure the protection of the rights of shareholders
and investors and increase the investment attractive-
ness of joint-stock companies.

To improve the quality of corporate governance
and up-grade Russia’s position in the Doing Business
ranking of the World Bank for the indicator ‘Protecting
minority investors’, the Bank of Russia took part in
the implementation of the Action Plan (‘road map’) for
Improvement of Corporate Governance?.

In particular, the Bank of Russia worked along the
following lines:

— clarifying the criteria for determining the amount of
dividends on preferred shares;

— optional creation of an audit commission in public
joint-stock companies;

— compulsory formation of an audit committee of the
board of directors by public joint-stock companies
and compulsory organisation of a risk management
system and internal control and internal audit sys-
tems;

— elimination of barriers hindering optimal distribution
of powers between the general meeting of share-
holders and the board of directors;

— provision to shareholders of a preemptive right to
acquire preferred shares offered for the first time;

— clarification of the requirements for determining the

repurchase price of shares admitted to on-exchange

trading.

For the purpose of reforming the regulation of
major transactions and related-party transactions,
the Bank of Russia established requirements for the
procedure for sending notifications to persons who
may be recognised as interested parties to trans-
actions of a joint-stock company and the form of
such notification®, and set maximum amounts on the
transactions of joint-stock companies and limited
liability companies upon exceeding of which such
transactions may be recognised as related-party
transactions*.

For the purpose of fuller and better disclosure of
information on the remuneration of members of the
Board of Directors (Supervisory Board), executive
bodies and other top management of a company
and the inclusion of such information in the annual
report of joint-stock companies, the Bank of Russia
prepared corresponding recommendations contain-
ing forms for the disclosure of the said information on
remuneration®.

The Bank of Russia continued its efforts® to improve
the legal regulation of the procedure for acquiring large
blocks of shares of public joint-stock companies with a
view to maintaining the balance of interests of all par-
ties to respective relations. The work is to be finished
in 2018.

To improve regulation of the procedure for listing
preferred shares by including them in quotation lists, the
Bank of Russia amended requirements for the minimum
number of preferred shares in free circulation.

In 2017, the Bank of Russia published information
letters on the most topical and pressing issues in the
sphere of corporate relations; these letters were aimed

' See the Guidelines for the Development of the Russian Financial Market in 2016-2018.

2The Action Plan (‘road map’) for Improvement of Corporate Governance approved by Directive of the Government of the Russian Fed-
eration No. 1315-r, dated 25 June 2016.

3Bank of Russia Ordinance No. 4338-U, dated 3 April 2017, ‘On the Requirements for the Sending Procedure and Form of Notifications
to Persons Who May Be Deemed Interested in Transactions Performed by a Joint-stock Company’.

4Bank of Russia Ordinance No. 4335-U, dated 31 March 2017, ‘On Setting Maximum Amounts on the Transactions of Joint-stock
Companies and Limited Liability Companies upon Exceeding of Which Such Transactions May Be Recognised as Related-party Trans-
actions’.

5Bank of Russia Letter No. IN-06-28/57, dated 11 December 2017, ‘On Recommendations for a Public Joint-stock Company to Disclose
Information on the Remuneration of Members of the Board of Directors (Supervisory Board), Executive Bodies and Other Top Manage-
ment of the Public Joint-stock Company in its Annual Report’.

8 The Bank of Russia is finalising draft Federal Law No. 1036047-6 ‘On Amending the Federal Law ‘On Joint-stock Companies’ and
Certain Other Laws of the Russian Federation’ (as regards improvement of the legal regulation of the purchase of large blocks of shares
of public joint-stock companies) for the second reading in the State Duma of the Federal Assembly of the Russian Federation.
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at shaping the uniform application of the provisions of
Russian laws on joint-stock companies’.

To elaborate balanced approaches towards resolv-
ing the problem of shareholders’ passivity in matters
of corporate governance of public joint-stock compa-
nies, the Bank of Russia prepared a consultative report
‘On approaches to encouraging the active participation
of shareholders and investors in the management of
Russian public joint-stock companies’, which looked
into the issues of shareholders’ participation in the man-
agement of corporate property, gave examples from
global practice of stimulating investors’ active involve-
ment in corporate governance, and also put forward ap-
proaches to resolving the existing problem of the pas-
sivity of institutional investors in Russian companies.
The summary of the discussion of the said report shall
serve the basis for elaborating specific measures aimed
at addressing the issue of shareholders’ and investors’
passivity.

As part of its efforts to improve corporate gover-
nance, the Bank of Russia continued to implement the
best corporate governance practices in Russian pub-
lic joint-stock companies. In 2017, the Bank of Russia
monitored the compliance by public joint-stock compa-
nies with the principles and recommendations of the
Corporate Governance Code? (hereinafter, the Code)
on the basis of data disclosed by public companies in
their annual reports. The monitoring findings are reflect-
ed in the respective reviews of corporate governance
practice in Russian public companies. April 2017 saw
the publication of a pilot review based on the results of
analysis of annual reports prepared by public compa-
nies for 2015; December 2017 saw the publication of
the second review prepared on the basis of analysis of
annual reports for 2016.

The data in the reviews suggest that Russian public
companies have made certain progress in the imple-
mentation of the principles and recommendations of the

Code. In 2016, the average level of compliance with the
principles of the Code grew by 11 pp to 69% (compared
with 58% in 2015). The number of public companies
which declared a high level of implementation of the
Code provisions (75% or more of principles set forth
in the Code) almost doubled as compared to 2015 and
reached roughly 40%. The Bank of Russia sent letters
to public companies whose shares were included in the
Moscow Exchange quotation lists with clarifications and
recommendations for improving the quality of expla-
nations of the causes of non-compliance (partial com-
pliance) with the principles of the Code; these letters
were intended to help companies to optimally organise
their work on preparing annual reports for subsequent
reporting periods. The Bank of Russia performed sam-
pling verification of information disclosed by public com-
panies in their reports on compliance with the principles
and recommendations of the Code.

To encourage the compliance of public companies
with the recommendations of the Code and proper dis-
closure of information in annual reports on the causes
of deviations from the practices recommended by the
Code, the Bank of Russia offers comprehensive meth-
odological support in preparing reports on companies’
compliance with the principles and recommendations of
the Code, maintains direct interaction with joint-stock
companies and holds training activities.

Throughout 2017, the Bank of Russia considered a
total of over 1,800 queries of individuals and legal entities,
state authorities and other entities on corporate relations
and information disclosure. It reviewed 610 packages of
documents as part of state oversight of the acquisition
of large blocks of shares. It considered 246 packages
of documents on the release of issuers from the duty
to disclose information. In the course of supervision of
corporate relations and information disclosure, the Bank
of Russia issued over 5,000 orders and compiled over
1,000 reports on administrative offences.

"Bank of Russia Letter No. IN-06-28/27, dated 8 June 2017, ‘On Certain Issues of the Procedure for Preparing a General Meeting of
Shareholders’; Bank of Russia Letter No. IN-015-28/41, dated 4 August 2017, ‘On the Sources of Remuneration to Members of the
Board of Directors (Supervisory Board) of a Joint-stock Company’; Bank of Russia Letter No. IN-015-28/42, dated 4 August 2017,
‘On Recognising Ultimate Market Value of Securities Recommended for the Purpose of Individual Provisions of Chapter XI.1 of Federal
Law No. 208-FZ, Dated 26 December 1995, ‘On Joint-stock Companies’; Bank of Russia Letter No. IN-06-28/60, dated 19 December
2017, ‘On Recommendations for Preparing and Holding a General Meeting of Shareholders of a Joint-stock Company’.

2 Approved by the Bank of Russia Board of Directors on 21 March 2014 and recommended for application in Bank of Russia Letter

No. 06-52/2463, dated 10 April 2014.
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11.3.5. Development of the bond and syndicated loan market

As part of the development of the equity and debt
securities market, including the bond market, Federal
Law No. 164-FZ, dated 18 July 2017 ‘On Amending
Article 30 of the Federal Law ‘On the Securities
Market” and Articles 3 and 4 of the Federal Law
‘On Consolidated Financial Statements’ was adopted.
In pursuance thereof, certain entities were allowed to
establish other starting and closing dates of the report-
ing period besides the calendar year for the purpose
of drawing up consolidated financial statements. This
innovation is aimed at a more unbiased and complete
reflection of financial standing, financial performance
results and changes to financial standing in consolidat-
ed financial statements, proceeding from the business
cycle of respective entities.

In 2017, for the purpose of developing the