&

VNESHECONOMBANK

STATE CORPORATION
«BANK FOR DEVELOPMENT AND FOREIGN
ECONOMIC AFFAIRS (VNESHECONOMBANK)»

ANNUAL REPORT

Bank for
Development



&

VNESHECONOMBANK

STATE CORPORATION
«BANK FOR DEVELOPMENT AND FOREIGN
ECONOMIC AFFAIRS (VNESHECONOMBANK)»

201(

Annual Report 2010




ﬁ&w. ne

=

T

i Ij"i!,';]vmm[\~.

i

Dialogues On Developmen'l' ON THE REPORT There's a great deal of talk about economy. It is easy to talk of it from a future-

focused perspective: long-term prospects, potential and new opportunities.
We are inclined to view development from a present-day perspective and see
what has actually been done and still needs to be done now to take our econ-
omy forward. That's why dialogues on development presented in the Bank's
Annual Report 2010 are summarizing projects actually delivered and featur-
ing people acting here and now.
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Chairman’s
Statement

Honorable colleagues and partners!

For Vnesheconombank, an aspiration to excel
in performing its priority function of a national
development institution was a distinctive feature
of 2010. We have mainly completed to implement
the Russian Government crisis management
program. The major challenge was successfully
met and we managed to prevent the destruction
of the system-forming elements of the industry
and the banking sector, secure the stability and
sustainability of the Russian economy. The banks
that we were seeking to rehabilitate started to
generate profit and showed increased capitaliza-
tion. Currently, the Bank is focused on address-
ing the core challenges of Russia’s comprehen-
sive socio-economic development.

In 2010, in pursuit of the goals, the Bank
raised in the capital markets RUB 189.1 billion
worth of funds that is a 2.4-tfime rise on 2009.
To illustrate, we were the first Russian financial
institution to place USD 1 billion of 15-year Eu-
robonds in the Western markets. The successful
Eurobond placement once again demonstrated

foreign investors’ trust in Russia’s long-term eco-
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nomic potential, with the borrowings primarily
used to remove infrastructure constraints in the
economy, ensure its diversification and moderni-
zation.

Special energies are devoted to accom-
plishing the task. To be more specific, in 2010,
Vnesheconombank commenced financing 27
new major investment projects. These are mainly
projects of substantial social importance, which
target to secure complex development of Rus-
sia’s territory and eventually aim to enhance the
quality of life for the Russian citizens. | would
like to emphasize that Vnesheconombank has
been working in key business lines investing in
projects in transport, public utilities, and energy
infrastructure, innovation and in developing re-
gions that are strategically important for the
country, namely, the North Caucasian and Far
Eastern federal districts. Vnesheconombank is
funding the construction of terminals in Ust-Luga
and Vanino, public utilities systems in Rostov-on-
Don and the Krasnodar territory. The Bank also
actively engages in modernizing Koltsovo airport.
After the pharmaceutical industry was added to
the list of the country’s priority sectors in 2009,
Vnesheconombank in 2010 started financing the
project for construction of a plant for the produc-
tion of antibiotics and anti-cancer medications
in Terbuny SEZ , the Lipetsk region. Financing a
large-scale construction of the Boguchansk hy-
droelectric power plant on Angara is under way.
In 2010, the loan portfolio of the Bank for De-
velopment witnessed a 24% increase, while the
average GDP growth in Russia just exceeded 4%.
Equally important is that the share of “invest-
ment” projects in the portfolio demonstrated a
33% rise. | believe we can actually be proud that
we, as a development institution, were moving at
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a swift pace, steering the Russian economy to-
wards more active growth.

Realizing the responsibility towards the state
and society for sustainability and the quality of
economic growth, Vnesheconombank in 2010
was committed to fostering innovation mecha-
nisms. Support for fresh ideas that can deliver
economy innovation, give it a new source of
growth alternative to commodity-led growth was
an overriding priority. In 2010, Vnesheconom-
bank initiated the signing of a multilateral agree-
ment between state corporations and compa-
nies that champion and pioneer innovation. This
agreement, unique in ideology and exceptional in
delivery mechanisms, will secure support and fi-
nancing for innovation-oriented industries at all
the stages of the lifecycle — ranging from produc-
tion of industrial samples, i.e. material realization
of know-how, to Russian industrial exports to for-
eign markets.

Immense experience and expertise potential
enable the Bank to identify effective solutions for
complex tasks. In 2010, Vnesheconombank, act-
ing on the instruction of the Government, was ac-
tivelyworkingin the North Caucasian Federal Dis-
trict (NCFD); the Bank opened its representative
office there; the North Caucasus Development
Corporation was established. Vnesheconombank
became a co-founder of the “North Caucasus
Resorts” company. Such an all-encompassing
approach, multi-channel investment in the chal-
lenging region have already started to bear fruit.
Now the construction of roads, plants, agricul-
tural complexes and health resorts in Kabardino
Balkaria, Karachaevo-Cherkesia, Chechnya, Dag-
estan and other Russian Federation constituent
entities is in progress. Obviously, Vnesheconom-
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bank’s impeccable reputation helped get things
moving in the right direction and attract foreign
investment to the North Caucasus. By way of
example, Caisse des Depots, a French bank, ex-
pressed its readiness fo come and start operat-
ing in the North Caucasus.

Itis common knowledge that the current state
of SMEs is an indicator of economic develop-
ment. Recognizing that Vnesheconombank plac-
es increased emphasis on SME support. The main
results of the SME support program implemented
through Vnesheconombank’s subsidiary “Rus-
sian Bank for SME Support” (the “Russian De-
velopment Bank” known as “RDB” till mid 2011)
are impressive. The total amount of contractual
commitments under the loan agreements con-
cluded reached RUB 95.3 billion. Apart from this,
the partners of RDB undertook commitments to
extend tfo SMEs an additional amount of funds
totalling RUB 25.5 billion. Modernizing SME pro-
ductive capacities, stimulating their innovative
activities through reduced interest rates was of
special importance.

To deliver modernization and increased effi-
ciency goals, which was the key slogan of 2010,
Vnesheconombank started with its further evolu-
tion. To be more particular, we embarked on im-
plementing 2 critically important internal corpo-
rate projects. First, key performance indicators
(KPls) enabling us to more fairly assess employee
performance, as well as see to what extent the
Bank's current activities correspond with the
strategic goals set by the state, were developed
and are being put in place. Second, over 2010,
new corporate social responsibility (CSR) stand-
ards were introduced. For us, CSR does not only
mean raising environmental consciousness, pri-
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ority for ecology-friendly projects, support for
culture and sports, but it primarily implies the
need to foster public-private partnership (PPP)
principles in Russia and encourage investment
in socially responsible projects and development
of “green” technologies. Integrating CSR princi-
ples in its activities, Vnesheconombank as a bank
for development is seeking to achieve efficiency
gains to accomplish the strategic tasks and facili-
tate Russia’s rapid socio-economic development
in compliance with the best global standards of
business conduct.

| am happy to note that the efforts to improve
our business practices were appropriately recog-
nized. It only makes me proud to say, summariz-
ing the outcomes of 2010, that the Bank won a
number of major international sectoral awards.
Vnesheconombank won the Best Deal 2010
Award. The award was conferred by the British
magazine “Global Trade Review” in recognition
of the Bank’s effort to arrange financing for the
“Tobolsk Polymer” project for construction in
Tobolsk of a major in the Russian Federation ad-
vanced complex for polypropylene production.

Still another 6 prizes in various nominations
were awarded to Vnesheconombank by well-
reputed British magazines, namely: “Project Fi-
nance” and “Trade Finance” (Euromoney group)
and the “EMEA Finance” (Exporta group) that
are authoritative voices specializing in finance
publications. These awards were conferred on
the Bank in recognition of high professionalism
of the respective project participants and are
viewed by the business community as a "quality
brand” assigned fo the project. In this respect,
our acknowledgements go to the members of
staff. We realize that, but for their expertise and
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managerial skills, our success would be unattain-
able.

Summing up the results of the year, we are
primarily contemplating new ways to build up our
expertise in the future. Having asserted its status,
though informally, of a driver of the country’s sus-
tainable development, Vnesheconombank views 3
goals as strategically important in the near-term.
First, we are planning to considerably increase
the scale and scope of our investment in projects
targeting to facilitate Russia’s social and eco-
nomic development. Second, in the forthcoming
years, development and introduction of innova-
tion will come top of the Bank’s policy agenda. We
are expecting a substantial increase in the share
of innovation projects in our loan portfolio. Third,
Vnesheconombank will be aiming to further en-
hance performance efficiency. In this context, we
are intending to complete the establishment of
the Group of Vnesheconombank through creat-
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ing within it structures and instruments allowing
for a complex approach to ensuring the country’s
economic growth. To illustrate, these will include
the Agency for Insurance of Export Credits and
Investment, various direct investment funds and,
first and foremost, the Russian Direct Invest-
ment Fund (RDIF) and the Fund of Direct Invest-
ment in the Far East and Baikal region, as well as
other mechanisms. Overall, Vnesheconombank
is identified as a socially responsible, public and
open institution, participating in shaping up an
investment-friendly image of Russia, a company
that successfully resolves the tasks of acceler-
ated economic growth and possesses a huge
expertise potential. To conclude, | would record
my thanks to Vnesheconombank’s partners for a
most professional approach to joint project im-
plementation. | would also express gratitude to
Vnesheconombank’s staff, whose professional
expertise and knowledge contributed to deliver-
ing tangible value in 2010.

V.A. Dmitriev

Chairman of Vnesheconombank
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Vnesheconombank'’s
Supervisory Board

CHAIRMAN OF THE SUPERVISORY BOARD:

V.V. Putin Chairman of the Government of the Russian Federation

MEMBERS OF THE SUPERVISORY BOARD:

V.AA. Zubkov First Deputy Chairman of the Russian Federation Government

S.B. Ilvanov Deputy Chairman of the Russian Federation Government

D.N. Kozak Deputy Chairman of the Russian Federation Government

A.L. Kudrin Deputy Chairman of the Russian Federation Government, Minister of Finance
L.E. Levitin Minister of Transport

E.S. Nabiullina Minister of Economic Development

V.B. Khristenko Minister of Industry and Trade

V.A. Dmitriev Chairman of Vnesheconombank
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Vnesheconombank’s
Board

VA. Dmitriev Chairman of Vnesheconombank
N.N. Kosov First Deputy Chairman

A.V. Tikhonov First Deputy Chairman

A.B. Ballo Deputy Chairman

S.A. Vasilyev Deputy Chairman

M.Yu. Kopeikin Deputy Chairman

S.P. Lykov Deputy Chairman

PM. Fradkov Deputy Chairman

V.D. Shaprinskiy

Chief Accountant
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Vnesheconombank’s
Overview

B Vnesheconombank is a state corpora-
tion established by the Russian Federation
through reorganization, by way of transfor-
ming, of Vnesheconombank of the USSR —
one of the oldest financial institutions of the
country.

B The Bank's legal status, aims and goals
of its activities, its functions and powers are set
forth by Federal Law No.82-FZ “On Bank for De-
velopment” dated 17 May 2007, other federal
laws and the related requlatory acts of the Rus-
sian Federation.

B Vnesheconombank is a national de-
velopment bank that has been operating
in this capacity since 08 June 2007 (the date
of Vnesheconombank’s state registration as
a state corporation). The Bank effects banking
operations specified in Federal Law “On Bank
for Development” in the absence of a license
from the Central Bank of the Russian Federation
(CBR). Vnesheconombank is a professional par-
ticipant in the securities market.

BN Vnesheconombank’s mission is to assist
the state in meeting the current challenges of
Russia’s social and economic development and
strengthening its positions in the global commu-
nity.

I The Bank’s core business areas and pri-
orities as a bank for development, which secures
implementation of the Government economic
policies, are defined by the Memorandum on
Vnesheconombank’s Financial Policies (subject to
approval by the Russian Federation Government).

I The key aspect of the Bank's activities as
a bank for development is engagementin accom-
plishing the following tasks:

B removing infrastructure constraints to
economic growth;

B constructing high-tech enterprises in
manufacturing and agro-industrial sector;

B support for exports of high-tech indus-
trial production;

B unleashing innovative and productive
potential of SMEs.
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B Other aspects of Vnesheconombank’s
activities provided for by Federal Law “On Bank
for Development”:

B acting as an agent for the Government
of the Russian Federation;

B acting as a State Trust Management Com-
pany for tfrust management of the pension savings.

B Major elements of Vnesheconombank’s
external corporate structure (VEB Group) are
subsidiaries, including:

B 6 subsidiary banks: OJSC “Russian De-
velopment Bank”, CJSC "ROSEXIMBANK”, 0JSC
“Belvnesheconombank” (Belarus), PSC “Promin-
vestbank” (Ukraine), 0JSC “Svyaz-Bank”, CJSC
“GLOBEXBANK?;

B 9 subsidiary non-banking institutions,
including 0JSC “VEB-Leasing”, LLC “VEB Capi-
tal” and LLC “VEB Engineering”.

B Vnesheconombank’s representative of-
fices network: 4 representative offices in Rus-
sia, 9 representative offices abroad (as at year-
end 2010).

B Major partners — foreign development
institutions: IBRD, EBRD, CDB, KfW IPEX-BANK
GmbH (Germany), JSC “Development Bank of
Kazakhstan”.

Major Events
2010

B Debut issuance of 10-year Eurobonds.

Overall, the year 2010 witnessed issuance
and successful placement of three series of
USD-denominated Eurobonds totalling USD
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3.2 billion and maturing in 7, 10 and 15 years
respectively.

Vnesheconombank is the first Russian finan-
cial institution to raise funds in the Eurobonds
market for a 15-year term.

B Two series of 10-year RUB-denominat-
ed bonds with the total par value of RUB 25
billion were issued and placed in the domestic
market.

B A syndicated loan worth USD 700 mil-
lion and EUR 100 million was raised from 13
maijor foreign creditor banks.

B New emphasis in sectoral policy:

B commencing to provide credit for invest-
ment projects in such important segments of the
Russian economy as shipbuilding, sea shipments
and pharmaceuticals;

B approval by Vnesheconombank’s Super-
visory Board of a Program of investment in the
construction of affordable housing and mort-
gage lending.

B Overall,
started financing 27 new investment projects.

in 2010, Vnesheconombank

B New emphasis in regional policy:

B Broadening the Bank’s presence in the
North-Caucasian Federal District. Establishing
0JSC “The North Caucasus Development Corpo-
ration”, a subsidiary of Vnesheconombank. Par-
ticipating in the foundation of OJSC “Resorts of
the North Caucasus”. Opening the Bank’s repre-
sentative office in Pyatigorsk;

B Establishing the Bank’s representative
office in Ekaterinburg.

BACK TO CONTENTS
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EVGENIY ZABOLOTNIY STANISLAV GERASIMCHUK

I { CO rd S a n d S.I-a n d a rd S Chief engineer, Head of Division
0JSC Khabarovsk Oil Refinery Department for Industry, Vnesheconombank

"Notably, the reconstruction of the Khabarovsk oil
refinery will not only enable us to expand the refining
capacity and increase production of high value-added
petrochemical products, but it will also make a substan-
tial contribution to the development of the territory and
the entire Far East".

"As a result of reconstruction, we will become one of
the best technologically equipped oil refineries in Rus-
sia, with the oil conversion ratio increasing from 63%
to 93%, light oil output growing by 25%".

Reconstruction and modernization of the Khabarovsk Oil Refinery’
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I More extensive foreign network: a repre-
sentative office set up in Paris, France.

I Promotion of public-private partnership
and engineering services market:

B Vnesheconombank was designated as a
sole provider of investment consulting services
to address the state needs of the Russian con-
stituent entities in procurement of PPP-based
investment projects;

B Establishment of Vnesheconombank’s
specialised subsidiary — LLC “VEB Engineering”
(with foreign participation).

I The Program for refinancing corpo-
rate debts to foreign financial institutions (as
part of the anti-crisis measures in compliance
with Article 1 of Federal Law No. 173-FZ dated
13 October 2008 “On Additional Measures for
Supporting the Financial System of the Russian
Federation”) is completed, with debts under the
loans extended by the Bank in 2008-2009 to
companies fully repaid or with the respective
claims assigned. The loans were financed using
the Bank of Russia’s resources (Article 2 of the
abovementioned Law) placed on term deposit
accounts with Vnesheconombank. The funds
(plus the interest accrued) were repaid to the
CBR in full.

B Participation in bail-out packages to
rehabilitate OJSC “Amurmetal” and the “Trak-
tornye Zavody” concern, companies of signifi-
cant economic value for the Russian Federation.

I Support for exports:

B Vnesheconombank’s Supervisory Board
adopted a decision on expediency of establish-
ing the Agency for Insurance of Export Credits

VNESHECONOMBANK'S
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and Investment. The Agency is designed as an
export support institution based on insurance
mechanisms;

B Proposals to introduce amendments to
the current Russian legislation in connection
with the Agency establishment were prepared
and submitted for consideration by the respec-
tive federal executive bodies.

B Support for innovation and high tech-
nology:

B Vnesheconombank became one of the
founders of a non-profit organization “Founda-
tion for Development of the Center for Research
and Commercialization of New Technologies”, a
managing company for the project on creation
of the Skolkovo Innovation Center;

B a multilateral agreement was signed to
facilitate interaction between development in-
stitutions and stakeholders to ensure continu-
ous financing for SME innovation projects at
every stage of the innovation cycle;

B a program was launched to support
SMEs that develop and introduce innovations
and/or carry out projects aimed at production
facilities modernization based on leading-edge
technologies.

B Vnesheconombank was the first state
corporation to release Sustainability Report.

Awards 2010

B Vnesheconombank won the Best Deal
2010 Award. The award was conferred by the
“Global Trade Review” British magazine (Ex-
porta group) in recognition of the Bank’s effort
to arrange financing for the “Tobolsk Polymer”
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project for construction in Tobolsk of an ad-
vanced complex for polypropylene produc-
tion, the largest one in the Russian Federation.
Vnesheconombank, as a participant in the “To-
bolsk Polymer” project, ranked 1% in two nomi-
nations: “Borrower” and “Borrower-Creditor” (In-
frastructure and Public Utilities category).

B 3 projects delivered with Vnesheconom-
bank’s participation won the Best Deal of the
Year Award (overall, 6 prizes in various nomi-
nations), the prizes being offered by the British
publishing houses.

These are authoritative voices that special-
ize in publications highlighting achievements in
finance, namely: “Project Finance” and “Trade
Finance” (Euromoney group) and the “EMEA Fi-
nance” (Exporta group).

These
Vnesheconombank in recognition of high profes-

awards were conferred on
sionalism of the respective project participants
and are viewed by the business community as a

“quality brand” assigned to the project.

Overall in 2010, in the “Project Finance”,
“Trade Finance” and “EMEA Finance” nomina-
tions, 350, 250 and 150 applications respective-
ly were subject to consideration by jurors of the
contests arranged by the esteemed magazines.

On the results of the contests, the following
Russian projects delivered with Vnesheconom-
bank’s participation received awards:

B Project for reconstruction and mod-
ernization of the Khabarovsk Oil Refinery —

VNESHECONOMBANK'S
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the European Refining Deal of the Year Award
(“Project Finance®), the Best Deal 2010 Award
(“Trade Finance”).

B Construction of a polypropylene plant
with the productive capacity of 500 thousand
tons per annum in Tobolsk, (“Tobolsk Polymer”
project) — the European Petrochemicals Deal of
the Year Award (“Project Finance”) and the Best
Chemicals Deal 2010 in CEE Award (“EMEA Fi-
nance”), the Best Deal 2010 Award (“Trade Fi-
nance”).

B Project for reconstruction and operation
of the “Pulkovo” international airport — the Eu-
ropean Airport Deal of the Year Award (“Project
Finance”).

B Vnesheconombank was given the CIS
Business Leader Award for contribution to en-
suring economic integration of the CIS coun-
tries. The award was established by the Busi-
ness Centre for CIS Economic Development in
February 2010. The prize is to be awarded to
organizations representing the CIS countries
for substantial contribution to integration proc-
esses within the CIS. The award ceremony was
arranged within the framework of the Interna-
tional Economic Forum of the CIS Countries “20
Years Together: Cooperation Experience and
Prospects”.

B Vnesheconombank won the Annual EUR
STP Excellence Award offered by Deutsche Bank
AG, Frankfurt-am-Main, a leading German fi-
nancial institution, for quality payment instruc-
tions administration in 2009. That evidences
Vnesheconombank’s achievements in perform-
ing settlement/payment operations making the
use of advanced IT.

BACK TO CONTENTS
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Generally, major European banks give such
awards to correspondent banks, if the bulk of
payments is effected in an automatic regime,
while securing quality administration of payment
instructions. In 2009, the share of payments
processed by Vnesheconombank in an automatic
regime made 99.8%.

I The Bank's Annual Report 2009 won the
Best Level of Information Disclosure in an An-
nual Report of a State Corporation nomination
at the 13™ Annual federal contest of annual re-
ports and corporate Internet sites arranged by
the “Securities Market” magazine and the MICEX
Stock Exchange. Among the jurors of the con-
test, apart from the event co-organizers, were
representatives of the Russian Federal Service
for Securities Markets (FSSM), various rating
agencies, self-requlating organizations and de-
sign bureaus.

I Vnesheconombank’s Sustainability Re-
port 2009 won the Best Debut of 2010 in the
Non-Financial Reporting and Sustainability Re-
porting nomination within the framework of the
All-Russia contest “Best Russian Enterprises:
Dynamics, Efficiency, Responsibility — 2010”
arranged by the Russian Union of Industrialists
and Entfrepreneurs.

B Vnesheconombank's Press Office was
recognized by the International Association of
Business Communicators as the “Most Innova-
tive Press Office of the Year” for efficient and ex-
ceptional work to promote the theme of domes-
tic economy development.

W Vladimir Dmitriev, Chairman of Vnesh-
econombank:

VNESHECONOMBANK'S
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B won the Banker of the Year major annual
banking nomination. The award was established
in 2004 by the “Itogi” magazine. The winners are
identified in the course of polling held among
the representatives of the banking community;

B was awarded the Order of Merit towards
the Italian Republic (Grand Officer Grade) for a
personal contribution to strengthening lItalian-
Russian cooperation in the economic and finan-
cial areas and for a dedicated effort to promote
the Russian-Italian Forum-Dialogue (civil society
format), which he co-chairs.

The Order of Merit towards the Italian Re-
public is a senior state Italian award. The Presi-
dent of the Italian Republic is Head of the Order
Counil.

B was awarded the Golden Bridge — Ponte
d'Ore prize for his contribution to promotion and
strengthening of the Russian-ltalian coopera-
tion.

The prize was established by the Italian Em-
bassy and the “ITA Casa Editrice” publishing
house under the auspices of the President of
the Italian Republic to be given for exceptional
merits in strengthening bilateral cooperation in
politics, economy and culture.

I Vnesheconombank’s employees in ac-
knowledgement of their committed service were
distinguished by the Directives of the Russian
President with:

B Order for Merit and Loyalty to the Coun-
try (4™ grade), given to 1 employee for substan-
tial contribution to the banking system devel-
opment and long-standing job dedication;

B Order of Honor (2 employees), Order
of Friendship (2 employees), Medal of Order for
Merit and Loyalty to the Country (1st grade),
given to 1 employee for substantial contribution
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to the banking system development and long-
standing job dedication.

Development dynamics:
major financial highlights'

B Among 10 top (in terms of total as-
sets) Russian banks as at 01 January 2011,
Vnesheconombank ranked:

3in terms of capital;

3™in terms of income before income tax;

3™ in terms of deposits and other funds
raised from non-credit organizations;

4™ in terms of total assets;

6™ in terms of the amount of funds ex-
tended to non-financial organizations;

6™ in terms of the amount of loans, de-
posits and other funds raised from credit organi-
zations.

1. In the given report, all the values of the financial indi-
cators are calculated based on the accounting data (formats
0409101 and 0409102] .

VNESHECONOMBANK'S
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Total Assets, RUB billion

01.01.11
01.01.10
01.01.09

1,891.2
1,868.6

1,613.9

Capital, RUB billion

01.01.17 I 363.5
01.01.10 I — 320.1
01.01.09 I 240.6

Income, RUB billion

2010 28.85
2009 30.96
2008 9.35
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Securities Portfolio?, Term Resources Raised from Banks®
RUB billion as a Result of Bond Placement,
010111 AT RUB billion
01.01.10 375.8 01.01.11 113538 153.0 288.8
01.01.09 1333 159.7 01.01.10 1629 60.5 223.4

o . 01.01.09 224.0
Securities portfolio

Securities purchased drawing
on the NWF resources

Funds raised from banks
Funds raised as a result of bond placement

Loan Portfolio, RUB billion Equity Investment (stakes in charter capital)
in Investment-related Companies,
01.01.11 3489 192.1 541.0 RUB billion
01.01.10 [281.6 4249 706.5
01.01.09 [191.2 429.7 620.9 01.01.Mm 188.9
01.01.10 149.7
Loan portfolio of the Bank for Development 01.01.09 27 4

Loans extended within the crisis management
package and for other purposes

Portfolio of Guarantees, RUB billion

01.01.1 144.4
01.01.10 79.5
01.01.09 56.9
3. Less the CBR funds placed on term deposits with
Vnesheconombank to support the Russian financial system and
less the foreign currency-denominated part of funds generated
as a result of the "deposit swap” operations performed before
2. Debt securities (including notes) and equity securities the period under review with a view to raising ruble-denominat-
(excluding equity investments). ed resources from a foreign bank.
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Moody's Long-term foreign currency issuer credit rating Baal
Short-term foreign currency issuer credit rating P-2
Long-term local currency issuer credit rating Baal
Short-term local currency issuer credit rating P-2
The long-term ratings stable outlook
Standard & Poor’s  Credit rating for long-term obligations in foreign currency BBB
Credit rating for short-term obligations in foreign currency A-3
Credit rating for long-term obligations in local currency BBB+
Credit rating for short-term obligations in local currency A-2

The long-term ratings

stable outlook

The rating of three series of Vnesheconombank’s Eurobonds BBB
Fitch Ratings Long-term foreign currency issuer default rating BBB
Long-term local currency issuer default rating BBB

The long-term ratings

stable outlook

The short-term foreign currency issuer default rating F3
Support rating 2
The rating of three series of Vnesheconombank’s Eurobonds BBB
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Bank for Development as an Active
Participant in the Process of the Russian
Economy Modernization and Development

Admittedly, relative stabilization
witnessed in the global economy

by the start of 2010, when the worst
phase of the global economic crisis was
over, an improved market environment,
as well as positive aftereffects of the
Russian Government financial stimulus
program and an actual completion

by this time of the lending program
stipulated in Articles 1, 6 and 6.1

of Federal Law No. 173-FZ* let
Vnesheconombank focus on the core
activity of participating in the country’s
modernization effort and creating
potential for its further development.

4. Here and henceforth, Federal Law No. 173-FZ dated 13
October 2008 “On Additional Measures for Supporting the Fi-
nancial System of the Russian Federation”

In this context, enhanced volumes and ex-
tended maturities of the resources raised in the
capital markets became a priority for the Bank.

In the reporting period, the Bank’s selected
strategic areas of support for lending-invest-
ment and guarantee activities included:

B investment projects designed fo remove
infrastructure constraints fo social and eco-
nomic growth (hereinafter — “infrastructure
projects”). These projects concern the construc-
tion of new and/or reconstruction and moderni-
zation of the existing facilities of the economic
and social infrastructure, public utilities infra-
structure;

B investment projects for the construc-
tion/modernisation of productive facilities unre-
lated to economic and social infrastructure;

B foreign economic contracts of the Rus-
sian corporates engaged in manufacturing high-
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tech goods and/or their promotion to foreign
markets;

BN SME development programs, the financ-
ing of which remained the Bank’s primary task.

The provisions of Vnesheconombank’s Mem-
orandum on Financial Policies (hereinafter —
Memorandum) served as a basis for identify-
ing its strategic priorities by sectors/branches
of economy. At the end of 2009, with a view fo
aligning the list of Vnesheconombank’s priori-
ties with the tasks of the Russian economy mod-
ernization, as formulated by the Commission un-
der the President of the Russian Federation on
modernization and technological development
of the Russian economy, the Memorandum was
amended accordingly. That stipulated new focal
points in the Bank’s business lines.

In compliance with the Russian Government
Directive No. 1783-p dated 26 November 2009,
the Memorandum now specifies new selected
segments/sectors of economy, which are a prior-
ity for Vnesheconombank’s lending-investment
and guarantee activities. To date, included in the
list of the Bank’s sectoral investment priorities
are strategic IT technologies and software, in-
formation and communications systems, medi-
cal equipment and pharmaceuticals. Projects
intended to ensure increased energy efficiency
are also materially significant for the Bank for
Development.

In 2010, a new focus in the Bank’s lending-
investment activities was placed on providing
support for rehabilitation of companies that
are important for the Russian economy, as well
as on Vnesheconombank’s participation in the

BANK FOR DEVELOPMENT AS AN ACTIVE PARTICIPANT
IN THE PROCESS OF THE RUSSIAN ECONOMY MODERNIZATION
AND DEVELOPMENT

Russian Government program to modernize sin-
gle-industry towns.

Activities in support of economy moderniza-
tion — major financial results:

BN RUB 348.9 billion — the total volume
of the Bank’s loan portfolio® as at 01.01.2011
(almost a 24% rise on the respective portfolio
volume of RUB 281.6 billion as at the start of
2010), with an increased share of loans with
maturities exceeding 3 years (rising from 85%
to 92%) in the structure of the total volume of
the loan portfolio. “Investment” loans extended
to deliver investment projects accounted for the
bulk of the given portfolio (88%) by the end of
the reporting period;

BN RUB 145.6 billion — the overall volume
of loans extended to customers in 2010 (RUB
122.8 billion — in 2009), inclusive of RUB 125.5
billion or 86% — to finance investment projects,
the rest of the loans having been extended main-
ly for financing the activities of Russian export-
ers and for financial rehabilitation of companies
that are important for the Russian economy.

B RUB 336.8 billion — the overall volume
of undrawn loans under credit lines opened by
the Bank for borrowers from the non-financial
sector as at 01.01.2011 (as compared to RUB
166.1 billion as at 01.01.2010);

5. Here and henceforth: the portfolio of loans extended
by Vnesheconombank as a bank for development to customers
[excluding credits to banks], without taking into account loans
extended out of the NWF's and the CBR's funds, as well as a loan
extended to a Russian company drawing on the resources of
CDB [these credits extended as "tied" ones were repaid in Janu-
ary 2011)

BACK TO CONTENTS



24

20.5

VNESHECONOMBANK
ANNUAL REPORT
2010

Loans to Customers
(by maturity)

Bl Exceeding b years
From 3 to 5 years
From 1 to 3 years
Up to 1 year

D

19.6

AS AT JANUARY 1
2011
%

L2

AS AT JANUARY 1

2010
%
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Loans to Customers

(by industry/sector of economy)
as at01.01.2011

a9 3.7

AS AT JANUARY 1

201
%

7.4

9

8.8

Infrastructure

Agro-industrial comlex

Chemical and petrochemical industry

Machine-engineering (except aircraft building)

[ Aircraft building and transportation
Metallurgy
Defense industry

[ Construction materials industry
Timber-processing industry

I Electronics

Other
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BN RUB 144,4 billion — the volume of the
portfolio of guarantees as at 01.01.2011. (a 1.8-
time rise as compared to RUB 79.5 billion post-
edat01.01.2010).

I RUB 89,2 billion- the overall volume of
guarantees extended by the Bank in 2010 (RUB
34.1 billion in 2009);

BN RUB 188,9 billion — the volume of the
portfolio of equity investment in the charter cap-
itals of legal entities (stakes in the charter capi-
tals) asat 01.01.2011 (versus RUB 149.7 billion
as at the beginning of 2010);

B RUB 189,1 billion — the overall amount
of mid- and long-term resources raised in 2010
as credits with maturities exceeding 1 year and
as a result of issuance of bonds with 1-year or
exceeding 1-year maturities (RUB 80.4 billion
in 2009).

1.1. Investment Projects
Delivered with Participation
of Vnesheconombank as
Bank for Development

As at 01 January 2011, Vnesheconombank:

B participated in financing of 97 invest-
ment projects (01 January 2010 — 79 projects®);

B provided guarantee support for 2 invest-
ment projects.

6. In 2010, the Bank found it expedient to divide one of the
projects, within its lifecycle, into two separate projects. Data on
the number of projects as at 01.01.2010 were amended respec-
tively.

BANK FOR DEVELOPMENT AS AN ACTIVE PARTICIPANT
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Among the Bank's priorities are megaprojects
significant for developing both various sectors of
the economy and Russian regions, and Russia’s
economy as a whole. These include construction
of infernational air terminal complexes; seaports
and seaport terminals; high capacity hydroelectric
power plants and thermal power stations; regional
water supply and sanitation systems; sports, tour-
ism and recreation infrastructure complexes; large-
scale high-tech enterprises in the manufacturing
sector. The Bank also engages in major agro-indus-
trial projects to enhance the national food safety.
These projects provide for construction of modern
complexes securing ecologically clean cattle and
poultry production, storage and processing.

Apart from it, the Bank is committed fo financ-
ing numerous smaller local-scale projects, such
as construction of thermal power stations and
other public utility facilities and modern construc-
tion materials production. These projects aim to
enhance the living standards for the Russian citi-
zens and/or are focused on import substitution.

However, irrespective of the scale, industry and
regional classification of investment projects de-
livered with Vnesheconombank’s participation at
the end of 2010, the following common attributes
of projects are essential for Vnesheconombank as
a development institution:

B Delivery of projects could be viewed as
a further step in removing infrastructure con-
straints fo economic growth and in constructing
new and/or reconstructing (modernising techni-
cally and/or upgrading technologically) the exist-
ing facilities, in identifying new sources of growth
to enhance social and economic development of
the regions (a number of projects are delivered in
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SEZ and/or within programs on establishment of
industrial clusters, techno- and industrial parks).
The projects should also aim to expand the range
and quality of services.

BN  The projects are focused on the use of in-
novative and/or high-tech materials, equipment
and technologies (ensuring, among other things,
cost-effective use of resources, energy efficien-
cy, improved environmental situation), adoption
of innovative approaches to production control.
That, in its turn, suggests new trends in labour
management practices, more stringent require-
ments for the staff skills and expertise and, con-
sequently, investment in human capital, i.e. HR-
related innovations.

Ultimately, successful delivery of each
project is regarded as a major contribution to
meeting the current challenges of modernising
the economy, enhancing the living standards
and improving the quality of life for individuals,
unleashing the potential for further social and
economic development of Russia.

Among all the investment projects delivered
with the Bank’s participation at the end of 2010
are 23 projects fall within the priority areas of
Russia’s economy modernisation as defined at
the state level. The total value of these projects
amounts to RUB 317 billion, Vnesheconom-
bank’s projected commitment — RUB 213 bil-
lion. Primarily, these are the projects aimed at
enhancing energy efficiency and energy saving.
They also include one pharmaceutical project.

The major form of the Bank’s financial sup-
port for investment projects is debt financing.
Mainly, the Bank extends loans within the frame-
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work of credit facilities opened by the Bank to
deliver the respective project. Apart from it, the
Bank provides financial support in the form of
equity financing.

As at year-end 2010:

B the Bank's portfolio of “investment”
loans reached RUB 306.1 billion (+33% on RUB
230.1 billion as at 01.01.2010);

B o5 at year-end 2010, the book value of
the portfolio of shares (equity investment in
companies that were delivering projects togeth-
er with Vnesheconombank as at 01.01.2011) in-
creased to RUB 27.3 billion (RUB 1.9 billion at
year-start)’.

Guarantee support was provided for 2 in-
vestment projects:

B construction of a tanker terminal com-
plex (oil products loading terminal) with the pro-
ductive capacity of above 20 million tons of oil
products per annum at the Ust-Luga commercial
seaport (the port is expected to become one of
the largest in Europe). Its location is of strategic
importance for Russia: the Ust-Luga seaport is
one of the few Russian ports in the Baltic Sea
ensuring deep water access for large vessels
used to export Russian oil products;

B development of a meat-processing com-
plex in the Kaliningrad region.

7. Primarily, the increase in the portfolio volume in 2010 is
attributable to purchasing by the Bank (during the IPO) of shares
in the INTER RAO UES for the total amount of RUB 21.3 billion.
Funds obtained by INTER RAO UES from Vnesheconombank’s
purchase of an additional share issue were used to finance the
construction of the Urengoi hydroelectric power plant.
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List of investment projects,
the funding of which commenced

in 2010

Period

Maijor Goals of
Project Delivery

Project Description

| QUARTER Developing Construction of a new passenger terminal at the International Airport in Vladivostok
infrastructure
Modernisation of electricity supply networks in the Republic of Armenia
Construction of the main Olympic Village and a complex of buildings and facilities for
accommodation of I0C and IPC members (Sochi)
Creating Construction of a plant for the production of antibiotics and cancer medications in the
production territory of the “Terbuny” SEZ, the Lipetsk region
facilities
Il QUARTER  Developing Construction of a network of enterprises to produce ready-to-cook and ready-to-eat
infrastructure  meals in the Leningrad and Moscow regions and in Sochi, extendable across the
Russian Federation
Construction of the “Golden Ring Resort” complex in the Yaroslavl region
Developing Construction and organization of production of a new YaMZ-530 engine family with
production the power range of 100-315 hp
facilities
Reconstruction of a plant in the Republic of Mordovia to produce steel casting for
railway wagons
Technical reequipment of lime-sand brick and gypsum articles plant in Tyrnyauz, the
Republic of Kabardino-Balkaria
Il QUARTER  Creating Construction of a cement plant in the Penza region
production
facilities
Construction of a full-cycle fimber-processing complex in Krasnoyarsk
Construction of a fimber-processing complex to produce chipboard and sawn timber in
the Vanino region, the Khabarovsk territory
Construction of a plant to produce blocks and slabs out of autoclaved aerocrete in the
Stavropol territory
Developing Reconstruction and modernization of OJSC “Khabarovsk Oil Refinery”
production
facilities
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Major Goals
of Project Project Description
Delivery
Il QUARTER  Corporate Organizing production of components for wind power plants using the facilities of
financing 0JSC “Bummash” in cooperation with Pilsen Steel (Czech Republic)

Financing acquisition of industrial assets

Other purposes Financing acquisition and subsequent operation of Arctic shuttle tankers built by 0JSC
“Admiralteiskie Verfi" (St. Petersburg) for the “Sovkomflot” Group of Companies

Financing the purchase by OJSC “IFC” of 6 An-148 aircraft with a subsequent leasing
to FGUP GTK “Russia” aviation company”

IV QUARTER  Developing Construction of the Adler thermal power station
infrastructure

Construction of the 15" block of CCGT- HPP in the Kolpinsky district of St. Petersburg

Construction of CCGT-HPP unit in Znamensk, the Astrakhan region

Construction of the Boguchansk Hydroelectric Power Plant

Creating Construction of 2 dairy food complexes and a milk processing plant in the Yaroslavl
production region
facilities

Construction of a pig breeding farm in the Altai territory

Construction of a complex to raise highly productive beef cattle breeds and effect
slaughtering operations in the Bryansk region

Construction of the Boguchansk aluminum plant

Construction of a plant to produce building blocks and elements out of autoclaved
aerocrete for low-height housing construction in Iskitim, the Novosibirsk region
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As at year-end 2010, the volume of the port-
folio of guarantees issued by the Bank for the
above projects made RUB 10.6 billion.

A significant number of investment projects
delivered with the Bank’s participation apply
project finance principles and mechanisms.

These are primarily projects of federal and
interregional significance relating to construc-
tion of new facilities in transport, energy and so-
cial infrastructure. They include projects within
a program delivered in the run up to the Olym-
pics-2014, as well as major projects for con-
struction of the Boguchansk hydroelectric pow-
er plant and a new terminal at the Vladivostok
international airport. Also included are projects
for constructing new production facilities in
various branches of the manufacturing sector,
including those for establishment of car produc-
tion facilities in the Primorski territory and a
biotechnological cluster in the Omsk region (the
cluster will comprise technologically interrelat-
ed pig breeding and animal feed complexes).

Financing such investment projects moti-
vates special energies devoted by the Manage-
ment and the staff to upgrading the procedures
of investment project expertise (at the stage of
scrutinizing project proposals) and to effective
control over project implementation. In this con-
text, special attention is paid to development of
the risk management system relating fo project
risk analysis and to mechanisms mitigating the
impacts of these risks on the Bank's activities.
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Portfolio of “Investment” Loans
(by projects categorized by delivery goals),
RUB billion

Development 115.8
ofinfrastructure NN 75 9
Construction of 70.0
production facilities I 58
Development of 81.8
production facilities | ENEREMBEE 71 .8

. 27.6
Corporate finance R
Other goals 11.0

Iis

01.01.2011 1 01.01.2010

In 2010, Vnesheconombank commenced
financing 27 new investment projects®. Dur-
ing 2010, the Bank extended RUB 61.3 billion
worth of loans that accounts for almost half
(about 49%) of the total amount of “investment”
loans extended in the reporting period (RUB
125.5 billion).

Key investment
projects 2010

B Acquisition by the “Sovkomflot” Group
of 2 Arctic shuttle tankers built by 0OJSC “Ad-
miralteiskie Verfi" (St. Petersburg) in accord-
ance with the Rules of Dual Registry issued by
the Russian Maritime Register of Shipping and
Lloyd's Register. The “Kirill Lavrov” and “Mikhail
Ulianov” tankers (deadweight carrying capac-

8. As at year-end 2010, loan indebtedness under 10 in-
vestment projects delivered with the Bank's participation was
fully repaid (with an early debt redemption under 9 projects). In
respect of one of the projects (construction of the Urengoi hy-
droelectric power plant), the Bank changed the form of its par-
ticipation from debt to equity financing: the loan was repaid and
the Bank made an equity investment in INTER RAO UES (the
implementing company.
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ity — 70 thousand tons each) have been commis-
sioned fo transport crude oil and gas condensate
from the “Prirazlomnoe” oil field (the Barents
Sea). Total project value — USD 247.0 million,
Vnesheconombank’s commitment — USD 230.0
million.

Thisis the firstinvestment project in the ship-
building and freight shipping sector financed by
Vnesheconombank as a bank for development.

When structuring the project, the Bank used
the lease-financing scheme to include the enti-
ties comprising Vnesheconombank’s Group (the
project stipulates acquisition by these entities
of tankers with a subsequent leasing of the ves-
sels to the “Sovkomflot” Group of Companies on
a long-term basis (7 years) with a subsequent
transfer of title upon fulfillment of the lease ob-
ligations).

A large-scale project that relates to construc-

tion of this category vessels: the “Kirill Lavrov”

and “Mikhail Ulianov” tankers are the biggest
vessels of higher ice class among those con-
structed not only domestically, but also abroad.

High innovation component project: the
shipbuilders applied unique structural schemes
enabling safe operation of the tankers in adverse
climatic conditions of the Arctic seas. In particu-
lar, the vessels are equipped with a unique ther-
mal insulation and heating system applied for
all hull systems.

The Russian Maritime Register of Shipping
assigned to the tankers the ice “Arc6” class ena-
bling independent navigation inice up to 1.3 me-
tres thick conditions.
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Sergei Frank, Director General of Sovkom-
flot, noted that prior to financing the project by
Vnesheconombank “loans extended by foreign
banks served as the main source of funding
for Sovkomflot. The transaction concluded not
only promotes further development of domes-
tic shipbuilding, but also enables Sovkomflot to
expand the range of services provided to Rus-
sian cargo owners — the leading oil and gas
companies”.

B Reconstruction and modernization of
0JSC “Khabarovsk Oil Refinery” (a subsidiary
of “Alliance”). Project value — USD 1.3 billion,
the Bank's commitment — USD 479.0 million
and Euro 218.0 million. It is a major project in
the petrochemical industry providing for re-
construction of the existing facilities at the
Khabarovsk Oil Refinery and for construction
of new processing units to increase the refin-
ing output up to 4.5 million tfons per annum (the
current volume of 3.2 — 3.3 million tons). A key
distinguishing feature of the project is ensuring
continuous refinery operations during the plant
reconstruction. The project is included into the
Strategy of Social and Economic Development
of the Khabarovsk Territory up to 2025. It is of
great significance for the development of the
Far East: the produce of the Khabarovsk Oil Re-
finery accounts for about 38% of the wholesale
and 50% of the retail petroleum market in the
Khabarovsk territory, the Amur region, the Jew-
ish Autonomous Region and in Primorye (ac-
cording to the estimates offered by “Alliance”).
Part of the produce is presently exported and ex-
panded deliveries to the markets of China, South
Korea and other countries in the Asia Pacific Re-
gion are planned. However, the main purpose of
the plant reconstruction is supplying high qual-
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ity fuel to Russian consumers. After the project
completion, the refinery will produce up to 1.8
million tons of high quality diesel fuel, aviation
kerosene and motor petrol per annum. Notably,
the total volume of the produced engine fuel will
conform to Euro-4 standard (with a subsequent
upgrade to Euro-5).

The oil conversion ratio will increase from
63% to 92%, light oil output — from 56% to
72%. Thus, the project is in line with one of the
key priorities of Vnesheconombank’s lending
and investment activities — enhanced efficiency
of natural resource utilisation.

It is expected that the Nelson complexity in-
dex will make 9.9. The level of complexity to be
reached will ensure economic efficiency of the
refinery process at the maximum design capac-
ity. The refinery applies advanced technologies
under the licenses of such leading companies as
Shell, Foster Wheeler, Technip KTI.

As a result of project delivery, we expect a
considerable positive environmental impact,
which corresponds with the Bank’s priorities in
investment financing.

Upon completion of the reconstruction, air
pollutant emissions will be reduced by approxi-
mately 46%; the volume of water extracted by
the Khabarovsk refinery from the Amur river
and the volume of cleansed effluent disposed for
treatment at the Khabarovsk municipal wastewa-
ter treatment plants will decrease considerably.

In 2010, the project won the European Refin-
ing Deal Award from “Project Finance” and the
Best Deal 2010 Award from “Trade Finance”.
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B Construction of the Urengoy state district
power plant with the 450 MWt electric capacity.
A large-scale energy infrastructure project, with
Vnesheconombank acting as an investor. The
project is included into the Master Plan for Loca-
tion of Energy Facilities up to the Year 2020 ap-
proved by the Russian Federation Government
Resolution. Investment amount — RUB 24.5 bil-
lion, Vnesheconombank’s commitment — RUB
21.3 billion. The project is intended for creation
of a reliable energy system in the Tyumen region,
ensuring a steady energy supply for the oil and
gas companies operating in the region, enhanc-
ing the hydrocarbon production, promoting the
efficiency of natural gas utilization through ap-
plication of the state-of-the-art technologies for
a combined-cycle power generation, as well as
minimizing negative environmental impacts.

B Construction of the Boguchansk hydro-
electric power plant. Total project value — RUB
72.5 billion, Vnesheconombank’s commitment —
RUB 28.1 billion. The plant commissioning will
help reduce energy deficit in the Siberian Inte-
grated Energy System. That, in its turn, will pro-
mote the construction of new industrial facilities.
Advanced technologies used in project delivery
will help minimize its negative environmental
impact. The project is being implemented within
the framework of the Master Plan for Location of
Energy Facilities up to the Year 2020 approved
by the Russian Federation Government Resolu-
tion and within the framework of the federal pro-
gramme “Integrated Development of Nizhnee
Priangarie”.

B Construction of a new passenger termi-
nal at the Vladivostok international airport. Total
project value — USD 190.7 million, the Bank’s
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commitment — RUB 2.3 billion. Construction of
a new ferminal with a passenger traffic flow of
3.5 million passengers per annum is strategical-
ly important for hosting the APEC summit 2012.

B Olympic infrastructure projects:

B construction of the main Olympic vil-
lage in the Adler district of Sochi and a complex
of buildings and facilities for accommodation
of 10C and IPC members. Total project value —
above RUB 23.2 billion, the Bank's commit-
ment — above RUB 2.2 billion at the design
stage;

B construction of the Adler thermal power
station (total project value — RUB 28 billion, the
Bank’s commitment — RUB 19.5 billion).

Vnesheconombank is one of the key creditors
of projects included in the Programme of Con-
structing the Olympic Facilities and Developing
Sochi as a Mountain Climate Resort approved
by Resolution of the Russian Federation Govern-
ment No. 991 dated 29 December 2007. The
Bank has been actively engaged in projects deliv-
ery since the beginning of 2009.

The Olympic projects are of great social sig-
nificance. Construction of the Olympic facilities
and development of Sochi as a mountain climate
resort will facilitate the development of Olympic
sports, boost tourism, help advertize a healthy
lifestyle and enhance Sochi's economic potential.
New jobs in the services sector will be created.

Vnesheconombank participates in 7 projects
on constructing the Olympic facilities (total
project value — RUB 137.4 billion, the Bank’s
commitment — RUB 67.9 billion). As at year-end
2010, within the framework of the projects, the

BANK FOR DEVELOPMENT AS AN ACTIVE PARTICIPANT
IN THE PROCESS OF THE RUSSIAN ECONOMY MODERNIZATION
AND DEVELOPMENT

Bank extended loans totalling RUB 25.2 billion,
including those extended during 2010 for the
amount of RUB 11.9 billion.

Two Olympic facilities, the financing of
which started in 2009, have already been com-
missioned: Stage Il of the Sochi Heat and Power
Station and a new air terminal complex of the
Sochi international airport.

Within the framework of constructing
and operating the Alpine skiing resort “Roza
Khutor”, the following facilities have been com-
missioned:

M ki pistes (Stage I), among them the Olym-
pic pistes (including the system of artificial snow-
making), which were awarded the FIS Homologa-
tion Certificate;

B ropeways (terminals A, B, C, D);

B Alpine Mountain Centre.

Several ski pistes (Stage I) were opened in
2010. In February 2011, within the framework
of Qualification Games in the run up to the Olym-
pics-2014, Roza Khutor welcomed the Alpine Ski
European and Russian Cup events.

Besides, in 2010, the Bank started financing
the following major investment projects in infra-
structure and industrial sectors:

Tourism infrastructure
B Construction of the “Golden Ring Resort”
infrastructure complex. Total project value —
RUB 3.6 billion, Vnesheconombank’s commit-
ment — RUB 2.5 billion. The project envisages
an integrated territorial development in the
Pereslavl district of the Yaroslavl region (close
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to the “Plescheevo Lake” national park) with
a view to constructing a new large recreation
and fourism complex.

Metallurgy

B Construction of the Boguchansk alumi-
num plant. The project is included in the fed-
eral program “Integrated Development of Nizh-
nee Priangarie”. The value of constructing the
first start-up complex makes RUB 33 billion,
Vnesheconombank’s commitment — USD 699
million. The project provides for equipping the
plant with the RA-300 reduction cells developed
by RUSAL's engineering and technical centre.
That could ensure good technical-economic and
environmental indicators. The technology of the
reduction cells production appears on the list of
top 3 of the world best technologies.

Construction materials industry

B Construction of a timber-processing
complex to produce chipboard and sawn tim-
ber in the Vanino region of the Khabarovsk ter-
ritory. Total project value — Euro 414.7 million,
Vnesheconombank’s commitment — Euro 276.5
million. The project is intended for construction
of a modern full cycle timber-processing com-
plex with the capacity of 1 100 thousand m? of
processed round timber per annum. The com-
plex will offer a wide assortment of produce.

Agro-industrial complex
B Construction of a complex for breeding
highly productive meat cattle stock and a slaugh-
tering and primary meat-processing complex in
the Bryansk region. Total project value — USD
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788.9 million, Vnesheconombank's commit-
ment — USD 571.1 million and Euro 66.0 mil-
lion. Construction of a unique beef cattle breed-
ing complex in the Russian Federation with the
capacity of up fo 48 thousand tons of beef meat
on the live weight basis (a 100 thousand-head
herd) will help increase the national production
of high quality beef by 30 thousand tons per an-
num and reduce its imports. Also, the project de-
livery will ensure supplying the Russian beef cat-
tle breeding industry with high quality genetic
material (up to 30 thousand heads per annum).

Apart from that, the Bank continued financ-
ing investment projects launched before 2010,
such as:

B Construction of a polypropylene plant
with the productive capacity of 500 thousand
tons per annum in Tobolsk — the largest one in
the Russian Federation. Total project value —
above USD 2 billion, the Bank's commitment —
USD 1.4 billion (long-term loan agreements for
a specified financing amount have been con-
cluded).

Vnesheconombank, acting as a financing ar-
ranger for the “Tobolsk-Polymer” project, won
the Best Deal 2010 Award from “Global Trade
Review”, as a participant in the project — the
Borrower Award and the Borrower and Creditor
Award (Infrastructure and Public Utilities Cat-

egory).

The project is put on the priority projects
list of the Russian Federation Ministry of Indus-
try and Trade and included in the Development
Strategy for the Russian Federation Chemi-
cal and Petrochemical Industry up to 2015.
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The project delivery will give a fresh impetus
to a number of industries (primarily those that
are engaged in producing materials for the con-
struction industry, the public roads and housing
construction and the public utility sector) and
minimize the negative environmental impacts
due to application of advanced and ecologi-
cally safe technologies for petroleum gas deep
processing that have no analogues in Russia.

In 2010, the project won the European Pet-
rochemicals Deal of the Year Award (“Project Fi-
nance”), the Best Chemicals Deal 2010 in CEE
Award (“EMEA Finance”) and the Best Deal 2010
Award (“Trade Finance”).

B Construction of a cement plant in Slant-
sy, the Leningrad region. Total project value —
Euro 442.2 million, Vnesheconombank’s commit-
ment — Euro 250.0 million. The project is designed
to eliminate the deficit of high quality cement in
the North-Western Federal District in the absence
of industrial facilities in the region. A leading-edge
dry mix technology of cement production allows
for considerable resource economy and energy
efficiency. The project delivery will help improve
the environmental situation due to utilization of
accumulated schist wastes as a raw material for
cement production. For 2011, commissioning the
first start-up complex and completing the con-
struction of all the facilities is planned.

B Construction of a plant to produce
blocks and slabs out of autoclaved aerocrete
in the Saratov region. Total project value —
RUB 2.1 billion, Vnesheconombank’s commit-
ment — RUB 1.35 billion. Projected productive
capacity — 450 thousand m*® of manufactured
products per annum. Equipment and technolo-
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gies — HESS AAC Systems B.V. (Netherlands)
and Maschinenbau SCHOLZ GMBH&CO (Ger-
many). In November 2010, the plant was com-
missioned and will reach the projected capacity
in2011.

Potentially worthwhile
projects 2011

By year-end 2010, Vnesheconombank’s gov-
erning bodies approved the Bank’s participation
in 31 investment projects, the financing of which
as at 01 January 2011, was not yet commenced.
Total projects value makes RUB 597.3 billion,
Vnesheconombank’s projected commitment —
RUB 351.4 billion. These projects include:

I Reconstruction of the “Pulkovo” interna-
tional airport (St. Petersburg). The project is de-
livered on the PPP basis within the framework of
the 30-year Concession Agreement between the
Government of St. Petersburg, OJSC “Airport
Pulkovo” and LLC “Northern Capital Gateway”
(project operator). In 2010, Vnesheconombank’s
governing bodies approved the Bank’s partici-
pation in Stage | of the project: construction of
a new passenger terminal, reconstruction and
development of Terminal 1 infrastructure at the
Pulkovo airport. Project value of Stage | — Euro
1.2 billion, Vnesheconombank’s commitment —
RUB 10 billion. The co-participants in Stage 1
include: EBRD, IFC, EDB, NIB and BSTDB. The
project won the European Airport Deal of the
Year Award (“Project Finance”);

B Construction of an agro-industrial com-
plex in the Chechen republic. The project is in-
tended for constructing a modern diversified

BACK TO CONTENTS



agro-industrial complex and organizing full-cy-
cle agricultural production (ranging from forage
cultivation and conservation to animal and crop
production processing). Total project value —
RUB 2.49 billion, the Bank’s commitment — RUB
2.25 billion.

B Construction of a float glass plant with
the capacity of 600 tons per day in the Repub-
lic of Dagestan. The plant will offer an innovative
product line with unique energy-saving charac-
teristics due fo the selective light transmission,
catchlight elimination and colour adjustment
option. Total project value — RUB 10.5 billion,
Vnesheconombank’s commitment — RUB 7.2 bil-
lion.

Besides, the Bank scrutinized 5 investment
projects on construction of the Olympic facili-
ties with a total project value of about RUB 52.8
billion, Vnesheconombank’s projected commit-
ment — RUB 27 billion.

To help reform the economic structure of
single-industry towns, the Bank will engage
in 3 investment projects (the Bank's commit-
ment — RUB 9.3 billion). Sectorally, the projects
are aimed at creating new businesses in single-
industry towns (aircraft engineering, car making
production (engine-building) and an agro-indus-
trial complex).
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1.2. Support for Investments

Promoting innovations®

In May 2010, Vnesheconombank became
one of the founders of a non-profit organiza-
tion “Foundation for Development of the Cent-
er for Research and Commercialization of New
Technologies”, a managing company for the
project on creation of the Skolkovo Innovation
Center.

The Foundation was established with a view
to giving a fresh impetus to innovative activities
in the Russian Federation. The activities aim to
encourage innovations in scientific research and
technology, as well as to commercialize the out-
comes (marketing of innovations and their intro-
duction in various industries in the contfext of in-
vestment projects). In its turn, the development of
innovations is called to stimulate sustainable eco-
nomic growth on a principally new, independent
of the commodity market environment, basis and
raise the quality of life for the Russian citizens. It
will facilitate Russia’s switchover to an innovative
and socially oriented path of development, there-
by enabling it to become one of the most devel-
oped, business- and people-friendly states.

Given a significant social effect to be
achieved through intensified innovative activi-
ties and seeking to fulfill its role of a national de-
velopment bank and an intermediary between
the state and business, Vnesheconombank has

9. Specific issues related to promotion of intensified innova-
tive activities (in line with the programs for supporting SMEs] are
detailed in Clause 1.5 of the report. The related information is
also to be found below in paragraph “Fostering of Partnership
Relations”.
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been actively supporting the Foundation from
the day of its creation.

On a continued basis, the Bank provides
the Foundation’s management with advisory
services relating to feasibility and mechanisms
of financing, as well as delivery of innovative
projects. A number of working group meetings
were held with representatives of the Founda-
tion, the related ministries and executive bod-
ies in order to identify potential mechanisms
for interaction.

The major areas of interaction between
Vnesheconombank and the Foundation are as
follows:

1) Vnesheconombank’s participation in
the program of financial assistance for innova-
tive projects to be implemented by the Skolko-
vo Foundation (financing of R&D, preparation
of design and budget estimate documentation);

2) financing the Foundation’s innovative
projects at the stage of technology commercial-
izing (after the R&D stage is completed);

3) financing the creation of the Founda-
tion’s infrastructure;

4) other forms of support for the Founda-
tion including advisory services.

Program for Vnesheconombank’s

investments in projects on

construction of affordable

housing and home mortgages

in 2010-2012 (hereinafter —

the Program)

In Q1 2010, the Bank basically finalized the
RUB 250 billion Program and identified ap-
proaches to its implementation.
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In February 2010, the Bank’s Supervisory
Board approved a mechanism to finance mort-
gage loans by investing the accumulated com-
ponent of pension savings and Vnesheconom-
bank’s own resources in mortgage-backed
bonds to stimulate mortgage lending and in-
crease its affordability for the public.

Overall, it was decided to invest RUB 250
billion worth of funds in the context of the Pro-
gram, in particular:

B Vnesheconombank's own resources in
the maximum amount of RUB 50 billion — in
mortgage-backed bonds;

B pension managed by
Vnesheconombank as a State Trust Manage-
ment Company (STMC) in the maximum amount
of RUB 100 billion —in mortgage-backed bonds;

savings

B pension savings  managed by
Vnesheconombank as a STMC in the maximum
amount of RUB 60 billion — in state-quaranteed
bonds of OJSC “Agency for Housing Mortgage
Lending” ("“AHML");

BN  resources of the NWF in the maximum
amount of up to RUB 40 billion to be allocated
to Vnesheconombank in compliance with Law
No.173-FZ for further crediting of 0JSC "AHML".

The requirements to mortgage-backed bonds
to be acquired under the Program were ap-
proved. The Procedure for Cooperation between
State Corporation “Bank for Development and
Foreign Economic Affairs (Vnesheconombank)”,
0JSC “AHML”, LLC “Investment Company of
Vnesheconombank “VEB Capital”, credit institu-
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tions and mortgage agencies in the Program Im-
plementation was established. A progress report
format in respect of home and mortgage lending
was prepared.

The Program laid down major terms and con-
ditions for Vnesheconombank’s issuing guar-
antees (sureties) in the total maximum amount
of RUB 150 billion valid for up to 3 years in
favour of the mortgaged-backed bonds issuers
to secure the obligations of LLC “VEB Capital”
under the service agreements to be conclud-
ed for placing bond loans in accordance with
the Program.

The Program provides for Vnesheconom-
bank’s acquisition, using pension savings, of up
to 70% of the state-quaranteed bonds issued
by 0JSC "AHML". As at 01 January 2011, 0JSC
“"AHML" registered 5 state-guaranteed bond is-
sues totalling RUB 36 billion. It placed 2 issues
for an overall amount of RUB 15 billion and
Vnesheconombank purchased RUB 10.5 billion
worth of the bonds, i.e. 70% of the bond issues.

In compliance with the amendments intro-
duced to Law No. 173-FZ in pursuance of Federal
Law No. 101-FZ dated 22 May 2010, the interest
rate on loans extended by Vnesheconombank to
0JSC “AHML" was reduced from 9.5% to 6.5%
per annum. Concurrently, the interest rate on
deposits placed by the NWF with Vnesheconom-
bank for the total maximum amount of RUB 40
billion to fund loans to OJSC “"AHML" was re-
duced from 8.5% to 6.25% per annum. In De-
cember 2010, Vnesheconombank extended tfo
0JSC “AHML" a RUB 40 billion loan facility. As at
01 January 2011, the borrower drew down RUB
3 billion of the facility.
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To foster construction of affordable housing,
Vnesheconombank’s Supervisory Board approved
in December 2010 a Concept for Stimulating Af-
fordable Housing Construction. The Concept pro-
vides for Vnesheconombank’s refinancing, using
its own funds, the loans extended by credit insti-
tutions (Program participants) to economy-class
housing developers at the interest rate that does
not exceed 10% per annum. It was decided that
Vnesheconombank would grant loans at the inter-
est rate of 3% per annum with maturity of up to
31 December 2013 and in the amount that does
not exceed '/, of the funds extended to the credit
institution under the Program.

According to the Concept, the loans eligible
for refinancing by Vnesheconombank should
comply with the following requirements:

B the loans were extended to construct
economy-class residential property (as defined
by the Russian Ministry of Regional Develop-
ment in its methodology);

I the lending rate for developers should
not exceed 10% per annum with no additional
fees or commissions payable to a lender;

BN the loans were extended for projects
entered by the Russian Ministry of Regional
Development info various programs of Russia’s
constituent entities for economy-class housing
construction with guaranteed construction com-
pletion dates and allowing for securitization of
the respective mortgage loans within the frame-
work of the Program.

To further develop the Concept, a Procedure
for refinancing credit institutions that extended
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loans to economy-class residential property de-
velopers was elaborated. The Procedure was pre-
pared by Vnesheconombank together with the
Russian Ministry for Regional Development, 0JSC
“AHML” and some other Program participants.

To secure due accomplishment of the objec-
tives, the Bank’s Supervisory Board made a deci-
sion on a 1-year prolongation of the Program fill
year-end 2013.

Fostering PPPs and engineering

services market

The Bank continued to perform the functions
of a financial consultant to the Russian Federa-
tion Government with regard to investment
projects eligible for budgetary appropriations
from the Russian Federation Investment Fund
(in line with the Russian Federation Government
Resolution No. 134 dated 01 March 2008 “On
Adopting the Procedures for Formation and Al-
location of Budgetary Appropriations from the
Russian Federation Investment Fund”).

The Bank examined 6 applications of project
initiators for budgetary appropriations from the
Investment Fund and forwarded the respective
reviews to the Russian Federation Ministry for
Regional Development.

During 2010, Vnesheconombank monitored
on a quarterly basis the fulfillment of obligations
under the investment agreements relating fo
projects delivered drawing on the Russian Fed-
eration Investment Fund's resources.

In line with the Russian Federation Gov-
ernment Resolution No. 1372-r dated 17 Au-
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gust 2010, Vnesheconombank was designated
as a sole investment consultant to address the
state needs of the Russian Federation con-
stituent entities in procurement of PPP-based
projects.

At the end of 2010, the Bank received 26 ap-
plications from the Russian Federation constitu-
ent entities and municipalities (with the support
of the Russian Federation constituent entities)
in respect of 54 projects.

Vnesheconombank concluded the 1st Gov-
ernment contract with the Government of the
Khanty-Mansiisk autonomous district — Yugra for
rendering consultative services under the PPP
project on construction of schools and pre-school
institutions in the municipal entities of the dis-
frict.

In December 2010, the Bank's Supervisory
Board adopted a decision on implementing in
2011-2015 a RUB 10 billion program of finan-
cial support for regional and urban development
projects.

Within the framework of the program, the
Bank will make an equity investment in the
charter capital of project companies to be
established by administrations of the territo-
rial entities to procure PPP projects (including
preparation of legal documentation, feasibility
study, design specification and budget esti-
mates).

The Bank’s PPP projects are focused on:

B ecological safety (wastewater treatment
plants and waste management infrastructure);
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B enhanced energy efficiency of the heat-
ing and lighting municipal infrastructure and of
the municipal real estate;

B developing an appropriate infrastruc-
ture of sites intended for affordable housing de-
velopment and technoparks construction;

B development of transport infrastructure,
social infrastructure (education, healthcare,
sports and culture), public and municipal admin-
istration infrastructure (multifunctional centres,
e-Government, the infrastructure of a broad
band access to Internet).

Vnesheconombank prepared standard docu-
mentation for PPP projects procurement in the
area of energy efficiency, ecology, affordable
housing development and technoparks con-
struction.

Also, the Bank engaged in building up a re-
gional legislative, educational and infrastruc-
ture platform enabling to drive a quality PPP
projects market forward. As at year-end 2010,
with Vnesheconombank’s assistance, local PPP
centres were established in 18 Russian Federa-
tion constituent entities. Within the period under
review, 23 constituent entities of the Russian
Federation adopted PPP-related laws drafted
with the Bank’s participation.

The Bank assisted public and municipal au-
thorities in PPP staff training. In 2010, 21 re-
gional events were held in the form of confer-
ences and/or seminars aimed at, among other
things, training of government and municipal of-
ficials on PPP issues. In October 2010, fo create
a platform for continuous training of PPP mar-
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ket participants, Vnesheconombank and the Fi-
nancial University under the Russian Federation
Government established and later inaugurated
a special PPP Chair. Starting from September
2011, the Chair will arrange complex PPP train-
ing (Bachelor and Master programs, skills up-
grading and staff training programs, including
the “Master of Public Administration”'® program
with an MPA diploma, a scientific and meth-
odology laboratory, etc.). The University plans
to organize a postgraduate training course.
Vnesheconombank’s PPP Centre prepared guid-
ance materials for PPP-related academic cours-
es and for training of public authorities.

Alongside that, the Bank rendered financial
support for regional and municipal administra-
tions in respect of PPP projects procurement.
Notably, elaborating the procedure of interac-
tion between Vnesheconombank and UNDP'
within the framework of a Joint Project was com-
pleted. Taking the PPP project market in Rus-
sia forward is viewed as the Project major goal.
Raising donor funds to help regional and munici-
pal authorities in procurement of PPP projects is
another aim.

10. The PPP program of public staff training based on inter-
nationally accepted approaches.

11. UNDP is a leading UN organisation engaged in pro-
viding international technical assistance to developing nations
and countries with transition economies. In conformity with the
previously made agreements, PPP development is a priority for
cooperation between the UNDP and Vnesheconombank. In par-
ticular, in December 2009, Vnesheconombank and UNDP signed
a document “Development of Public-Private Partnership in Rus-
sia” intended for delivery of pilot projects in the Russian regions
and CIS countries. The document envisages disseminating the
experience gained, assisting the development of local PPP cen-
tres in the Russian Federation regions, adopting modern mana-
gerial approaches and applying financial instruments for PPPs.
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To foster development of the engineering
services market (it primarily concerns projects
delivered on the principles of project finance),
and to stimulate PPP project activities in the
Russian regions, LLC “VEB Engineering”, a spe-
cialised subsidiary of Vnesheconombank (a com-
pany with foreign participation), was established.

Comprehensive regional development

Apart from measures aiming to promote in-
vestment activity in the Russian regions adopting
a PPP approach and to ensure comprehensive
development of the territories, the Bank devoted
considerable energies to other business lines.

Strengthening the Bank’s presence in the
North-Caucasian Federal District.

In November 2010, the Bank established a
subsidiary — OJSC “The North Caucasus De-
velopment Corporation” — for administration of
investment projects implemented in the District
(starting from a concept to actual delivery). The
subsidiary with the authorized capital of RUB
500 million is 100%-owned by Vnesheconom-
bank. The Corporation’s objectives include
selection of projects in industries most instru-
mental for the region’s development, project
structuring, arranging the respective financing
and rendering advisory services to regional au-
thorities. The year 2010 witnessed formulation
of the Corporation’s Development Strategy up o
2016 and generation of the investment project
portfolio. In 2011, the Corporation intends to
launch 6 investment projects in the region.

In pursuit of the Russian Government's Di-
rective, Vnesheconombank became one of the
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founders of OJSC “The North Caucasus Resorts”
registered in December 2010. The company's
activities are aimed at delivering infrastructure
projects for construction of a fourist cluster in
tourist and recreational SEZ of the North Cau-
casian Federal District, the Krasnodar Territory
and the Republic of Adygea.

New projects, the financing of which was start-
ed bythe Bankin 2010, included 2 projects for con-
struction/modernization of enterprises to produce
construction materials in the Kabardino-Balkar
Republic and the Stavropol Territory. Total value
of the projects — RUB 9.3 billion. Vnesheconom-
bank’s commitment — RUB 6.8 billion.

Developing new mechanisms to promote in-
vestment activities in remote eastern ferritories
of the country.

In December 2010, the Bank’s Supervisory
Board approved Vnesheconombank’s participa-
tion in establishing a development institution in
the Far Eastern Federal District and the Baikal
region, including a direct investment fund and a
managing company for the fund (100%-owned
by Vnesheconombank).

In April 2011, Khabarovsk hosted a regional
practical conference “Vnesheconombank: the
Far East Development Projects”. Establishment
of a development institution was the main topic
of the conference.

Financial support for economic transforma-
tion of single-industry territorial entities.

In 2010, the Bank continued to credit invest-
ment projects implemented in single-industry
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towns. Toillustrate, the following projects are worth
mentioning: launching the production of Ka-226T
helicopter (Kumertau, the Republic of Bashkorto-
stan) and car making components (Elabuga, the
Republic of Tatarstan), construction of a cement
plant (Slantsy, the Leningrad region). Moreover, the
Bank provided support for the current activities of
major enterprises operating in such single-industry
settlements as Severodvinsk (the Arkhangelsk re-
gion), Kanash (the Chuvash Republic), Nizhniy Tagil
(the Sverdlovsk region), Arseniev (the Primorski
territory). Vnesheconombank’s total commitment
amounted to RUB 44.4 billion.

Stimulating the activities

of Vnesheconombank’s

representative offices

In 2010, Vnesheconombank had 4 rep-
resentative offices operating in the Russian
Federation: St.Petersburg (the North-Western
Federal District), Khabarovsk (the Far Eastern
Federal District), Ekaterinburg (the Ural Federal
District) and Pyatigorsk (the North Caucasian
Federal District). In February 2011, the Bank
opened its representative office in Krasnoyarsk
(the Siberian Federal District).

The areas of activities of Vnesheconom-
bank’s representative offices in the Russian Fed-
eration encompass:

I
lection of investment projects in the respective

identifying and ensuring preliminary se-
office’s region/area of responsibility;

]
documents required by the Bank for project ex-

advising customers on preparation of

pert evaluation;
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B fostering the existing and establishing
new business relations with regional authorities
and business communities;

B providing information and analytical
support for the Bank’s activities in the respective
regions, partficipation in conferences, forums,
seminars relating fo Vnesheconombank’s remit
and interests.

Fostering partnership relations

The Bank confinued to promote investment
cooperation with the local authorities of the
Russian constituent entities, foreign companies,
international and foreign financial institutions.

During 2010, Vnesheconombank signed 6
framework cooperation agreements on strate-
gic partnership (in particular, on PPP procure-
ment) with the authorized bodies of the Republic
of Dagestan, the Republic of Karelia, the Krasno-
yarsk Territory, the Irkutsk and Orel regions and
the Yamalo-Nenets Autonomous District.

Moreover,in 2010 Vnesheconombank signed
a number of multilateral agreements (memoran-
dums on interaction, cooperation agreements).
These are aiming to assist the delivery of 3 in-
vestment projects in Russia and have among its
signatories a public authority representing the
respective Russian constituent entity: the Kara-
chay-Cherkess Republic, the Republic of Burya-
tia and St.Petersburg.

In the reporting period, several protocols of
intent on public-private partnership, in particu-
lar, with the authorities of the Chechen Republic
and the Volgograd Region were signed.
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To further develop the agreements, the Bank
made a decision to participate in financing of in-
vestment projects that include:

B construction of a plant in Tiube (the
Republic of Dagestan) to produce high-quality
glass for the construction industry in the North
Caucasian, Southern, Privolzhskiy and Cen-
tral Federal Districts of the Russian Federation
(within the framework of the Cooperation Agree-
ment between the Government of the Dagestan
Republic and Vnesheconombank);

B construction of a timber-sawing and
timber-processing complex in Ust-Kut (the
Irkutsk Region) and of a logging plant based on
advanced technologies to provide the complex
with the raw materials (under the Cooperation
Agreement between the Government of the
Irkutsk Region and Vnesheconombank).

Apart from this, the reporting year saw the
signing of more than 20 framework agreements
with Russian, international and foreign institu-
tions on cooperation in investment promotion,
as well as on implementation of projects and
programs in strategic industries:

B priority lines of economy modernization
and innovation:

B Memorandum on cooperation and inter-
action in implementation of projects aimed at
increased enerqgy efficiency and resource sav-
ing with CJSC “The Agency for Energy Efficiency
and Resource Saving”;

B Protocol of Intent signed with state
corporation “The Russian Technologies” with a
view to establishing strategic partnership and
developing long-term, efficient and mutually
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beneficial cooperation between the parties in
implementation of investment projects and pro-
grams in biotechnologies, in medical industry
and pharmaceuticals;

B Cooperation Agreement with 0JSC
“OAK” and “Antonov” state enterprise (Ukraine)
on implementation of investment projects for
development and manufacturing of advanced
machine-engineering products based on inno-
vative technologies, development and arrange-
ment of serial production of civil, transport and
military-transport aircraft;

B Memorandum of Understanding with
the Export-lmport Bank of the United States to
promote cooperation in financing of projects
that aim to modernize the Russian economy, fos-
ter innovations and increase enerqy efficiency;

I  Support for SMEs:

B Memorandum on Cooperation under
EMPRETEK Program aimed at developing en-
trepreneurship in the Russian Federation signed
with the United Nations Conference on Trade
and Development (UNCTAD). The Memorandum
provides for cooperation in implementation in
Russia of EMPRETEK methodology designed to
support SMEs with a view to promoting business
activity at the national and international level;

B Cooperation Agreement with CJSC “The
Russian Agency for SME Support” in order to
help increase the competitiveness of Russian
SMEs and promote efficient delivery of innova-
tive and export-oriented SME projects;

B Cooperation Agreement with an All-Rus-
sian non-governmental organization “OPORA
ROSSII” on the parties” interaction in establish-
ment of cooperation between SMEs and foreign
SME infrastructure supporting institutions.
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Creating a pool of HR talent to promote

investment activities

To upgrade professional skills of its partners/
potential partners'?, the Bank continued the
project launched in 2009 “Training of Special-
ists Involved in Delivery of Investment Projects
Supported by Development Institutions”. In
2010, about 350 persons representing the Rus-
sian executive bodies, companies and the expert
community underwent the respective training.
Listed below are the events held:

|
Higher School of Economics, the Bank organ-

on the basis of the State University —

ized professional development courses “Delivery
of Investment Projects for Increased Enerqy Effi-
ciency, Energy Saving and Energy Infrastructure
Development”. The training drew the represent-
atives from enterprises and regional authori-
ties of the Arkhangelsk, Kursk, Moscow, Nizhniy
Novgorod, Tomsk, Samara and Sakhalin regions,
the Republics of Tyva and Tatarstan, the Sakha
(Yakutia) Republic and the Chechen Republic
(26 participants);

[
tion Session of the All-Russian Youth Forum
“Seliger-2010" (the Tver region), the Bank or-
ganized Vnesheconombank’s Information Day,

under the auspices of the Innova-

where its employees delivered a series of train-
ing lectures for the Forum participants (200 par-
ficipants);

|
ice under the President of the Russian Federa-
tion, the Bank organized professional develop-

at the Russian Academy of State Serv-

12. Detailed data relating to creating a HR talent pool are
also discussed in section “Fostering PPPs in Russia”
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ment courses “Investments in Development
Projects”. The training drew representatives
from enterprises engaged in logging and timber-
processing, household chemicals production,
construction, public utilities, specialists from
regional development institutions and invest-
ment departments of credit institutions across
Russia, as well as representatives from the Rus-
sian Ministry of Regional Development, relevant
ministries and agencies of the Amur, Belgorod,
Novosibirsk regions, the Republics of Mordovia
and Karelia (26 participants);

BN Kislovodsk hosted Vnesheconombank’s
1¥' regional practical conference “Vnesheconom-
bank: Development Bank's Priority Areas of Ac-
tivities”. The conference brought together the
heads and representatives of local government
of the North-Caucasian Federal District, who are
in charge of the investment activities, as well as
top management of commercial organizations
and representatives from the regional expert
community (73 participants).

1.3. Support
for Russian Exports

In delivering the exports support agenda,
Vnesheconombank makes the best use of a wide
range of support forms and instruments, includ-
ing extension of pre-export financing (credits
to Russian borrowers) and export credits's, is-
suance and confirmation of L/Cs, extension of
various guarantees.

13. Credits extended to foreign legal entities (banks and
non-credit institutions), authorized bodies representing foreign
states with a view to financing purchases of the Russian produc-
tion (goods and services) under foreign trade contracts.
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Apart from that, to assist foreign economic ac-
tivities of the Russian companies, the Bank makes
equity investments in the charter capitals of for-
eign banks in countries that are Russia’s strategic
partners in foreign economic operations.

Over the period under review, RUB 3.9 billion
was extended for export support.

The funds were mainly extended within pre-
export financing of Russian enterprises engaged
in high-tech production.

Alongside that, export credits for promoting
high-tech production to foreign markets were
extended. In 2010, the following issues relat-
ing to extension of export credits were carefully
scrutinized'*:

B Vnesheconombank’s participation as a
co-arranger in a syndicated loan facility opened
to the Ministry of Finance of the Republic of An-
gola to finance the country’s purchases of the
Russian industrial production under a foreign
trade contract (between FSUE “Rosoboronex-
port” and the Ministry of Telecommunications
and Information Technologies of the Republic
of Angola) for the construction in Angola of the
national space broadcasting and communica-
tions system (“Angosat” project). The producer
of the system is OJSC “S.P. Korolev Rocket and
Space Corporation “Energia”; the project value
exceeds USD 300 million. Syndicated loan ar-
ranger: CJSC “ROSEXIMBANK"'> (100%-owned

14. Vnesheconombank opened credit facilities for the re-
spective sums in March-April 2011.

15. In 2010, this subsidiary of Vnesheconombank (just as in
the past few years) acted as the Russian Federation Government
agent in delivering support for industrial exports.
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by Vnesheconombank). Other syndication par-
ticipants include: VTB Bank (Austria) AG and
0JSC “Gazprombank™. It was planned under the
syndicated credit facility fo extend funds for the
total amount of up to USD 278.46 million for a
13-year term with Vnesheconombank’s commit-
ment of up to USD 79.2 million.

B Vnesheconombank’'s participation as
Original Lender in a syndicated loan facility
opened to HIDROTOAPI E.P. (the Republic of
Ecuador) with a view fo financing the purchases
by Ecuador of the Russian energy equipment
under a foreign trade contract (between the
above company and OJSC “INTER RAO UES").
The contract for the delivery of the Russian
production is related to the “Toachi-Pilaton”
project in Ecuador (the project value — USD
145 million). CJSC “"ROSEXIMBANK” acted as
the syndicated loan Lead Arranger. Other syn-
dication participants included: OJSC “Gazprom-
bank”, Gazprombank (Switzerland) Ltd. and
Russian Commercial Bank (Cyprus) Ltd. It was
envisaged under the syndicated credit facil-
ity to extend funds for the total amount of up
to USD 123.3 million for an 11-year term with
Vnesheconombank’s commitment of up to USD
20.0 million.

B Opening of a credit facility to the Min-
istry of Finance of the Republic of Indonesia in
the amount of up to USD 5.95 million to finance
deliveries of Russian high-tech goods.

review,

Within the under

Vnesheconombank’s Supervisory Board ap-

period

proved the decision to arrange debt financing of
foreign economic operations under contracts,
in which the Russian-Italian company “Superjet
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International S.p.A.” acts as a seller. To reduce
potential risks for Vnesheconombank, negotia-
tions with COFACE (France) and SACE (ltaly) on
the possibility of the Bank’s co-participation in
these transactions were held.

To expand Russian exports to the markets of
Belarus and Ukraine and secure the operations
of Russian businesses technologically linked
with the enterprises of these countries, as well
as fo strengthen integration ties within the CIS,
Vnesheconombank benefits from the status of a
shareholder in 2 foreign banks. Vnesheconom-
bank owns controlling stakes in OJSC “Belv-
nesheconombank” (the Republic of Belarus) and
PSC “Prominvestbank” (Ukraine).

In 2010, Vnesheconombank opened a credit
facility to OJSC “Belvnesheconombank” in the
amount of up to USD 16.5 million. The facility
is extended to the bank for export credits to fi-
nance purchases of the Russian energy equip-
ment by the Republican unitary enterprise
“Brestenergo” (the Republic of Belarus) under a
foreign trade contract between this enterprise
and 0JSC “Teploenergoservis” (the Russian Fed-
eration). The loans extended within the credit
facility will mature in 2014.

Asat 01 January 2011, the volume of the port-
folio of guarantees extended by Vnesheconom-
bank to support exports totalled RUB 59.7 bil-
lion. The geographic reach of the guarantee
operations fo promote exports remains exten-
sive, including guarantees extended to benefici-
aries — residents of 18 foreign states.

In 2010, Vnesheconombank extended 67
guarantees amounting fo RUB 9.8 billion for
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these particular purposes. Guarantees were
extended in support of exports of high-tech
industrial production, primarily to entities op-
erating in the following sectors/branches of
economy: aircraft building and rocket and space
complex, electronics, nuclear industry, trans-
port, special-purpose and energy machine-engi-
neering.

Creation of the Russian agency

for insurance of export credits

and investment

To execute the Russian Government action
plan for implementing in 2009-2012 of Major
Guidelines of the Russian Federation Foreign
Economic Policy up to 2020 and the plan for im-
plementing major anti-crisis measures, as well
as the Russian Federation Government modern-
isation agenda for 2010, efforts were continued
to develop the financial infrastructure of export
support.

In July 2010, Vnesheconombank’s Supervi-
sory Board approved (in principal) the Concept
for creation and functioning of the Agency for
Insurance of Export Credits and Investment. A
principal decision on establishing the Agency as
an open joint stock company (OJSC) was adopt-
ed. The projected charter capital of the Agency
amounts to RUB 30 billion, Vnesheconombank’s
commitment totals 100%.

The Agency is called to become a key insti-
tution in the national system of export support.

In the reporting period, Vnesheconombank
actively participated in preparation and sub-
mission for consideration by public authorities
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of draft projects to introduce amendments to
the legislative framework. These documents
are designed to improve mechanisms of insur-
ing export credits and investment against com-
mercial and political risks. Statutory and other
documents in respect of the establishment and
appropriate functioning of the Agency were
drafted.

1.4. Financial Rehabilitation
of Institutions Strategically
Important for the Russian
Economy

The task of managing strategic real economy
enterprises, which were critically destabilized by
the global financial and economic crisis, was a
new focus of Vnesheconombank’s activities. In
conformity with the state level decisions, the
Bank actively participated in financial rehabili-
tation of 2 enterprises, namely, 0JSC “Amurmet-
al”, which is on the list of system-forming enter-
prises approved by the Government commission
on improving the Russian economy sustainabil-
ity, and the “Traktornyie Zavody” machine-en-
gineering concern that includes 80 enterprises
operating in 10 of the Russian Federation con-
stituent entities and abroad.

In order to restore the financial stability of
0JSC “Amurmetal” and to complete the imple-
mentation of the company investment program,
as well as to implement the program of financial
rehabilitation and innovation of the “Traktornyie
Zavody” concern, Vnesheconombank, in 2010,
purchased 100% blocks of these enterprises’
shares. Also, Vnesheconombank extended RUB
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14.5 billion worth of credits (RUB 2.2 billion and
RUB 12.3 billion to OJSC “Amurmetal” and the
“Traktornyie Zavody” concern respectively). Guar-
antee support in the amount of RUB 10.2 billion
was provided.

In Q1 2010, Vnesheconombank started imple-
menting the stimulus program for OJSC “Amur-
metal”. Concrete steps to enhance control over
its activities were taken. These were as follows:
Vnesheconombank’s representatives took seats on
the Board and a tender committee to execute con-
trol over the purchases of raw materials and the
sale of finished goods was established.

Financing provided for OJSC “Amurmetal” se-
cured positive dynamics in goods production, as
well as enabled the enterprise to repay arrears
owed to the staff, budget and suppliers.

Since Vnesheconombank’s participation in a
bail-out program for the “Traktornyie Zavody” con-
cern just started in Q4 2010 (actually, the credit
was extended by the Bank in late December), con-
crete outcomes could obviously be expected in mid
2011. But it was due to Vnesheconombank’s guar-
antee support that the concern managed to raise a
loan enabling it fo ensure continuous operation of
its enterprises.

1.5. Support for Small-
and Medium-sized
Enterprises

Vnesheconombank is one of the key financial
institutions designed to assist the state in deliver-
ing the SME support agenda.
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Financial support for SMEs is rendered in
the framework of Vnesheconombank’s pro-
gram (hereinafter — the Program). The Program
is being implemented through OJSC RDB'S,
Vnesheconombank’s 100% owned subsidiary.
The Program envisages lending to SMEs through
the use of the RDB’s network of partners that
include partner-banks and organizations that
form the SME support infrastructure (leasing,
factoring and microfinance companies).

As at 01.01.2011, the amount of funds pro-
vided by Vnesheconombank for the Program
implementation reached RUB 49 billion. The
amount includes two components:

I RUB 39 billion — the amount of the port-
folio of long-term credits extended to the RDB.
It includes RUB 30 billion — 8-year term cred-
its, the sources of funding for these credits —
the NWF's resources (the credits were extended
in 2009 with a zero margin for Vnesheconom-
bank: the interest rate at which the credits
were extended to the RDB equals that of the
NWF's deposits). In 2010, the lending rate on
these credits decreased from 8% per annum
(as set at the date of the credit extension)'’
to 6.25%. The portfolio also includes a subordi-

16. In compliance with the Procedure to apply to delivering
financial support for SMEs by State Corporation “Bank for De-
velopment and Foreign Economic Affairs (Vnesheconombank]”
approved by the decision of Vnesheconombank’s Supervisory
Board and in compliance with 0JSC RDB's internal regulatory
documents (approved by RDB's governing bodies) that further
develop the Procedure.

17. The rates were decreased in conformity with the Rus-
sian Federation Government Directive No. 649 dated 24 August
2010 "On Making Amendments to paragraph 12 of Eligibility Cri-
teria to Financial Assets in which the NWF Resources Could be
Invested”.
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nated loan amounting to RUB 9 billion extended
during the reporting period for a term of 10
years at the rate of 2/3 of the CBR’s official re-
financing rate (as set at the date of the credit
extension). Simultaneously, the RDB repaid the
credit earlier obtained from Vnesheconombank
in the similar amount, but at a higher interest
rate. Vnesheconombank, by means of decreas-
ing interest rates on its resources, is seeking
to ensure lower borrowing costs under cred-
its fo be subsequently extended by the RDB to
partners within the framework of the Program
(for financing by partner-banks and infrastruc-
ture organisations of the end-borrowers —
SMEs). At the same time, a subordinated credit
obtained by the RDB (Vnesheconombank's
subsidiary) increased the bank's own funds

(equity);

B RUB 10 billion — Vnesheconombank’s
equity investment in the RDB’s charter capi-
tal (in 2009, Vnesheconombank purchased an
equivalent amount worth of shares additionally
issued by the RDB).

Concrete approaches to the Program imple-
mentation, with due regard for specific tasks of
SME development, are reflected in the range of
credit products offered by the RDB to Program
partners.

In 2010, enhancing the scale and scope of
support for SME projects intended for creation/
introduction of innovations and technical/tech-
nological modernization of productive facilities
was viewed as the key strategic task for ensuring
sustainable economic growth on an innovative
basis.
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As a rule, such projects are capital-intensive
and have long payback periods. These factors,
as well as the social importance of the projects
for economic development required specific ap-
proaches to financial support for SMEs operat-
ing in innovation/modernization areas. These
approaches underlie the Program called “Financ-
ing for Innovations and Modernization” (part of
the entire Program). The RDB started its delivery
in March 2010.

The target companies under the Program
“Financing for Innovations and Modernization”
include SMEs engaged in projects that will con-
tribute to Russia’s economy modernisation in
priority areas (as designated at the state level)
or will benefit scientific and technical progress
and technological development along other
lines.

At the end of the reporting period, the key
parameters of the credit products offered to
partners and developed to implement the Pro-
gram “Financing for Innovations and Moderni-
sation” were as follows:

[
for a 7-year term (the longest term in the RDB'’s
line of credit products);

loans to be offered to the RDB's partners

B inferest rates on loans extended to part-
ners range from '/, to 3/, of the CBR's refinanc-
ing rate (the lowest level of rates on RDB’s line
of credit products offered to partners).

Apart from this, a tight focus was placed on
provision by RDB partners of increased volumes
of SME support drawing on their own or borrowed
funds (other than the RDB's resources).
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This is the target of the RDB’s new credit
products developed in 2010 within the frame-
work of the Program. The interest rates on the
RDB'’s credit products to be extended to part-
ners will be set depending on the proportion
of the additional amount of funds (in percent-
age to the sum of the RDB’s credit) that the
borrower-partner is prepared to provide to
SMEs drawing on funding sources other than
the RDB ones. Extension of credit products
by the RDB within the Program “Financing
for Innovations and Modernisation” requires
mandatory co-financing'® by the borrower-
partner of the targeted SME projects for
which the credit was provided.

The following data clearly demonstrate the
main outcomes of the Program implementa-
tion delivered by the end of the period under
review'’.

As at 01 January 2011, 216 partners rep-
resenting banks and infrastructure companies
that have loan agreements with the RDB, ef-
fective as at the given date, participated in the
Program. As compared to the year start 2010,
the number of partners increased more than
3-fold.

The RDB’s commitments towards its part-
ners under the concluded loan agreements
(effective as at 01.01.2011) total RUB 95.3
billion. Apart from that, in conformity with the
terms of the contracts, RDB'’s partners under-

18. "Additional financing” means financing arranged by
the RDB's partners drawing on funding sources other than
the RDB's resources.

19. The results are given based on the RDB's data regard-
ing all the components of the Program.
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took commitments to extend to SMEs an addi-
tional amount of money totalling RUB 25.5 bil-
lion.

Obviously, the measures undertaken by
Vnesheconombank helped significantly de-
crease the costs of funds for the end-borrow-

ers — SMEs.

Over 2010, the weighted average intfer-
est rate on the portfolio of loans, extended by
partner-banks to SMEs decreased from 16% to
13.55% per annum (as at 01.01.2010 and as at
01.01.2011 accordingly). The similar figure for
loans provided within the framework of the Pro-
gram “Financing for Innovations and Modernisa-
tion” slightly exceeded 10% per annum (as at
the end of the reporting period).

Loans Extended to SMEs
by OJSC RDB Partners
(by regions)

Privolzhsky Federal District

Central Federal District

Siberian Federal District

Ural Federal District

[ Far Easten Federal District
Southern Federal District

8 North-Western Federal District

North Caucasian Federal District
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The geographic reach of the Program em-
braces all the federal districts and almost all the
constituent entities of the Russian Federation
(as at year-end 2010 — 82 entities).

In a number of regions, SME demand for
credit resources is relatively low. In 2010, with
a view fo enhancing SME support, special terms
of financing were offered in such regions (much
softer than those offered in regions with strong
demand). That, by the end of the reporting period,
allowed for increasing the volume and share of
credits extended to SMEs in the North-Western,
North Caucasisan and Southern Federal Districts.

In April 2010, Vnesheconombank, in order to

secure support for SMEs operating in areas of
generation, commercialisation and introduction
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7
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of innovations, signed a multilateral Agreement
on cooperation between development institu-
tions and stakeholders.

The subject matter of the Agreement is fo
ensure financial support for SME innovation
projects at all phases of the innovation cycle.

Apart from Vnesheconombank, the partici-
pants in the Agreement are: 0JSC “RBD”, GK
“Rosnanotech”, OJSC “Russian Venture Compa-
ny”, "Fund for assistance to SME development in
scientific and technical sphere”, the Russian As-
sociation of Venture Investment, CJSC “Moscow
Interbank Currency Exchange”, the all-Russia
public organization of small and medium entre-
preneurship "OPORA Rossii" and the Federal
Agency for Youth Affairs.

The Agreement lays groundwork for the or-
ganizational mechanism enabling the participants
to exchange information on the ongoing projects
and tfo identify for every project a support instru-
ment appropriate for the respective phase of the
innovation company development. The key func-
tions of the participants in the Agreement include:

B working out uniform approaches to se-
lecting, providing expert evaluation, structur-
ing and implementing SME projects; identifying
projects that have a high potential;

[
novation projects at various phases of project

rendering financial support for SME in-
delivery;
B aftracting for projects, which are sup-

ported by the agreement participants, of funding
from other sources.

BANK FOR DEVELOPMENT AS AN ACTIVE PARTICIPANT
IN THE PROCESS OF THE RUSSIAN ECONOMY MODERNIZATION
AND DEVELOPMENT

Interaction of the parties to the Agreement
is carried out under the auspices of the Coor-
dination Council that consists of heads of the
organisations — participants in the Agreement.
V. Dmitriev, Chairman of Vnesheconombank,
chairs the Coordination Council.

In encouraging enhanced scale and scope
of SME support and securing SME access to
long-term resources, most instrumental was
Vnesheconombank’s cooperation with inter-
national and foreign financial institutions,
including the European Bank for Reconstruc-
tion and Development (EBRD), Kreditanstalt
fur Wiederaufbau (KfW) (Germany), Intesa
Sanpaolo Spa and UBI Banka (ltaly), Zurcher
Kantonalbank (Switzerland), and Export-Im-
port Bank of India.

To implement the provisions of the coopera-
tion agreements, a wide range of instruments
of financial and quarantee support could be
used.

As a follow up to the agreement signed be-
tween Vnesheconombank and KfW?°, the Bank
extended guarantees to secure commitments
of 3 Russian banks (they have affiliates in 52
regions of the Russian Federation) under these
banks’ loans raised from KfW for SME financ-
ing (as at 01.01.2011, the amount of guarantee
portfolio was running at USD 53.7 million).

20.  The Agreement was signed by Vnesheconombank
and KfW in 2009.The Agreement provides for extension by the
German development institution of targeted loans (5-year tenor,
the total amount up to EURO 200 million) to Russian commer-
cial banks for financing SMEs. Among the financing priorities
are SME projects for developing and introducing energy saving
technologies. The Agreement was signed to further develop the
agreement on German-Russian Initiative on financing SMEs
previously signed by the parties.
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In April 2010, Vnesheconombank and KfwW
signed a Memorandum of Understanding on
German-Russian Program of Innovation and
Modernisation. To furter develop the Memoran-
dum and implement the Program, the German
bank extended to OJSC “RDB” a loan amounting
to EURO 100 million.

1.6. Borrowing
in Capital Markets

The task to intensify borrowing in capital
markets was one of the key priorities of 2010.
Accomplishing it required a substantial increase
in volumes and maturities of the Bank’s resource
base. That was primarily driven by the need to
satisfy demand for funding investment projects
financed by Vnesheconombank.

Setting this particular task was motivated
by objective reasons since at the beginning of
2010 credits extended for a term exceeding 3
years accounted for about 85% of the Bank’s
loan portfolio. As a rule, interest rates on the
Bank for Development credits were lower than
those offered by commercial banks. The Bank
was also expected to provide ever-increasing
amounts of long-term financial support for the
country’s economy.

Hence, the effort was made to enhance the
resource base, primarily fo satisfy long-term
funding needs, while seeking to borrow at com-
petitive loan rates.

Given the federal budget constraints, result-
ing from concentration of public funds in the
post-crisis period on support for the real econo-
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my, funds available in the capital markets®' were
viewed by the Bank as major external sources
for replenishing the resource base. The goal
could be mainly achieved through applying mar-
ket instruments, with the focus on minimizing
the costs of borrowing (and with due regard for
the current and forecast market environment).

The challenge was successfully met through
issuance and placement of bonds in the for-
eign and domestic capital markets (for the total
amounts of USD 3.2 billion and RUB 25 billion
respectively), as well as through obtaining long-
term credits from foreign banks (for the total sum
equivalent to RUB 36.3 billion).

As at 01.01.2011, the amount of mid- and
long-term loans (with maturities of 1 year and
exceeding 1 year) reached RUB 257.4 billion
(+42% on the same indicator as at the start
of the reporting period). Actually, at the end of
2010, funds raised through the use of securities
market instruments made the bulk of these re-
sources, with the respective share of funds grow-
ing up to 60% (versus 33% as at the beginning
of 2010).

Alongside that, borrowing by Vnesheconom-
bank in 2010 of funds with maturities exceeding
5 years for the total sum equivalent fo RUB 135
billion motivated other changes in the structure
of funds raised in the capital markets. The vol-
ume and share of such long-term resources wit-
nessed a substantial rise. To illustrate, if at the
beginning of the reporting period the volume of
the relative funds reached RUB 86.5 billion (or

21.  With maturities of the borrowed funds — 1 year and
over 1 year
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Equivalent to RUB, billion

Indicators 01.01.2010 01.01.2011
Funds raised from bond placements, total 60.5 153.0
Including:
Amount of US dollar-denominated Eurobonds issued (maturity — 7, 10 and 15 years) — 975
Amount of domestic US dollar-denominated bonds issued (maturity -1 year) 60.5 305
Amount of domestic ruble-denominated bonds issued (maturity — 10 years, -~ 25.0

with 3-year and 7-year put options) ’
Amount of credits obtained from banks (maturity — exceeding 1 year) 121.3 104.4
Amount of resources raised in capital markets, total 181.8 257.4

48% of the overall volume of borrowings in the  Structure of Funds Borrowed in Capital

capital markets), then by the end of 2010 they = Markets by Maturity
totalled RUB 171.7 billion (67% accordingly).

1 year

from 1to 3 years

from 3 to 5 years

Raising resources with the use Bl cxceeding 5 years

of securities market instruments

>
he)

In 2010, Vnesheconombank made debut
placements of long-term Eurobond issues in the @
international capital markets and ruble-denomi- ‘
nated bonds in the domestic market of debt se-
curities.

In June 2010, a Program of Vnesheconom-

6.4

bank’s loan participation notes (hereinafter —
Eurobonds) or Euro Medium Term Notes (EMTN)
for the total amount of USD 30 billion was regis-
tered. In 2010 the Bank's bonds issued included:

O

In July, a debut issue of 10-year Eu-
robonds in the amount of USD 1.6 billion (ma-
turing in 2020), the coupon rate set at 6.902 %
per annum;
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201

53

AS AT JANUARY 1

2010
%

47_6

%o

66.7

BACK TO CONTENTS



]
Eurobonds and 15-year Eurobonds in the total
amounts of USD 0.6 billion and USD 1.0 billion
respectively was performed. The coupon rate
for bonds of Series 2 (maturing in 2017) was set
at 5.45% per annum, for bonds of Series 3 (ma-
turing in 2025) — at 6.8% per annum.

In November, the issuance of 7-year

The outcomes of the above placements dem-
onstrate strong foreign investor demand for
Vnesheconombank’s Eurobonds issued within
the EMTN Program.

October 2010 saw the registration of 12 is-
sues (Series 06-17) of 10-year domestic ruble-
denominated bonds (non-convertible interest-
bearing documentary bearer bonds, subject to
mandatory centralized custody) for the total
nominal value of RUB 190 billion.

In the period under review, the Bank made
placement of Series 6 and Series 08 of these
bonds in the total amounts of RUB 10 billion and
RUB 15 billion respectively.

Ruble-denominated funds with a 10-year
maturity were raised at record low for the Rus-
sian market rates (in the circumstances of the
existing market environment):

RUB 15 billion at the rate of 6.9% per annum
(with a 3-year put option??),

RUB 10 billion at the rate of 7.9% per annum
(with a 7-year put option).

22. A period of time during which bondholders may not
claim early redemption from the issuer.
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Apart from it, in April 2010 Vnesheconom-
bank placed for 1 year (via private subscription)
on the Moscow Interbank Currency Exchange
USD 1.0 billion worth of non-convertible inter-
est-bearing documentary bearer bonds in the
number of 1 million, with a par value of USD
1,000 each, subject to mandatory centralized
custody (Series 02 within the framework of the
issue registered before the reporting period). The
coupon rate was standing at Libor (6m)+ 1.0 %.

We believe that Vnesheconombank’s success-
ful bond placements not only evidenced interest
in the above instruments shown by the capital
market participants, but also demonstrated its
positive assessment as a national development
institution committed fo resolving issues that are
key for the state and recognition of the Bank as a
credible borrower noted for an acceptable level
of creditworthiness and overall financial sustain-
ability.

Raising resources
in the form of loans

As at 01.01.2011, the amount of funds bor-
rowed in the form of loans with maturities ex-
ceeding 1 year that were attracted from for-
eign banks in accordance with the agreements
(including those concluded before 01.01.2010,
but effective in the period under review) reached
RUB 104.4 billion.

The year 2010 witnessed the signing of
loan agreements that stipulated raising by
Vnesheconombank from foreign banks of mid-
and long-term resources in the amount equiva-
lent to USD 3.8 billion.
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Among these agreements were bilateral ones
and Club Deals with a number of foreign banks
(including those under the cover provided by
export credit agencies). Within the framework
of these agreements, “tied” credits were raised
with a view to financing concrete investment
projects, in the delivery of which Vnesheconom-
bank participates.

The major “tied” deals of 2010 comprised:

BN Agreements with a syndicate of foreign
banks on raising loans for the total amount
of USD 1.44 billion, with the terms ranging
from 5 to 13.5 years to finance an investment
project for construction of a polypropylene
plant in Tobolsk. Syndication participants:
Credit Agricole Corporate and Investment
Bank, Deutsche Bank, Intesa Sanpaolo, ING
Bank, Societe Generale Corporate and Invest-
ment Banking, KfW IPEX-BANK, Sumitomo
Mitsui Banking Corporation (Europe);

B Agreements that provide for borrowing
resources from a club of foreign banks (Banco
Bilbao Vizcaya Argentaria, BNP Paribas, Credit
Agricole Corporate and Investment Bank, Caja
de Ahorros y Pensiones de Barcelona, Societe
Generale, Banco Espanol de Credito) for the to-
tal amount of up to USD 770.5 million for the
terms ranging from 5 to 12.5 years to finance
a project for construction and modernization of
the productive capacities implemented by 0JSC
“Khabarovsk Oil Refinery”;

B Loan agreement with China Develop-
ment Bank (China). The loan amount totals USD
361.5 million and the loan tenoris 11 years. The
resources will be used for financing a project

BANK FOR DEVELOPMENT AS AN ACTIVE PARTICIPANT
IN THE PROCESS OF THE RUSSIAN ECONOMY MODERNIZATION
AND DEVELOPMENT

for construction of a timber-processing com-
plex to produce sawn timber and chipboard in
the Vanino district, the Khabarovsk territory.

Admittedly, raising a syndicated loan in the
format of a Club Deal became a hallmark event
of the year. The syndication participants in-
cluded 13 banks: Barclays Capital, The Bank of
Tokyo — Mitsubishi UFJ, Societe Generale Cor-
porate and Investment Banking, BNP Paribas,
Sumitomo Mitsui Banking Corporation, Caly-
on, Deutsche Bank (London), Intesa Sanpaolo
(Ireland), Citigroup, UniCredit Group, WestLB
(London), UBS (London), HSBC Bank. The loan
amount totals USD 700 million and Euro 100.0
million, the loan tenor — 3 years.

Alongside that, a loan for the amount of
USD 115 million (3-year tenor) was raised from
WestLB. The credit was arranged in a Schuld-
scheindarlehen certificate of indebtedness
format. The deal participants include: Com-
merzbank, BayernLB, Raiffeisenlandesbank
Oberoesterreich, Chang Hwa Commercial Bank
and First Commercial Bank.

Also, framework loan and cooperation
agreements, memorandums of understanding
with major foreign banks were signed. These
banks comprised: UBS (Switzerland), Caisse
des Depots et Consignations (France), Landes-
bank Berlin (Germany), ING Bank (the Nether-
lands), Export-Import Bank of the United States
(USA).

BACK TO CONTENTS



Securities Portfolio

The provisions of Vnesheconom-
bank’'s Memorandum on Financial
Policies stipulate, in particular, its
activities in the domestic and foreign
financial markets with a view to plac-
ing temporary idle funds and manag-
ing risks.

To this end, Vnesheconombank
performs operations in FX, interbank
money markets and securities mar-
kets. In effecting these operations,
the Bank abides by the limits explicit-
ly specified in the Memorandum. On
an annual basis, Vnesheconombank's
Supervisory Board establishes the
maximum amount of funds allocated
to manage the Bank's temporarily
idle cash (liquidity).

FX and Interbank Money Market
Operations, Managing the Bank's

Specific instruments, parameters and terms
and conditions applicable to operations in the
above segments of the financial markets are
defined depending on the outcomes of a care-
ful analysis of the current and forecast market
environment.

2.1. FX and Interbank
Money Market

In 2010, Vnesheconombank engaged in ac-
tivities in the FX and interbank money markets
against the backdrop of high volatility of the ex-
change rates of major global currencies.

At the beginning of the period under review,
the EUR/USD exchange rate stood at 1.43. In
H1 of the year, due to a worsening Euro zone
debt crisis (first manifested in Greece), the US
dollar exchange rate was gaining relative to
Euro to stand at 1.19 in June. But H2 of the year
saw restored positions of the Euro and at year-
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end 2010, the EUR/USD exchange rate was
fixed at 1.34.

Over the year, the range of the exchange rate
fluctuation of the Russian ruble relative to the
US dollar was within RUB 28.93-31.78, relative
to the Euro — RUB 37.42-43.46.

Throughout the year, the Bank of Russia was
continuously reducing the refinancing rate and,
asat 01.01.2011, it made 7.75% (as compared
10 8.75% as at 01.01.2010).

Simultaneously, short-term rates in the inter-
bank loan market were decreasing over the en-
tire period of 2010 from 3.0-4.2% to 1.9-3.0%.
That obviously reflected high amounts of exces-
sive liquidity.

In light of this, the volumes of funds raised
by commercial banks under REPO operations
with the CBR were quite negligible. In order to
reduce excessive liquidity volumes, tenders for
placements of the CBR's bonds were arranged.

The overall turnover under the Bank'’s FX op-
erations decreased from RUB 36 402 billion in
2009 to RUB 11 000 billion in 2010, including a
decline in “currency swap” operations from RUB
31627 billion to RUB 8417 billion. A decrease
witnessed in the Bank's FX operations volumes
in the reporting period could be explained by the
fact that demand for foreign currency-denom-
inated resources required for financing invest-
ment projects was satisfied by funds generated in
2010 through issuance by the Bank of Eurobonds
and domestic dollar-denominated bonds.

FX AND INTERBANK MONEY MARKET OPERATIONS,
MANAGING THE BANK'S SECURITIES PORTFOLIO

Turnover of Money Market Operation/short-
term interbank loans, RUB billion

Funds raised I, 402
4550
Funds placed
I 7.7
10660
Il 2010 2009

Notably, at the end of the year, the turnover
of the funds placed (less long-term and “tied”
credits) and funds raised in the interbank money
market totalled an equivalent of RUB 8747 bil-
lion and RUB 6402 billion respectively.

2.2. Managing Securities
Portfolio

Equities

The price dynamics in the equities segment
of the Russian market reflected instability of the
global economy. In H1 2010, against the back-
drop of the debt crisis unfolding in Greece and
worsening macroeconomic indicators in the
USA, the Russian Trading System (RTS) index
posted a 15% decrease. Starting from H2 of the
year, as a result of the anti-crisis measures taken
by the EU and the IMF, as well as due to the US
economy rebound, a distinct change in the senti-
ment of international and Russian investors was
witnessed. Responding fo a rising demand for
risky assets and following the trends in the glo-
bal stock markets, by the end of 2010 the RTS
index was 22.5% up, as compared to the begin-
ning of the year.
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Increased numbers and volumes of share
placements performed by Russian companies
through 1POs/SPOs signaled a rebound in the
stock market. By way of example, if in 2009 the
IPOs/SPOs by Russian companies generated
USD 1.3 billion, then the respective figure for
2010 exceeded USD 6.0 billion.

Eurobonds

Within most of 2010, the yield on the major
“market benchmark”, i.e. the US 10-year Treas-
ury bills?® decreased from the peak values of
3.9-4.0% posted in January — April to 2.3% in
October 2010 to rise again to 3.4% by the end
of the year.

Overall, in 2010, the prevailing situation in
the emerging countries’ Eurobonds market was
quite favorable, except for the period (April-
May), when the European crisis reached its peak.
In the year under review, sovereign ratings of
many emerging nations, including China, Turkey,
Argentina, Indonesia, Chili and Kazakhstan were
upgraded.

The yield spreads of emerging economies
Eurobonds, calculated on the JP Morgan EMBI+
index, narrowed from the maximum values of
330-350 basis points (April-May 2010) to 230-
250 basis points (the end of 2010).

In 2010, Russia made a debut sovereign
Eurobond placement for the amounts of USD
2.0 billion (5-year term) and USD 3.5 billion

23. Notionally, the US Treasury bills are viewed as “risk
free” instruments, with their yield levels being used to charac-
terise the levels of risk inherent to other bonds. The difference
(spread) between the yield on this or that bond and the yield on
the US Treasury bills (same maturity) serves as a risk measure.

FX AND INTERBANK MONEY MARKET OPERATIONS,
MANAGING THE BANK'S SECURITIES PORTFOLIO

(10-year term), with the yield standing at 3.741%
and 5.082 % respectively.

The amount of new placements of the Rus-
sian issuers’ corporate Eurobonds reached USD
28 billion, demonstrating a substantial increase
on the same indicator of 2009 (USD 15.2 billion).

The overall volume of the Russian corporate
Eurobond issues (in circulation) increased from
USD 99.4 billion at the start of the year to USD
112.1 billion at the end of the year.

Ruble-denominated bonds

In H1 2010, the yield on the ruble-denomi-
nated bonds decreased to finish at levels record-
ed in mid 2008 (the pre-crisis yield levels). How-
ever, the past few months of 2010 witnessed an
upward yield trend for the ruble-denominated
bonds, which was driven by the market partici-
pants’ expectations of tightening the Russian
Federation monetary policy due to an explicit
trend of inflation acceleration.

Just as before, the market of OFZs served as
a benchmark for determining the yield on cor-
porate ruble-denominated bonds. In September
2010, “Major Guidelines of the Russian Federa-
tion Debt Policy for 2011-2013" that stipulated
the use of the domestic debt market as a key
source for financing the budget deficit were ap-
proved. Given a benign dynamics of the budget
revenues, the Russian Ministry of Finance would
not seek to fully implement the planned program
of domestic borrowing, having issued within the
year OFZs for the total amount of RUB 715.2
billion. That reduced the yield on government
bonds maturing in 1-5 years from 6.8-8.0% to
4.6-7.4%.
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High ruble liquidity levels maintained ena-
bled the corporate issuers make successful
placements of 207 issues amounting to RUB
850.8 billion versus RUB 1026.0 billion in
2009. Decreased amounts of placements were,
in particular, motivated by reallocation of liquid-
ity by commercial banks in favor of increased
amounts of corporate and retail lending in the
circumstances of waning attractiveness of the
ruble-denominated bonds (rising prices). The
year-end 2010 saw a downward yield trend for
ruble-denominated corporate “first line” bonds
from 8.5-9.5% to 6.3-7.5%, for the “second line”
bonds — from 10-12% to 7.5-9.0%.

In managing its securities portfolio, the
Bank’s policy was overall characterized by the
principles of a well-measured and conservative
decision-making policy in respect of changes in
investment structure and volumes. The portfolio
is diversified by types of securities and issuers,
with the liquid instruments of most credible Rus-
sian issuers making the bulk of investments.

Vnesheconombank’s portfolio encompasses
debt and equity securities: government bonds
and foreign issuers’ bonds, Russian corporate
Eurobonds, corporate and sovereign risk-linked
credit notes, corporate ruble-denominated
bonds, promissory notes, shares and depositary
receipfs.

Over the period under review, the volume of
the securities portfolio grew by RUB 98.3 billion
and at 01.01.2011 totalled RUB 474.1 billion
(+26% on the beginning of 2010).

FX AND INTERBANK MONEY MARKET OPERATIONS,
MANAGING THE BANK'S SECURITIES PORTFOLIO

Securities Portfolio Structure
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AS AT JANUARY 1
2010
%

7€

AS AT JANUARY 1
2011
%

17

27

Russian Federation Bonds

3

Corporate ruble-denominated debt instruments

(bonds and notes]
B Equity securities and depository receipts

Other debt instruments [foreign issuers’ bonds,
Russian corporate Eurobonds and credit notes"linked”

to corporate and sovereign risk)
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Vnesheconombank provides a uni-
versal range of depository, settle-
ment and information services in
respect of a wide spectrum of Rus-
sian and foreign securities.

Vnesheconombank’s Depository
(hereinafter — the Depository)
is a leading Russian depository
servicing the secondary market
of MinFins and the Russian
Federation Eurobonds.

Depository Activities

The Bank’s Depository activities are conducted
on a high professional level that allows it to service
securities traded in the Russian market and in the
markets of more than 100 countries worldwide
and to work with certificates of documentary se-
curities.

For Vnesheconombank, direct accounts were
opened with Euroclear Bank and Clearstream
Banking (infernational depositories), The Bank of
New York Mellon (a major custodian bank), in the
leading Russian depositories. Also, the accounts of
a nominal holder were opened for the Bank with
shareholders’ registers that are maintained with 23
registrar companies. The Bank has its own certified
vault for safekeeping documentary securities.

As at 01.01.2011, the overall number of client
depo accounts maintained by Depository was run-
ning at 1159, including more than 400 depo ac-
counts of banks and financial sector companies. Over
2010, 68 new client depo accounts were opened.

BACK TO CONTENTS

63



64

VNESHECONOMBANK
ANNUAL REPORT
2010

The number of depository operations over
the client accounts in 2010 made 17 703 (in
2009 — 24 902). The year 2010 saw 7767 op-
erations on realization of corporate actions of
issuers of securities recorded on client depo ac-
counts.

In order to meet high market participants’
requirements for quality and accessibility of
depository services, Vnesheconombank’'s De-
pository professionals continued work aiming to
enhance the automation level of operations. The
currently achieved automation level allows the
Bank’s professionals to promptly process client
instructions, transferred in SWIFT formats, en-
suring thereby speedy and reliable settlements
even if the number of operations is huge.

With a view to providing consulting support
for clients that use SWIFT system for informa-
tion exchange, recommendations with respect
to filling in SWIFT messages (category 5) applied
for settlements in securities operations were
made available on Vnesheconombank’s web-site
www.veb.ru (Depository section).

In 2010, in order to enhance efficiency of op-
erations in the registers of securities owners, the
Depository switched over to an electronic docu-
ment turnover with two registrar companies on
the basis of technological solutions offered by
“National Settlement Depository” (NSD).

Over the period under review, Vnesheconom-
bank, drawing on the federal budget funds,
made coupon payments under the IV, V and VII
Tranche Minfin bonds, as well as payments of
principal amounts under the IV and V Tranche
of Minfins when the bonds were presented to

DEPOSITORY
ACTIVITIES

Vnesheconombank by bondholders, as well
as when exchanging the balances on clients’
blocked and special currency accounts for
MinFin bonds. The total amount of payments in
2010 reached USD 32.16 million.

In 2010, Vnesheconombank acting as the
payment agent to service bonds of 0JSC "AHML"
effected payments under Tranche A2-A9, A14,
A15 0JSC AHML bonds amounting to RUB 4.78
billion. 0JSC "AHML” bonds are guaranteed by
the Russian Federation Ministry of Finance. Also,
Vnesheconombank was appointed as a payment
agent to service new issues of Tranche A16 and
A17 of OJSC AHML bonds (maturing in 2021
and 2022) amounting to RUB 18 billion. Pay-
ments under the above issues will be made start-
ing from 2011.

Also, Depository professionals went ahead
with the task of keeping depository records and
registering securities that serve as a collateral
under credits and loans extended by the Bank.
Apart from that, the Bank's professionals per-
formed the functions related to servicing bonds
issued by the Bank, as well as the functions of
keeping depository records of proprietary oper-
ations with securities and Vnesheconombank’s
operations as the STMC to manage the pension
savings.
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In 2010, Vnesheconombank con-
tinued to perform the functions of
the agent for the Government of the
Russian Federation in payment/set-
tlement and information and analyti-
cal servicing of Russia’s sovereign
foreign debt, managing external
state financial assets of the Russian
Federation, ensuring repayment of
debt owed to the Russian Federation
by legal entities, constituent entities
of the Russian Federation and mu-
nicipalities, as well as the functions
related to extending and executing
of the Russian Federation state guar-
antees.

Agent for the Government
of the Russian Federation

Priority was given fo reducing the amount of
the sovereign foreign debt of the Russian Fed-
eration and the respective servicing costs. Also,
the Bank was seeking to ensure maximum possi-
ble revenues for the federal budget by means of
debt repayments by debtor countries and Rus-
sian borrowers.

Issues of sovereign foreign debt settlement
and state external asset management were in
the focus of the Bank’s professionals’ substan-
tive information and analytical work. The Bank’s
specialists directly participated in the interna-
tional negotiation process.

In the period under review, the Bank devel-
oped and prepared 25 reports and analytical
opinions on debt recovery. Documents and/
or proposals on trade-economic and scientific-
technical cooperation of the Russian Federa-
tion with foreign countries for inclusion into the
agenda of 24 meetings and sessions of infer-
governmental bodies (or committees and sub-
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committees established within their framework)
were prepared.

The Bank’s representatives participated in
the work of the Russian delegation at all the 11
sessions of the Paris Club of creditors, in the an-
nual “Club” meeting with a number of sovereign
creditors and representatives of the private sec-
tor, as well as in 8 rounds of multilateral nego-
tiations of the Paris Club with debtor-countries
(including 5 rounds with Russia’s debtors — Af-
ghanistan, the Republic of Congo, the Democrat-
ic Republic of Congo /2 rounds/, Guinea Bissau).
Based on the results of the negotiations, mul-
tilateral protocols of the Club with the debtors
were signed.

Servicing the sovereign
foreign debt of the Russian
Federation

In 2010, in line with the instruction of the
Russian Federation Ministry of Finance, Russian
Eurobonds with maturities in 2015 and 2020
amounting fo USD 2.0 billion and 3.5 billion
respectively were recorded on Vnesheconom-
bank’s books.

Vnesheconombank in due time effected pay-
ments totalling USD 4.1 billion (drawing on the
Russian Federation budget funds) in redemption
and servicing of the Russian Federation sover-
eign foreign debt. In particular, the Bank made
payments of principal amounts totalling USD
3.6 billion, as well as coupon payments under the
Russian Federation Eurobonds (under the 1998
bond issue — USD 0.7 billion, under the Rus-
sian Government bonds “2010” and “2030" —

AGENT FOR THE GOVERNMENT
OF THE RUSSIAN FEDERATION

USD 2.8 billion, under the Russian Government
bonds “2015” and “2020” — USD 0.1 billion).
Thus, sefttlements under the Russian Federation
Eurobonds with final maturity in 2010 were fully
completed.

The Bank's professionals carried out work
on finalizing the results of the 3rd closing stage
(December 2009) of exchange of the former
USSR commercial debt for foreign currency-
denominated bonds of the Russian Federation
maturing in 2010 and 2030. As at 01.01.2011,
in total, 1946 claims amounting to USD 398.72
million were exchanged.

In the reporting period, Vnesheconombank,
based on results of the 3 stages of exchange of
the former USSR commercial debt, informed the
former USSR foreign trade importer-organisa-
tions that their obligations were settled drawing
on the budget funds. In this context, 47 notfifica-
tions with attached detailed lists of the settled
debt positions were prepared and forwarded.

Alongside that, record-keeping/settlement
support was provided for operations related to
redemption of Russia’s debt tfowards creditor-
countries beyond the framework of the Paris
Club. Overall, USD 313.5 million worth of this
foreign debt category was redeemed, inclusive
of USD 164.9 million worth of cash payments
made, USD 122.1 million redeemed within the
framework of the “debt-for-goods-swap” and
USD 26.4 million — within other debt redemp-
tion schemes. As a result of these operations, the
former USSR debt owed to the Arab Republic
of Egypt and the Republic of Slovenia was fi-
nally redeemed. In 2010, an expertise of 5 inter-
governmental draft agreements/supplements
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(the Oriental Republic of Uruguay, the Republic
of Macedonia, the Republic of Slovenia, Mon-
tenegro and the People’s Republic of China) was
made, as well as the signing of 4 interbank agree-
ments/supplements on the procedure for book-
keeping/settlements was ensured (the Oriental
Republic of Uruguay, the Republic of Macedonia,
the Republic of Slovenia and Montenegro).

During the period under review, the Bank con-
tinued work to settle the former USSR internal
foreign currency-denominated debt owed to legal
entities of the CIS countries and the Baltic states.
Within the framework of the events held to bolster
financial-economic relations between the Russian
Federation and the CIS countries, Vnesheconom-
bank in the reporting period prepared analytical
data on the present state of settlements under the
former USSR internal foreign currency-denomi-
nated debt owed to the CIS countries and the
Baltic States. Also, Vnesheconombank prepared
a qualified opinion in respect of the redemption
of this debt category.

Managing state
external financial assets
of the Russian Federation

Vnesheconombank keeps records and ef-
fects settlements related to the debt of 54 Rus-
sia’s debtor-countries under state loans extend-
ed by the Russian Federation in accordance with
287 loan agreements.

Overall, in 2010, as a result of the Bank's
state external financial asset management oper-
ations, the funds transferred to the federal budg-
et amounted to USD 1727.0 million (in 2009 —

AGENT FOR THE GOVERNMENT
OF THE RUSSIAN FEDERATION

USD 874.3 million), while the volume of pay-
ments by foreign borrowers to redeem and serv-
ice the debt totalled USD 1231.3 million. The
proceeds delivered as a result of the realization
of clearing and blocked currency-denominated
debt amounted to USD 492.7 million.

Over the period under review, Vnesheconom-
bank’s professionals signed:

. 22
the Russian Federation Ministry of Finance,

trilateral agreements between
Vnesheconombank and Russian organisations
on the procedure for providing budget financ-
ing to Russian exporters that supply goods and

render services drawing on the state loans;

B 5 inferbank agreements/supplements
on extending new state loans and on debt set-
tlement (Abkhazia, the Hashemite Kingdom of
Jordan, the People’s Republic of China, Mongolia
and the Republic of Serbia);

BN 5 agreements on technical procedure
of bookkeeping/settlements under state credits
(Abkhazia, the Hashemite Kingdom of Jordan,
the People’s Republic of China, the Republic of
Serbia and Sri Lanka).

Ensuring repayment of debt
owed to the Russian Federation
by legal entities, constituent
entities of the Russian
Federation and municipalities

In an agency capacity, Vnesheconombank
also places a tight focus on resolving issues
related fo the settlement of bad debts owed by
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legal entities, the constituent entities of the Rus-
sian Federation and municipalities under the
federal budget loans, as well as to settlement
of indebtedness under targeted financing pro-
vided for Russian legal entities in exchange for
equities transferred into the Russian Federation
ownership.

In 2010, the total volume of indebtedness
settled towards the federal budget amounted to
about USD 1.2 billion.

Indebtedness Settled, USD million

2010 1200
2009 2770
2008 885

Vnesheconombank’s specialists participated
in 271 court hearings with respect to 75 law-
suits. Within the in- and out-of-court procedure
of debt settlement, USD 455 million was trans-
ferred to the Federal budget, inclusive of USD
247 million transferred under amicable agree-
ments and agreements on debt restructuring
concluded earlier.

Extension and execution
of state quarantees
of the Russian Federation

In conformity with Federal Law No. 308-FZ
dated 02 December 2009 “On Federal Budget
for 2010 and the Planned Period of 2011 and
2012" and the Russian Federation Government
Directives, Vnesheconombank performed the
functions of the Agent for the Russian Federa-
tion Government in extending and executing
state guarantees of the Russian Federation:

AGENT FOR THE GOVERNMENT
OF THE RUSSIAN FEDERATION

B under loans raised by organizations that
were selected in accordance with the procedure
set forth by the Russian Federation Government
(the Russian Federation Government Directive
No. 103 dated 14 February 2009);

B under loans raised by strategic compa-
nies representing the defense industry (the Rus-
sian Federation Government Directive No. 104
dated 14 February 2009);

B under borrowings raised to provide en-
gineering infrastructure for plots of land and fo
modernize public utilities infrastructure facili-
ties with the view of housing construction (Fed-
eral Law No. 308-FZ dated 02 December 2009);

B under bond loans raised by legal entities
to deliver investment projects (the Russian Fed-
eration Government Directive No. 128 dated 05
March 2010);

B under loans raised by legal entities that
are registered and carry out their core statutory
activities in the Chechen Republic for delivery
of investment projects in the Chechen Republic
(the Russian Federation Government Directive
No. 223 dated 12 April 2010);

B under credits or bond loans raised by
state corporation “Russia Corporation of Nan-
otechnologies” (the Russian Federation Govern-
ment Directive No. 709 dated 10 September
2010);

B under a bond loan raised by 0OJSC “Unit-
ed Aircraft Building Corporation” (the Russian

Federation Government Directive No. 721 dated
13 September 2010);
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B under a bond loan raised by OJSC “Unit-
ed Industrial Corporation Oboronprom” (the
Russian Federation Government Directive No.
722 dated 13 September 2010);

B under credits or bond loans raised by
state company OJSC “Russian Highways” ( the
Russian Federation Government Directive No.
786 dated 05 October 2010).

Acting as the agent for the Russian Fed-
eration Government, Vnesheconombank made
a thorough scrutiny of applications for state
guarantees, prepared the relevant conclusions,
ensured analysis/record keeping of state guar-
antees of the Russian Federation, which were
extended, and of the respective organizations’
commitments.

Overall, over the period of 2009-2010, the
Bank scrutinized 204 applications for provision
of state guarantees submitted for consideration.
Positive decisions were made in respect of 162
applicants only. The year 2010 witnessed prepa-
ration of 86 conclusions to agree amendments/
supplements to loan agreements and contracts
on securing commitment fulfillment, which,
among other things, are covered by extended
state guarantees of the Russian Federation.

Alongside that, Vnesheconombank per-
formed other agency functions in this particu-
lar area. These included evaluating and analyz-
ing the principals’ financial positions, as well as
checking the liquidity of the collateral offered
under loan agreements secured by state guaran-
tees. In 2010, the relevant checks with respect
to 80 principals were performed.

AGENT FOR THE GOVERNMENT
OF THE RUSSIAN FEDERATION

Overall, over the period of 2009-2010, 148
state guarantees of the Russian Federation
amounting to RUB 401.1 billion were placed on
Vnesheconombank’s books for analytical record
keeping.
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SERGEY BRUSNITSIN MIKHAIL AIVAZOV e 0 q
Chief shipbuilder, Deputy Director, Department for Infrastructure Tra d .I.I-II On a n d I n n Ova .I-II On

0JSC “Sovkomflot” Vnesheconombank

"Innovative solutions secure both efficient perform- "The project has a double priority for us. We are seeking
ance of the tankers and navigation safety in any to support the domestic shipbuilding industry and innova-
weather conditions. Even with the temperatures tion. Built by OJSC “Admiralteiskie Verfi” (St. Petersburg),
overboard plummeting to 40 below zero, in extreme the oldest shipbuilding facility since Peter the Great times, Acq uisiﬁon and Operaﬁon by OJSC "Sovkomﬂo’r"
ice conditions, most accommodating working condi- the shuttle Arctic tankers (deadweight-carrying capac- ¢
of Arctic shuttle tankers

tions for the team and smooth operation of the tanker ity — 94 thousand tons) are the biggest and probably the
machinery will be ensured". most technological vessels ever produced in the USSR or
Russia".
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State Trust

Management Company

For Vnesheconombank, performing the
function of the State Trust Manage-
ment Company to manage the pension
savings of the insured citizens (herein-
after — the “STMC"?4), which was del-
egated to it by the Russian Federation
Government?® in 2003, is one of the
socially responsible aspects of its activi-
tes.

24. The given aspect of the Bank's activities is reflected in
Federal Law No. 82-FZ dated 17 May 2007 "On Bank for De-
velopment”. In accordance with the Law (Article 21, part 2J,
Vnesheconombank shall perform the functions of the STMC till
the date set by the Russian Federation Government.

25. The Russian Federation Government Directives No. 34
dated 22 January 2003 and No. 970 dated 22 December 2008.

As the STMC, whose activities are regulated
by Federal Law No. 111-FZ dated 24 July 2002
“On Investing Funds for Financing Accumulative
Part of Labour Pensions in the Russian Federa-
tion”, Vnesheconombank ensures management
of the pension savings of the insured citizens
of the Russian Federation who have not exer-
cised the right to choose a private pension fund
or a private asset management company and
of those who have shown a preference for the
STMC.

In 2010, just as in the previous years, the
STMC priority tasks included ensuring the
safety of the pension savings transferred to
Vnesheconombank for trust management, mini-
mizing market risks when investing the respec-
tive funds and effecting operations to secure
the return of the funds at request of the Russian
Federation Pension Fund.

Maijor factors that negatively impacted the
STMC activities in 2010 were growing inflation
in H2 of the year under review and insufficient
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supply of bonds of credible issuers (both in the
primary and secondary markets).

Extended investment
portfolio

Throughout 2010, the Russian Federation
Pension Fund transferred to the STMC pension
savings in the total amount of RUB 24 1.1 billion.
These funds were earmarked for management
within an extended investment portfolio scheme.

As at year-end 2010, the market value of the
extended investment portfolio amounted fo RUB
737.8 billion (as at year start — RUB 480.08 bil-
lion).

The outcomes of the reporting period show
that the structure of the extended investment
portfolio underwent certain changes, since the
STMC implemented plans to increase positions
in corporate bonds of highly credible issuers.
That brought about a significant increase in
the share of new investment instruments in the
portfolio (at market value) from 3.7% to 17%
as at 2010 year-start and year-end repectively.
The share of government bonds decreased,
but still accounted for the bulk of the portfolio:
71.9% as at 01.01.2011 (versus 80.3% as at
01.01.2010).

Throughout 2010, 4 deposit auctions were
held, where the STMC placed RUB 56.8 billion
worth of funds for a term of up to 1 year with
banks that meet eligibility criteria of the pen-
sion savings investment legislation. The aver-
age weighted interest rate on placing funds in
deposits was 5.5% per annum.

STATE TRUST
MANAGEMENT COMPANY 73

Structure of the STMC
Extended Portfolio

A

~ AS AT JANUARY 1

2011
%

41.7

Bl OFZs
0 GSOs
The Russian Federation constituent entities
I Corporate bonds (guaranteed by the Russian Federation)
Corporate bonds
Mortgage-backed bonds
0 IFO bonds
Cash
W Accrued coupon

In 2010, the yield on the STMC extended in-
vestment portfolio amounted to 7.62%.

Investment portfolio
of government securities

The market value of the investment portfo-
lio of government securities at the start of the
period under review amounted to RUB 0.765
billion. In 2010, the Russian Federation Pen-
sion Fund transferred to the STMC pension
savings in the total amount of RUB 1.56 billion.
These funds were earmarked for investment
and management within the given portfolio.
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At year-end 2010, the market value of the port-
folio amounted to RUB 2.4 billion.

In the absence of a possibility to diversify in-
vestment instruments, the STMC continued to
form the portfolio with the OFZs.

As at 01.01.2011, the share of OFZs in the
portfolio (at market value) accounted for 93%
(as compared with 60,8% as at 01.01.2010).

The investment yield on the government se-
curities investment portfolio made 8.17 % per
annum.

It is important to note that all the operations
related to the pension savings management were
effected in strict compliance with the legislation
in force (with the principle of independence and
segregation of the above operations from the
Bank's other activities strictly observed), as well
as in compliance with the investment decisions
of the Committee on Pension Savings Trust Man-
agement, a working body of Vnesheconombank.

Reports and other Information relating to
pension savings management operations re-
quired by the Russian legislation, the relevant
rules, requlations and agreements were submit-
ted to the Russian Federation Pension Fund and
the Federal Service for Financial Markets (FSFM)
in a timely and complete manner.

Information on the pension savings invest-
ment was presented on Vnesheconombank's
web-site in compliance with the formats and
timeframes set forth in the document “Stand-
ards of Information Disclosure on Pension Sav-
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Structure of the STMC
Russian Government
Securities Portfolio

AS AT JANUARY 1

2011
%

Bl OFZs
Accrued Coupon
Cash

ings Investment” (in conformity with the Russian
Ministry of Finance Directive No. 107 dated 22
August 2005 “On Approving Standards of Infor-
mation Disclosure on Pension Savings Invest-
ment”.
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Corporate
Governance

We acknowledge that in pursuit of Overall, the system of corporate governance
the tasks of good corporate govern- developed at the Bank proved its efficiency even
ance we are guided by the globally in a most challenging financial crisis environ-
accepted approaches and the analy- ment. At the same time, the scale and scope of
sis of the best practices offered by the tasks the Bank for Development is called to
foreign development banks. accomplish, the new functions that are delegat-

ed to it motivated a number of changes in the
system of corporate governance.

Governing Bodies

In compliance with the Federal Law “On Bank
for Development”, Vnesheconombank’s govern-
ing bodies consist of the Supervisory Board, the
Board and the Chairman of Vnesheconombank.

The Supervisory Board is Vnesheconom-
bank's supreme governing body. The Chair-
man of the Russian Federation Government is
the Chairman of Vnesheconombank's Super-
visory Board. The Supervisory Board consists
of 8 members appointed by the Government
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of the Russian Federation and the Chairman of
Vnesheconombank, who is on the Supervisory
Board ex officio.

Among the key functions of the Supervisory
Board are: defining the major areas of the Bank’s
activities, approving the Bank’s revenues/expen-
ditures plan (budget), the annual report and other
basic internal documents, approving an inde-
pendent external auditor, appointing Head of the
Bank’s Internal Control Department, as well as
making decisions pertaining to approving trans-
actions within the established competences.

In the reporting period, 23 meetings of the
Supervisory Board were held with 100 issues
carefully scrutinized.

The Board is a collegiate executive body of
the Bank consisting of Vnesheconombank’s
Chairman (ex officio) and 8 Board members
appointed by Vnesheconombank’s Supervisory
Board on the nomination of Vnesheconombank’s
Chairman. The Chairman of Vnesheconombank
heads the Board and is in charge of its activities.

The Board acts within the powers set forth
by Federal Law “On Bank for Development”, the
Provisions on the respective governing body of
Vnesheconombank and in compliance with the
established procedures. The procedures en-
visage reqular Board meetings (at least once
a month). Within the period under review, 225
meetings of Vnesheconombank’s Board were ar-
ranged and 871 issues were subject to detailed
consideration.

The Chairman of Vnesheconombank acts as
the sole executive body of the Bank and man-
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ages its day-to-day operations. Vnesheconom-
bank's Chairman is appointed to office by the
President of the Russian Federation on the nomi-
nation of the Chairman of the Russian Federa-
tion Government.

With a view to supporting the governing bod-
ies” activities, collegiate working bodies operate
at the Bank on a continuous basis. Their func-
tions comprise giving preliminary consideration
to issues that come within the competences of
the Bank’s executive bodies and preparing the
relevant recommendations. These committees
include: Committee for Strategic Development,
Committee for Development of Investment Op-
erations, Credit Committee, Committee on Trust
Management of the Pension Savings, Budget
Committee and Technology Committee.

In 2010, Committee for Assets/Liabilities
Management was established. Provision of qual-
ity assistance to the Bank’s governing bodies is
its key function. This is to be mainly achieved
through delivering opinions and recommenda-
tions in respect of assets/liabilities manage-
ment. Managing the Bank's market and struc-
tural risks to secure viability also comes within
the respective Committee competences.

Risk management system

professionals  have
put in place a risk management system that is

Vnesheconombank’s

functioning successfully. The system, in terms of
methodological and technological support, can
be evaluated as a most advanced one for a ma-
jor Russian bank. The system complies with the
Basel Committee recommendations in respect
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of banking oversight and the best globally ac-
cepted practices.

In our risk management policies, we are
guided by a conservative approach to risk as-
sessment.

The procedures applied to risk management
concern monitoring and analysis, on a reqular
basis, of the state of the external environment,
assessing the risks assumed/to be assumed by
the Bank, undertaking measures on risk miti-
gation, including proposals in respect of the
structure/amount of limits set on risks, setting
exposure limits and exercising control over their
enforcement, making reserves for loss coverage
and preparation of reports, analytical and other
guidance documents.

Vnesheconombank’s Supervisory Board duly
approved the major internal documents requlat-
ing the Bank’s risk management activities.

Throughout 2010, with a view to enhancing
efficiency of the risk management system, ma-
jor internal requlatory documents related to risk
management were upgraded.

Credit risk management includes monitoring
and analyzing of credit risk levels (associated
both with a single borrower and groups of inter-
related borrowers), as well as a set of measures
designed to mitigate/reduce risks assumed by
the Bank.

The Bank has adopted methodologies to as-
sess exposure by various categories of borrow-
ers. For this particular purpose, it applies a single
rating scale to assess risks inherent in various
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borrower categories. The scale is also used for
developing proposals in respect of setting limits
and for assessing the costs of transactions as-
sociated with credit risks.

Within the procedures related to credit risk
management expert opinions based on the anal-
ysis of the financial position and business record
of borrowers and principals, collateral quality
and other parameters of the given transactions
were prepared. Setting limits (according to the
outcomes of the analysis performed) proved to
be an efficient mechanism designed to mitigate/
reduce credit risks assumed by the Bank.

Within the procedures related to the market
risk management, the Bank, on a daily basis,
monitors levels of market risks (interest rate,
currency and stock market). The market risk
assessment uses a Value-at-Risk (VaR) meas-
ure.

To assess potential losses in portfolios of fi-
nancial instruments and the Bank’s open foreign
currency positions that can occur in case of ex-
treme deterioration of key market and financial
factors and other conditions of the Bank's activi-
ties, the procedure for stress-testing is carried
out both on a regular basis and ad hoc. Both
historical and hypothetical scenarios are used.
The results obtained serve as a significant sup-
plement to risk assessments computed using
VaR models.

To reduce market risk, limits are set on siz-
es and parameters of positions/portfolios. On
a daily basis, using VaR models, the amount of
risk of the Bank’s positions in securities market
instruments is calculated. VaR is calculated both
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for individual instruments and for portfolios of
certain types of instruments, as well as for the
Bank’s overall portfolio of securities market in-
struments.

In terms of currency risk, the amount of an
open position in each currency is controlled.
The level of currency risk under FX trading op-
erations is limited by setting intraday limits. On
a daily basis, using VaR models, the amount of
risk of the Bank’s overall open foreign currency
position is calculated.

Interest rate risk management, carried out
within the framework of the Bank's asset/li-
ability management program, aims to maintain
a balanced structure of assets and liabilities
sensitive to interest rate fluctuations. In order
to assess the risk of changes in the Bank’s net
interest income, scenario modeling is carried
out regularly.

In order to control liquidity risk, the Bank
continuously monitors and analyses maturity
mismatches between the Bank’s assets and li-
abilities. On a daily basis, the liquidity reserve
and the amount of potential sources of market
funding are monitored in order to identify funds
available to cover unexpected liquidity gaps that
could occur due to the unforeseen deterioration
of market and credit factors. On a regular basis,
stress testing of the Bank’s liquidity position is
carried out using various scenarios of market
and credit risks realization. The obtained re-
sults are used in the Bank’s asset/liability man-
agement. The minimum amount of funds to be
allocated to manage the Bank’s liquidity is de-
termined annually by the decision of the Bank’s
Supervisory Board.
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The Bank creates reserves for possible loss-
es (under loans, loan indebtedness and loan
equivalents, other assets and off-balance sheet
positions) in compliance with the procedure of
reserve formation approved by the Bank’s Su-
pervisory Board. The provisions and require-
ments set out in these documents fully comply
with the approaches formulated in the CBR’s
regulatory documents.

Operational risk management is carried out
through strict requlation of the Bank’s business
processes outlined in the respective internal
documents, through exercising internal control
over the established procedures, as well as con-
cluding agreements on risk insurance.

Within the operational risk management,
the procedures related to collection of data
on events that led fo losses resulting from op-
erational risks realization were developed. The
given data is classified, the losses are evaluated
and the reasons for risk events are analyzed.
Based on the outcome of the scrutiny, appropri-
ate measures are taken.

Vnesheconombank set up a special division
responsible for developing methodological doc-
uments regarding risk management, assessing
risks and preparation of proposals in respect
of risk reduction/mitigation, exercising control
over the limits enforcement.

Since the Group of Vnesheconombank’s sub-
sidiaries has expanded, VEB Group risk control
was substantially enhanced. In this context, in
2010, the Bank was developing the VEB Group
regulatory documents in respect of liquidity risk
management. Also, measures designed to up-
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grade the Group’s overall risk management sys-
tem were introduced. Procedures for collecting
data on the risks assumed by subsidiaries and
associated banks were further developed. Work
on developing uniform approaches to risk ana-
lyzing and monitoring within the Group was con-
tinued.

Internal control system

The system of Vnesheconombank’s internal
control is organized in full compliance with the
legislation of the Russian Federation. The sys-
tem embraces all areas of the Bank’s activities
and is primarily designed to:

B enhance efficiency of the Bank's finan-
cial and economic activities in effecting banking
operations and other transactions, of the Bank’s
asset/liability management program;

B adhere to the requirements set out by
the Russian legislation and internal reqgulatory
documents, as well as international rules and
standards concerning procedures for effect-
ing banking operations, preparing the relevant
documentation, providing an accurate, full, ob-
jective and timely recognition of operations in
book-keeping and tax reporting, as well as for
ensuring information security;

BN oblige the Bank's staff to apply the prin-
ciple of segregation and division of powers and
duties, to abide by the established decision-mak-
ing procedures that impact the interests of the
Bank and/or the interests of clients and to avoid
conflicts of interest;
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B ensure implementation in a timely and
complete manner of a set of measures designed
to counteract money laundering and terrorism
financing;

B provide in due time a complete set of
measures related to control over the Bank's ac-
tivities as a professional participant in the secu-
rities market, as well as its activities as the STMC
to manage the pension savings.

At the level of the Bank’s units, internal con-
trol is exercised through special control pro-
cedures that are in-built info various business
processes and aimed at preventing, identifying
and correcting errors and distortions that can
occur during operations/transactions, in mak-
ing analytical calculations or other actions that
are an integral part of a business process.

The key structural element of the inter-
nal control system is the Bank's specialized
unit, the Internal Control Service (ICS), whose
head is appointed by the Supervisory Board of
Vnesheconombank. The ICS is accountable to
Vnesheconombank’s Supervisory Board and, in
terms of its day-to-day activities, to the Chair-
man of the Bank.

Over the period under review, aiming to im-
prove and upgrade the control procedures over
the critical business processes, the Bank mod-
ernized 17 methodologies for monitoring the
critical business processes.

As at 01.01.2011, ICS staff had 7 permits
from the Russian Ministry of Finance authoriz-
ing them to engage in banking audit activities;
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13 employees had certificates from the FCSM/
FFMS tfo engage in various activities in the se-
curities markets; 1 employee had an ITIL certifi-
cate and 1 employee had an MBA.

The Bank’s organizational
structure and HR

In the reporting period, the Bank proceeded
with upgrading its organizational structure. New
structural units were set up fo accommodate
the areas of the Bank’s activities relating to its
support for investment projects involving inno-
vations, leading-edge technologies and efficient
utilization of natural resources.

Furthermore, the Bank's expanded activi-
ties in the Russian regions, in particular in the
North-Caucasian Federal District, also resulted
in establishing new structural units.

Vnesheconombank opened its representa-
tive offices in the French Republic, in Ekaterin-
burg and Pyatigorsk, as well as made prepara-
tions for opening a representative office in the
Swiss Confederation.

In 2010, the Bank’s Supervisory Board and
the Board of Directors approved a new employ-
ee remuneration and incentive system based on
the assessment of the Bank's overall and em-
ployee individual performance. The system was
intfroduced from 01 January 2011.

In 2010, 724 employees, i.e. about 41% of
the total staff number (651 employees, or 39%
in 2009) participated in various training and
professional development events. Training was
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provided in such areas as counteracting legali-
zation of illicit gains and terrorism financing,
personnel appraisal and certification, principles
and technologies for setting individual objec-
tives, risk management, accounting and IFRS,
individual performance efficiency, foreign lan-
guages and IT.

To study and introduce the best international
HR practices, Vnesheconombank organized a
number of events to exchange experience with
Russian and foreign development institutions:

B practical training for Vnesheconom-
bank's delegation at the China Development
Bank. The aim of the training was to study the
CDB'’s experience in corporate management,
budgeting, devising a system of interaction with
authorities, intfroducing business process con-
trols and risk minimization;

BN  avisit by Vnesheconombank’s represent-
atives to the Brazilian Development Bank with
a view to implementing an agreement on coop-
eration and exchange of experience related fo
investment activities including those on a PPP
basis;

B 5™ jubilee International Interbank HR
Conference “Human Capital: New Development
Horizons” brought together over 120 HR heads
from leading Russian and foreign banks.

Taking care of its employees and retired
members of the Bank’s Labour Veteran Council
remains on the priority list of Vnesheconom-
bank’s social policies. In 2010, the Bank com-
menced implementation of the personnel medi-
cal insurance program based on the employee
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and the Bank’s shared participation in the pay-
ment of insurance premiums.

Vnesheconombank provides the retired
members of the Labour Veteran Council with a
wide range of social guarantees and services, as
well as monetary support.

Equally important is the Bank’s considerable
experience in implementing social programs
aimed at improvement of the family welfare and
social environment. Special attention is paid to
working women. Since 2008, women employees
with primary school-aged children are entitled
to an additional paid day-off on 1 September.
They may also have their working hours adjust-
ed so that to ensure more favourable parenting
conditions. The voluntary medical insurance
program was extended to include such addi-
tional options as prenatal care and obstetric aid,
thus easing the financial burden of childbirth.
Such options are financed fully for the account
of Vnesheconombank.

Seeking to give the underage children of
its former employees better social protection,
the Bank adopted on 1 January 2010 a Provi-
sion providing for a monthly allowance to such
children in the event of the loss of a breadwin-
ner.

As part of the work aimed to upgrade the
Bank’s HR and social policies, a report based on
the results of the “My Bank” sociological survey
conducted in 2009 was prepared and presented
on the Intranet. Besides, to learn employee opin-
ion about the events held at the Bank, through-
out the year, weekly surveys on the Intranet were
made available.
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Information policy

In delivering its information policy, the Bank
abides by the principles of maximum openness
and fransparency. In 2010, given an ever-grow-
ing inferest in Vnesheconombank’s activities, es-
pecially in light of securities placements in the
international and domestic bond markets, the
Bank endeavored to ensure continuous and full
awareness of the Russian and foreign public of
various aspects of its activities. Special attention
was devoted to such issues as Vnesheconom-
bank’s foreign and domestic borrowings, deliver-
ing the Program of the Bank’s investment in the
construction of affordable housing and mort-
gage lending programs.

In 2010, continued emphasis was placed on
the use of a wider range of advanced communi-
cation channels that would provide information
on the Bank’s activities (it primarily concerned
the delivery of investment projects that are key
to the development of Russia’s economy). That
implied making an active use of the communi-
cation opportunities provided by TV, Internet, as
well as print media and presentations offered
at major forums, conferences and exhibitions.
Thus, the Bank’s presentation stand at St. Pe-
tersburg International Economic Forum was
equipped with an electronic catalogue featuring
the projects delivered.

Overall, within the year, Vnesheconombank
participated in 36 important national confer-
ences and forums. Among these public events
came: World Economic Forum in Davos, Asia-Pa-
cific Economic Summit, the IMF and World Bank
sessions, the Russian-ltalian Forum-Dialogue
(civil society line), “Sochi — 2010” International
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Investment Forum and the Krasnoyarsk Eco-
nomic Forum.

The year 2010 saw continuation of monthly
“Development Projects” broadcasts (8 TV pro-
grams) on the “Russia 24" TV channel. Major in-
vestment projects delivered with Vnesheconom-
bank’s participation were given due TV coverage.

Vnesheconombank’s official web-site re-
mained one of the key communication channels.
In the reporting year, it would provide macr-
oeconomic surveys and other analytical reports
prepared by the Bank’s professionals. Detailed
information on the Bank's participation in the
Russian Federation Government financial bail-
out program was presented. To respond to the
new realities, the Bank’s site was augmented to
include such sections as “Investor Information”
giving prominence to various legal and regula-
tory documents, providing information on the
Bank’s credit ratings, its borrowings, as well as
offering documents subject to disclosure by the
Bank as a securities issuer. The number of user
visits to the Bank's site increased from 650 thou-
sand in 2009 to 673.4 thousand in 2010.

Apart from it, in light of Vnesheconombank’s
commitment to the SME support agenda, the
Bank arranged production of a series of mini-
films to increase the Russian public understand-
ing of the value of SMEs and to shape up positive
public attitudes to them. In 2011, it is planned to
broadcast these films on federal and regional TV
channels in a social advertising format.

In order to take the Russian PPP market for-
ward and enhance its participants awareness of
the events, to advertise the use of PPP instru-
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ments by the public authorities and local govern-
ment, as well as to establish an appropriate PPP
expert platform, in 2010, Vnesheconombank’s
specialists developed the “Public-Private Part-
nership in Russia” web-site (www.pppinrussia.
ru), that was launched in a test regime in Novem-
ber 2010.

Information technology
activities

Vnesheconombank’s strategic goal in the IT
area is focused on development and application
of well-balanced IT services (in terms of qual-
ity, cost, security and business effect) that are
indispensable for ensuring the Bank’s efficient
performance and sustainable development. With
this aim in view, the ITSM/ITIL methodology-
based IT management system was introduced
and has been successfully operating at the
Bank. In the period under review, a strong focus
was placed on enhanced efficiency and reliable
functioning of the Bank’s software/hardware in-
frastructure. Alongside that, a set of measures
was undertaken to create new and upgrade the
existing software packages.

Software platforms were developed/up-
graded with a view to upgrading the automation
level of the procedures applicable to securities
portfolio management and to credit investment
activities. In particular, in order to optimize the
document turnover schemes, the software pack-
age “System of Panning, Analysis and Monitor-
ing of Investment Projects” was modernized.

Efforts to further automate the risk man-
agement procedures were continued (including
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the procedures for risk assessment in respect
of the Russian Federation territorial entities’
operations, as well as the procedures for the
analysis of non-financial companies that are
the Bank’s counterparties).

To accommodate Vnesheconombank’s en-
hanced scale and scope of work as an Agent for
the Russian Federation Government, the respec-
tive software package was developed.

In conformity with the provisions of the
Bank's “Concept of Information Protection” and
“Policy of Information Security”, a system of con-
solidated monitoring designed to timely identify,
detect and effectively resolve information secu-
rity incidents was tested and introduced.

On a regular basis, Vnesheconombank’s au-
tomated information system was certified in ac-
cordance with 1G protection grade.

Since the Russian Federation Social Insur-
ance Fund Order No. 19 dated 12 February 2010
“On Introducing Protected Document Exchange
with the Use of Electronic Digital Signature for
Purposes of Mandatory Social Insurance” came
into force, an appropriate software package was
put into operation.

Vnesheconombank pressed ahead with an
effort to implement the project for developing an
electronic document turnover in the Bank.

Work to ensure information and technologi-
cal support for the interaction of VEB Group
banks, as well as to create a corporate SWIFT
system was continued.
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A software package ensuring reporting
in compliance with the CBR’s Instruction No.
2470-U dated 17 June 2010 “On Making
Amendments to Instruction No. 2332-U of the
Bank of Russia dated 12 November 2009 “On
the List, Forms and Procedures for Preparing
and Submitting Report Forms by Credit Institu-
tions to the Central Bank of the Russian Federa-
tion” was upgraded.
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Participation in the Activities
of Non-Commercial Organizations

Vnesheconombank is a member of Rus-
sian, international and multinational
associations, unions, foundations, part-
nerships and public organizations. At
the end of 2010, the total number of
non-commercial organisations?® was
more than 30.

26. Including a non-commercial organisation “Foun-
dation for Development of the Centre for Research and Com-
mercialization of New Technologies” (which acts as a managing
company of the Skolkovo Innovation Centre]. Information on the
Bank's participation in this organisation is given above (in the
“Promoting Innovations” section, paragraph 1.2 of this Report).

Non-commercial organisations, of which
Vnesheconombank is a member, are mostly “pro-
fessional” associations of securities market and
FX market participants. They include the As-
sociation of Russian Banks (ARB), the Russian
Trading System Stock Exchange, the National
Foreign Exchange Association, the Russian Na-
tional Association of Securities Market Partici-
pants, the National Securities Market Associa-
tion, the Association of Bill Market Participants,
the Professional Association of Registrars,
Transfer Agents and Depositories (PARTAD),
the Association of Russian Members of Euro-
pay and International Capital Market Associa-
tion (ICMA). Vnesheconombank’s participation
in these organisations enables it to increase
awareness and understanding by the Russian
business community of its stance on developing
corporate ethics, the principles and conditions
defining an appropriate operation of partici-
pants in the domestic financial market, as well
as to effect operations in the financial markets
in line with the standards and practices gener-
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ally accepted by the global financial community.
The Bank’s participation in these organisations
also contributes to its cooperation with foreign
partners.

Vnesheconombank is a member of the Inter-
national Chamber of Commerce (ICC), actively
participates in the work of the Commission on
Banking Technique and Practice (a working
body of the ICC) in Paris and the Russian Na-
tional Committee of the ICC. In 2010, the ICC
was focused on new requirements of the requla-
tor in connection with the forthcoming release
of “Basel IlI" recommendations, putting in place
the Uniform Rules for Demand Guarantees,
revising the Uniform Customs and Practice
for Documentary Credits, as well as on other
aspects.

Vnesheconombank’s participation in organi-
zations committed to promoting international
cooperation, as well as a broad range of busi-
ness contacts made at forums, meetings and
round tables open up new opportunities for the
Bank to foster its lending-investment activities.
In particular, these organizations include the
World Economic Forum, the Russo-British Cham-
ber of Commerce, the Italian-Russian Chamber
of Commerce, the American-Russian Business
Council, the Russian-American Business Coun-
cil, the Russian-Chinese Business Council and
the Russian-Arab Business Council.

In 2010, the Bank significantly enhanced
activities of the Russian-Italian Forum-Dialogue
within the Framework of Civil Societies (herein-
after — “the Forum”). V. Dmitriev, Vnesheconom-
bank’s Chairman is Co-Chairman of the Forum on
the Russian side. A number of important events

PARTICIPATION IN THE ACTIVITIES
OF NON-COMMERCIAL ORGANIZATIONS

held in Russia and Italy allowed for strengthen-
ing the infrastructure of bilateral relations at the
non-governmental level and promoting interac-
tion between the public, cultural and business
communities in Russia and Italy.

The Order of Merit towards the Italian Re-
public (Grand Officer Degree) was conferred on
V. Dmitriev, Vnesheconombank’s Chairman, in
recognition of his great contribution to strength-
ening the Italian-Russian cooperation in the eco-
nomic and financial spheres and, particularly,
for his dedicated effort to enhance the Forum
activities.

Creating the mechanism of interbank inter-
action between the BRIC countries’ state finan-
cial development and export institutions was a
prominent event in the reporting period. Within
the framework of the BRIC countries summit held
in April 2010 in Brasilia (Brazil), Vnesheconom-
bank, BNDES, CDB and the Exim Bank of India
signed a Memorandum of Cooperation.

The Memorandum mainly aims to develop
comprehensive long-term interbank cooperation
between the partners with a view to strengthen-
ing trade-economic relations between the BRIC
countries and their institutions. It also seeks to
support socially significant and regional projects
implemented by the BRIC countries.

During 2010, Vnesheconombank was ac-
tively working with partner banks, international
and national financial institutions, authorized
state bodies of the Russian Federation to bolster
Russia’s economic and investment cooperation
within the Shanghai Cooperation Organization
Interbank Consortium (SCO IBC).
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The Bank initiated elaboration of the mid-
term strateqy for further development of the
SCO IBC activity. Vnesheconombank, with the
assistance from the Russian Ministry of Finance,
contfinued to work on establishment and opera-
tion of the SCO Special Account with a view to
SCO IBC participants’ financing of joint projects.

Seeking to enhance the export potential of
the Russian economy and facilitate access for
Russian businesses to new high potential mar-
kets, Vnesheconombank took part in the ac-
tivities of the Coordinating Committee for Eco-
nomic Cooperation with Sub-Saharan Countries
(AfroCom). In 2010, the Committee arranged a
number of events aimed at establishing mutually
beneficial trade, investment and financial coop-
eration with African countries. These include the
Russian-Congolese Business Forum in the Dem-
ocratic Republic of Congo; the Visiting Mission
of Russian Business Representatives to the Re-
public of Congo; the International Parliamentary
Conference and Business Forum “Russia-Africa:
Horizons of Cooperation” held for the first fime
in the history of the Russian-African relations
(Vnesheconombank acted as a sponsor).

The Bank is a member of “The Russian Union
of Industrialists and Entrepreneurs (RUIE)", the
All-Russian union of employers, one of the most
influential employer unions. Vnesheconom-
bank’s Chairman has been a member of the Bu-
reau of the Management Board of RUIE since
2006.

PARTICIPATION IN THE ACTIVITIES
OF NON-COMMERCIAL ORGANIZATIONS
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Participation
In External
Collegiate Bodies

In 2010, Vnesheconombank actively
participated in the work of sub-com-
missions of the Government Commis-
sion for Economic Development and
Integration. The Bank contributed to
elaboration and implementation of
measures designed to ensure sus-
tainable development of the econ-
omy and various branches of the
financial and real economy sectors,
protection of the domestic market, in
particular, employing various instru-
ments of customs and tariff, as well
as non-tariff requlation.

The Sub-commission on Sustainable Devel-
opment of the Russian Economy, which notably
has V. Dmitriev, Chairman of Vnesheconombank,
serving as its member, examined proposals and
worked out measures to expand the range of
support mechanisms in areas that encompass:
housing and mortgage lending market; improv-
ing coordination of development institutions’
activities in this area; fostering domestic car-
making and aircraft building; improving the in-
vestment climate; attracting direct investments
and devising the banking sector development
strategy.

The Bank's participation in 2010 in the work
of the Sub-commission on Economic Integration
of the Government Commission for Economic
Development and Integration helped devise
measures to ensure Russia’s full-fledged mem-
bership of WTO and OECD and mutually benefi-
cial cooperation with the CIS, EU, APEC, ASEAN,
and Organization of Islamic Conference. In the
course of 12 meetings in 2010, the Sub-com-
mission paid special attention to the economic
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agenda of Russia's chairmanship in CIS, to es-
tablishing the Customs Union, promoting the
initiative “Russia-EU Partnership for Moderni-
zation”, as well as to creating the common eco-
nomic space (Russia, Belarus and Kazakhstan).

Vnesheconombank’s active work over the
reporting period in the Council for Foreign Eco-
nomic Activities of the Russian Ministry of Eco-
nomic Development and in the Council working
groups contributed fo enhancing the Bank’s role
of a leading state financial development institu-
tion operating in the system of the Russian for-
eign economic relations. The Bank came up with
a number of initiatives to support SMEs engaged
in export production, as well as to develop those
areas of regional economic cooperation that
show a considerable potential.

The fact that the Bank was included into
the Interagency working group established by
the Russian Ministry of Economic Development
in December 2010 with a view to devising and
implementing the state program “Development
of Foreign Economic Activities” is clear acknowl-
edgement of Vnesheconombank’s expert poten-
tial in foreign economic activities.

On a reqgular basis, Vnesheconombank took
part in the work of the Interagency Commission
to upgrade long-term forecast of economic and
technological development of the Russian Feder-
ation. The Commission prepared and scrutinized
proposals on various aspects of forecasting the
economic and technological development of the
country.

By enteringin 2010 the Committee for Expert
Appraisal of Investment Projects established by

PARTICIPATION
IN EXTERNAL
COLLEGIAL BODIES

the CIS Financial and Banking Council, as well
as by participating in its work, Vnesheconom-
bank considerably expanded its opportunities
for identification and selection of potentially
worthwhile projects in the CIS countries that
would help reestablish and further develop eco-
nomic relations, as well as promote investment
cooperation on the post-Soviet space.

Furthermore, in the reporting period the
Bank participated in:

B the Working group on modernization
of single-industry towns established under the
auspices of the Government Commission for
Economic Development and Integration and
designed fo coordinate federal and regional
executive bodies’ activities on transformation
and modernization of the economy of single-
industry towns in the framework of the state
anti-crisis program of support to single-industry
settlements. |. Makieva, Deputy Chairman of
Vnesheconombank, heads the Working group.
In 2010, the Working group reviewed 35 com-
prehensive modernization plans and outlined
proposals for budgetary financing in 2010 of 26
comprehensive plans (in the form of subsidies
and budget loans).

I the Expert Council for Regional Invest-
ment Policy established under the auspices of
the Russian Ministry of Regional Development.
The Council's activities aim to help pursue re-
gional investment policies, attract investments
in regional investment projects (including those
delivered on a PPP basis). Membership of the
Council enables the Bank to participate in con-
sidering regional investment projects with a view
to their possible financing by Vnesheconombank.
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B the Working group on implementation of
Strategy for social and economic development
of the Far East and the Baikal Region up to 2025
established by the Russian Ministry of Regional
Development.

Vnesheconombank’s active participation in
various intergovernmental commissions is driv-
en by their increased role in the system of Rus-
sia's economic relations with other countries.
Over the reporting period, Vnesheconombank’s
representatives took part in the work of more
than 70 commissions established with participa-
tion of foreign and the CIS countries, including
Ukraine, Kazakhstan, Uzbekistan, Cuba, India,
Italy, Great Britain, Germany, Japan, Algeria and
Syria.

During 2010, Vnesheconombank as a mem-
ber of the Russian interagency working group
(comprising representatives of the Russian Min-
istry of Finance, Ministry of Economic Develop-
ment, Ministry of Foreign Affairs and the Bank
of Russia) took part in the annual meeting of the
Board of Governors of the Inter-American De-
velopment Bank (IDB) and in the 43rd annual
session of the Board of Governors of the Asian
Development Bank (ADB). The major objectives
of these events were to further examine Russia’s
possible engagement in IDB’s activities and con-
sultations on Russia’s accession to ADB.

PARTICIPATION
IN EXTERNAL
COLLEGIAL BODIES
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Charitable Activities
and Sponsorship

For years, Vnesheconombank has Traditionally, the Bank's sponsorship and
been actively involved in charitable charitable activities are focused on support for
support and sponsorship aiming to healthcare, culture, arts and sports. Besides, the
enhance the living standards for the Bank has acted as a sponsor and partner of the
Russian citizens, develop the social leading Russian and international economic fo-
sphere and promote economic coop- rums and conferences. Special attention is de-
eration. voted to support for long-term programs, which,

as experience suggests, are most effective.

In 2010, for the purposes of ecosystem sup-
port, the Bank started financing a new project
intended for preserving the flora and fauna vari-
ety at the Belovezhskaya Pushcha National Park.

Healthcare and social support
for citizens

In the area of healthcare, Vnesheconombank
continued to aid the First Hospice for Children
with cancer problems ensuring an appropriate
level of medical care and consultations for se-
riously ill children. The Bank financed the pur-
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chase of anesthetic and intensive care medical
equipment for the Research Institute of Chil-
dren’s Oncology and Hematology of the Russian
Science Centre named after N. Blokhin.

In October 2010, by a long-standing tradi-
tion, the Bank arranged an annual festive event
“Sunny Day” for the recovering children at one
of the Mosfilm Pavilions. Over 200 children took
part in the event.

Moreover, funds were transferred to the Mos-
cow region psycho-neurological clinic for chil-
dren with the central nervous system disorders
(which has been supported by the Bank since
2002) to finance the purchase of sophisticat-
ed equipment for the restoration of movement
functions, correction of defects in posture and
scoliosis freatment.

Vnesheconombank supported orphanages,
organisations for veterans and disabled veter-
ans of the Great Patriotic War, families of mili-
tary men and employees wounded or killed in
flashpoints as well as talented students of Mos-
cow universities.

Culture

For more than 12 years, Vnesheconombank
has supported the “Pyotr Fomenko Studio” Mos-
cow theatre and the Academy of Young Opera
Singers of the Mariinskiy Theatre. Participation
of young singers in the events held on the occa-
sion of opening Vnesheconombank’s Represent-
ative Offices in different countries and Russian
regions became a long-established tradition and
a distinguishing feature of Vnesheconombank.

CHARITABLE ACTIVITIES
AND SPONSORSHIP

Support for the St. Petersburg Academy of
Russian Ballet named after A. Vaganova is a new
project of 2010.

Just as before, the Bank supported cultural
events. These include the exhibitions entitled
“Pablo Picasso; Artworks from the Collection
of the Picasso Museum in Paris” at the Pushkin
State Museum of Fine Arts and “The Art of Rene
Lalique” at the Moscow Kremlin Museums, the
festivals of Russian arts in Bari and Milan and
the festival of Italian arts in Moscow called “Win-
ter Garden of Arts”.

Support for Russian
Orthodox Church

For years, the Bank has rendered financial
aid to the Russian Orthodox Church. The Bank
continued financing the construction and com-
pletion works for the Patriarch Centre of Spiritu-
al Development of Children and Young People at
the Moscow Danilov Monastery. Vnesheconom-
bank supported the annual program “From His
Holiness the Patriarch of Moscow and all Rus-
sia to Children and Young People of Russia”. Due
to Vnesheconombank’s financial support, chil-
dren from different Russian regions that won
regional contests offered by the project could
demonstrate their talent and skills within the
framework of cultural events, which took place
in Moscow.

Financing the preservation and restoration
of operating churches, which have historic and
cultural value, is also viewed by the Bank as
one of the priority tasks. In 2010, funds were
transferred to ensure repairs of the Spaso-Preo-
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brazhenskiy Solovetskiy Monastery in the village
of Solovki (the Arkhangelsk region), the Presvy-
ataya Bogoroditsa Pokrov Church in the village
of Tyunezh (the Tula region), the Svyatye Petr
and Pavel Apostols Church of Svyato-Troitze-
Sergieva Lavra in Sergiev Posad, the Spasskaya
Church in the village of Ubory (the Moscow re-
gion, the Odintsovo district), the Feodorovskaya
Icon of the Mother of God Church in St. Peters-
burg, the loanno-Predtechenskiy Church in the
village of Butyrki (the Yaroslavl region). Apart
from this, the Bank transferred funds to the Rep-
resentation of the Russian Orthodox Church in
Strasbourg (France) and the Russian Orthodox
Church Parish of Prepodobnyi Sergey Radon-
ezhskiy in Johannesburg (the Republic of South
Africa).

Economic forums,
conferences, exhibitions

In line with the program subject to the Su-
pervisory Board’s annual approval, the Bank
ensures sponsor support for various events and
projects that receive a wide public response in
the Russian and global business community.

The World Universal Exhibition “EXPO-
2010" in Shanghai, China, where Vnesheconom-
bank acted as a general partner of the Russian
Pavilion, was a prominent event of the year. D.
Medvedeyv, President of the Russian Federation,
made a speech at the official opening ceremony
of the EXP0O-2010 Day of Russia. From May to
October, the Russian Pavilion welcomed about
10 million visitors. The Russian Pavilion won the
Better City — Better Life Silver Award from the
Jury of the International Exhibitions Bureau for

CHARITABLE ACTIVITIES
AND SPONSORSHIP

effective development of the Expo 2010 major
theme.

The Russian National Exhibition in Paris in-
augurated by Vladimir Putin, Chairman of the
Russian Federation Government, was also a sig-
nificant event within the framework of the Year
of Russia in France and the Year of France in Rus-
sia. Vnesheconombank acted as a general part-
ner of the exhibition. The exposition presented
the high-tech science-driven industries and the
related Russian-French cooperation, as well as
Russia’s achievements in science and arts.

During the period under review,
Vnesheconombank also participated as a spon-
sor in a number of major exhibitions both in Rus-
sia and abroad. These include the IV" Interna-
tional Exhibition “Transport of Russia 2010"; the
X" Moscow International Show for Innovation
and Investment; the Ural International Exhibi-
tion and Forum “INNOPROM-2010"; the Inter-
national Forums and Exhibitions “Engineering
Technologies-2010” and “Maritime Industry of
Russia”; the Exhibition “Defence and Protec-
tion-2010".

Vnesheconombank acted as a co-arranger
of the Russian-Brazil Economic Forum “Brazil-
Russia: Strengthening of Strategic Partnership”,
which coincided with the formal visit of the Bra-
zilian President Lula da Silva to Russia.

In order to enhance Russia’s investment im-
age, the Bank sponsored a number of Russian
and international projects including the “St.
Petersburg International Economic Forum —
2010", the IX™ International Investment Forum
“Sochi-2010", the VII™ Krasnoyarsk Economic
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Forum, an annual session of the Russian Eco-
nomic and Financial Forum; the Regional Co-
operation Forum in Switzerland, Austria and
Germany and the Annual Banking Forum of
the Eastern Europe and the CIS countries. Also,
Vnesheconombank acted as a partner in such
major regional events as the IV™ International
Pacific Economic Congress (Vladivostok) and
the X™ Russian-German Civil Society Forum
“St-Petersburg Dialog” (Yekaterinburg).

Sports

Seeking to maintain the tradition of the past
years, the Bank supported the development of
Russian sports of records. In accordance with
Vnesheconombank Supervisory Board’s deci-
sion, the Bank delivered sponsor aid to Russia’s
National hockey team within the framework of
the preparation for 2010 Vancouver Winter Ol-
ympic Games. Apart from it, during the report-
ing period, the Bank acted as a partner of the
“Golden Boat” International University Regatta.
The Bank is a longstanding partner of the All-
Russia Volley-Ball Federation, the All-Russia
Swimming Federation and the Russian Cycling
Federation. In 2010, the Bank starfed financ-
ing the construction of the Sapega “Voley Grad”
Sports Centre for Training and Health-Improv-
ing in Anapa.

Volunteer campaigns
In 2010, 14 volunteer campaigns with par-

ticipation of the Bank’s employees and members
of their families were arranged. These include:

CHARITABLE ACTIVITIES
AND SPONSORSHIP

B a3 volunteer campaign aimed at helping
people injured in the fire in the city of Perm; all
the proceeds were transferred to the Perm Re-
gional Fund for Social Support for Population in
order to aid children and relatives of those who
died or were injured in the fire;

B a3 "Hot Line” operating continuously in
the Bank's Intranet portal that makes it possible
for every employee to turn to colleagues for help.
In 2010, on the employee initiative, 4 projects to
support the Bank's employees and their relatives
in trouble were arranged.

Apart from this, the following volunteer cam-
paigns were arranged:

B 2 blood donation campaigns for the ben-
efit of medical organisations that are in extreme
need of donor blood (including those after ter-
rorist attacks in the Moscow underground);

B a2 campaign to help people who suffered
from fires in the summer of 2010;

B an Easter campaign to assist children
from the orphanage in the Sviato-Nikolskiy Con-
vent and the llinskiy Church in the village of
Petrovskoye;

B 3 number of projects to support the chil-
dren of the Voskresensk orphanage:

B anew monthly campaign called “Child’s
Birthday Day”, which makes it possible for every
child to receive a most desired gift purchased
either by Vnesheconombank’s staff members or
from the resources of the “Child’s Birthday Fund”
regularly replenished by the staff;
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the Moscow City Paintball Federation to-
gether with the Bank’s trade union arranged a
paintball competition held in the Moscow region
with participation of children from the spon-
sored orphanage;

by 1 September, all the children were ac-
commodated for the new academic year with the
Bank’s aid (all the required school accessories,
textbooks, stationery etc. were purchased).
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Accounting
and Reporting

In compliance with Federal Law No. Over 2010, the Bank engaged in accounting pro-
82-FZ dated 17 May 2007 “On Bank cedure in line with the Accounting Rules to Apply to
for Development”, Vnesheconombank  Banks on the Territory of the Russian Federation,

organizes its accounting procedure as approved by the CBR Directive No. 302-P dated
in accordance with the accounting 27 March 2007.

and reporting rules established for

Russian banks, with due regard for In accordance with the Tax Code of the Russian

cerfain accounting specifics provided  Federation, Vnesheconombank pays taxes on the terri-

for Vnesheconombank by the Central  tory of Russia and it is registered with Interregional Tax

Bank of Russia. Inspectorate for Major Taxpayers No. 9 of the Federal
Tax Service, Russia (St.-Petersburg).

In compliance with Memorandum on Financial Poli-
cies of State Corporation “Bank for Development and
Foreign Economic Affairs (Vnesheconombank)” and
with a view to complying with the requirements set
by the global financial community, Vnesheconombank
prepares and submits to the Russian Government and
external users its annual financial statements prepared
in conformity with International Financial Reporting
Standards (IFRS).
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CONSOLIDATED GROUP OF STATE CORPORATION
FINANCIAL "BANK FOR DEVELOPMENT AND FOREIGN
STATEMENTS ECONOMIC AFFAIRS (VNESHECONOMBANK)"

Independent auditors' report

|||||||||||II||...
£l ERNST & YOUNG

To the Supervisory Board of state corporation "Bank for Development and Foreign Economic Affairs
(Vnesheconombank)

We have audited the accompanying consolidated financial statements of state corporation "Bank for
Development and Foreign Economic Affairs (Vnesheconombank)" (hereinafter, the "Bank") and its subsidiaries
(collectively, the "Group"), which comprise the consolidated statement of financial position as at 31 December
2010, and the consolidated statement of income, consolidated statement of comprehensive income,
consolidated statement of changes in equity and consolidated statement of cash flows for the year then ended,
and a summary of significant accounting policies and other explanatory information.

Management's responsibility for the consolidated financial statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards, and for such internal control as
management determines is necessary to enable the preparation of consolidated financial statements that are
free from material misstatement, whether due to fraud or error.



INDEPENDENT AUDITORS' REPORT

Auditors’ responsibility

Our responsibility is o express an opinion on these consolidated financial statements based on our audit.

We conducted our audit in accordance with International Standards on Auditing. Those standards require that
we comply with ethical requirements and plan and perform the audit to obfain reasonable assurance whether
the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on the auditors’ judgment, including
the assessment of the risks of material misstatement of the consolidated financial statements, whether due to
fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the consolidated financial statements in order fo design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity's internal control. An audit also includes evaluating the appropriateness of accounting policies
used and the reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the
financial position of the Group of state corporation "Bank for Development and Foreign Economic Affairs
(Vnesheconombank)" as at 31 December 2010, and its financial performance and its cash flows for the year
then ended in accordance with International Financial Reporting Standards.

29 April 2011
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CONSOLIDATED GROUP OF STATE CORPORATION
FINANCIAL "BANK FOR DEVELOPMENT AND FOREIGN
STATEMENTS ECONOMIC AFFAIRS (VNESHECONOMBANK)"

Consolidated Statement of Financial Position
As of 31 December 2010

(in millions of Russian rubles)

ASSETS

Cash and cash equivalents 9 196,672 168,916
Precious metals 293 248
Financial assets at fair value through profit or loss 10 76,144 51,507
Due from credit institutions 11 415,641 467,308
Loans fo customers 13 787,926 843,538
Investment securities: 14

available-for-sale 471,755 332,739

held-to-maturity 21,536 22,366
Investment securities available for sale pledged under repurchase 14 4,828 13,328
agreements
Due from the Russian Government 15 119 207
Receivable from the Russian Government under London Club 7 1,123 1,115
Arrangement
Investments in associates 16 5,638 5,462
Property and equipment 17 23,550 20,404
Income tax assets 18 2,350 856
Other assets 20 35,897 11,220
Total assets 2,043,472 1,939,214

LIABILITIES

Due to credit institutions 21 235,027 201,137
Financial liabilities at fair value through profit or loss 12 5,416 2,599
Due to the Russian Government and the Bank of Russia 7 814,901 987,563
Due to London Club creditors 7 1,123 1,115
Amounts due fo customers 22 290,098 202,223
Debt securities issued 23 186,947 78,896
Income tax liabilities 18 1,042 1,948
Provisions 19 203 2,467
Other liabilities 20 13,611 6,030

Total liabilities 1,548,368 1,483,978
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EQUITY 24
Charter capital 382,571 382,489
Retained earnings / (accumulated deficit) 25,043 (3.809)
Unrealized gains on investment securities available for sale 85,679 73,940
Foreign currency translation reserve 373 382
Equity attributable to the Russian Government 493,666 453,002
Non-controlling interests 1,438 2,234
Total equity 495,104 455,236
Total liabilities and equity 2,043,472 1,939,214

Signed and authorized for release on behalf of the Chairman of the Bank

Vladimir A. Dmitriev Chairman of the Bank

Lubov M. Bylova Acting Chief Accountant

29 April 2011

The accompanying notes 1 to 34 are an integral part of these consolidated financial statements.
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GROUP OF STATE CORPORATION
"BANK FOR DEVELOPMENT AND FOREIGN
ECONOMIC AFFAIRS (VNESHECONOMBANK)"

Consolidated Statement of Income
For the year ended 31 December 2010

(in millions of Russian rubles)

CONTINUING OPERATIONS

Interest income

Loans to customers 88,768 89,648
Amounts due from credit institutions and cash equivalents 38,932 34,742
Investment securities 17,997 12,298
145,697 136,688
Financial assets at fair value through profit or loss 2,066 2,106
147,763 138,794
Interest expenses
Amounts due to credit institutions and the Bank of Russia (25,841) (39,575)
Amounts due to customers and the Russian Government (50,081) (45,920)
Debt securities issued (5,168) (1,363)
(81,090) (86,858)
Net interest income 66,673 51,936
Provision for impairment of interest-earning assets 11,13 (45,735) (114,837)
e 2301
Net fee and commission income 26 6,030 7,189
ﬁ]ar?jglﬁs:rg?:ii ?J;s;ing from financial instruments at fair value 10,178 27524
Gains less losses from investment securities available for sale 27 13,129 42,940
Gains less losses from foreign currencies:
dealing 3,547 12,603
translation differences (1,078) (2,100)
Gains less losses on initial recognition of financial instruments (2,400) 9,087
Share in net income of associates 16 204 56
.Exces',s_ of acquirer‘s'in’r.e.rgs’r in the net fair va!ue'qf.acquiree's 5 _ 23.832
identifiable assets, liabilities and contingent liabilities over cost ’
Dividends 2,260 2,620
Other operating income 1,754 1,715
Non-interest income 27,594 118,277
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Payroll and other staff costs (12,365) (10,152)
Occupancy and equipment (4,336) (4,123)
Depreciation 17 (1,456) (1,421)
Taxes other than income tax (1,582) (804)
Provision for other impairment and provisions 19 (221) (1,327)
Other operating expenses 28 (7,833) (6,006)
Non-interest expense (27,793) (23,833)
Net income from continuing operations before income tax 26,769 38,732
Net income tax benefit/(expense) 18 1,306 (417)
Net income for the year from continuing operations 28,075 38,315
Discontinued operations
Net income for the year from discontinued operations 29 172 =
Net income for the year 28,247 38,315
Attributable to:
the Russian Government 28,342 41,443
non-controlling interests (95) (3.128)
28,247 38,315

The accompanying notes 1 to 34 are an integral part of these consolidated financial statements.



CONSOLIDATED GROUP OF STATE CORPORATION
1 04 FINANCIAL "BANK FOR DEVELOPMENT AND FOREIGN

STATEMENTS ECONOMIC AFFAIRS (VNESHECONOMBANK)"

Consolidated Statement
of Comprehensive Income

For the year ended 31 December 2010

(in millions of Russian rubles)

Net income for the year 28,247 38,315
Other comprehensive income
g::;lnagbﬁ;r}ournsr:lilized gains/(losses) on investment securities 2% 11.817 78,622
Income tax relating to components of other comprehensive income 18 (68) (43)
Currency translation differences 2 (464)
Other comprehensive income for the year, net of tax 11,751 78,115
Total comprehensive income for the year 39,998 116,430
Attributable to:
the Russian Government 40,069 119,755
non-controlling interests (71) (3.325)
39,998 116,430

The accompanying notes 1 to 34 are an integral part of these consolidated financial statements.
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Consolidated Statement of Changes
in Equity
For the year ended 31 December 2010

(in millions of Russian rubles)

31 December 2008 261,489 (43,981) (4,639) 856 213,725 1,571 215,296
Total comprehensive — 41,443 78,582 (270) 119,755 (3325) 116,430
income for the year

Acquisition of subsidiaries = = = = = 4,174 4,174
Increase in interest in

subsidiaries = (1,271) (3) (204) (1,478) (186) (1,664)
Conftribution of the

Russian Government 121,000 = = = 121,000 = 121,000
(Note 24)

31 December 2009 382,489 (3,809) 73,940 382 453,002 2,234 455,236
e — 28342 11,739 (12) 40,069 71 39,998
income for the year

Conftribution of the

Russian Government 82 = = = 82 = 82
(Note 24)

Establishment of a _ _ _ _ _ 48 48
subsidiary

Increase in interest in

subsidiaries (Note 5) - 310 - 3 313 (770) (237)
Dividends of subsidiaries

(Note 24) - - - - - (3) (3)
31 December 2010 382,571 25,043 85,679 373 493,666 1,438 495,104

The accompanying notes 1 to 34 are an integral part of these consolidated financial statements.



CONSOLIDATED GROUP OF STATE CORPORATION
FINANCIAL "BANK FOR DEVELOPMENT AND FOREIGN
STATEMENTS ECONOMIC AFFAIRS (VNESHECONOMBANK)"

Consolidated Statement of Cash Flows
For the year ended 31 December 2010

(in millions of Russian rubles)

CASH FLOWS FROM OPERATING ACTIVITIES

Net income for the year 28,247 38315
Adjustments for:
Change.in in’rergs’r expense accrued on speci.al purpose financing from 2354 2041
the Ministry of Finance and the Bank of Russia ’ '
Impairment allowance and other provisions 45,956 116,164
g::ggﬁj :Esl’:pl:fr?(:ir?’resd revaluation of trading securities and derivative (7.806) (30,322)
i(ri;']apl)r;?rlrisesr][rolissess from investment securities available for sale, net of (35,405) (56,718)
Impairment loss on investment securities available for sale 22,276 13,778
Changes in translation differences 1,078 2,100
Gains less losses on initial recognition of financial instruments 2,400 (9.087)
Share in income of associates (204) (56)
Excess of acquirer's interest in the net fair value of acquiree's identifiable
assets over cost B (e
Depreciation and amortization 1,804 1,698
Deferred income tax (2,533) (277)
Net income from discontinued operations (172) =
Other changes 8.839 8,605
ggss‘:ltsf'lg:‘v; :’ir:tr’ril"ot?::aﬁng activities before changes in operating 66,834 62,409
Net (increase)/decrease in operating assets
Precious metals (11) (22)
Financial assets at fair value through profit or loss (14,124) 25,264
Amounts due from credit institutions 7,054 5,398
Loans to customers 5,043 (108,074)
Due from the Russian Government 88 630
Other assets (22,308) (4,281)
Net increase/(decrease) in operating liabilities
Amounts due to credit institutions, net of long-term interbank financing 14,119 (141,856)
SDpueeC;r;)l T;l:ergélssgigzaii\i/ﬁgnmen’r and the Bank of Russia, net of long-term (57.575) (15,084)
Amounts due fo customers 88,264 3,026




CONSOLIDATED STATEMENT OF CASH FLOWS

3

Securities issued, net of bonds (2,022) 7378
Other liabilities 2,339 (1.212)
Net cash flows from / (used in) operating activities 87,701 (166,424)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investment securities (359,083) (229,719)
Proceeds from sale and redemption of investment securities 251,906 215,574
Purchase of property and equipment (5,504) (2,088)
Proceeds from sale of property and equipment 202 642
Subordinated loans issued — (163,045)
Acquisition of subsidiaries, net of cash acquired = 36,079
Proceeds from sale of assets held for sale = 168
Net cash used in investing activities (112,479) (142,389)
CASH FLOWS FROM FINANCING ACTIVITIES
Long-term interbank financing raised 92,952 20,984
Long-term inferbank financing repaid (69,326) (98,044)
I(;?r;igr;;rg special purpose financing raised from the Ministry 133.170 94510
Long-term financing raised from the Bank of Russia = 7,266
Long-term financing repaid to the Bank of Russia (209,815) (34,913)
Placement of bonds 168,077 63,422
Redemption of bonds (62,541) (3.099)
Purchase of bonds issued by the Group (744) =
Proceeds from sale of previously purchased bonds 743 =
Increase in interest in subsidiaries and purchase by subsidiaries of treasury
shares from non-controlling shareholders A7) il 754
Dividends of subsidiaries paid to minority shareholders (3) =
Conftribution to charter capital from the Russian Government — 121,000
Conftribution to the share capital of subsidiary from minority shareholders 48 78
Net cash from financing activities 52,304 169,462
E;fsi(\:/;?;‘n(‘;rlganges in foreign exchange rates against the ruble on cash and cash 230 26.594
Net increase/(decrease) in cash and cash equivalents 27,756 (112,757)
Cash and cash equivalents, beginning 168,916 281,673
Cash and cash equivalents, ending 196,672 168,916
SUPPLEMENTAL INFORMATION
Income tax (paid)/recovered (1,107) 442
Interest paid (73,978) (78,744)
Interest received 140,141 118,977
Dividends received 2,260 2,621

The accompanying notes 1 to 34 are an integral part of these consolidated financial statements.
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Notes to 2010 Consolidated
Financial Statements

1. Principal activities

The Group of state corporation "Bank for Development and Foreign Economic Affairs
(Vnesheconombank)" comprises state corporation "Bank for Development and Foreign Economic Af-
fairs (Vnesheconombank)" ("Vnesheconombank” or the "Bank"), four Russian banks, two CIS-based
banks and one Russian leasing company and other Russian and foreign companies controlled by the
Group.

Vnesheconombank was formed on 8 June 2007 pursuant to and in accordance with Federal Law
No. 82-FZ dated 17 May 2007, "On Bank for Development” (the "Federal Law"), by means of reorga-
nization of Bank of Foreign Economic Affairs of the USSR ("Vnesheconombank of the USSR") and
is its legal successor. Vnesheconombank of the USSR was a specialized state bank of the Russian
Federation servicing, in an agency capacity, the foreign debt and assets of the former USSR and the
Government of the Russian Federation and its authorized institutions (the "Russian Government").

In accordance with Federal Law No. 395-1, "On Banks and Banking Activity", dated 2 December
1990, Vnesheconombank performs banking operations as stipulated by Federal Law No. 82-FZ dated
17 May 2007, "On Bank for Development". The Bank has no right to attract deposits from individuals.
The legislation on banks and banking activity shall apply to the Bank only to the extent that is does
not contradict the mentioned Federal Law and subject to certain specifics.

The main principles and areas of the Bank’s activity are set out in the Federal Law and the Memo-
randum on the Bank's Financial Policies, approved by Resolution of the Russian Government No.
1007-r dated 27 July 2007. The Memorandum on the Bank's Financial Policies provides for the main
areas of the Bank’s investing and financing activities, stipulates quantitative limitations, conditions
and criteria of specific operations.

The management bodies of the Bank are the Supervisory Board chaired by the Prime Minister of
the Russian Federation, the Management Board and the Chairman of the Bank. In accordance with
the Federal Law, the Chairman of the Bank is appointed by the President of the Russian Federation
for a term which cannot exceed 5 years.
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Vnesheconombank activities are aimed at overcoming infrastructure growth constraints, up-
grading and promoting non-raw materials economic sector, encouraging innovations and exports of
high-technology products, carrying out projects in special economic zones, environment protection
projects, and supporting small and medium-sized businesses. The Bank actively participates in large
investment projects contributing to the development of infrastructure and high-technology indus-
tries of the real sector of the economy.

As detailed in Note 24, the Bank's charter capital has been formed by means of asset contri-
butions from the Russian Federation made under decisions of the Russian Government, including
contribution of state-owned shares of 0JSC "Russian Bank for Development” and CJSC "ROSEXIM-
BANK" and OJSC "Federal Center for Project Finance" to the charter capital.

Vnesheconombank performs the functions of an agent of the Russian Government for the pur-
pose of servicing and repaying the foreign national debt, state foreign financial assets, collecting
debts from legal entities, constituent entities of the Russian Federation and municipal governments
under cash liabilities to the Russian Federation, providing and executing state guarantees of the Rus-
sian Federation and monitoring projects implemented by the Russian Federation with involvement of
international financial institutions.

Vnesheconombank performs the functions of an agent of the Russian Government under the
Agreement entered into with the Russian Ministry of Finance on 25 December 2009 and Additional
Agreement dated 23 December 2010.In 2011, the Russian Ministry of Finance expects to enter into
a new additional agreement.

In 2010, Vnesheconombank received a lump-sum consideration in the amount of RUB 534 mil-
lion for the agency services provided pursuant to Federal Law No. 308-FZ "On the Federal Budget
for 2010 and the 2011 and 2012 Planned Period" dated 2 December 2009. This consideration was
recorded within fee and commission income of the Group under agency agreements (Note 26).

As described in greater detail in Note 7, at 31 December 2010 and 31 December 2009, the
Russian Government owed Vnesheconombank RUB 1,123 million and RUB 1,115 million, respec-
tively, relating to the London Club debt obligation of Vnesheconombank. These amounts have been
presented in the Bank's statement of financial position and are not subject to offset. No allowance
has been provided with respect to the Russian Government receivable under the London Club debt.

The Bank performs functions of the agent servicing the foreign debt and assets of the former
USSR and of the Russian Federation, including maintenance of accounting records, settlements and
reconciliation of above debt and assets until the date determined by the Russian Government.
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1. Principal activities (continued)

In January 2003, the Bank was nominated as the state trust management company for the trust
management of pension savings funds accumulated by the State Pension Fund of the Russian Fed-
eration. Vnesheconombank performs trust management of accumulated pension savings of insured
citizens who have not selected a private management company and who have selected the Bank as
the management company.

On 2 August 2009, Federal Law No. 182-FZ dated 18 July 2009, "On Amendments to Federal Law
"On Non-state Pension Funds" and Federal Law "On Investment of Funds to Finance the Funded Part
of Labor Pensions in the Russian Federation”, came into effect which provides that from 1 Novem-
ber 2009 the Bank as the state trust management company shall form two portfolios: an extended
investment portfolio and an investment portfolio of government securities. The Bank shall form the
portfolios in accordance with the investment declarations approved by Resolution of the Russian
Government No. 842 dated 24 October 2009.

During 2010, the Bank, as a state management company, mainly invested in state securities de-
nominated in Russian rubles. At 31 December 2010 and 31 December 2009, total funds of the State
Pension Fund of the Russian Federation placed in management to the state management company
amounted to RUB 737,821 million and RUB 480,075 million in the extended investment portfolio
and RUB 2,398 million and RUB 765 million in the portfolio of government securities, respectively.

In accordance with Resolution of the Russian Government No. 970 dated 22 December 2008, the
Bank shall perform functions of the state trust management company until 1 January 2014.

Since October 2008, Vnesheconombank has been taking measures aimed at supporting the finan-
cial system of the Russian Federation so as to implement Federal Law No. 173-FZ dated 13 October
2008, "On Additional Measures to Support the Financial System of the Russian Federation". As detailed
in Notes 11 and 13, the Bank extended loans to organizations for repaying and servicing loans received
from foreign institutions and extended unsecured subordinated loans to Russian banks, and starting
from the end of December 2010, the Bank acts as lender for operations to enhance affordability of
mortgage loans through extending loans to OJSC Agency for Housing Mortgage Lending (AHML).

The Bank's head office is located in Moscow, Russia. The Bank has representative offices in St. Pe-
tersburg (Russia), Khabarovsk (Russia), Yekaterinburg (Russia), Pyatigorsk (Russia), the United States of
America, the UK, Italy, Germany, the Republic of South Africa, India, the People's Republic of China and
the French Republic. The Bank's principal office is located at 9 Prospect Akademika Sakharova, Moscow.

At 31 December 2010 and 31 December 2009, the Group had 17,832 and 19,189 employees,
respectively.
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2. Basis of preparation

General

These consolidated financial statements have been prepared in accordance with International
Financial Reporting Standards ("IFRS").

The Bank, its subsidiaries and associates maintain their accounting records and prepare financial
statements in accordance with regulations applicable in their country of registration. These consoli-
dated financial statements are based on those accounting books and records, as adjusted and reclas-
sified in order to comply with IFRS. The reconciliation between equity and net income / (loss) before
adjustments and reclassifications and per IFRS is presented later in this nofe.

The consolidated financial statements have been prepared under the historical cost convention
except as disclosed in the accounting policies below. For example, trading securities, financial assets
designated as at fair value through profit or loss, available-for-sale securities and derivative financial
instruments have been measured at fair value.

These consolidated financial statements are presented in millions of Russian rubles ("RUB mil-
lion"), unless otherwise indicated.

Functional currency

The Russian Ruble is the functional currency of Vnesheconombank and the presentation cur-
rency of the Group. Transactions in other currencies are treated as transactions in foreign curren-
cies. The Group's foreign subsidiary OJSC "Belvnesheconombank" uses the Belarusian Ruble ("BYR")
as its functional currency. Public Stock Company "Joint-Stock Commercial Industrial and Investment
Bank" ("PSC Prominvestbank"), another foreign subsidiary of the Group, uses the Ukrainian Hryvnia
("UAH") as its functional currency.

London Club debt amounts denominated in foreign currencies are recorded at the official rates of
the Bank of Russia at 31 December 2010 and 31 December 2009.

Clearing currencies are the settlement currencies for bilateral trade between the Russian Federa-
tion and designated countries. Clearing currencies are reqularly traded on special auctions held by
the Bank under the supervision of the Ministry of Finance. Clearing currencies-denominated assets
and liabilities have been translated into RUB at the official rates of the Bank of Russia at 31 Decem-
ber 2010 and 31 December 2009.

111



112

CONSOLIDATED GROUP OF STATE CORPORATION
FINANCIAL "BANK FOR DEVELOPMENT AND FOREIGN
STATEMENTS ECONOMIC AFFAIRS (VNESHECONOMBANK)"

2. Basis of preparation (continued)
General (continued)

Segregation of operations

Until the date determined by the Russian Government, the Bank, in its agency capacity, main-
tains and services certain assets and liabilities on behalf of the Russian Government. Balances of
respective assets and liabilities have not been included in the accompanying statements of financial
position given the agency nature of the relationship and in accordance with the underlying Agency
Agreements and specific guidelines (hereinafter, the "Guidelines") approved by the Board of Direc-
tors of Vnesheconombank of the USSR and the Ministry of Finance in 1997.

The Guidelines stipulated the following assets and liabilities are the responsibility of the Ministry
of Finance and have, therefore, been excluded from the accompanying statements of financial posi-
tion:

1. Liabilities to foreign creditors including all accrued interest which are serviced and redeemed
at the expense of the Russian Government, except some remaining London Club obligations (Note
7);

2. Internal foreign currency debt to residents of the former USSR;

3. Claims to legal entities for foreign currency government and commercial loans granted to Rus-
sian Federation regions, former republics of the USSR, and other foreign countries representing both
government external and internal foreign currency assets;

4. Clearing, barter, and mutual settlements, including corresponding settlements with clients, ex-
ecuted on the basis of infergovernmental agreements;

5. Participation claims and liabilities related to the reorganization of former USSR-owned
foreign banks, which are subject to trilateral settlement by the CBR, the Ministry of Finance, and
Vnesheconombank, and equity participations financed by borrowings, the responsibility for which
was assumed by the Ministry of Finance;

6. Claims against Russian commercial banks and other commercial entities for guarantees
in favor of the Ministry of Finance under centralized operations, as well as other claims and liabili-
ties that resulted from, or arise as a result of, operations conducted at the expense of the Russian
Government.
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Subsidiaries

The main subsidiaries of the Group are OJSC "Russian Bank for Development”, CJSC
ROSEXIMBANK, 0JSC "Belvnesheconombank” (Belarus), OJSC "VEB-Leasing", OJSC "Sviaz-
Bank", PSC "Prominvestbank” (Ukraine) and CJSC "GLOBEXBANK", LLC "VEB Capital", LLC "VEB

Engineering” and OJSC "Federal Center for Project Finance".

In August 2008, 100% of state-owned shares of OJSC "Russian Bank for Development" were
contributed to the charter capital of Vnesheconombank pursuant to Federal Law No. 82-FZ, "On
Bank for Development”, dated 17 May 2007. In September 2009, Vnesheconombank paid a total of
RUB 10 billion for an additional issue of 10,000 ordinary non-documentary shares of 0JSC "Russian
Bank for Development" (100% of the issue at nominal value) at RUB 1 million each. The core activity
of OJSC "Russian Bank for Development" is to provide financial support to small and medium-sized
businesses. Activities of OJSC "Russian Bank for Development" include banking operations, trans-
actions in securities, foreign currency and derivative financial instruments. Financial statements of
0JSC "Russian Bank for Development” have been consolidated into the Group's financial statements
starting from the third quarter of 2008 using the pooling of interest method since this transaction
involved banks under common control of the Russian Government.

At 31 December 2010 and 31 December 2009, the Group owned 100% of the equity of CJSC
State Specialized Russian Export-Import Bank (CJSC ROSEXIMBANK). CJSC ROSEXIMBANK was
created in 1994 to support and promote Russian machinery exports, import-substituting production
and attraction of investments in the Russian economy. On 5 January 2003, Vnesheconombank of the
USSR acquired 90,000 shares of CJSC ROSEXIMBANK with a par value of RUB 10,000 each by con-
tributing RUB 1,582 million. In the third quarter of 2008, the Bank additionally acquired 130 shares
of CJSC ROSEXIMBANK for RUB 4 million. In October 2008, 4,970 state-owned shares (5.23%)
of CJSC ROSEXIMBANK were contributed to the charter capital of Vnesheconombank pursuant to
Federal Law No. 82-FZ, "On Bank for Development", dated 17 May 2007.

At 31 December 2010 and 31 December 2009, the Group owned 97.42% of the equity of 0JSC
"Belvnesheconombank”. The Group owns 5,894,290,315 ordinary shares of 0JSC "Belvhesheconom-
bank" with par value of 100 Belarusian rubles (about RUB 1). Of these shares, 129,389,851 shares
were acquired mainly during 2007 at BYR 403 per share (about RUB 4.5). In 2008, the Group also
purchased 3,054,980,370 ordinary shares of OJSC "Belvnesheconombank” at a price ranging from
BYR 100 to BYR 1,139 per share for the total amount of RUB 4,592 million. In December 2009, as
a result of placement of additional issue of shares, the Group purchased 2,709,920,094 ordinary
shares of OJSC "Belvnesheconombank" at a par value of BYR 100 per share for the total amount of
RUB 2,864 million. At 31 December 2010 and 31 December 2009, the total cost of all shares pur-
chased amounted to RUB 8,081 million. 0JSC "Belvnesheconombank” was established in 1991 as a
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2. Basis of preparation (continued)
General (continued)

result of the separation of the Belarus branch of the Vnesheconombank of the USSR; primary areas
of its operations include granting loans to exporting industries, issuing and processing export and
import letters of credits, fransferring payments and exchanging foreign currencies upon demand of
its customers and for currency trading purposes, attracting deposits and dealing in debt securities.

At 31 December 2010, the Group owned 97.97% in the equity if 0JSC "VEB-Leasing" (31 Decem-
ber 2009: 78.07%). The Group purchased 2,086,002 ordinary shares in April 2008. The cost of the
purchased shares was RUB 2,246 million. In November 2009, the Group also purchased 1,171,000
shares of OJSC "VEB-Leasing" in the secondary market to total RUB 1,742 million. In February and
March 2010, the Group additionally purchased 830,229 ordinary registered shares of 0JSC "VEB-
Leasing" to total RUB 1,240 million. These shares were purchased from the subsidiary and previously
were recorded as treasury shares. OJSC "VEB-Leasing" is a legal successor of CJSC "Oboronprom-
leasing” whose establishment in 2003 was initiated by FGUP "Rosoboronexport” for the purpose
of providing leasing services to military and civil production enterprises. The company is primarily
engaged in finance lease of high-technology equipment produced by leading world manufacturers,
rolling-stock, helicopters and related equipment to lessees in the Russian Federation.

From October through December 2008, Vnesheconombank purchased 90% (461,804,619,018
shares) of ordinary share capital of Interregional Bank for Settlements of the Telecommunications
and Postal Services, Open Joint Stock Company (Sviaz-Bank). The cost of acquisition was RUB 3,972.
This transaction was approved by Vnesheconombank’s Supervisory Board whose decision entitles the
Bank to purchase up to 100% of the shares of Sviaz-Bank. During the period from April through May
2009, Vnesheconombank acquired additional 602,281,690 ordinary shares of the bank. The total cost
of additionally purchased shares was RUB 5.18. In April and September 2009, Vnesheconombank
also acquired 8,999,996,981,185 ordinary shares of Sviaz-Bank from two additional issues totaling
9,000,000,000,000 ordinary shares with a par value of RUB 0.01 each, thus increasing the Group's in-
terest in Sviaz-Bank up to0 99.47% as at 31 December 2010. All shares were acquired at nominal value.
In December 2009, the subsidiary bank aligned the charter capital with equity by reducing the charter
capital. As a result, the nominal value of the shares decreased by a factor of five from RUB 0.01 o RUB
0.002. The subsidiary bank accepts deposits from the public, extends credit, fransfers payments in Russia
and abroad, exchanges currencies and provides other banking services to legal entities and individuals.

In January 2009, after purchasing additional shares issued by the Joint Stock Commercial Indus-
trial Investment Bank of Ukraine (at the date of acquisition — Closed Joint Stock Company, in August
2009, it was reorganized into a Public Joint Stock Company, hereinafter — PSC Prominvestbank), the



NOTES TO 2010 CONSOLIDATED FINANCIAL STATEMENTS

Group became owner of 97,513,128 shares with a par value of UAH 10 each (around RUB 38.3). The
cost of acquisition was RUB 6,904 million. In 2009, Vnesheconombank paid the total of RUB 14,127
million (equivalent of USD 500 million) for 399,719,996 shares of Prominvestbank. Following the
results of the additional issue, the Group's share in the charter capital of the Ukrainian bank rose to
93.84%. The total cost of all purchased shares of the bank was RUB 21,030 million. With its exten-
sive branch network across Ukraine, the subsidiary bank provides financial services to its corporate
and retail customers and conducts cash settlement operations.

At 31 December 2010, the Group owned 99.16% of the equity of CJSC "GLOBEXBANK" (31
December 2009: 98.94%). The Group owns 249,579,325 ordinary shares. 199,547,920 ordinary
shares were purchased in April through May 2009. Additionally, the Group purchased in the second-
ary market 32,000 shares of additional issue in June 2010, and 49,999,405 shares in July 2010. At
31 December 2010, the aggregate cost of all purchased shares was RUB 5,003 million (31 Decem-
ber 2009: RUB 4,929 million). CJSC "GLOBEXBANK" is an active participant of the lending market
and extends credit to the real sector of the economy, provides services to individuals and engages
in interbank market transactions. The subsidiary bank serves its customers via an extensive branch
network in major Russian cities.

At 31 December 2010 and 31 December 2009, the Group also included Macquarie Renaissance
Infrastructure Fund, Closed-end Mutual Hedge Fund, and Macquarie Renaissance Infrastructure
Fund-1l, Closed-end Mutual Equity Fund. In November and December 2009, the Bank purchased
99.92% of units in each of Macquarie Renaissance Infrastructure Fund, Closed-end Mutual Hedge
Fund ("Mutual Hedge Fund MRIF") and Macquarie Renaissance Infrastructure Fund-Il, Closed-end
Mutual Equity Fund ("Mutual Equity Fund MRIF-11") managed by LLC "Management Company "Renais-
sance Capital". In December 2010, the Bank purchased additional units of the Closed-end Mutual
Equity Fund MRIF-II for the amount of RUB 770 million, thus increasing its interest in the Fund to
99.9975%. At 31 December 2010, the Bank invested RUB 25 million and RUB 795 million in Mutual
Hedge Fund MRIF and Mutual Equity Fund MRIF-II, respectively. The Bank will gradually increase
the resources of the mutual funds, which will be invested in cooperation with the foreign Macquarie
Renaissance Infrastructure Fund, in infrastructure projects in the territory of Russia and other CIS
countries, including projects in the field of motor roads and ports construction, railway transporta-
tion, utilities and telecommunication infrastructure.

In December 2009, a specialized subsidiary, LLC "Investment Company of Vnesheconombank
"VEB Capital" (LLC "VEB Capital"), was established for the purpose of managing the Group's certain
assets efficiently. In 2009, the Bank contributed RUB 400 million to the charter capital of the sub-
sidiary (100% interest). In December 2010, Vnesheconombank made additional contributions to the
charter capital of LLC "VEB Capital" for the total amount of RUB 5,634 million. Primary areas of op-
eration of the newly established subsidiary include transactions in financial markets, management of
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the assets, including construction projects and production facilities, management of industrial and
financial groups and holding companies.

LLC "VEB Engineering”, an engineering company, was registered in March 2010, and Vnesh-
econombank is among the founders of the company. The Bank’s interest in the charter capital of LLC
"VEB Engineering" is 51% and amounts fo RUB 100 million. One of the core areas of the company’s
business is the performance of work and services relating fo implementation of investment projects.

In December 2010, pursuant to Resolution of the Russian Government No. 603-r dated 21 April
2010, 100% (27,800) shares of state-owned OJSC "Federal Center for Project Finance" were con-
tributed to the charter capital of Vnesheconombank. The company is an operator for the program of
financing regional and urban development projects. Financial statements of OJSC "Federal Center
for Project Finance" have been consolidated into the Group's financial statements since December
2010 using the pooling of interest method since this transaction involved entities under common
control of the Russian Government.

Other subsidiaries of the Bank included in the consolidated financial statements at 31 December
2010 and 31 December 2009 are A.EC. s.r.l. (100%), CJSC "Kraslesinvest" (before February 2009 —
LLC "Kraslesinvest”, 100%).

The list of associated companies and more details on their activities are provided in Note 16.

At 31 December 2010, the Group owns 100% shares of AMURMETAL HOLDING LIMITED, a
company holing shares of the entity, which is the owner of a group of metallurgical enterprises. The
financial statements of this entity have not been included in the consolidated financial statements
of the Group at 31 December 2010 as the Group lost control over the entity as a result of an option
agreement for sale of its interest (Note 29).

In Q4 2010, the Group acquired 100% shares in Machinery & Industrial Group N.V, a holder
of shares of a group of machine building. The Group did not obtain control over this entity due to
concurrent entering into an option agreement for sale of its interest. Due to absence of control, the
financial statements of Machinery & Industrial Group N.V. have not been included in the consolidated
financial statements of the Group at 31 December 2010.

Reconciliation of equity and net income for the reporting year before adjustments and
reclassifications and per IFRS

Equity and net income for the reporting year before adjustments and reclassifications are recon-
ciled to IFRS as follows:
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(in millions of Russian rubles)

Before adjustments and reclassifications 517,474 28,851 497,583 30,957
Effect of consolidation of subsidiaries (9,503) 700 (10,173) (6,380)
Currency translation differences (413) 158 (571) 35
Effect of accrued interest (10,073) 2,879 (12,952) (12,462)
Effect of recording financial assets at amortized cost (1,793) (6,461) 4,668 2,276
Initial recognition of financial instruments 6,687 (2,400) 9,087 9,087
Impairment of financial assets = (22,276) = (13,762)
Provisions for losses 30,843 20,794 10,049 3,687
aRf}/;Lu\?;r}ﬁz ;)Jr’rgﬁg:]ngriiﬁug:’rligzsand securities designated as (113) 1266 (34) 16.975
Fair value revaluation of investment securities available for sale (7) = 59 =
Derivative financial instruments 4,926 5,995 (1,069) 8,850
Goodwill written off (41,841) = (41,841) =
Other (1,083) (1,259) 430 (948)
International Financial Reporting Standards 495,104 28,247 455,236 38,315

3. Summary of significant accounting policies

Changes in accounting policies

The Group has adopted the following revised and amended IFRS and new IFRIC Interpretations
during the reporting year. The principal effects of these changes are as follows:

IFRS 3 Business Combinations (revised), and IAS 27 Consolidated and Separate Financial Statements

(revised)

The revised standards were issued in January 2008 and become effective for financial years begin-
ning on or after 1 July 2009. The revised IFRS 3 introduces a number of changes in the accounting for
business combinations that will impact the amount of goodwill recognized, the reported results in the
period that an acquisition occurs, and future reported results. Revised IAS 27 requires that a change
in the ownership interest of a subsidiary is accounted for as an equity transaction. Therefore, such a
change will have no impact on goodwill, nor will it give raise to a gain or loss. Furthermore, the revised
standard changes the accounting for losses incurred by a subsidiary as well as the loss of control of a
subsidiary. The changes introduced by the revised Standards are applied prospectively.

Amendment to IAS 39 Financial Instruments: Recognition and Measurement — Eligible Hedged Items
The amendments to IAS 39 were issued in August 2008 and become effective for annual periods
beginning on or after 1 July 2009. The amendments address the designation of a one-sided risk in
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3. Summary of significant accounting policies (continued)

Changes in accounting policies (continued)

a hedged item, and the designation of inflation as a hedged risk or portion in particular situations.
The amendments clarify that an entity may designate a portion of the fair value changes or cash flow
variability of a financial instrument as a hedged item. The amendments did not affect the Group's
consolidated financial statements as the Group has not entered into any such hedges.

Amendment to IFRS 2 Share-based Payment — Group Cash-settled

Share-based Payment Transactions

The amendment to IFRS 2 was issued in June 2009 and become effective for annual periods
beginning on or after 1 January 2010. The amendment clarifies the scope and the accounting for
group cash-settled share-based payment transactions. This amendment also supersedes IFRIC 8 and
IFRIC 11. This amendment had no impact on the Group’s consolidated financial statements.

IFRIC 17 Distribution of Non-Cash Assets to Owners

IFRIC Interpretation 17 was issued on 27 November 2008 and is effective for annual periods be-
ginning on or after 1 July 2009. This Interpretation applies to pro rata distributions of non-cash assets
except for common control transactions and requires that a dividend payable should be recognized
when the dividend is appropriately authorized and is no longer at the discretion of the entity; an en-
tity should measure the dividend payable at the fair value of the net assets to be distributed; an entity
should recognize the difference between the dividend paid and the carrying amount of the net assets
distributed in profit or loss. The Interpretation also requires an entity to provide additional disclosures
if the net assets being held for distribution to owners meet the definition of a discontinued operation.
This interpretation did not have any impact on the Group's consolidated financial statements.

Improvements to IFRS

In April 2009, the IASB issued the second omnibus of amendments to its standards, primarily with
a view to removing inconsistencies and clarifying wording. Most of the amendments are effective for
annual periods beginning on or after 1 January 2010. There are separate transitional provisions for
each standard. Amendments included in the April 2009 "Improvements to IFRS" had no impact on
the accounting policies, financial position or performance of the Group, except the following amend-
ments resulting in changes to accounting policies, as described below.

IFRS 8 Operating Segments clarifies that segment assets and liabilities need only be report-
ed when those assets and liabilities are included in measures that are used by the chief operating de-
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cision maker. As the Group’s chief operating decision maker does review segment assets, the Group
continued fo disclose this information.

IAS 7 Statement of Cash Flows explicitly states that only expenditure that results in recogniz-
ing an asset can be classified as a cash flow from investing activities.

Amendment to IAS 36 Impairment of Assets clarifies that the largest unit permitted for al-
locating goodwill, acquired in a business combination, is the operating segment as defined in IFRS 8
before aggregation for reporting purposes. The amendment had no impact on the Group's financial
statements as the annual impairment test is performed before aggregation.

Basis of consolidation

Basis of consolidation from 1 January 2010

Subsidiaries, which are those entities in which the Group has an interest of more than one half of
the voting rights, or otherwise has power to exercise control over their operations, are consolidated.
Subsidiaries are consolidated from the date on which control is transferred to the Group and are no
longer consolidated from the date that control ceases. All infercompany transactions, balances and
unrealized gains on fransactions between group companies are eliminated in full; unrealized losses
are also eliminated unless the transaction provides evidence of an impairment of the asset trans-
ferred. Where necessary, accounting policies for subsidiaries have been changed to ensure consis-
tency with the policies adopted by the Group.

A change in the ownership interest of a subsidiary, without a change of control, is accounted for
as an equity fransaction. Losses of a subsidiary are attributed to the non-controlling interest even if
that results in a deficit balance.

If the Group loses control over a subsidiary, it derecognizes the assets (including goodwill) and
liabilities of the subsidiary, the carrying amount of any non-controlling interests, the cumulative trans-
lation differences, recorded in equity; recognizes the fair value of the consideration received, the fair
value of any investment retained and any surplus or deficit in profit or loss and reclassifies the par-
ent’s share of components previously recognized in other comprehensive income to profit or loss or
retained earnings, as appropriate.

Basis of consolidation prior to 1 January 2010
In comparison to the above mentioned requirements which were applied on a prospective basis,
the following differences applied:
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3. Summary of significant accounting policies (continued)

Basis of consolidation (continued)

Losses incurred by the Group were attributed to the non-controlling interests until the bal-
ance was reduced to nil. Any further excess losses were attributed to the parent, unless the non-
controlling interests had a binding obligation to cover these.

Upon loss of control, the Group accounted for the investment retained at its proportionate
share of net asset value at the date when control was lost.

Business combinations

Business combinations from 1 January 2010

Business combinations are accounted for using the acquisition method. The cost of an acquisi-
tion is measured as the aggregate of the consideration transferred, measured at acquisition date fair
value and the amount of any non-controlling interests in the acquiree. For each business combina-
tion, the acquirer measures the non-controlling interests in the acquiree either at fair value or at the
proportionate share of the acquiree’s identifiable net assets. Acquisition costs incurred are expensed.

When the Group acquires a business, it assesses the financial assets and liabilities assumed for
appropriate classification and designation in accordance with the contractual terms, economic cir-
cumstances and pertinent conditions as at the acquisition date. This includes the separation of em-
bedded derivatives in host contracts by the acquiree.

If the business combination is achieved in stages, the acquisition date fair value of the acquirer’s
previously held equity interest in the acquiree is remeasured to fair value as at the acquisition date
through profit or loss.

Any contingent consideration to be transferred by the acquirer is recognized at fair value at
the acquisition date. Subsequent changes to the fair value of the contingent consideration which is
deemed fo be an asset or liability, will be recognized in accordance with IAS 39 either in profit or loss
or as change to other comprehensive income. If the contingent consideration is classified as equity,
it shall not be remeasured until it is finally settled within equity.

Goodwill is initially measured at cost being the excess of the consideration transferred over the
Group's net identifiable assets acquired and liabilities assumed. If this consideration is lower than the
fair value of the net assets of the subsidiary acquired, the difference is recognized in profit or loss.
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After initial recognition, goodwill is measured at cost less any accumulated impairment losses. For
the purpose of impairment testing, goodwill acquired in a business combination is, from the acquisition
date, allocated to each of the Group's cash generating units that are expected to benefit from the com-
bination, irrespective of whether other assets or liabilities of the acquiree are assigned fo those units.

Where goodwill forms part of a cash-generating unit and part of the operation within that unit
is disposed of, the goodwill associated with the operation disposed of is included in the carrying
amount of the operation when determining the gain or loss on disposal of the operation. Goodwill
disposed of in this circumstance is measured based on the relative values of the operation disposed
of and the portion of the cash-generating unit retained.

Business combinations prior to 1 January 2010
In comparison to the above mentioned requirements, the following differences applied:

Business combinations were accounted for using the acquisition method. Transaction costs di-
rectly attributable to the acquisition formed part of the acquisition costs. The non-controlling in-
terests (formerly known as minority interest) were measured at the proportionate share of the ac-
quiree’s identifiable net assets.

Business combinations achieved in stages were accounted for as separate steps. Any additional
acquired share of interest did not affect previously recognized goodwill.

When the Group acquired a business, embedded derivatives separated from the host contract
by the acquiree were not reassessed on acquisition unless the business combination resulted in a
change in the terms of the contract that significantly modified the cash flows that otherwise would
have been required under the contract.

Confingent consideration was recognized if, and only if, the Group had a present obligation, the
economic outflow was more likely than not and a reliable estimate was determinable. Subsequent
adjustments to the contingent consideration affected goodwill.

Acquisition of subsidiaries from parties under common control

Acquisitions of subsidiaries from parties under common control are accounted for using the pool-
ing of interests method.

The assets and liabilities of the subsidiary transferred under common control are recorded in
these consolidated financial statements at the carrying amounts of the transferring entity (the Pre-
decessor) at the date of the transfer.
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3. Summary of significant accounting policies (continued)

Business combinations (continued)

These consolidated financial statements, including corresponding figures, are presented as if
the subsidiary had been acquired by the Group on the date it was originally acquired by the Pre-
decessor.

Investments in associates

Associates are entities in which the Group generally has between 20% and 50% of the voting
rights or participation shares, or is otherwise able to exercise significant influence, but which it does
not control or jointly control. Investments in associates are accounted for under the equity method
and are initially recognized at cost, including goodwill. Subsequent changes in the carrying value
reflect the post-acquisition changes in the Group’s share of net assets of the associate. The Group’s
share of its associates’ profits or losses is recognized in the consolidated statement of income, and
its share of movements in reserves is recognized in other comprehensive income. However, when the
Group’s share of losses in an associate equals or exceeds the value of its interest in the associate, the
Group does not recognize further losses, unless the Group is obliged to make further payments to, or
on behalf of, the associate.

Unrealized gains on transactions between the Group and its associates are eliminated to the ex-
tent of the Group's interest in the associates; unrealized losses are also eliminated unless the trans-
action provides evidence of an impairment of the asset transferred.

Financial assets

Initial recognition

Financial assets in the scope of IAS 39 are classified as either financial assets at fair value through
profit or loss, loans and receivables, held-to-maturity investments, or available-for-sale financial as-
sets, as appropriate. When financial assets are recognized initially, they are measured at fair value,
plus, in the case of investments not at fair value through profit or loss, directly attributable transac-
tion costs. The Group determines the classification of its financial assets upon initial recognition, and
subsequently can reclassify financial assets in certain cases as described below.

Date of recognition
All regular way purchases and sales of financial assets are recognized on the trade date, i.e. the
date that the Group commits to purchase the asset. Reqular way purchases or sales are purchases
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or sales of financial assets that require delivery of assets within the period generally established by
regulation or convention in the marketplace.

Day 1' profit

Where the transaction price in a non-active market is different to the fair value from other ob-
servable current market transactions in the same instrument or based on a valuation technique
whose variables include only data from observable markets, the Group immediately recognizes
the difference between the transaction price and fair value (a '‘Day 1' profit) in the consolidated
statement of income. In cases where use is made of data which is not observable, the difference
between the transaction price and model value is only recognized in the consolidated statement
of income when the inputs become observable, or when the financial instrument is derecognized.

Financial assets at fair value through profit or loss

Financial assets classified as held for trading are included in the category ‘financial assets at fair
value through profit or loss’. Financial assets are classified as held for trading if they are acquired
principally for the purpose of generating a profit from short-term fluctuations in price or dealers’
margin. Derivatives are also classified as held for trading. Gains and losses resulting from operations
with financial assets at fair value through profit or loss are recognized in the consolidated statement
of income within gains less losses from financial instruments at fair value through profit or loss.

Held-to-maturity investments

Non-derivative financial assets with fixed or determinable payments and fixed maturity are clas-
sified as held-to-maturity when the Group has the positive intention and ability to hold them to matu-
rity. Investments intended to be held for an undefined period are not included in this classification.
Held-to-maturity investments are subsequently measured at amortized cost. Gains and losses are
recognized in the consolidated statement of income when the investments are impaired, as well as
through the amortization process.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market. They are not entered into with the intention of immediate
or short-term resale and are not classified as trading securities or designated as investment securi-
ties available-for-sale. Such assets are carried at amortized cost using the effective interest method.
Gains and losses are recognized in the consolidated statement of income when the loans and receiv-
ables are derecognized or impaired, as well as through the amortization process.

Available-for-sale financial assets
Available-for-sale financial assets are those non-derivative financial assets that are designated as
available-for-sale or are not classified in any of the three preceding categories. After initial recogni-
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3. Summary of significant accounting policies (continued)
Financial assets (continued)

tion available-for-sale financial assets are measured at fair value with gains and losses from changes
in fair value being recognized in other comprehensive income until the investment is derecognized or
until the investment is determined to be impaired at which time the cumulative gain or loss previously
reported in other comprehensive income is reclassified to the consolidated statement of income as
gains less losses from investment securities available-for-sale. However, interest calculated using the
effective interest method is recognized in the consolidated statement of income.

Non-marketable securities that do not have fixed maturities are stated at cost, less allowance for
diminution in value unless there are other appropriate and workable methods of reasonably estimat-
ing their fair value.

Determination of fair value

The fair value for financial instruments traded in an active market at the reporting date is based
on their quoted market price or dealer price quotations (bid price for long positions and ask price for
short positions), without any deduction for transaction costs.

For all other financial instruments not listed in an active market, the fair value is determined by
using appropriate valuation techniques. Valuation techniques include net present value techniques,
comparison to similar instruments for which market observable prices exist.

Offsetting

Financial assets and liabilities are offset and the net amount is reported in the consolidated state-
ment of financial position when there is a legally enforceable right to set off the recognized amounts
and there is an intention fo settle on a net basis, or to realize the asset and settle the liability simul-
taneously. This is not generally the case with master netting agreements, and the related assets and
liabilities are presented gross in the consolidated statement of financial position.

Reclassification of financial assets

If a non-derivative financial asset classified as held for trading is no longer held for the purpose
of selling in the near term, it may be reclassified out of the fair value through profit or loss category
in one of the following cases:

a financial asset that would have met the definition of loans and receivables above may be
reclassified to loans and receivables category if the Group has the intention and ability to hold it for
the foreseeable future or until maturity;
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other financial assets may be reclassified to available for sale or held to maturity categories
only in rare circumstances.

A financial asset classified as available for sale that would have met the definition of loans and
receivables may be reclassified to loans and receivables category if the Group has the intention and
ability to hold it for the foreseeable future or until maturity.

Financial assets are reclassified at their fair value on the date of reclassification. Any gain or loss
already recognized in profit or loss is not reversed. The fair value of the financial asset on the date of
reclassification becomes its new cost or amortized cost, as applicable.

Cash and cash equivalents

Cash and cash equivalents consist of cash on hand, amounts due from the CBR, excluding obliga-
tory reserves of subsidiary banks, and amounts due from credit institutions that mature within ninety
days of the date of origination and are free from contractual encumbrances.

Precious metals

Gold and other precious metals are recorded at CBR bid prices, bid prices of National Bank of
Belarus, National Bank of Ukraine, which approximate fair values and are quoted at a discount to
London Bullion Market rates. Changes in the above mentioned bid prices are recorded as translation
differences from precious metals in other income.

Repurchase and reverse repurchase agreements and securities lending

Sale and repurchase agreements ("repos”) are treated as secured financing transactions. Securi-
ties sold under sale and repurchase agreements are retained in the consolidated statement of finan-
cial position and, in case the transferee has the right by contract or custom to sell or repledge them,
reclassified as securities pledged under sale and repurchase agreements. The corresponding liability
is presented within amounts due to credit institutions or customers. Securities purchased under
agreements to resell ("reverse repo") are recorded as cash and cash equivalents, amounts due from
credit institutions or loans to customers as appropriate. The difference between sale and repurchase
price is treated as interest and accrued over the life of repo agreements using the effective yield
method.

Securities lent to counterparties are retained in the consolidated statement of financial position.
Securities borrowed are not recorded in the consolidated statement of financial position, unless
these are sold to third parties, in which case the purchase and sale are recorded within gains less
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Repurchase and reverse repurchase agreements and securities lending (continued)

losses from financial instruments at fair value through profit or loss in the consolidated statement of
income. The obligation to return them is recorded at fair value as a financial trade liability.

Derivative financial instruments

In the normal course of business, the Group enters into various derivative financial instruments
including futures, forwards, swaps and options in the foreign exchange and securities markets. Such
financial instruments are held for tfrading and are recorded at fair value. The fair values are estimat-
ed based on quoted market prices or pricing models that take into account the current market and
contractual prices of the underlying instruments and other factors. Derivatives are carried as assets
when their fair value is positive and as liabilities when it is negative. Gains and losses resulting from
these instruments are included in the consolidated statement of income as gains less losses from
financial instruments at fair value through profit or loss or gains less losses from foreign currencies
dealing, depending on the nature of the instrument.

Derivatives embedded in other financial instruments are treated as separate derivatives and re-
corded at fair value if their economic characteristics and risks are not closely related to those of the
host contract, and the host contract is not itself held for trading or designated at fair value through
profit or loss. The embedded derivatives separated from the host are carried at fair value in the trad-
ing portfolio with changes in fair value recognized in the consolidated statement of income.

Promissory notes

Promissory notes purchased are included in trading or investment securities, or in cash and cash
equivalents, in amounts due from credit institutions or in loans to customers, depending on the aim
and terms of their purchase, and are recorded in accordance with the accounting policies for these
categories of assets.

Borrowings

Issued financial instruments or their components are classified as liabilities, where the substance
of the contractual arrangement results in the Group having an obligation either to deliver cash or
another financial asset to the holder, or to satisfy the obligation other than by the exchange of a
fixed amount of cash or another financial asset for a fixed number of own equity instruments. Such
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instruments include amounts due to credit institutions, amounts to the Central bank and Govern-
ment, amounts due to customers and debt securities issued. After initial recognition, borrowings are
subsequently measured at amortized cost using the effective interest method. Gains and losses are
recognized in the consolidated statement of income when the borrowings are derecognized as well
as through the amortization process.

If the Group purchases its own debt, it is removed from the statement of financial position and
the difference between the carrying amount of the liability and the consideration paid is recognized
in the consolidated statement of income.

For the purposes of the consolidated statement of cash flows, the Group recognizes amounts at-
tracted from banks for a period of up to one year in "Cash flows from operating activities" category,
for a period exceeding one year — in "Cash flows from financing activities" category.

Government grants and government assistance

Government grants are recognized where there is reasonable assurance that the grant will be re-
ceived and all related conditions will be complied with. Where the grant relates to an expense item, it
is recognized as income in the same periods as the respective expenses it is intended to compensate
on a systematic basis. Where the grant relates to an asset, it is recognized as deferred income and
released to income in equal amounts over the expected useful life of the related asset.

Government grants provided at below market interest rates are recognized in accordance with
IAS 39. The benefit of the government loan is measured at the inception of the loan as the difference
between the cash received and the amount at which the loan is initially recognized in the statement
of financial position. This benefit is accounted for in accordance with IAS 20.

Leases

1. Finance — Group as lessee

The Group recognizes finance leases as assets and liabilities in the consolidated statement of
financial position at the date of commencement of the lease term at amounts equal to the fair value
of the leased property or, if lower, at the present value of the minimum lease payments. In calculating
the present value of the minimum lease payments the discount factor used is the interest rate implicit
in the lease, when it is practicable to determine; otherwise, the Group’s incremental borrowing rate is
used. Initial direct costs incurred are included as part of the asset. Lease payments are apportioned
between the finance charge and the reduction of the outstanding liability. The finance charge is
allocated to periods during the lease term so as to produce a constant periodic rate of interest on
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Leases (continued)

the remaining balance of the liability for each period. The costs identified as directly attributable to
activities performed by the lessee for a finance lease, are included as part of the amount recognized
as an asset under the lease.

2. Finance — Group as lessor

The Group recognizes lease receivables at value equal to the net investments in the lease, starting
from the date of commencement of the lease term. Finance income is based on a pattern reflecting
a constant periodic rate of return on the net investment outstanding. Initial direct costs are included
in the initial measurement of the lease receivables.

3. Operating — Group as lessee

Leases of assets under which the risks and rewards of ownership are effectively retained with the
lessor are classified as operating leases. Lease payments under operating leases are recognized as
expenses on a straight-line basis over the lease-term and included into expenses for premises and
equipment.

4. Operating — Group as lessor

The Group presents assets subject to operating leases in the consolidated statement of financial
position according to the nature of the asset. Lease income from operating leases is recognized in
statement of income on a straight-line basis over the lease term as other operating income. The ag-
gregate cost of incentives provided to lessees is recognized as a reduction of rental income over the
lease term on a straight-line basis. Initial direct costs incurred specifically to earn revenues from an
operating lease are added to the carrying amount of the leased asset.

Impairment of financial assets

The Group assesses at each reporting date whether there is any objective evidence that a finan-
cial asset or a group of financial assets is impaired. A financial asset or a group of financial assets is
deemed to be impaired if, and only if, there is objective evidence of impairment as a result of one or
more events that has occurred after the initial recognition of the asset (an incurred "loss event") and
that loss event (or events) has an impact on the estimated future cash flows of the financial asset or
the group of financial assets that can be reliably estimated.
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Evidence of impairment may include indications that the borrower or a group of borrowers is
experiencing significant financial difficulty, default or delinquency in interest or principal payments,
the probability that they will enter bankruptcy or other financial reorganization and where observ-
able data indicate that there is a measurable decrease in the estimated future cash flows, such as
changes in arrears or economic conditions that correlate with defaults.

Provisions for impairment of financial assets in these consolidated financial statements have
been determined on the basis of existing economic and political conditions. The Group is not in a po-
sition to predict what changes in conditions will take place in the Russian Federation, Ukraine and in
the Republic of Belarus and what effect such changes might have on the adequacy of the provisions
for impairment of financial assets.

Amounts due from credit institutions and loans to customers

For amounts due from credit institutions and loans to customers carried at amortized cost, the
Group first assesses individually whether objective evidence of impairment exists individually for
financial assets that are individually significant, or collectively for financial assets that are not indi-
vidually significant. If the Group determines that no objective evidence of impairment exists for an
individually assessed financial asset, whether significant or not, it includes the asset in a group of
financial assets with similar credit risks characteristics and collectively assesses them for impair-
ment. Assets that are individually assessed for impairment and for which an impairment loss is, or
continues to be, recognized are not included in a collective assessment of impairment.

If there is an objective evidence that an impairment loss has been incurred, the amount of the
loss is measured as the difference between the assets’ carrying amount and the present value
of estimated future cash flows (excluding future expected credit losses that have not yet been
incurred). The carrying amount of the asset is reduced through the use of an allowance account
and the amount of the loss is recognized in the consolidated statement of income. Interest income
continues to be accrued on the reduced carrying amount based on the original effective interest
rate of the asset. Loans together with the associated allowance for impairment are written off
when there is no realistic prospect of future recovery and all collateral has been realized or has
been transferred to the Group. If, in subsequent years, the amount of the estimated impairment
loss increases or decreases because of an event occurring after the impairment was recognized,
the previously recognized impairment loss is increased or reduced by adjusting the allowance ac-
count. If a future write-off is later recovered, the recovery is credited to the consolidated statement
of income.

The present value of the estimated future cash flows is discounted at the financial asset’s origi-
nal effective interest rate. If a loan has a variable interest rate, the discount rate for measuring any
impairment loss is the current effective interest rate. The calculation of the present value of the esti-
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mated future cash flows of a collateralized financial asset reflects the cash flows that may result from
foreclosure less costs for obtaining and selling the collateral, whether or not foreclosure is probable.

For the purpose of a collective evaluation of impairment, financial assets are grouped on the basis
of the Group’s internal credit grading system that considers credit risk characteristics such as asset
type, industry, geographical location, collateral type, past-due status and other relevant factors.

Future cash flows on a group of financial assets that are collectively evaluated for impairment are
estimated on the basis of historical loss experience for assets with credit risk characteristics similar
to those in the group. Historical loss experience is adjusted on the basis of current observable data to
reflect the effects of current conditions that did not affect the years on which the historical loss expe-
rience is based and to remove the effects of conditions in the historical period that do not exist cur-
rently. Estimates of changes in future cash flows reflect, and are directionally consistent with, changes
in related observable data from year to year (such as changes in unemployment rates, property prices,
commodity prices, payment status, or other factors that are indicative of incurred losses in the group
or their magnitude). The methodology and assumptions used for estimating future cash flows are re-
viewed reqularly to reduce any differences between loss estimates and actual loss experience.

Held-to-maturity financial investments

For held-to-maturity investments the Group assesses individually whether there is objective evi-
dence of impairment. If there is objective evidence that an impairment loss has been incurred, the
amount of the loss is measured as the difference between the assets’ carrying amount and the pres-
ent value of estimated future cash flows. The carrying amount of the asset is reduced and the amount
of the loss is recognized in the consolidated statement of income.

If, in a subsequent year, the amount of the estimated impairment loss decreases because of an
event occurring after the impairment was recognized, any amounts formerly charged are credited to
the consolidated statement of income.

Available-for-sale financial investments
For available-for-sale financial investments, the Group assesses at each reporting date whether
there is objective evidence that an investment or a group of investments is impaired.

In the case of equity investments classified as available-for-sale, objective evidence would include
a significant or prolonged decline in the fair value of the investment below its cost. Where there is
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evidence of impairment, the cumulative loss — measured as the difference between the acquisition
cost and the current fair value, less any impairment loss on that investment previously recognized
in the consolidated statement of income — is reclassified from other comprehensive income and
recognized in the consolidated statement of income. Impairment losses on equity investments are
not reversed through the consolidated statement of income; increases in their fair value after impair-
ment are recognized directly in other comprehensive income.

In the case of debt instruments classified as available-for-sale, impairment is assessed based on
the same criteria as financial assets carried at amortized cost. Future interest income is based on
the reduced carrying amount and is accrued using the rate of interest used to discount the future
cash flows for the purpose of measuring the impairment loss. The interest income is recorded in
the consolidated statement of income. If, in a subsequent year, the fair value of a debt instrument
increases and the increase can be objectively related to an event occurring after the impairment loss
was recognized in the consolidated statement of income, the impairment loss is reversed through the
consolidated statement of income.

Renegotiated loans
Where possible, the Group seeks to restructure loans rather than to take possession of collateral.
This may involve extending the payment arrangements and the agreement of new loan conditions.

The accounting treatment of such restructuring is as follows:

If the currency of the loan has been changed, the old loan is derecognized and the new loan
is recognized in the statement of financial position;

If the loan restructuring is not caused by the financial difficulties of the borrower, the Group
uses the same approach as for financial liabilities described below;

If the loan restructuring is due to the financial difficulties of the borrower and the loan is
impaired after restructuring, the Group recognizes the difference between the present value of the
new cash flows discounted using the original effective interest rate and the carrying amount before
restructuring in the provision charges for the period. In case the loan is not impaired after restruc-
turing, the Group derecognizes the initial asset and a new asset is recorded with recognition of the
difference in the carrying value of the assets in the consolidated statement of income.

Once the terms have been renegotiated, the loan is no longer considered past due. Management
continuously reviews renegotiated loans to ensure that all criteria are met and that future payments
are likely to occur. The loans continue to be subject to an individual or collective impairment assess-
ment, calculated using the loan’s original effective interest rate.
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Derecognition of financial assets and liabilities

Financial assets
A financial asset (or, where applicable a part of a financial asset or part of a group of similar fi-
nancial assets) is derecognized in the statement of financial position where:

the rights to receive cash flows from the asset have expired;

the Group has transferred its rights to receive cash flows from the asset, or has assumed an
obligation to pay them in full without material delay to a third party under a ‘pass-through’ arrange-
ment; and

the Group either (a) has transferred substantially all the risks and rewards of the asset, or
(b) has neither transferred nor retained substantially all the risks and rewards of the asset, but has
transferred control of the asset.

Where the Group has transferred its rights to receive cash flows from an asset and has neither
transferred nor refained substantially all the risks and rewards of the asset nor transferred control of
the asset, the asset is recognized to the extent of the Group’s continuing involvement in the asset. Con-
tinuing involvement that takes the form of a guarantee over the transferred asset is measured at the
lower of the original carrying amount of the asset and the maximum amount of consideration that the
Group could be required to repay.

Where continuing involvement takes the form of a written and/or purchased option (including a
cash-settled option or similar provision) on the transferred asset, the extent of the Group’s continu-
ing involvement is the amount of the transferred asset that the Group may repurchase, except that
in the case of a written put option (including a cash-settled option or similar provision) on an asset
measured at fair value, the extent of the Group’s continuing involvement is limited to the lower of the
fair value of the transferred asset and the option exercise price.

Financial liabilities
A financial liability is derecognized when the obligation under the liability is discharged, can-
celled or expires.

Where an existing financial liability is replaced by another from the same lender on substantially
different terms, or the terms of an existing liability are substantially modified, such an exchange or
modification is treated as a derecognition of the original liability and the recognition of a new liabil-
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ity, and the difference in the respective carrying amounts is recognized in the consolidated statement
of income.

Financial guarantees

In the ordinary course of business, the Group gives financial guarantees, consisting of letters of
credit, guarantees and acceptances. Financial guarantees are initially recognized in the consolidated
financial statements at fair value, in ‘Other liabilities’, being the premium received. Subsequent to ini-
tial recognition, the Group’s liability under each guarantee is measured at the higher of the amortized
premium and the best estimate of expenditure required settling any financial obligation arising as a
result of the guarantee.

Any increase in the liability relating to financial guarantees is taken to the consolidated state-
ment of income. The premium received is recognized in the consolidated statement of operations on
a straight-line basis over the life of the guarantee.

Taxation

Current income tax expense is calculated in accordance with the requlations currently in force in
the respective territories that the Group operates. Income tax expense of the Group comprises cur-
rent and deferred income tax. Current income tax is calculated by applying income tax rate effective
at the reporting date to the taxable base.

Deferred tax assets and liabilities are calculated in respect of temporary differences using the li-
ability method. Deferred income taxes are provided for all temporary differences arising between the
tax bases of assets and liabilities and their carrying values for financial reporting purposes, except
where the deferred income tax arises from the initial recognition of goodwill or of an asset or liability
in a fransaction that is not a business combination and, at the time of the transaction, affects neither
the accounting profit nor taxable profit or loss.

Deferred tax assets are recorded only to the extent that it is probable that taxable profit will be
available against which the deductible temporary differences can be utilized. Deferred tax assets and
liabilities are measured at tax rates that are expected to apply to the period when the asset is realized
or the liability is seftled, based on tax legislation that have been enacted or substantively enacted at
the reporting date.

Deferred income tax is provided on temporary differences arising on investments in subsidiaries,
associates and joint ventures, except where the timing of the reversal of the temporary difference can
be controlled and it is probable that the temporary difference will not reverse in the foreseeable future.
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3. Summary of significant accounting policies (continued)
Taxation (continued)
Income and expenses of Vnesheconombank are not taxable for income tax purposes.

Various operating taxes, which are assessed on the Group’s activities are included in taxes other
than income tax in the consolidated statement of income.

Property and equipment

Property and equipment are carried at cost, excluding the costs of day-to-day servicing, less ac-
cumulated depreciation and any accumulated impairment. Such cost includes the cost of replacing
part of equipment when that cost is incurred if the recognition criteria are met.

The carrying values of property and equipment are reviewed for impairment when events or
changes in circumstances indicate that the carrying value may not be recoverable.

Depreciation of an asset begins when it is available for use. Depreciation of assets under con-
struction and those not placed in service commences from the date the assets are placed into ser-
vice. Depreciation is calculated on a straight-line basis over the following estimated useful lives:

Buildings 15-60
Equipment 2-10
Motor vehicles 2-10

The land has an indefinite useful life and is not depreciated.

The asset's residual values, useful lives and depreciation methods are reviewed, and adjusted as
appropriate, at each financial year-end.

Leasehold improvements are amortized over the lease term of property and equipment. Costs re-
lated to repairs and renewals are charged when incurred and included in other operating expenses,
unless they qualify for capitalization.

Goodwill

Goodwill acquired in a business combination is initially measured at cost being the excess of the
consideration transferred over the Group’s net identifiable assets acquired and liabilities assumed.
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Goodwill on an acquisition of a subsidiary is included in goodwill and other intangible assets. Good-
will on an acquisition of an associate is included in the investments in associates. Following initial
recognition, goodwill is measured at cost less any accumulated impairment losses.

Goodwill is reviewed for impairment, annually or more frequently if events or changes in circum-
stances indicate that the carrying amount may be impaired.

For the purpose of impairment testing, goodwill acquired in a business combination is, from the
acquisition date, allocated to each of the Group’s cash-generating units, or groups of cash-generat-
ing units, that are expected to benefit from the synergies of the combination, irrespective of whether
other assets or liabilities of the acquiree are assigned to those units or groups of units. Each unit or
group of units to which the goodwill is so allocated:

represents the lowest level within the Group at which the goodwill is monitored for internal
management purposes;

is not larger than the operating segment as defined in IFRS 8 Operating Segments before
aggregation.

Impairment is determined by assessing the recoverable amount of the cash-generating unit
(group of cash-generating units), to which the goodwill relates. Where the recoverable amount
of the cash-generating unit (group of cash-generating units) is less than the carrying amount, an
impairment loss is recognized. Impairment losses relating to goodwill cannot be reversed in future
periods.

Intangible assets other than goodwiill

Intangible assets other than goodwill include computer software and licenses.

Intangible assets acquired separately are measured on initial recognition at cost. The cost of
intangible assets acquired in a business combination is fair value as at the date of acquisition. Follow-
ing initial recognition, intangible assets are carried at cost less any accumulated amortization and
any accumulated impairment losses. The useful lives of intangible assets are assessed to be either
finite or indefinite. Intangible assets with finite lives are amortized on a straight-line basis over the
useful economic lives of 1 to 10 years and assessed for impairment whenever there is an indication
that the intangible asset may be impaired. Amortization periods and methods for intangible assets
with indefinite useful lives are reviewed at least at each financial year-end.
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3. Summary of significant accounting policies (continued)

Assets classified as held for sale

The Group classifies a non-current asset (or a disposal group) as held for sale if its carrying
amount will be recovered principally through a sale transaction rather than through continuing use.
For this to be the case the non-current asset (or disposal group) must be available for immediate sale
in its present condition subject only to the terms that are usual and customary for sale of such assets
(or disposal groups) and its sale must be highly probable.

The sale qualifies as highly probable if the Bank’s management is committed to a plan to sell the
non-current asset (or disposal group) and an active program to locate a buyer and complete the plan
must have been initiated. Further, the non-current asset (or disposal group) must have been actively
marketed for a sale at price that is reasonable in relation to its current fair value and in addition the
sale should be expected to qualify for recognition as a completed sale within one year from the date
of classification of the non-current asset (or disposal group) as held for sale.

The Group measures an asset (or disposal group) classified as held for sale at the lower of its car-
rying amount and fair value less costs to sell. The Group recognizes an impairment loss for any initial
or subsequent write-down of the asset (or disposal group) to fair value less costs to sell if events or
changes in circumstance indicate that their carrying amount may be impaired.

Provisions

Provisions are recognized when the Group has a present legal or constructive obligation
as a result of past events, and it is probable that an outflow of resources embodying economic
benefits will be required to settle the obligation and a reliable estimate of the amount of obligation
can be made.

Retirement and other benefit obligations

Current pension contributions of the Group are calculated as a percentage of current gross sal-
ary payments to employees; such expense is charged to the statement of income in the period the
related salaries are earned and included into payroll and other staff costs.

In addition, the Bank operates two separately administered defined contribution pension schemes,
where the Bank’s obligation for each period is determined by the amounts to be contributed for that
period. Contributions made by the Bank are recognized as expense in the respective period.
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The Group has no other post-retirement benefits or significant other employee benefits requiring
accrual.

Charter capital

Charter capital
Asset contributions of the Russian Federation made for formation of the Bank's charter capital
are recorded in the equity. Vnesheconombank's charter capital is not divided into shares (interest).

Dividend income
The Bank neither accrues nor pays dividends.

Dividends of subsidiaries are recognized as a liability and deducted from equity at the reporting
date only if they are declared before or on the reporting date. Dividends are disclosed when they are
proposed before the reporting date or proposed or declared after the reporting date but before the
financial statements are authorized for issue.

Fiduciary assets

Assets held in a fiduciary capacity are not reported in the consolidated financial statements, as
they are not the assets of the Group.

Segment reporting

The Group's segment reporting is based on five operating segments disclosed in Note 6.

Contingencies

Contingent liabilities are not recognized in the consolidated statement of financial position but
are disclosed unless the possibility of any outflow in settlement is probable. A contingent asset is
not recognized in the consolidated statement of financial position but disclosed when an inflow of
economic benefits is probable.

Income and expense recognition

Income and expense are recognized to the extent that it is probable that the economic benefits
will flow to the Group and they can be reliably measured. The following specific recognition criteria
must also be met before income and expense are recognized:
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3. Summary of significant accounting policies (continued)

Interest and similar income and expense

For all financial instruments measured at amortized cost and interest bearing securities classified as
trading or available-for-sale, interest income or expense is recorded at the effective interest rate, which
is the rate that exactly discounts estimated future cash payments or receipts through the expected life of
the financial instrument or a shorter period, where appropriate, to the net carrying amount of the finan-
cial asset or financial liability. The calculation takes into account all contractual terms of the financial in-
strument (for example, prepayment options) and includes any fees or incremental costs that are directly
attributable to the instrument and are an integral part of the effective interest rate, but not future credit
losses. The carrying amount of the financial asset or financial liability is adjusted if the Group revises
its estimates of payments or receipts. The adjusted carrying amount is calculated based on the original
effective interest rate and the change in carrying amount is recorded as interest income or expense.

Once the recorded value of a financial asset or a group of similar financial assets has been re-
duced due to an impairment loss, interest income continues to be recognized using the original ef-
fective interest rate applied to the new carrying amount.

Interest expense on loans and deposits from the Russian Ministry of Finance is included into
interest expense on amounts due to customers recorded in the consolidated statement of income.

Fees and commission income
The Bank earns fee and commission income from a diverse range of services it provides to its
customers. Fee income can be divided into the following two categories:

Fee income earned from services that are provided over a certain period of time

Fees earned for the provision of services over a period of time are accrued over that period. These
fees include commission income and asset management, custody and other management and advi-
sory fees. Loan commitment fees for loans that are likely to be drawn down and other credit related
fees are deferred (together with any incremental costs) and recognized as an adjustment to the ef-
fective interest rate on the loan.

Fee income from providing transaction services

Fees arising from negotiating or participating in the negotiation of a transaction for a third party —
such as the arrangement of the acquisition of shares or other securities or the purchase or sale of
businesses — are recognized on completion of the underlying transaction. Fees or components of fees
that are linked to a certain performance are recognized after fulfilling the corresponding criteria.
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Dividend income
Revenue is recognized when the Group’s right to receive the payment is established.

Foreign currency translation

The consolidated financial statements are presented in Russian Rubles, which is the Bank's func-
tional currency and Group’s presentation currency. Each entity in the Group determines its own func-
tional currency and items included in the financial statements of each entity are measured using
that functional currency. Transactions in foreign currencies are initially recorded in the functional
currency, converted at the rate of exchange ruling at the date of the transaction. Monetary assets
and liabilities denominated in foreign currencies are retranslated at the functional currency rate
of exchange ruling at the reporting date. Gains and losses resulting from the translation of foreign
currency transactions are recognized in the consolidated statement of income as gains less losses
from foreign currencies — translation differences. Non-monetary items that are measured in terms
of historical cost in a foreign currency are translated using the exchange rates as at the dates of the
initial transactions. Non-monetary items measured at fair value in a foreign currency are translated
using the exchange rates at the date when the fair value was determined.

Differences between the contractual exchange rate of a transaction in a foreign currency and
the Central Bank exchange rate on the date of the transaction are included in gains less losses from
dealing in foreign currencies. The official CBR exchange rates at 31 December 2010 and 2009 were
RUB 30.4769 and RUB 30.2442 to 1 USD, respectively.

As at the reporting date, the assets and liabilities of the entities whose functional currency is dif-
ferent from the presentation currency of the Group are translated into Russian Rubles at the rate
of exchange ruling at the balance sheet date and, their statements of income are translated at the
weighted average exchange rates for the year. The exchange differences arising on the translation
are taken fo other comprehensive income. On disposal of a subsidiary or an associate whose func-
tional currency is different from the presentation currency of the Group, the deferred cumulative
amount recognized in other comprehensive income relating to that particular entity is recognized in
the consolidated statement of income. Any goodwill arising on the acquisition of a foreign operation
and any fair value adjustments to the carrying amounts of assets and liabilities arising on the acquisi-
tion are treated as assets and liabilities of the foreign operations and translated at closing rate.
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3. Summary of significant accounting policies (continued)

Future changes in accounting policies
Standards and interpretations issued but not yet effective

Amendments to IAS 32 Financial instruments: Presentation — Classification of Rights Issues

In October 2009, the IASB issued amendments to IAS 32. Entities shall apply these amendments
for annual periods beginning on or after 1 February 2010. Earlier application is permitted. The
amendments alter the definition of a financial liability in IAS 32 to classify rights issues and certain
options or warrants as equity instruments. This is applicable if the rights are given pro rata to all of
the existing owners of the same class of an entity's non-derivative equity instruments, in order to
acquire a fixed number of the entity's own equity instruments for a fixed amount in any currency.
The Group expects that these amendments will have no impact on the Group's consolidated financial
statements.

IFRS 9 Financial Instruments (first phase)

In November 2009 and 2010, the IASB issued the first phase of IFRS 9 Financial Instruments.
This standard will eventually replace IAS 39 "Financial Instruments: Recognition and Measurement".
IFRS 9 becomes effective for annual periods beginning on or after 1 January 2013. Entities may
early adopt the first phase. The first phase of IFRS 9 introduces new requirements on classification
and measurement of financial instruments. In particular, for subsequent measurement all financial
assets are to be classified at amortized cost or at fair value through profit or loss with the irrevocable
option for equity instruments not held for trading to be measured at fair value through other com-
prehensive income. There is a new requirement for financial liabilities recognized through profit or
loss using a fair value option that the amount of change in the fair value of the financial liability that
is attributable to changes in the credit risk of that liability shall be presented in other comprehensive
income. The Group now evaluates the impact of the adoption of new standard and considers the
initial application date.

IAS 24 Related Party Disclosures (revised)

The revised IAS 24, issued in November 2009, simplifies the disclosure requirements for govern-
ment-related entities and clarifies the definition of a related party. Previously, an entity controlled
or significantly influenced by a government was required to disclose information about all fransac-
tions with other entities controlled or significantly influenced by the same government. The revised
standard requires disclosure about these transactions only if they are individually or collectively
significant. The revised IAS 24 is effective for annual periods beginning on or after 1 January 2011,
with earlier application permitted. The Group is now evaluating the impact of adopting this standard.
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IFRIC 19 Extinguishing Financial Liabilities with Equity Instruments

IFRIC Interpretation 19 was issued in November 2009 and is effective for annual periods be-
ginning on or after 1 July 2010. The Interpretation clarifies the accounting when the terms of a
financial liability are renegotiated and result in the entity issuing equity instruments to a creditor fo
extinguish all or part of the financial liability. The Group expects that this interpretation will have no
impact on the Group's consolidated financial statements.

Improvements to IFRS

In May 2010, the IASB issued the third omnibus of amendments to its standards, primarily with a
view to removing inconsistencies and clarifying wording. Most of the amendments are effective for
annual periods beginning on or after 1 January 201 1. There are separate transitional provisions for
each standard. Amendments included in May 2010 "Improvements to IFRS" will have impact on the
accounting policies, financial position or performance of the Group, as described below.

IFRS 3 Business Combinations: limits the scope of the measurement choices that only the
components of NCI that are present ownership interests that entitle their holders to a proportionate
share of the entity's net assets, in the event of liquidation, shall be measured either at fair value or at
the present ownership instruments’ proportionate share of the acquiree’s identifiable net assets. As
the amendment should be applied from the date the Group applies IFRS 3 Revised, it may be required
to restate for effects incurred under IFRS 3 Revised, but before the adoption of this amendment. The
Group expects that other amendments to IFRS 3 will have no impact on the Group's consolidated
financial statements.

IFRS 7 Financial Instruments: Disclosures: intfroduces the amendments to quantitative and
credit risk disclosures. The additional requirements are expected to have minor impact as informa-
tion is expected fo be readily available.

IAS 34 Interim Financial Reporting: adds disclosure requirements about the circumstances
affecting fair values and classification of financial instruments, about transfers of financial instru-
ments between levels of the fair value hierarchy, changes in classification of financial assets and
changes in contingent liabilities and assets. Additional disclosures required will be introduced in
interim consolidated financial statements of the Group.

Amendments to IFRS 1, IAS 1, IAS 27 and IFRIC 13 will have no impact on the accounting
policies, financial position or performance of the Group.

Amendments to IFRS 7 Financial Instruments: Disclosures
In October 2010, the IASB issued the amendments to IFRS 7 effective for annual periods begin-
ning on or after 1 July 2011. The Amendments introduce additional disclosure requirements for
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3. Summary of significant accounting policies (continued)
Future changes in accounting policies (continued)

transferred financial assets that are not derecognized. The Group expects that these amendments
will have no impact on the Group’s financial position or performance.

Amendments to IAS 12 Income Taxes — Deferred tax: Recovery of Underlying Assets

In December 2010, the IASB issued amendments to IAS 12 effective for annual periods begin-
ning on or after 1 January 2012. IAS 12 has been updated to include a rebuttable presumption
that deferred tax on investment property measured using the fair value model in IAS 40 should
be determined on the basis that its carrying amount will be recovered through sale and a require-
ment that deferred tax on non-depreciable assets, measured using the revaluation model in IAS 16,
should always be measured on a sale basis. The Group now evaluates the impact of adoption of these
amendments.

4. Significant accounting judgments and estimates

The preparation of financial statements requires management to make judgments and estimates
related to the reported amounts. These judgments and estimates are based on information available
as of the date of the financial statements. The actual results may differ from these estimates and it is
possible that these differences may have a material effect on the financial statements.

The most significant use of judgments and estimates are as follows:

Fair value of financial instruments

Where the fair values of financial assets and financial liabilities recorded in the statement of fi-
nancial position cannot be derived from active markets, they are determined using a variety of valua-
tion techniques that include the use of mathematical models. The input to these models is taken from
observable markets where possible, but where this is not feasible, a degree of judgment is required
in establishing fair values.

Allowance for impairment of loans and receivables

The Group regularly reviews its loans and receivables to assess impairment. The Group uses its
experienced judgment to estimate the amount of any impairment loss in cases where a borrower is
in financial difficulties and there are few available sources of historical data relating to similar bor-
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rowers. Similarly, the Group estimates changes in future cash flows based on the observable data
indicating that there has been an adverse change in the payment status of borrowers in a group, or
national or local economic conditions that correlate with defaults on assets in the group. Manage-
ment uses estimates based on historical loss experience for assets with credit risk characteristics
and objective evidence of impairment similar to those in the group of loans and receivables. The
Group uses its experienced judgment to adjust observable data for a group of loans or receivables
to reflect current circumstances.

In September 2010, the Group management revised the estimates of expected future cash
flows from certain loans. Change in the accounting estimate resulted in the increase in the allow-
ance for loan impairment by RUB 5,766 million.

Impairment of goodwiill

The Group determines whether goodwill is impaired at least on an annual basis. This requires
an estimation of the value in use of the cash-generating units to which the goodwill is allocated.
Estimating the value in use requires the Group to make an estimate of the expected future
cash flows from the cash-generating unit and also to choose a suitable discount rate in order
to calculate the present value of those cash flows. At 31 December 2010, the carrying value of
goodwill amounted to RUB 1,381 million (31 December 2009: RUB 1,381 million). More details
are provided in Note 20.

5. Business combinations

Changes in ownership interest in subsidiaries in 2010

Acquisition of an additional interest in OJSC "VEB-Leasing"

In February and March 2010, the Group additionally purchased 830,229 ordinary registered
shares of 0JSC "VEB-Leasing" to total RUB 1,240 million. These shares were purchased from the
subsidiary and previously were recorded as treasury shares. The increase in the Group's interest
in OJSC "VEB-Leasing" from 78.07% to 97.97% resulted in decrease in a non-controlling interest
by RUB 531 million, the amounts of RUB 529 million and RUB 2 million were recognized in the
retained earnings with the Group's equity and in the foreign currency translation reserve, respec-
tively.
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5. Business combinations (continued)
Changes in ownership interest in subsidiaries in 2010 (continued)

Acquisition of additional interest in CJSC "GLOBEXBANK"

In June 2010, the Group acquired 0.01% voting shares of CJSC "GLOBEXBANK" from non-
controlling shareholders, having increased its interest up to 98.95%. The carrying value of the net
assets attributable to the shareholders of CJSC GLOBEXBANK amounted to RUB 19,734 million.
Cash consideration for the interest acquired amounted to RUB 3 million, which is slightly differ-
ent from its carrying value. The value of non-controlling interests therefore decreased by RUB 3
million.

In July 2010, the Group additionally purchased 0.21% voting shares of CJSC "GLOBEXBANK"
of the additional issue increasing its interest up to 99.16%. The cost of acquisition was RUB 5,000
million. As a result of additional issue the carrying value of the net assets of CJSC "GLOBEXBANK"
increased by RUB 5,000 million. Since the above growth exceeds the value of non-controlling inter-
ests transferred to the Group as a result of acquisition of the additional issue, the non-controlling
interest increased by RUB 1 million. Therefore, the retained earnings recognized within the Group's
equity decreased by RUB 1 million.

Purchase of treasury shares of Prominvestbank from non-controlling shareholders

In Q4 2010, Prominvestbank purchased 1,092,147 shares from non-controlling shareholders for
total consideration of RUB 44 million. The reallocation of interests between Vnesheconombank and
the remaining non-controlling shareholders resulted in decrease in the value of non-controlling in-
terests and retained earnings of the Group by RUB 28 million and RUB 17 million concurrently with
increase in the foreign currency translation reserve by RUB 1 million, respectively.

Purchase of treasury shares of CJSC "GLOBEXBANK" from non-controlling shareholders

In December 2010, CJSC GLOBEXBANK purchased 2,100,000 shares from non-controlling
shareholders for total consideration of RUB 210 million. The reallocation of interests between
Vnesheconombank and the remaining non-controlling shareholders resulted in decrease in the value
of non-controlling interests and retained earnings of the Group by RUB 209 million and RUB 1 mil-
lion, respectively.
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(in millions of Russian rubles)

Acquisitions in 2009

PSC Prominvestbank

On 15 January 2009, the Group became owner of 75% plus three shares in the equity of Prom-
investbank. Out of these shares, 1,966,799 shares were acquired in the fourth quarter of 2008.
One share was received free of charge. In addition, 95,546,328 ordinary shares of Prominvest-

bank were acquired during additional issue in January 2009. The cost of acquisition was RUB
6,904 million.

The fair value of the identifiable assets and liabilities acquired and the excess of net assets over

the cost of acquisition were as follows:

Cash and cash equivalents 6,442 6,442
Amounts due from credit institutions 444 444
Investment securities available-for-sale 645 645
Loans to customers 83,631 83,631
Property and equipment (Note 17) 11,588 11,588
Other assets 833 737
103,583 103,487
Amounts due to credit institutions 27,270 27,270
Amounts due fo customers 57,211 57.211
Deferred tax liability (Note 18) 1,569 1,545
Provisions (Note 19) 533 533
Other liabilities 1,360 1,360
87,943 87,919
Net assets 15,640 15,568
Less: minority interests (3.910)
Net assets acquired 11,730
Less: excess of net assets over the cost of acquisition (4,826)
Cost of acquisition 6,904
Cash outflow on acquisition of the subsidiary:
Net cash acquired with the subsidiary 6,442
Less: cash consideration transferred in 2008 (1,998)
Net cash inflow VAWAAA

From the date of acquisition of Prominvestbank, the Group's profit has been reduced by RUB
12,250 million in 2009.
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5. Business combinations (continued)

Acquisitions in 2009 (continued)

CJSC "GLOBEXBANK"

During the period from April through May 2009, the Group acquired 98.94% or 199,547,920
ordinary shares of CJSC "GLOBEXBANK". Control was transferred to the Group on 30 April 2009.
The cost of acquisition was RUB 4,929.

The fair value of the identifiable assets and liabilities acquired and the excess of net assets over
the acquisition cost were as follows:

Cash and cash equivalents 31,635 31,635
Amounts due from credit institutions 3,355 3,355
Financial assets at fair value through profit or loss 1,068 1,068

Investment securities

available-for-sale 3 3
held-to-maturity 1,211 1,211
Loans to customers 15,181 15,181
Property and equipment (Note 17) 1,930 1,930
Other assets 825 282
55,208 54,665
Amounts due to credit institutions 1,225 1,225
Amounts due to customers 30,256 30,256
Debt securities issued 4,020 4,020
Deferred tax liability (Note 18) 355 246
Provisions (Note 19) 31 31
Other liabilities 111 111
35,998 35,889
Net assets 19,210 18,776
Less: minority interests (204)
Net assets acquired 19,006
Less: excess of net assets over the cost of acquisition (19,006)
Cost of acquisition 0
Cash outflow on acquisition of the subsidiary:
Net cash acquired with the subsidiary 31,635
Less: cash paid on acquisition (0)

Net cash inflow 31,635




NOTES TO 2010 CONSOLIDATED FINANCIAL STATEMENTS

From the date of acquisition of CJSC "GLOBEXBANK", the Group's profit has increased by
RUB 194 million in 2009. If the acquisition had taken place at the beginning of 2009, interest
and non-interest income and profit of the Group for 2009 would have been RUB 257,256 million
and RUB 34,312 million, respectively, or increased by RUB 2,095 million and RUB 373 million,
respectively.

6. Segment information

For the management purposes the Group has five operating business segments:

Segment 1. Vnesheconombank, OJSC "Russian Bank for Development”, CJSC ROSEXIMBANK
Segment 2. 0JSC "Sviaz-Bank", CJSC "GLOBEXBANK"

Segment 3. Prominvestbank (Ukraine)

Segment 4. OJSC "Belvnesheconombank" (Belarus)

Segment 5. OJSC "VEB-Leasing", LLC "VEB Capital", LLC "VEB Engineering", OJSC "Federal
Center for Project Finance", Mutual Hedge Fund MRIF, Mutual Equity Fund MRIF-Il and other sub-
sidiaries.

Management monitors the operating results of each segment separately fo make decisions on
allocation of resources and to access operating performance. Segments results are defined in a
different way from that used for the purposes of the consolidated financial statements, as shown in
the table below. Income taxes are managed on a group basis and are not allocated to operating seg-
ments.

Transfer prices between segments are set on a commercial basis in a manner similar to transac-
tions with third parties.

In 2010 and 2009, the Group received no income from transactions with one external client or
counterparty, which amounted to 10% or more percent of the Group's total income, except for in-
come from transactions with companies under control of the Russian Federation disclosed in Note
32. Such income was mainly received from transactions within Segments 1 and 2.
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Information on income, profit, assets and liabilities by the Group's operating segments is pre-
sented below:

INCOME
External clients
Interest income 102,780 18,928
Fee and commission income 3,869 1,652
Gains less losses arising from financial instruments at fair value through profit or loss 10,011 256
Gains less losses from investment securities available for sale 11,988 1,479
Gains less losses from foreign currencies 403 298
Share in income of associates 208 =
Other income/(expenses) 801 466
Total external income 130,060 23,079
Intersegment income
Interest income 5,055 239
Other intersegment income less expenses 524 761
Total intersegment income 5,579 1,000
Total income 135,639 24,079
Interest expense (63,895) (7,513)
Fee and commission expense (783) (422)
Allowance for loan impairment (30,460) (4,064)
Personnel expenses (3.956) (4,095)
Depreciation (399) (436)
Other impairment provision (charges)/reversal (96) (138)
Other expenses (4,975) (4,259)
Total external expense (104,564) (20,927)
Intersegment expenses
Interest expense (456) (2,335)
Other intersegment (expenses)/income (1,437) (82)
Total intersegment expenses (1,893) (2,417)
Total expenses (106,457) (23,344)
Segment results 29,182 735

Income tax expense/(benefit)

Profit after taxation for the year from continuing operations

Profit/(loss) from discontinued operations

Profit for the year

Segment assets 1,631,391 274,192
Other segment information

Capital expenditure 246 561

Investments in associates 155 =
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19,509 2,521 4,025 147,763 — 147,763
1,253 709 32 7515 — 7515
— — (89) 10,178 — 10,178
(343) 1 4 13,129 — 13,129
928 655 185 2,469 — 2,469

— 16 (20) 204 — 204

(675) 575 447 1,614 = 1,614
20,672 4,477 4,584 182,872 - 182,872
= 2) 17 5309 (5,309) —
(139) 126 105 1,377 (1,377) =
(139) 124 122 6,686 (6,686) —
20,533 4,601 4,706 189,558 (6,686) 182,872
(7.594) (728) (1,360) (81,090) — (81,090)
(155) (109) (16) (1,485) — (1,485)
(10,898) (249) (64) (45,735) — (45.735)
(2.536) (1,076) (702) (12.365) — (12.365)
(460) (102) (59) (1,456) — (1,456)
100 (29) (58) (221) — (221)
(2.317) (712) (1,488) (13,751) — (13,751)
(23,860) (3,005) (3,747) (156,103) - (156,103)
(1,654) (192) (637) (5.274) 5,274 —
- (3) 3 (1,519) 1519 -
(1,654) (195) (634) (6,793) 6,793 -
(25,514) (3,200) (4,381) (162,896) 6,793 (156,103)
(4,981) 1,401 325 26,662 107 26,769
1,306

28,075

172

28,247

126,863 36,994 87,082 2,156,522 (113,050) 2,043,472
974 598 3,423 5,802 — 5,802

1 40 5,442 5.638 - 5.638
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6. Segment information (continued)

In 2010, the Group recognized a RUB 21,971 million loss from impairment of available-for-sale
securities of Segment 1 and a RUB 305 million loss from impairment of securities of Segment 2 by
transferring the negative revaluation previously recorded in comprehensive income to gains less
losses from investment securities available for sale.

INCOME

External clients

Interest income 102,356 15,191
Fee and commission income 5,067 1,306
Gains less losses arising from financial instruments at fair value through profit or loss 17,150 10,352
Gains less losses from investment securities available for sale 42,737 203
Gains less losses from foreign currencies 10,638 (1,059)
Share in income of associates 44 =
Other income 12,004 660
Total external income 189,996 26,653

Intersegment income

Inferest income 4,579 24
Other intfersegment income less expenses 491 44
Total intersegment income 5,070 68

Excess of acquirer's interest in the net fair value of acquiree's identifiable assets,
liabilities and contingent liabilities over cost

Total income 195,066 26,721
Interest expense (70,563) (6,104)
Allowance for loan impairment (18,302) (82,009)
Fee and commission expense (958) (496)
Personnel expenses (3.587) (2,738)

Depreciation (327) (444)
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16,619 2,363 2,265 138,794 - 138,794
1,756 733 - 8,862 - 8,862
22 - - 27,524 - 27,524

- — - 42,940 - 42,940

143 260 521 10,503 - 10,503

8 4 - 56 56

162 421 175 13,422 - 13,422
18,710 3,781 2,961 242,101 - 242,101
_ — = 4,603 (4.603) -

- 1 - 546 (546) -

- 11 - 5,149 (5.149) -

- - - - 23,832 23,832
18,710 3,792 2,961 247,250 18,683 265,933
(8.921) (889) (381) (86.858) - (86.858)
(14,104) (345) (77) (114,837) - (114,837)
(129) (84) (6) (1.673) - (1.673)
(2.707) (996) (124) (10,152) - (10,152
(547) (93) (10) (1.421) - (1.421)

151



152

CONSOLIDATED
FINANCIAL
STATEMENTS

(in millions of Russian rubles)

6. Segment information (continued)

GROUP OF STATE CORPORATION
"BANK FOR DEVELOPMENT AND FOREIGN
ECONOMIC AFFAIRS (VNESHECONOMBANK)"

Other impairment provision (charges)/reversal (333) (425)
Other expenses (3.583) (3.042)
Total external expense (97,653) (95,258)
Intersegment expenses

Interest expense (24) (2.314)
Other infersegment expenses (1,036) (7)
Total intersegment expenses (1,060) (2,321)
Total expenses (98,713) (97,579)
Segment results 96,353 (70,858)
Income tax expense/(benefit)

Profit for the year

Segment assets 1,668,005 186,259
Other segment information

Capital expenditure 1,064 430
Investments in associates 5,436 =
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(570) - 1 (1,327) — (1,327)
(2,501) (557) (1,250) (10,933) — (10,933)
(29,479) (2,964) (1,847) (227,201) - (227,201)
(2,072) (100) (477) (4,987) 4,987 -
(1) = (3) (1,047) 1,047 -
(2,073) (100) (480) (6,034) 6,034 -
(31,552) (3,064) (2,327) (233,235) 6,034 (227,201)
(12,842) 728 634 14,015 24,717 38,732
(417)

38,315

106,136 21,645 19,394 2,001,439 (62,225) 1,939214
504 360 17 2,375 - 2,375

— 26 - 5,462 — 5,462




CONSOLIDATED GROUP OF STATE CORPORATION
1 5 4 FINANCIAL "BANK FOR DEVELOPMENT AND FOREIGN
STATEMENTS ECONOMIC AFFAIRS (VNESHECONOMBANK)"

(in millions of Russian rubles)

6. Segment information (continued)

In 2009, the Group recognized a RUB 13,778 million loss from impairment of available-for-sale
securities of Segment 1 by transferring the negative revaluation previously recorded in comprehen-
sive income to gains less losses from investment securities available for sale.

Geographical information

Allocation of the Group's interest income from transactions with external clients and non-current
assets based on the location of these clients and assets as at 31 December 2010 and 2009 and for
the years then ended is presented in the tables below:

Interest income from external clients 125,733 19,509 2521 147,763 119,812 16,619 2363 138,794
Non-current assets 13,678 10,700 1,791 26,169 10,777 10,584 1,417 22,778

Non-current assets include property and equipment and intangible assets.

7. Operations with the Russian Government, its authorized institutions
and the Bank of Russia

Amounts due to the Russian Government, its authorized institutions and the Bank of Russia con-
sisted of the following:

2010

Interest-bearing loans and deposits from the Ministry of Finance of the Russian Federation 594,028 501,455
Interest-bearing deposits from the Bank of Russia 211,647 446,151
Settlements related to redemption of Russian Government loans 7,438 38,005
Special purpose funds 996 771
External debt payment funds 575 696
Current accounts of the Russian Government 16 319
Current accounts in precious metals 201 166
Due to the Russian Government, its institutions and the Bank of Russia 814,901 987,563

At 31 December 2010 and 2009, interest-bearing deposits from the Russian Ministry of Finance
mainly include funds of the National Welfare Fund of the Russian Federation ("NWF") denominated
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in Rubles and deposited with Vnesheconombank pursuant to Federal Law No. 173-FZ in the amount
of RUB 372,270 million (31 December 2009: RUB 410,554 million). These deposits were raised at
annual rates of 6.25% and 7.25% (31 December 2009: 7% and 8.5%) and have maturity dates from
December 2014 through December 2020.

In addition, at 31 December 2010 and 31 December 2009, interest-bearing deposits from the
Russian Ministry of Finance included RUB-denominated funds intended to finance credit institutions
and legal entities supporting small and medium enterprises. 0JSC "Russian Bank for Development",
a subsidiary bank, is responsible for implementing the government financial support. At 31 Decem-
ber 2010, the amount of financing was RUB 27,642 million (31 December 2009: RUB 30,408 mil-
lion). The funds are denominated in Russian rubles, bear interest at 6.25% p.a. (31 December 2009:
8.5%) and mature in December 2017.

Pursuant to amendments to Federal Law No. 173-FZ and Regulation of the Russian Government
No. 18 dated 19 January 2008, the interest rate on the above deposits was significantly lowered in
August 2010. According to IFRS requirements, the Group derecognized initial liabilities and recog-
nized new liabilities. As the new terms of financing were considered to be non-market, gains on initial
recognition of financial instruments in the amount of RUB 42,192 million were recognized in the
consolidated statement of income.

Pursuant to Federal Law No. 173-FZ, in December 2010 the Russian Ministry of Finance depos-
ited funds at the interest rate 6.25% p.a. maturing in May 2020 for further lending to OJSC "AHML"
(Note 13). This loan was raised at the rate below the market level, and the loss on initial recognition
of financial instruments in the amount of RUB 416 million was recognized in the consolidated state-
ment of income. At 31 December 2010, the amount of the deposit was RUB 2,585 million.

In addition to the above, at 31 December 2010 and 31 December 2009, the interest-bearing de-
posits from the Russian Ministry of Finance include funds intended to finance investment projects.
The funds are denominated in US dollars, are raised on market conditions and mature in July 2011.
At 31 December 2010, the amount of financing was RUB 60,959 million (31 December 2009: RUB
60,493 million). At 31 December 2010, the interest-bearing deposits from the Russian Ministry of
Finance include funds denominated in USD equal to RUB 129,957 million and maturing in October
2011 and December 2012.

At 31 December 2010 and 31 December 2009, the interest-bearing deposits from the Bank of
Russia include special RUB-denominated deposits for the purposes of implementing the program of
financial support to OJSC "Sviaz-Bank" (31 December 2010 and 31 December 2009: RUB 124,462
million and RUB 121,383 million, respectively) and CJSC "GLOBEXBANK" (31 December 2010 and
31 December 2009: RUB 86,682 million and RUB 87,835 million, respectively) to ensure activities
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7. Operations with the Russian Government, its authorized institutions
and the Bank of Russia (continued)

on development of business of the above entities. Deposits raised in favor of OJSC "Sviaz-Bank" and
CJSC "GLOBEXBANK" were extended by 1 year in 2010 at interest rates below the market level. Ac-
cording to IFRS requirements, the Group derecognized initial liabilities and recognized new liabilities.
Gains on initial recognition of financial instruments in the amount of RUB 3,080 million were recog-
nized in the consolidated statement of income.

At 31 December 2009, the interest-bearing deposits from the Bank of Russia also included USD
denominated deposits to total RUB 236,548 million received by the Group for the purposes of imple-
menting measures aimed at supporting the financial system of the Russian Federation pursuant to
Federal Law No. 173-FZ. The amount was placed on deposit with Vnesheconombank in 2008 for
one year and bears interest at one-year LIBOR plus 1%. Vnesheconombank used the funds to pro-
vide loans to organizations so that they can repay and service debt to foreign organizations. At the
end of 2009, part of the deposits was extended for another year on similar terms as Vnesheconom-
bank extended maturities of the back-to-back financing. In 2010, the above deposits were repaid due
to repayment of compensatory loans by the clients (Note 13).

Settlements related to redemption of Russian Government loans represent funds received from
borrowers as repayment of loans granted by the Russian Government. These funds and the process-
ing of payments are managed and conducted by the Bank in accordance with Agency Agreements.
At 31 December 2010 and 31 December 2009, these amounts are classified as due to the Russian
Government.

At 31 December 2010 and 31 December 2009, special purpose funds included proceeds from export
sales and other funds subject to settlement between the Ministry of Finance and Vnesheconombank.

Current accounts in precious metals include funds of the Russian Government transferred to
the statement of financial position of Vnesheconombank in the process of reorganization. Pursuant
to an instruction issued by the Ministry of Finance in December 2009, precious metals have been
transferred from the custody of Vnesheconombank to the Russian State Fund of Precious Metals and
Precious Stones. A procedure is being negotiated for returning the rest of precious metals currently
in custody in Zurich (Switzerland) to the Russian State Fund.

London Club

As a legal successor of the Vnesheconombank of the USSR, the Bank is a party to certain
rescheduling agreements with various foreign credit institutions (the "London Club"). The London Club
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(in millions of Russian rubles)

debt represents liabilities of the former USSR due to foreign banks and financial institutions. These
liabilities were reconciled and restructured under a series of agreements and other legal documenta-
tion between the Bank and foreign creditors signed on 6 October 1997. These agreements required
the original debts and the accrued interest thereon, denominated in various currencies, to be con-
verted into Restructured Loans ("PRINs") denominated in base currencies (Swiss Francs, Japanese
Yens, Deutsche Marks, European Currency Units and US Dollars) and Interest Arrears Notes ("IANs")
denominated in US dollars.

The London Club debt was issued as a legal obligation of the Vnesheconombank of the USSR.
Based on Russian Government resolution No. 1167 "On the Settlement of the Indebtedness of the
Former USSR to Foreign Commercial Banks and Financial Institutions (the London Club)" dated 15
September 1997 and the Declaration of Support dated 28 November 1997, the Russian Govern-
ment expressed its willingness, without right of legal recourse from creditors or specific commitment,
to provide financial resources to enable the Vnesheconombank of the USSR to honor its London
Club obligations as they became due. The Declaration of Support remains in force as long as any
debt under the London Club restructuring agreements remains outstanding.

On 11 February 2000, an agreement was reached between representatives of the London Club
creditors and the Russian Government, under which the outstanding London Club debt of approxi-
mately USD 31.7 billion (at 31 March 2000) was exchanged for a new issue of Eurobonds issued
by the Government of the Russian Federation and maturing in 2010 and 2030. As the exchange
process substitutes obligations of the Bank with obligations of the Russian Government, receivables
from the Russian Government under London Club and amounts due to London Club have been ex-
cluded from the Bank’s consolidated statement of financial position to the extent that the bondhold-
ers have presented their PRINs and IANs for exchange.

The Group's consolidated statement of financial position includes liabilities only to those PRIN
and IAN holders, who have not exchanged these instruments for the Russian Federation Eurobonds
maturing in 2010 and 2030 under the agreement between the Russian Government and representa-
tives of the London Club of creditors reached on 11 February 2000.

The London Club debt comprises:

IAN 1,020 1,012
PRIN 16 16
Interest accrued on the PRINs and IANs, including overdue and default interest 87 87

Due to London Club 1,123 1,115
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7. Operations with the Russian Government, its authorized institutions
and the Bank of Russia (continued)

London Club (continued)

Pursuant to Resolution of the Russian Government No. 1047-p dated 30 July 2009 concerning
final settlement of the external debt obligations of the Russian Government and former USSR to
London Club of Creditors, in December 2009, claims in the amount of RUB 30 million were settled.

Obligations settled and claims not presented to settlement by creditors shall be eliminated from
the consolidated statement of financial position of Vnesheconombank based on the instructions of
the Ministry of Finance. At 31 December 2010, no respective instructions were received by the Bank.

8. Agency operations

Agency operations of Vnesheconombank

At 31 December 2010 and 2009, other assets and liabilities maintained by the Bank under the
applicable Agency Agreements represent predominantly claims against foreign governmental and
corporate debtors, former USSR companies, Russian state companies, and non-club debt to foreign
creditors.

Vnesheconombank is not a legal obligor or creditor under the above categories of external debt
or government external assets and, therefore, the corresponding amounts were not included in the
Group’s consolidated statement of financial position.
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(in millions of Russian rubles)

9. Cash and cash equivalents

Cash and cash equivalents comprise:

2010

159

Cash on hand 12,450 11,037
Current accounts with the Bank of Russia 19,127 12,785
Correspondent nostro accounts with credit institutions and current stock broker accounts:

of the Russian Federation 11,981 13,549

of other countries 45,361 31,306
Interest-bearing loans and deposits maturing within 90 days:

due from the Bank of Russia 195 8,127

due from credit institutions 83,748 78,672
Reverse repurchase agreements with credit institutions for up to 90 days 23,810 13,440
Cash and cash equivalents 196,672 168,916

At 31 December 2010, reverse repurchase agreements included loans of RUB 23,350 million (31
December 2009: RUB 12,945 million) issued to credit institutions and secured by corporate bonds
with the fair value of RUB 25,490 million (31 December 2009: RUB 14,143 million), as well as loans
in the amount of RUB 460 million (31 December 2009: RUB 495 million) issued to credit institutions
and secured by corporate shares with the fair value of RUB 648 million (31 December 2009: RUB

664 million).

10. Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss comprise:

2010

Trading securities 37,277 47,546
Derivative financial assets (Note 12) 11,285 2214
Financial assets designated as at fair value through profit or loss 27,582 1,747
Financial assets at fair value through profit or loss 76,144 51,507
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10. Financial assets at fair value through profit or loss (continued)

Trading securities held by the Group comprise:

2010

Debt securities:

Corporate bonds 10,839 8,538
Municipal and sub-federal bonds, bonds of the Bank of Russia 2,501 2,690
Federal Loan Bonds (OFZ) 513 640
13,853 11,868
Eurobonds issued by the Russian Federation 10,481 13,374
Eurobonds of Russian and foreign issuers 1,875 3,145
Debt instruments issued by foreign government bodies = 94
26,209 28,481
Promissory notes = 140
26,209 28,621
Equity securities:
Shares 11,068 18,925
Trading securities 37,277 47,546

Reclassification

Following the amendments to IAS 39 and IFRS 7, "Reclassification of Financial Assets", in the sec-
ond half of 2008, the Group reclassified certain financial assets out of the held-for-trading category.

The information on the reclassified assets is presented in the table below:

Held-for-trading financial assets

were reclassified to

Carrying amount of the reclassified assets at 31 December 2010 68 125
Fair value of the reclassified assets at 31 December 2010 68 131
Gains from changes in fair value of reclfassifieq assets that would have been recog'njzed 5 6
for the year ended 31 December 2010 if the financial assets had not been reclassified

Gain recognized after reclassification in the statement of income for the year ended 31 10 _
December 2010

Carrying amount of the reclassified assets at 31 December 2009 373 165
Fair value of the reclassified assets at 31 December 2009 373 167
Gains from changes in fair value of reclassified assets that would have been recognized 82 25

for the year ended 31 December 2009 if the financial assets had not been reclassified

Losses recognized in the statement of income for the year ended 31 December 2009

()
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(in millions of Russian rubles)

Financial assets were reclassified from financial assets held for trading to available-for-sale fi-
nancial assets and to held-to-maturity financial assets due to the deterioration of Russian and inter-
national markets that occurred during the third quarter of 2008.

Financial assets designated as at fair value through profit or loss

At 31 December 2010 and 31 December 2009, financial assets designated as at fair value
through profit or loss were represented primarily by shares of Russian and foreign companies. At
31 December 2010, such shares include ordinary registered shares of Russian companies with fair
value of RUB 557 million, and interests in a foreign company with fair value of RUB 770 million
acquired in 2010. At 31 December 2010 and 31 December 2009, financial assets designated as at
fair value through profit or loss also included units in the closed-end mutual real estate fund held by
a subsidiary bank.

The Group entered into an option agreement which is economically related to its purchase of
Russian company's shares in 2010; changes in the fair value of that agreement are recorded in the
consolidated statement of income as gains less losses arising from financial instruments at fair value
through profit or loss. To avoid "accounting mismatch”, these securities were classified as designated
at fair value through profit or loss, thus excluding inconsistency in recognition of the respective
gains and losses. At 31 December 2010, the fair value of these shares and gains from its change
during the period (as recorded in the statement of income) amount to RUB 24,825 million and RUB
3,546 million, respectively.

Other securities included in this category meet the criteria to be classified as at fair value through
profit or loss since the Group management measures the performance of these investments in terms
of changes in their fair value based on quoted prices in an open market, valuation models, using both
observable and non-observable market data.

11. Amounts due from credit institutions

Amounts due from credit institutions comprise:

Obligatory reserve with the central banks 1,499 1,826

Non-interest-bearing deposits with other banks 9,602 37,020
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(in millions of Russian rubles)

11. Amounts due from credit institutions (continued)

2010

Subordinated loans 347,090 388,208
Term interest-bearing deposits with credit institutions 59,169 41,787

417,360 468,841
Less allowance for impairment (1,719) (1,533)
Amounts due from credit institutions 415,641 467,308

Obligatory reserve with the central banks includes cash non-interest-bearing deposits (obliga-
tory reserve) maintained by the Group's subsidiary banks with the Central Bank of Russia, the Na-
tional Bank of the Republic of Belarus and the National Bank of Ukraine. The amount of this reserve
depends on the level of funds attracted by the credit institutions. The banks' ability to withdraw such
deposits is significantly restricted by the statutory legislation. Pursuant to law, Vnesheconombank
creates no obligatory reserve to be maintained with the CBR.

At 31 December 2010, non-interest-bearing deposits include non-interest-bearing deposits in
clearing currencies in the amount of RUB 8,113 million (31 December 2009: RUB 36,978 million),
gross. The use of these deposits is subject to certain restrictions as stipulated by agreements be-
tween governments of the respective countries. The funds can be used for purchase of goods and
services by Russian importers who purchase clearing currencies of tenders organized by the Group
under the supervision of the Russian Ministry of Finance.

At 31 December 2010 and 31 December 2009, subordinated loans issued to Russian credit in-
stitutions comprised loans in the amount of RUB 346,880 million and RUB 387,998 million, respec-
tively, issued to 16 Russian credit institutions in accordance with Federal Law No. 173-FZ carrying
interest from 6.5% to 7.5% p.a. (31 December 2009: from 8.0% and 9.5% p.a.) and maturing from
December 2014 to December 2020.

Pursuant to amendments to Federal Law No. 173-FZ introduced in July 2010, the interest rate
on the above deposits was lowered in August 2010. According to the adopted accounting policies,
the Group derecognized initial receivables and recognized new subordinated loans. The new terms
of placement were considered to be non-market. The Bank discounted these loans using a relevant
market rate of placement, and the loss on initial recognition of financial instruments in the amount
of RUB 42,073 million was recognized in the consolidated statement of income.



(in millions of Russian rubles)
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The movements in the allowance for impairment of amounts due from credit institutions were as

follows:

2010

1 January 1,533 133
Charge 186 1,400
31 December 1,719 1,533

12. Derivative financial instruments

The Group enters into derivative financial instruments for trading purposes. The table below
shows the fair values of derivative financial instruments, recorded as assets or liabilities, together
with their notional amounts. The notional amount, recorded gross, is the amount of a derivative's un-
derlying asset, reference rate or index and is the basis upon which changes in the value of derivatives
are measured. The notional amounts indicate the volume of transactions outstanding at the year end

and are not indicative of the credit risk.

Foreign exchange contracts

Forwards and swaps — foreign 170,568 2,952 786 79,781 885 792
Forwards and swaps — domestic 44,956 308 529 31,057 471 120
Securities forward contracts

Units 368 719 = 684 276 =
Russian Eurobonds = = = 865 1 0
Interest rate swaps

Foreign contracts 21,378 8 1,691 23,494 479 1,436
Domestic contracts 4,746 66 72 1,800 102 71
Option contracts 41,070 7,232 2,090 = = =
Cross-currency interest rate swap 6,889 = 248 739 = 180
Total derivative assets/ liabilities 11,285 5,416 2,214 2,599
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12. Derivative financial instruments (continued)

In the table above foreign exchange contracts are understood as contracts concluded with non-
residents of the Russian Federation, while domestic contracts are contracts concluded with residents
of the Russian Federation.

Derivative financial assets are included in financial assets at fair value through profit or loss
(Note 10).

At 31 December 2010, the Group has positions in the following types of derivatives:

Forwards

Forwards are contractual agreements to buy or sell a specified financial instrument at a specific
price and date in the future. Forwards are customized contracts transacted in the over-the-counter
market.

Swaps

Swaps are contractual agreements between two parties to exchange movements in interest and
foreign currency rates and equity indices, and (in the case of credit default swaps) to make payments
with respect to defined credit events based on specified notional amounts.

Options

Options are contractual agreements that convey the right, but not the obligation, for the pur-
chaser either to buy or sell a specific amount of a financial instrument at a fixed price, either at a
fixed future date or at any time within a specified period.

At 31 December 2010, the Group's options included asset related to a put option with a fair value
of RUB 7,232 million for shares of a Russian company recognized within the Group's investment
securities available-for-sale.

At 31 December 2010, the Group's options included liability related to a call option issued with a
fair value of RUB 2,090 million for shares of a Russian company recognized in the Group's securities
designated as at fair value through profit or loss to avoid accounting mismatch.
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(in millions of Russian rubles)

Derivative financial instruments held or issued for trading purposes

Most of the Group’s derivative trading activities relate to deals with credit institutions. The Group
may take positions in derivative financial instruments with the expectation of profiting from favor-
able movements in prices, rates or indices. Positions in derivative financial instruments may be closed
by taking an offsetting position. This item also includes derivatives that do not qualify for hedging in
accordance with IAS 39.

13. Loans to customers

Loans to customers comprise:

Commercial loans, including loans to individuals 485,398 307,082
Project finance 372,547 313,250
Financing of operations with securities 20,918 8,286
Pre-export finance 18,595 80,712
Promissory notes 19,606 7,881
Reverse repurchase agreements 3,899 4,606
Back-to-back finance 2,604 237,497
Other 8,570 5,385
Gross loans to customers 932,137 964,699
Less: Allowance for impairment (144,211) (121,161)
Loans to customers 787,926 843,538

In 2010, back-to-back finance represented an unsecured loan issued to Open Joint-Stock Com-
pany "The Agency for Housing Mortgage Lending", using funds deposited by the Ministry of Finance
of the Russian Federation with Vnesheconombank, in accordance with Federal Law No. 173-FZ
(Note 7). This loan was placed at the rate below the market level, and the loss on initial recognition
of financial instruments in the amount of RUB 399 million was recognized in the consolidated state-
ment of income.
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13. Loans to customers (continued)

In 2009, back-to-back finance represented loans issued to entities to repay and maintain loans
raised from foreign entities against securities portfolios, using funds deposited by the Bank of Russia
with Vnesheconombank, in accordance with Federal Law No. 173-FZ (Note 7). In 2009 and 2008, the
Bank issued loans for a period of one year. Part of the loans was extended for another year. In 2010,

all of these loans were repaid by the customers.

Allowance for impairment of loans to customers

A reconciliation of the allowance for impairment of loans to customers by class is as follows:

1 January 2010 62,054 54,347 1,847
(Charge)/reversal 14,947 26,696 31
Write-offs (2) (14,198) =
Interest accrued on impaired loans (7,029) (990) (111)
31 December 2010 69,970 65,855 1,767
Individual impairment 61,965 52,106 1,471
Collective impairment 8,005 13,749 296

69,970 65,855 1,767
Individually impaired loans before impairment allowance 152,739 103,789 1,999
1 January 2009 7,705 3,397 620
Charge 57,537 51,821 1,289
Write-offs = (652) =
Interest accrued on impaired loans (3.188) (219) (62)
31 December 2009 62,054 54,347 1,847
Individual impairment 56,111 39,339 786
Collective impairment 5,943 15,008 1,061

62,054 54,347 1,847
Individually impaired loans before impairment allowance 145,257 80,809 3,135

At 31 December 2009, no allowance was made for back-to-back finance.
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Financing of 5 Reverse o
operations with Promlzz?g repurchase Back }%gﬁgt
securities agreements
2010 Y 010 AU
669 183 501 = 1,560 121,161
2,067 561 (281) 96 1,432 45,549
(153) = = = (16) (14,369)
= = = = = (8,130)
2,583 744 220 96 2,976 144,211
2,043 77 213 = 2,844 120,719
540 667 7 96 132 23,492
2,583 744 220 96 2,976 144,211
2,056 77 346 = 2,844 263,850

- Promissory i
securities 2009 agreements
2009 2009

= 118 — 6 11,846

669 66 501 1,554 113,437

- (1) - - (653)

— — — — (3.469)

669 183 501 1,560 121,161

540 23 478 1,414 98,691

129 160 23 146 22,470

669 183 501 1,560 121,161

1,150 48 976 2,687 234,062
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13. Loans to customers (continued)

Individually impaired loans

Fair value of collateral that the Group holds with regard to loans individually determined to be
impaired as at 31 December 2010 is RUB 125,465 million (31 December 2009 — RUB 119,063 mil-
lion). Loans may only be written off with the approval of the authorized management bodies and, in
certain cases, with the respective decision of the Court.

Collateral and other credit enhancements

The amount and type of collateral required depends on an assessment of the credit risk of the
counterparty. Guidelines are implemented regarding the acceptability of types of collateral and valu-
afion parameters.

The main types of collateral obtained are as follows:

for back-to-back finance in 2009 — pledges of securities;

for pre-export finance — pledges of claims for revenues under export contracts;

for financing operations with securities and reverse repurchase transactions — cash or se-
curities;

for project finance and commercial lending — charges over real estate properties, inventory,
and trade receivables, securities and other claims to third parties;

for retail lending — mortgages over residential properties and other subject matter of lending.

The Group also obtains guarantees from the Russian Government, parent companies for loans to
their subsidiaries and other guarantees from third parties as collateral for loans issued.

The market value of collateral is monitored on a regular basis, additional collateral is requested in
accordance with the underlying agreement, and the market value of collateral obtained is monitored
during review of the adequacy of the allowance for loan impairment.

Reverse repurchase agreements

At 31 December 2010, reverse repurchase agreements were in respect of marketable corporate
bonds and Federal Loan Bonds (OFZs), whose fair value was RUB 4,631 million. At 31 December
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2009, the Group had a reverse repurchase in respect of marketable shares in a Russian credit institu-
tion. The fair value of the shares was RUB 4,674 million.

Concentration of loans to customers

At 31 December 2010, the total outstanding amount of loans to three major borrowers/groups
of related borrowers is RUB 210,585 million, equivalent to 22.6% of the Group's gross loan portfo-
lio (31 December 2009 — RUB 311,696 million or 32.3%). At 31 December 2010, an allowance of
RUB 41,359 million was made for these loans (31 December 2009 — RUB 37,583 million). At 31
December 2010, the above loans included loans to an associate of the Group involved in the real es-
tate business, which accounted for 14.4% of the gross loan portfolio (31 December 2009 — 12.6%).

At 31 December 2010 and 2009, in addition to the three major borrowers mentioned above, loans
were issued to ten major borrowers / groups of related borrowers in the amount of RUB 147,587
million and RUB 240,050 million or 15.8% and 24.9% of the gross loan portfolio, respectively. At 31
December 2010 and 2009, an allowance was made for those loans in a total amount of RUB 12,878
million and RUB 7,946 million, respectively.

Amounts due to customers include accounts of the following types of customers:

2010

Private companies 731,254 710,045
State-controlled companies 153,395 214,072
Companies under foreign state control 27,566 16,280
Individuals 11,017 13,835
Regional authorities 7,051 6,562
Individual entrepreneurs 1,196 1,182
Foreign state 658 2,723

932,137 964,699

Loans are made principally in the following industry sectors:

2010 %
Real estate and construction 251,558 27 196,561 20
Manufacturing, heavy machinery and military-related goods production 158,056 17 148,422 15
Finance companies 157,966 17 77,047 8
Trade 58,914 6 48,351 5
Transportation 57,117 6 23,978 2
Energy 51,832 6 37,922 4

BACK TO CONTENTS



CONSOLIDATED GROUP OF STATE CORPORATION
1 70 FINANCIAL "BANK FOR DEVELOPMENT AND FOREIGN
STATEMENTS ECONOMIC AFFAIRS (VNESHECONOMBANK)"

(in millions of Russian rubles)

13. Loans to customers (continued)

Concentration of loans to customers (continued)

2010 %
Agriculture 51,137 5 41,527 4
Oil and gas 41,307 4 89,129 9
Metallurgy 28,223 3 174,319 18
Telecommunication 27,299 3 65,645 7
Individuals 11,017 1 13,835 2
Regional authorities 7,051 1 6,562 1
Logistics 5,295 1 5,988 1
Mining 3,287 0 5,364 1
Foreign stafe 658 0 2,723 0
Mass media 276 0 105 0
Other 21,144 3 27,221 3

932,137 100 964,699 100

At 31 December 2010, loans and similar debt included a total of RUB 768,330 million granted
to companies operating in Russia, which is a significant concentration. At 31 December 2009, loans
and similar debt included a total of RUB 854,068 million granted to companies operating in Russia,
which is a significant concentration.

Finance lease receivables

Included in the corporate lending portfolio are finance lease receivables. The analysis of finance
lease receivables at 31 December 2010 is as follows:

Finance lease receivables 11,786 38,317 20,523 70,626
Unearned future finance income on finance leases (900) (11,841) (9.969) (22,710)
Net investment in finance leases 10,886 26,476 10,554 47,916

The analysis of finance lease receivables at 31 December 2009 is as follows:

Finance lease receivables 4,707 11,469 2,570 18,746
Unearned future finance income on finance leases (1,857) (3.468) (347) (5.672)
Net investment in finance leases 2,850 8,001 2,223 13,074

BACK TO CONTENTS
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14. Investment securities

Investment securities available for sale

Investment securities available for sale comprise:

Debt securities

Corporate bonds 147,824 134,070
Eurobonds of Russian and foreign issuers 18,781 23,793
Promissory notes 10,600 10,154
Debt instruments issued by foreign government bodies 7,958 1,273
Municipal and sub-federal bonds 1,678 2,484
Federal Loan Bonds (OFZs) 135 200
Eurobonds issued by the Russian Federation 1 1
Russian MinFin bonds (OVGVZ) 0 317

186,977 172,292

Equity securities

Shares 284,898 160,561
Less: Allowance for impairment (Notfe 19) (120) (114)

284,778 160,447
Investment securities available for sale 471,755 332,739

Securities pledged under repurchase agreements

Corporate bonds 2,245 951
Russian MinFin bonds (OVGVZ) 2,222 =
Eurobonds of Russian and foreign issuers 162 =
Shares 144 12,377
Municipal and sub-federal bonds 55 =
Investment securities available for sale pledged under repurchase agreements 4,828 13,328

At 31 December 2009, investment securities available for sale included debt instruments issued
by foreign government bodies with a fair value of RUB 71 million pledged as additional collateral
under currency swap agreement with a foreign counterparty.

For the reporting year ended 31 December 2010, the Group recognized a RUB 22,276 mil-
lion loss from impairment of available-for-sale securities (31 December 2009 — RUB 13,778 mil-
lion) by transferring the negative revaluation earlier recorded in comprehensive income to gains
less losses from investment securities available for sale of the consolidated statement of income
(Note 24).
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14. Investment securities (continued)

Reclassification

In September 2009, the Group changed its plans with regard to certain debt securities avail-
able for sale and decided to hold them to maturity. Therefore, the Group reclassified these secu-
rities in the amount of RUB 16,037 million from securities available for sale to held-to-maturity
securities. The decision was motivated by the change in the management plans with regard to

above securities.

Investment securities held to maturity

Investment securities held to maturity comprise:

2010

Eurobonds of Russian and foreign issuers 17,860 19,506
Corporate bonds 2,368 754
Municipal and sub-federal bonds 1,338 70
Federal Loan Bonds (OFZs) 51 51
Debt instruments issued by foreign government bodies = 1,920
Promissory notes = 342

21,617 22,643
Less: Allowance for impairment (Note 19) (81) (277)
Investment securities held to maturity 21,536 22,366

15. Due from the Russian Government

At 31 December 2010, amounts due from the Russian Government include primarily claims to
the Russian Ministry of Finance of RUB 119 million (31 December 2009 — RUB 207 million) to un-

freeze correspondent accounts.
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16. Investments in associates

Associates

NOTES TO 2010 CONSOLIDATED FINANCIAL STATEMENTS

The following Group's associates are accounted for under the equity method:

Associates

2010

0JSC "llyushin Finance Co." 21.4 Russia Leasing August 2006

LLC "Interbank Trading House" 50 Russia . U June 2006
investment

LLC "Interfax — Center of Economic Analysis" 49 Russia Media August 2005

T . N . Finance December

0JSC "Corporation of development of Krasnoyarsk Territory’ 25 Russia intermediary 2006

CJSC "Konsultbankir" 34 Russia Publishing Oc‘;%bgeg

CJSC "CentrEnergoStroyMontazh" 25 Russia Construction March 2007

LLC "PROMINVEST" 25 Russia ., Finance  November

intermediary 2001

LLC "Managing Company "Bioprocess Capital Partners" 25.1 Russia Pl April 2008
) intermediary

RIEEL T c December

LLC "VEB-Invest 19 Russia  Investments 2008

CMIF "Bioprocess Capital Ventures" af’s:?g_esog Russia Investments  April 2008

2009

0JSC "llyushin Finance Co." 21.4 Russia Leasing August 2006

LLC "Interbank Trading House" 50 Russia . Irade and June 2006
investment

LLC "Interfax — Center of Economic Analysis" 49 Russia Media August 2005

1 . N . Finance December

0JSC "Corporation of development of Krasnoyarsk Territory 25 Russia intermediary 2006

CJSC "Konsultbankir" 34 Russia Publishing Oc’;%bgeg

CJSC "CentrEnergoStroyMontazh" 25 Russia Construction March 2007

LLC "PROMINVEST" 25 Rt oened e

intermediary 2001

LLC "Managing Company "Bioprocess Capital Partners" 25.1 Russia FlEIne April 2008
: intermediary

” 7 . December

LLC "VEB-Invest 19 Russia Investments 2008

CMIF "Bioprocess Capital Ventures" Share of Russia Investments  April 2008

assets: 50
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16. Investments in associates (continued)

Movement in investments in associates was as follows:

Balance, beginning of the period 5,500 5,747
Share of net income 204 56
Write-off (38) (1)
Translation differences (2) (7)
Loss of significant control over the associate = (286)
Other (26) 9)

5,638 5,500
Less: Allowance for impairment (Note 19) = (38)
Investments in associates, end of the period 5,638 5,462

At 31 December 2010, unrecognized Group's share in loss of its associates amounted to RUB
2,560 million (31 December 2009: RUB 392 million). At 31 December 2010, unrecognized Group's
share in loss of the associates totaled RUB 3,001 million (31 December 2009: RUB 441 million).

The following table illustrates summarized financial information of the associates:

Aggregated assefs and liabilities of associates 2010

Assets 180,055 178,529
Liabilities 172,967 161,886
Net assets 7,088 16,643

Revenue 11,965 14,827
Losses (12,204) (1,965)
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17. Property and equipment

NOTES TO 2010 CONSOLIDATED FINANCIAL STATEMENTS

The movements in property and equipment were as follows:

COST

31 December 2009 16,021 215 4,337 682 499 3,938 25,692
Additions 251 16 822 1,404 75 3,234 5,802
Disposals (386) = (332) (84) (230) (335) (1,367)
By 09 - - - - - 06y
Transfers 87 = 127 = 9) (205) =
31 December 2010 15,830 231 4,954 2,002 335 6,632 29,984
ACCUMULATED DEPRECIATION AND IMPAIRMENT

31 December 2009 2,790 - 2,064 351 81 2 5,288
Depreciation charge 365 = 835 186 70 = 1,456
Deprecja)fion of property and equipment 3) _ _ _ _ _ 3)
reclassified to investment property

Disposals (54) — (244) (76) (24) - (398)
Transfers = = (8) = 8 = =
Impairment = = 15 76 = = 91
31 December 2010 3,098 - 2,662 537 135 2 6,434
NET BOOK VALUE:

31 December 2009 13,231 215 2,273 331 418 3,936 20,404
31 December 2010 12,732 231 2,292 1,465 200 6,630 23,550
COST

31 December 2008 4,869 - 3,117 560 327 2,658 11,531
Additions 325 = 464 118 136 1,332 2,375
é‘gr‘:]‘;)‘fr‘]ggggzzf\l‘g: g;ls"‘ess 11,159 215 1079 147 383 535 13518
Disposals (373) = (425) (143) (343) (489) (1,773)
Reclassification from investment

property 41 B B B B 41
Transfers = = 102 = (4) (98) =
31 December 2009 16,021 215 4,337 682 499 3,938 25,692
ACCUMULATED DEPRECIATION AND IMPAIRMENT

31 December 2008 1,747 - 1,433 302 23 — 3,505
Depreciation charge 367 = 811 165 78 = 1,421
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17. Property and equipment (continued)

Disposals (14) = (180) (116) (134) = (444)
Impairment 690 = = = 114 2 806
31 December 2009 2,790 = 2,064 351 81 2 5,288

NET BOOK VALUE:

31 December 2008 3,122 = 1,684 258 304 2,658 8,026
31 December 2009 13,231 215 2,273 331 418 3,936 20,404

In 2009, due to rapid and significant decline in real estate prices caused by the deteriorating
economic environment in Ukraine, the Group recognized a RUB 690 million impairment of buildings
owned by its subsidiary.

18. Taxation

Income tax expense comprises:

2010

Current tax expense/(benefit) 1,227 694

Deferred tax (benefit)/expense — origination and reversal of temporary differences
in the statement of income

Income tax expense/(benefit) (1,306) 417

(2.533) (277)

Deferred tax recorded in other comprehensive income relates to unrealized gains/ (losses) from
transactions with investment securities available for sale.

Russian legal entities must file individual tax declarations. The tax rate for banks for profits other
than on state securities was 20% for 2010 and 2009. The tax rate for companies other than banks
was also 20% for 2010 and 2009. The tax rate for interest income on state securities was 15% for
Federal taxes.

The aggregate income tax rate effective in the Republic of Belarus for 2010 and 2009 was
26.28%. The aggregate income tax rate effective in Ukraine for 2010 and 2009 was 25%.

BACK TO CONTENTS
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In accordance with federal legislation, effective from reorganization date income and expenses
received and paid by Vnesheconombank are not accounted when determining taxable base for in-
come tax purposes. Therefore, income and expenses of the Bank for 2010 and 2009 are not includ-
ed into taxable base for income tax purposes, which had a significant impact on the Group’s effective
income tax rate for 2010 and 2009.

At 31 December, the Group's income tax assets and liabilities comprise:

2010

Current income tax assets 712 776
Deferred income tax assets 1,638 80
Income tax assets 2,350 856
Current income tax liabilities 27 13
Deferred income tax liabilities 1,015 1,935
Income tax liabilities 1,042 1,948

The effective income tax rate differs from the statutory income tax rates. A reconciliation of the
income tax expense based on statutory rates with actual is as follows:

Income before tax from continuing operations 26,769 38,732
Loss before tax from discontinued operations (184) =
Income before tax 26,585 38,732
Statutory tax rate 20% 20%
Theoretical income tax expense/(benefit) at the statutory rate 5,317 7,746
Non-taxable income on state securities/income taxed at different rates (181) (62)
Income taxed at different rate (200) (466)
Non-deductible expenses 475 3,751
Currency translation differences (20) (132)
Vnesheconombank's income and expenses not included in tax base for income tax (5.477) (8.943)
purposes
Excess of acquirer's interest in the net fair value of acquiree's identifiable assets, liabilities

. s = (4,766)
and contingent liabilities over cost
Change in deferred income tax resulting from change in tax rate and other changes in the (1.835) _
Ukrainian legislation ’
Change in unrecognized deferred tax assets 179 3,043
Other 80 246
Income tax (benefit)/expense (1,662) 417
Income tax (benefit)/expense recognized in the consolidated statement of
5 (1,306) 417
income
(Benefit)/expense related to the income tax from discontinued operations (356) -

(1,662) 417
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18. Taxation (continued)

GROUP OF STATE CORPORATION

"BANK FOR DEVELOPMENT AND FOREIGN
ECONOMIC AFFAIRS (VNESHECONOMBANK)"

Deferred tax assets and liabilities at 31 December and their movements for the respective years

comprise:

Tax effect of deductible temporary differences:

Allowance for loan impairment 242 180 =
Change in fair value of securities 1,499 (1,437) (18)
Initial recognition of financial instruments at fair value = = =
Tax losses carried forward 1,376 3,472 =
Accrued income and expense 15 (3) =
Derivative financial instruments 4 8 =
Property and equipment 69 29 =
Other 68 (1,037) 19
3,273 1,212 1
Unrecognized deferred tax assets (2,547) (3.043) 16
726 (1,831) 17

Tax effects of taxable temporary differences:
Securities (8) (294) (60)
Loans to customers (428) (78) =
Initial recognition of financial instruments at fair value = = =
Allowances for losses (6) (110) =
Customers' accounts (70) 70 =
Accrued income and expense (60) (33) —
Derivative financial instruments = (110) =
Property and equipment (2171) 375 =
Other (124) 2,288 =
(907) 2,108 (60)
Deferred tax asset 79 42 (37)
Deferred tax liability (260) 235 (6)
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81 (17) 486 236 - () 720
54 - 98 178 (52) - 224

- - — 907 - - 907

- - 4,848 (197) - - 4,651

- - 12 (12) - - -

- (1) 1 5 - - 16

10 (16) 92 108 - (4) 196
2,574 39 1,663 474 (11) 94 2,220
2,719 5 7,210 1,699 (63) 88 8,934
- 1 (5.563) (179) - 4 (5.738)
2,719 16 1,647 1,520 (63) 92 3,196
213 7 (142) 78 (5) (1) (70)

- - (506) 59 - - (447)

— = - (914) = = (914)
(261) 1 (366) 263 - () (105)
- 14 (79) (14) - 3 (90)

(60) - (170) (104) - - (274)
(2.175) 32 (1,979) 1,992 - (29) (16)
(2.360) (64) (260) (347) — (50) (657)
(4,643) — (3.502) 1,013 (5) (79) (2.573)
— (4) 80 1,543 (63) 78 1,638
(1,924) 20 (1,935) 990 (5) (65) (1,015)
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19. Other impairment and provisions

The movements in other impairment allowances and provisions were as follows:

Investment securities

31 December 2008 2 95 39 592 = 1,362 2,090
Charge 112 182 = 335 184 514 1,327
,(Ar\;r;?:r;’r)s arising on business combination _ _ _ _ _ 564 564
Write-off = = (1) = (157) = (158)
31 December 2009 114 277 38 927 27 2,440 3,823
Charge/(reversal) 6 (164) = 429 24 (74) 221
Write-off = (32) (38) (49) —  (2214) (2333)
31 December 2010 120 81 - 1,307 51 152 1,711

Allowance for impairment of assets is deducted from the carrying amounts of the related assets.
Provisions for claims, guarantees and commitments are recorded within liabilities.

20. Other assets and liabilities

Other assets comprise:

Advances issued to leasing equipment suppliers 11,421 2,588
Settlements with suppliers and other debtors 6,002 2,744
Prepaid expenses 4,581 409
Intangible assets 2,619 2374
Equipment purchased for leasing purposes 2,047 934
Accrued commissions 1,110 1,369
Prepaid securities 1,110 =
Settlements on outstanding operations with securities 634 586
Cash transactions 11 20
Other 7,669 1,123

37,204 12,147
Less allowance for impairment of other assets (Note 19) (1,307) (927)
Other assets 35,897 11,220
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Included in other assets are intangible assets in the amount of RUB 3,211 million (31 December
2009: RUB 2,736 million), net of accumulated depreciation of RUB 592 million (31 December 2009:
RUB 362 million). In 2010, the Group disposed of intangible assets in the amount of RUB 128 million
(2009: RUB 159 million), net of accumulated depreciation of RUB 118 million (2009: RUB 142 mil-
lion). The respective depreciation charges for 2010 and 2009 were RUB 348 million and RUB 277

million, respectively, which are included in other operating expenses.

At 31 December 2010 and 2009, intangible assets include goodwill in the amount of RUB
1,381 million related to acquisition of 0JSC "Belvnesheconombank” and OJSC "VEB-Leasing".

Other liabilities comprise:

Future period income 7,831 1,763
Advances received from lessees 1,906 840
Other settlements with credit institutions 1,204 1,011
Settlements with clients on export revenues 714 547
Obligations under finance lease agreements 26 148
Cash fransactions 12 138
Settlements on operations with securities = 35
Other 1,918 1,548
Other liabilities 13,611 6,030

2 1. Amounts due to credit institutions

Amounts due to credit institutions comprise:
Correspondent loro accounts from Russian credit institutions 7,216 6,856
Correspondent loro accounts from other credit institutions 7,142 6,939
Loans and other placements from OECD-based credit institutions 123,114 76,666
Loans and other placements from Russian credit institutions 62,450 42,391
Loans and other placements from other credit institutions 21,987 67,295
Repurchase agreements 13,107 960
Deposits from Russian credit institutions — fiduciaries 11 30
Amounts due to credit institutions 235,027 201,137
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2 1. Amounts due to credit institutions (continued)

At 31 December 2010, loans and other placements from OECD-based credit institutions include
loans primarily denominated in RUB, USD, EUR and GBP with interest rates ranging from 6.6% to
7.1% for RUB denominated loans (31 December 2009 — from 7.1% to 8.5%), from three-months
LIBOR plus 0.2% to 7.6% for USD-denominated loans (31 December 2009: from three-months
LIBOR plus 0.2% to 7.6%), from six-months EURIBOR plus 0.3% to 6.5% for EUR-denominated loans
(31 December 2009: from 0.7% to 5.3%) and from 5.7% to 7.9% for GBP-denominated loans
(31 December 2009: from 5.7% to 7.9%).

At 31 December 2010, loans and other placements from Russian credit institutions include loans
denominated in RUB, USD and EUR with interest rates ranging from 0.5% to 15% for RUB-denom-
inated loans (31 December 2009 — from 0.5% to 20%), from 0.2% to 7% for USD-denominated
loans (31 December 2009: from 0.1% to 8.5%), from 0.6% to 7.5% for EUR-denominated loans
(31 December 2009: from 0.1% to 4%). At 31 December 2010 and 2009, this item also includes
deposits held as security against letters of credit and minimum balances on correspondent loro ac-
counts.

At 31 December 2010, loans and other placements from non-OECD based credit institutions in-
clude loans denominated in USD, EUR, GBP, BYR and UAH with interest rates from one-month LIBOR
plus 0.7% to six-months LIBOR plus 3.8% for USD-denominated loans (31 December 2009 — from
one-month LIBOR plus 0.7% to one-month LIBOR plus 17%), from 0.6% to 11% for EUR-denominat-
ed loans (31 December 2009: from 0.3% to 17%), 0.5% for GBP-denominated loans (31 December
2009: no balances), from 2% to 3% for BYR-denominated loans (31 December 2009: from 2% to
13%), and from 11.2% to 18% for UAH denominated loans (31 December 2009: 12%). At 31 De-
cember 2009, this item also includes RUB denominated loans with interest rates from 7% to 7.5%.
At 31 December 2010, this item also includes minimum balances on correspondent loro accounts
from non-OECD-based credit institutions.

At 31 December 2010, repurchase agreements with credit institutions comprise loans of RUB
13,107 million received from Russian and foreign credit institutions and collateralized by available-
for-sale securities with the fair value of RUB 4,522 million (Note 14) and securities acquired under
reverse repurchase agreements with the fair value of RUB 10,226 million. At 31 December 2009,
repurchase agreements with credit institutions included loans of RUB 960 million received from
Russian banks and collateralized by debt securities available for sale with the fair value of RUB 951
million (Note 14) and securities acquired under reverse repurchase agreements with the fair value
of RUB 138 million.
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(in millions of Russian rubles)

22. Amounts due to customers

Amounts due to customers comprise:

Customer current accounts 127,443 101,384
Term deposits 162,384 92,772
Repurchase agreements 271 8,067
Amounts due to customers 290,098 202,223
Held as security against guarantees 2,118 1,572
Held as security against letters of credit 3,695 846

At 31 December 2010 and 2009, amounts due to the Bank's four largest customers amounted
to RUB 83,567 million and RUB 62,070 million, respectively, representing 28.8% and 30.7% of the
aggregate amount due to customers.

Amounts due to the ten largest customers include accounts with the customers operating
in the following industry sectors:

Telecommunication 39,408 34,957
Infrastructure development 30,114 17,495
Transportation 16,592 =
Heavy machinery and military related goods 11,786 3,773
Energy 7,254 =
Metallurgy 4,715 7,343
Financial organizations = 8,067
Trade = 4,685
Construction = 2,937
Non-commercial organizations — 2,716

109,869 81,973

Included in term deposits are deposits of individuals in the amount of RUB 65,745 million
(31 December 2009: RUB 55,632 million). In accordance with the Russian Civil Code, the Bank and
its Russian subsidiaries are obliged to repay term deposits of individuals upon demand of a deposi-
tor. In accordance with the Banking Code of the Republic of Belarus, the Belarusian subsidiary is
obliged to repay term deposits of individuals in five days upon demand of a depositor. In accordance
with the banking legislation of Ukraine, the Ukrainian subsidiary is obliged to repay term deposits of
individuals in five days upon demand of a depositor. In case a term deposit is repaid upon demand of
the depositor prior to maturity, interest on it is paid based on the interest rate for demand deposits,
unless a different interest rate is specified in the agreement.
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22. Amounts due to customers (continued)

Amounts due to customers include accounts of the following types of customers:

State and state controlled companies 112,986 69,486
Private companies 89,696 64,315
Employees and other individuals 82,417 65,738
Companies under foreign state control 4,999 2,684
Amounts due to customers 290,098 202,223

At 31 December 2010, repurchase agreements with customers comprise RUB 271 million re-
ceived from a foreign company and collateralized by available-for-sale securities with the fair value of
RUB 306 million (Note 14). At 31 December 2009, repurchase agreements with customers comprise
RUB 8,067 million received from a foreign company and collateralized by available-for-sale shares
with the fair value of RUB 12,377 million (Note 14).

23. Debt securities issued

Debt securities issued comprise the following:

2010

Eurobonds 99,546 =
Bonds 71,423 60,425
Promissory notes 15,976 18,429
Certificates of deposit and saving certificates 2 42
Debt securities issued 186,947 78,896
Promissory notes held as security against guarantees 1,856 1,401

At 31 December 2010, the Group's debt securities issued include loan participation notes (Eu-
robonds) for a total amount of USD 30,000 million placed by Vnesheconombank through a special
purpose entity under the program for the issue of loan participation notes (Eurobonds):

series 1 in the amount of RUB 50,557 million placed by Vnesheconombank in July 2010
under a fixed interest rate for a total amount of USD 1,600 million for 10 years;

series 2 and 3 in the total amount of RUB 48,989 million maturing in 7 and 15 years under
fixed interest rates for a fotal amount of USD 600 million and USD 1,000 million, respectively.

BACK TO CONTENTS
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At 31 December 2010 the Group's bonds issued include:

non-convertible interest-bearing documentary bearer bonds, series 02, in the amount of
RUB 30,460 million placed by Vnesheconombank via private subscription on the Moscow Interbank
Currency Exchange in April 2010 for 1 year under a floating interest rate of six-months LIBOR plus
1% for a total amount of USD 1,000 million.

non-convertible interest-bearing documentary bearer bonds, series 06 and 08, in the total
amount of RUB 24,378 million, placed by Vnesheconombank via private subscription on the Mos-
cow Interbank Currency Exchange in October 2010 for a total amount of RUB 9,550 million and
RUB 14,545 million, respectively. The coupon rate for bonds of series 06 is set at 7.9% (maturing
in 10 years, a black out period, i.e. a period of tfime during which bondholders may not claim early
redemption from the issuer — 7 years), the coupon rate for bonds of series 08 is set at 6.9% p.a. (ma-
turing in 10 years, black out period — 3 years).

At 31 December 2010 this item also includes convertible bonds issued by subsidiaries:

4,513,000 bonds, series BO-01, in the amount of RUB 4,669 million with par value of
RUB 1,000 each, placed in February 2010 for 3 years under a fixed rate for the total amount of
RUB 4,513 million. The coupon rate is 9.3%;

4,534,783 bonds, series BO-02, in the amount of RUB 4,691 million with par value of
RUB 1,000 each, placed in July 2010 for 3 years under a fixed rate for the total amount of RUB
4,535 million. The coupon rate is 8.1%;

3,400,000 bonds, series BO-03 and BO-05, in the amount of RUB 3,412 million with par val-
ue of RUB 1,000 each, placed in December 2010 for 3 years under a fixed rate for the total amount
of RUB 3,400 million. The coupon rate is 8.1%;

3,685,000 non-convertible interest-bearing documentary bearer bonds, series 1, in the
amount of RUB 3,685 million with par value of RUB 1,000 each, placed by a non-credit subsidiary in
July 2010 for 5 years under a fixed rate of 8.5% for the total amount of RUB 3,700 million.

At 31 December 2009, the Group's bonds include bonds with a par value of USD 1,000 each
for a total amount of USD 2,000 million which were placed by Vnesheconombank on the Mos-
cow Interbank Currency Exchange in June 2009 for 1 year. The coupon rate is six-month LIBOR
plus 1%.
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23. Debt securities issued (continued)

The Group's debt securities issued at 31 December 2010 include interest-bearing promissory
notes denominated in RUB, USD and EUR maturingin 2049 (31 December 2009 — maturing before
2049). Interest rates are from 0.1% to 7.8% for RUB-denominated promissory notes (31 December
2009: 9.5%), from 0.2% to 4.9% for USD-denominated promissory notes (31 December 2009: from
0.2% to 7%) and from 2.4% to 4.9% for EUR-denominated promissory notes (31 December 2009:
from 1% to 7%).

At 31 December 2010 and 2009, certificates of deposit and saving certificates issued by a sub-
sidiary bank are denominated in BYR, bear interest rates of 1% (31 December 2009: from 12% to
13%) and mature by February 2011 and December 2010, respectively.

24. Equity

In accordance with Federal Law No. 82-FZ, the Bank's charter capital is formed from asset contri-
butions of the Russian Federation made upon decision of the Russian Government.

In accordance with Resolution of the Russian Government No. 1687-r dated 27 November 2007,
pursuant to Federal law No. 246-FZ dated 2 November 2007, "On Introducing Amendments to Fed-
eral Law "On the Federal Budget for 2007", the Russian Federation contributed RUB 180,000 million
to the charter capital of Vnesheconombank in November 2007.

In accordance with Resolution of the Russian Government No. 1766-r dated 7 December 2007,
the Russian Government decided to contribute 100% of state-owned shares of OJSC "Russian Bank
for Development” and 5.2% of state-owned shares of CJSC ROSEXIMBANK to the charter capital of
Vnesheconombank. The transfer of shares was completed in 2008.

In accordance with Resolution of the Russian Government No. 1665-r dated 19 November 2008,
pursuant to Federal law No. 198-FZ dated 24 July 2007, "On Federal Budget for 2008 and for the
2009 and 2010 Budget Period", the Russian Federation contributed RUB 75,000 million to the char-
ter capital of Vnesheconombank in November 2008.

In accordance with Resolution of the Russian Government No. 854-r dated 23 June 2009, pur-
suant to Federal law No. 204-FZ dated 31 October 2008, "On Federal Budget for 2009 and for the
2010 and 2011 Budget Period", the Russian Federation contributed RUB 100,000 million to the
charter capital of Vnesheconombank in June 2009.
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(in millions of Russian rubles)

In accordance with Resolution of the Russian Government No. 189 1-r dated 10 December 2009,
the Russian Federation contributed RUB 21,000 million to the charter capital of Vnesheconombank
for further acquisition by the Bank of shares additionally issued by JSC "United Aircraft Corporation”
in December 2009.

At the end of 2010, in accordance with Resolution of the Russian Government No. 603-r dated
21 April 2010, the Russian Federation contributed 100% of state-owned shares of OJSC Federal
Center for Project Finance to the charter capital of Vnesheconombank.

At the Shareholders’ Meeting of the Bank's subsidiary OJSC "Belvnesheconombank” held in
March 2010, the Bank declared dividends in respect of the reporting year ended 31 December 2009,
totaling RUB 95 million on ordinary shares.

Nature and purpose of other reserves
Unrealized gains/(losses) on investment securities available for sale

This reserve records fair value changes of available-for-sale investments.

The movements in unrealized gains/(losses) on investment securities available for sale were as

follows:
Unrealized gains/(losses) on investment securities available for sale 24,695 107,565
Realized (gains)/losses on investment securities available for sale, reclassified
to the statement of income £, 155) a7
Impairment loss on investment securities available for sale, reclassified to the statement of 22276 13,778
income
Net gains/(losses) on investment securities available for sale 11,817 78,622

Foreign currency translation reserve

The foreign currency translation reserve is used to record exchange differences arising from the
translation of the financial statements of foreign subsidiaries.
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25. Commitments and contingencies

Operating environment

Russia continues economic reforms and development of its legal, tax and regulatory frameworks
as required by a market economy. The future stability of the Russian economy is largely dependent
upon these reforms and developments and the effectiveness of economic, financial and monetary
measures undertaken by the government.

As emerging markets, the Republic of Belarus and Ukraine do not possess a well-developed busi-
ness and regulatory infrastructure that would generally exist in more mature market economies. Be-
larusian and Ukrainian economies continue to display certain characteristics consistent with those
of an economy in transition. These characteristics include, but are not limited to, low levels of liquid-
ity in the capital markets, relatively high inflation and the existence of currency controls which cause
the national currency to be illiquid outside of these countries. The future stability of the Belarusian
and Ukrainian economies depends to a large extent on the efficiency and further development of the
economic, financial and monetary measures taken by the Belarusian and Ukrainian governments.

The Russian, Belarusian and Ukrainian economies are vulnerable to market downturns and eco-
nomic slowdowns elsewhere in the world. In 2010 the Russian, Belarusian and Ukrainian govern-
ments contfinued to take measures to support the economy to overcome the consequences of the
global financial crisis. Despite certain signs of economic recovery, there continues to be uncertainty
regarding future economic growth, access to capital and cost of capital, which could adversely affect
the Group's financial position, results of operations and business prospects.

Also, factors including increased unemployment, reduced corporate liquidity and profitability,
and increased corporate and personal insolvencies, have affected the Group’s borrowers’ ability to
repay the amounts due to the Group. In addition, changes in economic conditions have resulted in
deterioration in the value of collateral held against loans and other obligations. To the extent that
information is available, the Group has reflected revised estimates of expected future cash flows in
its impairment assessment.

While management believes it is taking appropriate measures to support the sustainability of the
Group’s business in the current circumstances, further deterioration in the areas described above
could negatively affect the Group's results and financial position in a manner not currently determin-
able.
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Legal

In November 2009, based on a suit filed by one of the minority shareholders of PSC Promin-
vestbank, the Commercial Court of Kiev annulled decisions of the general meetings of sharehold-
ers of PSC Prominvestbank, held in September and November 2009. Based on the said decisions,
PSC Prominvestbank issued additional shares which resulted in an increase of Vnesheconombank's
interest in the Ukrainian bank from 75% plus three shares to 93.8%. The cost of additional shares
acquired by Vnesheconombank totaled RUB 14,127 million (equivalent of USD 500 million). In April
2010, based on the decision of the Commercial Court of Kiev, the Securities and Stock Market State
Commission of Ukraine (SSMSC) annulled the additional issue of shares by PSC Prominvestbank. At
the reporting date, the matter is in the process of correspondence and settlement.

At the moment, the Group's management assumes that there is no need for an allowance in the
consolidated financial statements in respect of the above litigation.

In the ordinary course of business, the Group is also subject to other legal actions and complaints.
Management believes that the ultimate liability, if any, arising from such actions or complaints will
not have a material adverse effect on the financial condition or the results of future operations of the
Group. Movement in provisions for legal claims is shown in Note 19.

Taxation

Russian tax legislation is subject to varying interpretations, and changes, which can occur fre-
quently. In addition, certain provisions of Belarusian and Ukrainian tax legislation may give rise to
varying interpretations and inconsistent applications. The Bank's management's and its subsidiaries’
management’s interpretation of such legislation as applied to the transactions and activity of the
Group companies may be challenged by the relevant tax authorities. Trends within the Russian Fed-
eration suggest that the tax authorities are taking a more assertive position in their interpretation
of the legislation and assessments and, as a result, it is possible that transactions and activities that
have not been challenged in the past may be challenged. As such, significant additional taxes, penal-
ties and interest may be accrued.

At 31 December 2010, management believes that its interpretation of the relevant legislation is
appropriate and that the Group’s tax position will be sustained.
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25. Commitments and contingencies (continued)

Commitments and contingencies

At 31 December the Group’s commitments and contingencies comprised:

2010

Credit related commitments

Undrawn loan commitments 436,271 231,321
Guarantees 156,237 131,577
Letters of credit 49,806 33,285

642,314 396,183

Operating lease commitments

Not later than 1 year 1,240 1.314
Later than 1 year but not later than 5 years 1,691 1,906
Later than 5 years 1,013 985
3,944 4,205

Capital expenditure commitments 10,901 6,951
657,159 407,339

Less provisions (Note 19) (152) (2,440)
Commitments and contingencies (before deducting collateral) 657,007 404,899
I(;srezjiTGroup's cash and promissory notes held as security against guarantees and letters of (7.752) (3.083)
Commitments and contingencies 649,255 401,816

At 31 December 2010, the Group advised export letters of credit for a total amount of RUB 72,416
million (31 December 2009: RUB 75,552 million) and also received reimbursement authorization
from the issuing banks totaling RUB 2,956 million (31 December 2009: RUB 6,161 million). The
Bank bears no credit risks under export letters of credit and reimbursement authorization.

At 31 December 2010, credit-related commitments also include a USD-denominated guarantee
issued in 2010 to a major metallurgical company for a total of RUB 68,573 million valid until January
2014, which accounts for 10% of all credit-related commitments.

At 31 December 2010, credit related commitments include liabilities in favor of one counter-
party, a state company, in the amount of RUB 44,846 million, which accounts for 7% (31 December
2009: RUB 47,482 million, 12%) of all credit related commitments.

Insurance

The Group's premises are insured for RUB 12,241 million (31 December 2009: RUB 12,034
million). The Group has not currently obtained insurance coverage related to liabilities arising from
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errors or omissions. Liability insurance is generally not available in Russia, Belarus and Ukraine at

present.

26. Net fee and commission income

Net fee and commission income comprise:

2010

Cash and settlement operations 3,230 3,380
Guarantees and letters of credit 2,033 3,291
Agency fees 557 535
Trust management of pension funds 236 211
Operations with securities 175 154
Other operations 1,284 1,291
Fee and commission income 7,515 8,862
Fee and commission expense (1,485) (1,673)
Net fee and commission income 6,030 7,189

27. Gains less losses from investment securities available for sale

Gains less losses from investment securities available for sale recognized in the statement of

income comprise:

2010

Gains less losses on sale of investment securities available for sale, previously recognized

in other comprehensive income (Note 24) 5,12 sl
Losses on impairment of investment securities available for sale (Note 24) (22,276) (13,778)
Other gains from redemption of investment securities 251 13,997
Total gains less losses from investment securities available for sale 13,129 42,940

BACK TO CONTENTS
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28. Other operating expenses

Other operating expenses comprise:

2010

Impairment charge for property and equipment (Note 17) 91 806
Administration expenses 653 615
Advertising expenses 1,437 579
Audit and consulting 588 403
Legal services 509 396
Deposit insurance 356 297
Amortization of intangibles 348 277
Marketing and research 199 262
Insurance 435 239
Loss on initial recognition of financial assets = 224
Charity 607 219
Sponsorship 136 125
Penalties incurred 20 26
Contribution to non-state pension fund 4 2
Other 2,450 1,536
Other operating expenses 7,833 6,006

29. Profit from discontinued operations

In April 2010, the Group acquired 100% shares of AMURMETAL HOLDING LIMITED, a company
holding shares of the entity, which is the owner of a group of metallurgical enterprises. The group
was classified as a disposal group held for sale under provisions of IFRS 5 and included in the 5™
operating segment.

In December 2010, the Group entered into an option agreement for the sale of the above interest,
which resulted in the loss of control over the group. Loss from discontinued operations related to the
disposal group, during the period from the date of acquisition till loss of control amounted to RUB
2,194 million, profit recognized on disposal of the group — RUB 2,366 million.
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30. Risk management

Introduction

The Group's operations expose it to financial risks, which it divides into credit risk, liquidity risk
and market risk, the latter being subdivided into interest rate risk, currency risk and equity risk.
Group members manage financial risks through a process of ongoing identification, measurement
and monitoring, as well as by taking steps towards reducing the level of risk.

The Group is also subject to operational risk and strategic risk. Strategic risk is defined by the
Group as a risk of a negative effect on the Group's operations arising from mistakes (deficiencies)
made in decisions that determine strategy of the Group; this risk is managed by the Group in the
course of its strategic planning process.

The process of risk management is critical to ensure that risks accepted by the Group would not
affect its financial stability. Each business division within the Group involved in operations exposed
to risk is accountable for controlling the level of risks inherent in its activities to the extent provided
in the internal requlations.

Risk management structure in place at Group members

Typical organizational structure of risk management in place at Group members consists of the
following elements:

The supreme collegial management body (Supervisory Board, Board of Directors) takes stra-
tegic decisions aimed at organizing and supporting the operation of the risk management system.

Collegial management bodies (Management Board, Banking Risk Management Committee,
Financial Committee, Asset and Liability Management Committee, Credit Committee, Technology
Committee) and single management bodies (Chairman of the Bank, Chairman of the Management
Board) prepare/adopt management decisions within their established authority, over a particular
type of activity or type of risk.

Independent risk management business division (Risk Management Department, Risk Analy-
sis and Control Department) coordinates activities carried out by independent business divisions to
implement risk management decisions taken by management bodies, including development of a
regulatory framework that underlies risk assessment and control, independent assessment and sub-
sequent control of risk level, and prepares risk reports for Group member management on a regular
basis.

193



194

CONSOLIDATED GROUP OF STATE CORPORATION
FINANCIAL "BANK FOR DEVELOPMENT AND FOREIGN
STATEMENTS ECONOMIC AFFAIRS (VNESHECONOMBANK)"

30. Risk management (continued)
Introduction (continued)

Business divisions engaging in/supporting operations exposed to risks perform initial risk
identification and assessment, control compliance with established limits and generate risk reports
subject to the requirements of the adopted/approved regulatory framework.

The Internal Control Function controls compliance with requirements of internal requlations
and evaluates the effectiveness of the risk management system. Following the completion of respec-
tive audits, the Internal Control Function reports its findings and recommendations to Group mem-
ber management.

In 2010, the risk management coordination within the Group of Vnesheconombank was further
developed. A package of measures aimed at harmonizing the approaches to risk management was
consistently implemented within the group of subsidiary banks in general, fo include approaches to
risk assessment and development of the limits policy.

Vnesheconombank's risk management structure

The Supervisory Board is the supreme management body of the Bank. Within the scope of powers
delegated to that body by the Memorandum on Financial Policies and Federal Law "On Bank for De-
velopment”, the Supervisory Board is responsible for establishing specific parameters of the Bank's
investing and financing activities including those related to risk management. Along with the Super-
visory Board, the Bank's management structure comprises other management and collegial bodies
and business divisions that are responsible for controlling and managing risks.

Supervisory Board

Pursuant to the Regulation on the Supervisory Board, powers of the Bank’s Supervisory Board in the
area of risk management include: the approval of procedures governing the activities of internal control
function, credit policy requlations, procedures for providing guarantees, sureties and loans to credit
institutions and other legal entities, methods and procedures for measuring credit risk parameters and
limits, methodology for calculating the Bank’s equity (capital) amount and capital adequacy ratio, im-
pairment and other losses provisioning procedures, requlations on the Bank's management bodies.

The Supervisory Board decides on approving transactions involving acquisition, disposal or po-
tential disposal of assets whose carrying value accounts for at least 10% of the Bank's equity and
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establishes the maximum amount of funds allocated to manage the Bank's temporarily idle cash
(liquidity).

Within the scope of powers delegated to it by the Memorandum on Financial Policies and Federal
Law "On Bank for Development", the Supervisory Board establishes parameters of the Bank's invest-
ing and financing activities, sets limits and establishes limitations on the structure of the Bank's loan
portfolio.

Management Board

The risk management-related authorities of the Management Board include making decisions to
approve transactions or a number of interrelated transactions associated with acquisition, disposal
or potential disposal of assets whose carrying value accounts for 2% to 10% of the Bank's equity.

The Management Board drafts proposals regarding Vnesheconombank's major lines of business
and parameters of its investing and financing activities (including those related to risk management)
and submits such proposals for approval by the Supervisory Board.

Chairman of Vnesheconombank

With regard to risk management-related aspects of the Bank's operations, the Chairman of
Vnesheconombank issues orders and resolutions, approves policies and technical procedures gov-
erning banking transactions.

The Chairman of Vnesheconombank decides on other matters related to risk management except
for those falling within the competence of the Supervisory Board and the Management Board.

Credit Committee

The Credit Committee is the Bank's standing collegial body whose primary objective is to develop
conclusions as a result of considering suggestions for granting loans, guarantees, sureties and fi-
nancing on a repayable basis, participation in share capital and/or purchase of bonds, setting limits
by counterparty and issuer, as well as debt recovery and write-off.

Assets and Liabilities Committee

The Assets and Liabilities Committee is the Bank's standing collegial body whose primary objec-
tive is to develop conclusions and recommendations for assets and liabilities management, including
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30. Risk management (continued)
Introduction (continued)

issues related fo managing the Bank's market and structural risks and ensuring that the Bank's
operations are break-even.

Internal Control Function

The Internal Control Function is responsible for monitoring, on a continuous basis, the function-
ing of the banking risk management system as provided in the internal requlations. Following the
completion of the respective audits, the Internal Control Function reports its findings and recom-
mendations to the Bank's management.

Risk Management Department

The Risk Management Department is an independent business division designed to maintain the
efficient functioning of the risk management system in compliance with the requirements of super-
visory and requlatory bodies, international standards governing banking risk management practices
in order to ensure the requisite reliability and financial stability of the Bank.

The Risk Management Department is responsible for developing methods and procedures for the
assessment of various types of risks, draft proposals to limit the risk level, perform follow-up monitor-
ing of compliance with the established risk limits and relevant risk decisions, and prepare reporting
documents for each type of risks and each line of the Bank's business.

The Risk Management Department is responsible for monitoring compliance with risk policies
and principles, and for assessing risks of new products and structured transactions. The Risk Man-
agement Department is composed of units that are responsible for control over the level of expo-
sures by each type of risk and each line of the Bank's business, as well as a division responsible for
monitoring risks of subsidiary banks.

Directorate for Currency and Financial Transactions

To control the Bank's day-to-day liquidity, the Directorate for Currency and Financial Transactions
monitors compliance with the established minimum levels of liquidity and maturity gaps in assets and li-
abilities. The Directorate prepares reqular forecasts of the Bank's estimated leverage by source of fund-
ing, performs daily monitoring of open position limits by class of financial instruments and operations
performed by the Directorate on money, equity and currency markets as well as counterparty limits.
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The Directorate monitors the market value and liquidity of collateral provided by the Bank's coun-
terparties.

Independently from other operating divisions, the Analytical Unit within the Directorate analyzes
the current situation on money, equity and currency markets.

Economic Planning Department

The Economic Planning Department is involved in the development of methodological docu-
ments for managing the Bank's financial risks. The Department monitors the Bank's financial stabil-
ity parameters, including capital adequacy ratio. The Department coordinates the activities across
the Bank relating to the establishment of allowances for losses.

Risk management

Risk measurement and reporting systems

The Bank's risks are measured using the methodologies approved by the Bank's authorized bod-
ies which allow assessing both the expected loss likely to arise in normal circumstances and un-
expected losses, which are an estimate of the ultimate possible loss at a given level of probability.
Losses are measured on the basis of the analysis and processing of historical data relating to risk
factors underlying such losses and the established patterns (models) used to determine the relation-
ship between changes in risk factors and loss events. Statistical patterns derived from the analysis of
historical data are adjusted, as appropriate, to account for the current operating environment of the
Bank and situation on the markets.

The Bank also applies stress testing practices to run worse case scenarios that would arise in
case extreme events which are unlikely fo occur do, in fact, occur.

Monitoring and limiting risks is primarily performed based on limits established by the Bank.
These limits reflect the level of risk which is acceptable for the Bank and set strategic priorities for
each line of the Bank's business.

To assess and monitor the aggregate credit and market risk exposure, the Bank computes capital
adequacy ratio in accordance with the methodology approved by the Bank's Supervisory Board and
based on approaches set out in requlations issued by the CBR. The minimum capital adequacy ratio
of 10% has been set.

Information compiled from all the businesses is examined and processed in order to analyze,
control and early identify risks. The above information and analytical comments thereon are com-
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30. Risk management (continued)
Introduction (continued)

municated regularly to the Bank's management bodies, heads of business divisions and the Internal
Control Function. The reporting frequency is established by the Bank's management body. The re-
ports include the level of risk and risk profile changes by each type of risks and main business line,
respective estimated values, updates on compliance with the existing risk limits, assessment of the
amount of unexpected losses based on the value at risk methodology (VaR), results of sensitivity
analysis for market risks, and the Bank's liquidity ratios.

To ensure timely response to changes in internal and external operating environment, heads of
business divisions are obliged to notify the Bank's management of any factors contributing fo bank-
ing risks. Information is to be communicated in accordance with the procedure set forth in the cor-
responding internal documents governing the activities of the business divisions.

The Risk Management Department, jointly with other responsible business divisions, regularly
monitors compliance with the existing limits, analyzes risk factors associated with financial and non-
financial counterparties, jurisdictions, countries, market instruments, and the Bank's position in a
given market segment and analyzes changes in the level of risk.

Risk mitigation

As part of its overall risk management, the Bank may use derivatives and other instruments to
manage exposures arising from changes in interest rates, currency rates, equity prices, credit risk
factors, and exposures arising from changes in positions under forecast transactions.

The Bank actively uses collateral to reduce its credit risks (see above for more detail).

Excessive risk concentration

Concentrations arise when a number of counterparties are engaged in similar business activities,
or activities in the same geographic region, or have similar economic features, or when their ability
to meet contractual obligations will be similarly affected by possible changes in economic, political
or other conditions. Concentrations indicate the relative sensitivity of the Bank’s performance to
developments affecting a particular industry or geographical location.

In order to control the level of risk concentrations, the Bank’s policies and procedures include
guidelines and restrictions designed to maintain a diversified portfolio.
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Credit risk

Credit risk is the risk that the Bank will incur a loss because its customers, clients or counterpar-
ties failed to discharge their contractual obligations in full when they fall due. The Bank manages
and conftrols credit risk by placing limits on the amount of risk it is willing to accept in relation fo one
counterparty, groups of counterparties and to industry segments and regions, and by monitoring
exposures in relation to the existing limits.

Within the framework of risk management, the Bank ensures compliance with the following limits
established in the Memorandum on Financial Policies:

the maximum limit of exposure per individual borrower or a group of related borrowers shall
not exceed 25% of the Bank's equity (capital);

the aggregate volume of major exposures shall not exceed 800% of the Bank's equity (capital).

Vnesheconombank's Supervisory Board is entitled to set additional limits, including those related
to the structure of the Vnesheconombank's loan portfolio.

When extending guarantees under export operations and arranging for export loan insurance
against political and commercial risks, the Bank complies with the limitations set forth in the Memo-
randum on Financial Policies, whereby the maximum value of the Bank's commitments in respect of
one borrower or a group of related borrowers should not exceed 25% of the Bank's equity (capital).

The Bank adopts a systemic approach to managing risks associated with the Bank's entire asset
portfolio and those attributable to individual transactions entered into with borrowers/counterpar-
ties (a group of related borrowers/counterparties). Such approach consists of the following steps:

risk identification;
risk analysis and assessment;
risk acceptance and/or risk reduction;
risk level control.
Credit risk is managed throughout all the stages of the lending process: loan application review,

execution of a lending/documentary transaction (establishment of a corresponding credit limit), loan
administration (maintaining loan files, etc.), monitoring the loan (credit limit) drawdown status, moni-
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30. Risk management (continued)
Credit risk (continued)

toring the borrower's financial position and repayment performance until full settlement has been
made (credit/documentary limit has been closed), monitoring the status of the current investment
project. Since transactions that are bearing credit risk may not only involve credit risk as such, but
give rise to other risks (e.g. market risk, project risk, collateral risk), the Bank performs a comprehen-
sive assessment of risks attributable to such transactions.

The principle of methodological integrity provides for the use of a consistent methodology for
identifying and measuring credit risk which is in line with the nature and scale of operations con-
ducted by the Bank. The assessment methodology for the credit risk of the Group members is being
amended to harmonize approaches to credit risk assessment used within the Group and in order to
comply with the Bank's standards.

The Bank has established a credit quality review process to provide early identification of pos-
sible changes in the creditworthiness of counterparties, including reqular collateral revisions. Coun-
terparty limits are established by the use of a credit risk classification system, which assigns each
counterparty a credit rating. Credit ratings are subject to reqular revision. The credit quality review
process allows the Bank to assess the potential loss as a result of the risks to which it is exposed and
take corrective action.

Credit-related commitments risks

The Bank makes available to its customers documentary operations which may require that the
Bank make payments on their behalf. Such payments are collected from customers based on the
terms of the guarantee/letter of credit given. They also expose the Bank to credit risks which are
mitigated by the same control processes and policies.

The table below shows the maximum exposure to credit risk for the components of the consoli-
dated statement of financial position including derivatives. The maximum exposure is shown gross,
before the effect of mitigation through the use of master netting and collateral agreements and in-
cluding any allowance for impairment.
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Cash and cash equivalents (excluding cash on hand) 9 184,222 157,879
Trading securities 10 26,209 28,621
Amounts due from credit institutions 11 415,641 467,308
Derivative financial assets 12 11,285 2214
Loans fo customers 13 787,926 843,538
Investment securities 14
available-for-sale 186,977 172,292
held-to-maturity 21,536 22,366
Investment securities pledged under repurchase agreements 14 4,684 951
Other assets 20 11,656 6,685
1,650,136 1,701,854
Financial commitments and contingencies 25 642,162 393,743
Total credit risk exposure 2,292,298 2,095,597

Where financial instruments are recorded at fair value, the amounts shown above represent the
current credit risk exposure but not the maximum risk exposure that could arise in the future as a
result of changes in values.

For more detail on the maximum exposure to credit risk for each class of financial instruments,
references shall be made to the specific notes. The effect of collateral and other risk mitigation tech-
niques is shown in Note 13.

Credit quality per class of financial assets

The credit quality of financial assets is managed by the Bank using internal credit ratings. The rat-
ing system is supported by a variety of financial analytics, combined with processed market informa-
tion to provide the inputs for measuring the counterparty risk. Not past due and not impaired assets
are subdivided into assets with high, standard and sub-standard grade. Grades are assigned based
on the requirements of the national standards for assets quality assessment and international rat-
ings of securities issuers. High grade assets comprise demands to counterparties with good financial
position, absence of overdue payments, or secured by the guarantees of the Russian Government,
and securities with high international credit ratings. Probability of the breach of contractual terms
with regard to such assets can be evaluated as low. Standard grade assets comprise demands to
counterparties with average financial position or assets with no overdue payments, which were not
included in high grade assets. Probability of the breach of contractual terms with regard to such as-
sets can be evaluated as average. Other financial assets, not past due and not impaired, are assigned
a substandard grade. Since not all individually impaired assets are considered past due, not past
due individually impaired assets and past due assets are separated. Credit risk measurement meth-
odology has been approved by the Bank's Supervisory Board. Group-wide guidelines for assessing
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30. Risk management (continued)
Credit risk (continued)

the credit quality of assets have been developed for the purpose of preparing Group's consolidated
financial statements.

The table below shows the credit quality by class of assets for credit risk-related lines of the con-
solidated statement of financial position, based on the Group's credit rating system. The information
is based on carrying amounts and does not include allowance for impairment.

Not past due

Amounts due from credit institutions

11

Back-to-back finance 345,856 1,024 = = = 346,880
Subordinated loans 210 = = = = 210
Szed business support program |+ 43306 5276 1211 258 = 50051
Other amounts due from credit institutions 16,939 815 1,116 58 1,291 20,219
406,311 7,115 2,327 316 1,291 417,360
Loans to customers 13
Commercial loans 175,636 149,215 53,094 58666 48,787 485,398
Project finance 2,462 167,283 50,065 140477 12,260 372,547
Financing of operations with securities 13,808 4,839 215 27 2,029 20,918
Pre-export finance 5,835 4,586 6,175 109 1,890 18,595
Promissory notes 49 11,064 8,416 = 77 19,606
Reverse repurchase agreements 983 2,570 = 16 330 3,899
Back-to-back finance 2,604 = = = = 2,604
Other 3,362 50 2314 327 2517 8,570
204,739 339,607 120,279 199,622 67,890 932,137
Debt investment securities 14
ﬁ:}’f‘j!fEfpiﬁ;ﬁg;i(;’;Crtjem%z‘)ose pledged 137413 44933 9,194 113 8 191661
Held to maturity 20,058 1,406 72 = 81 21,617
157,471 46,339 9,266 113 89 213,278
Total 768,521 393,061 131,872 200,051 69,270 1,562,775
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Not past due

Amounts due from credit institutions

Back-to-back finance 383,039 4,959 = = = 387,998
Subordinated loans 210 = = = = 210
Sized business support program |+ 22589 3091 84 26 24 25812
Other amounts due from credit institutions 48,642 4,128 58 1,993 = 54,821
454,480 12,178 142 2,017 24 468,841
Loans to customers 13
Back-to-back finance 191,466 46,031 = = = 237,497
Commercial loans 88991 101,780 27,735 22,102 66,474 307,082
Project finance 63,864 84,656 19,473 139,148 6,109 313,250
Pre-export finance 47,844 3,798 19,456 3,135 6,479 80,712
Financing of operations with securities 3,855 1,590 824 = 2017 8.286
Promissory notes 3,884 565 3,383 = 49 7,881
Reverse repurchase agreements 1,565 2,065 = = 976 4,606
Other 599 561 1,531 = 2,694 5,385
402,068 241,046 72,402 164,385 84,798 964,699
Debt investment securities 14
e g o Petod 1302 oo - - 6 17
Held to maturity 21,223 1,143 82 = 195 22,643
174,275 21,328 82 = 201 195,886
Total 1,030,823 274,552 72,626 166,402 85,023 1,629,426

Aging analysis of past due but not individually impaired loans per class of financial assets

The table below shows the carrying amounts of past due but not impaired loans by the number

of days past due:

Loans to customers:

Commercial loans 189 347 3,126 3,662
Loans to customers:
Commercial loans 543 237 6,987 7,767

BACK TO CONTENTS
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30. Risk management (continued)

Credit risk (continued)

Pre-export finance = = 6,479 6,479
Financing of operations with securities = = 867 867
Promissory notes = = 1 1
Other 5 0 2 7
Total 548 237 14,336 15,121

See Note 13 for more detailed information with respect to the allowance for impairment of loans
fo customers.

Carrying amount per class of financial assets whose terms have been renegotiated

The table below shows the carrying amounts of renegotiated loans, by class, which would other-
wise be past due or impaired. At 31 December 2010 and 2009, the terms of other financial assets
were not renegotiated.

2010

Loans to customers:

Project finance 36,002 32,631
Commercial loans 33,563 15,669
Pre-export finance 4,481 2,473
Financing of operations with securities - -
Other = 394

Total 74,047 51,167
Impairment assessment

The main considerations for the loan impairment assessment include whether any payments of
principal or interest are overdue by more than 30 days or there are any known difficulties in the
cash flows of counterparties, credit rating downgrades, or infringement of the original terms of the
contfract. Impairment assessment is performed in two areas: individually assessed allowances and
collectively assessed allowances.

BACK TO CONTENTS
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Individually assessed allowances

The allowances appropriate for each individually significant loan are determined on an individual
basis. Items considered when determining allowance amounts include the sustainability of the coun-
terparty’s business plan, its ability to improve performance once a financial difficulty has arisen,
projected receipts and the expected dividend payout should bankruptcy ensue, the availability of
financial support, the realizable value of collateral, and the timing of the expected cash flows. The
impairment losses are evaluated at each reporting date, unless unforeseen circumstances require
more careful attention.

Collectively assessed allowances

Allowances are assessed collectively for impairment of loans to customers that are not individu-
ally significant (including credit cards, residential mortgages and unsecured consumer lending) and
for individually significant loans where there is not yet objective evidence of individual impairment.
Allowances are assessed on each reporting date with each portfolio receiving a separate review.

The collective assessment takes account of impairment that is likely to be present in the portfolio
even though there is no yet objective evidence of the impairment in individual assessment. Impair-
ment losses are estimated by taking into consideration the following information: historical losses on
the portfolio, current economic conditions, the appropriate delay between the time a loss is likely to
have been incurred and the time it will be identified as requiring an individually assessed impairment
allowance, and expected receipts and recoveries once impaired.

Financial guarantees and letters of credit are also assessed and provision is made in a similar
manner as for loans.

Liquidity risk and funding management

Liquidity risk is the risk that the Group will be unable to meet its financial obligations when they
fall due.

The Group manages its liquidity risk at the following levels:

Each bank within the Group manages its liquidity on a standalone basis so that it can meet its
obligations in full and comply with requirements of the national requlator; for this purpose relevant
policies and procedures have been developed that detail the liquidity risk assessment and control
process;
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30. Risk management (continued)
Liquidity risk and funding management (continued)

The Bank manages the Group's liquidity through reallocating, where necessary, funds within
the Group both in the form of lending and using other instruments.

Group members assess liquidity risk using analysis of the maturity structure of assets and li-
abilities, and a liquid asset cushion under various scenarios. To limit liquidity risk, Group members
control liquidity gaps and the level of the liquid asset cushion. Subsidiary banks within the Group also
forecast and control compliance with mandatory liquidity ratios established by national regulators.

As a part of the liquidity risk management process the Group members perform the following ac-
tions limiting the liquidity risk:

Regularly monitor the bank's liquidity situation, supervise the compliance with the estab-
lished limits and review them;

Maintain a well-balanced maturity and currency structure of assets and liabilities and an
optimal liquid asset cushion;

Maintain a diversified structure of funding sources and directions of investments by coun-
terparty;

Develop plans to raise debt funding;

Assess sustained balances on customers' accounts, monitor the level of concentration of
balances on customers' accounts in order to prevent an abrupt outflow of funds from customers'
accounts;

Perform cash flow modeling and supervise liquidity ratios under various scenarios that re-
flect changes in the macroeconomic and market operating environment;

Perform stress testing of the Bank's exposure to liquidity risk and financial market condi-
tions on a reqular basis and as and when significant changes in external and internal factors arise
or are expected.

Operational control over liquidity ratios, including liquidity gaps, is performed at the Bank by the
Directorate for Currency and Financial Transactions. The subsequent control is performed by the
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Risk Management Department. Liquidity control results are reported to the Bank's management and
used for making management decisions.

In addition, for the purposes of identifying available sources to cover an unexpected deficit of
liquid assets, the Bank daily monitors and forecasts the liquidity reserve. The liquidity reserve com-

prises the following:

Cash on the Bank's correspondent accounts, cash on hand, cash on accounts in stock ex-
change and clearing centers, and the net balance of the Bank's overnight placements;

Short-term deposits placed with banks considered by the Bank as highly reliable;

Liquid securities measured at fair value less any discount for unexpected losses due to mar-
ket risk realization that can be promptly converted into cash or used as a collateralized funding.

In order to take into account any possible changes in projected cash flows, the Bank uses a pro-
cedure of stress testing liquidity ratios in accordance with scenarios covering both internal factors,

specific to the Bank, and external factors:

non-fulfillment by the Bank's counterparties of transaction, loan and debt obligations (credit
risk realization);

decrease in the market value of the securities portfolio (market risk realization);
unexpected outflow of funds from customers' accounts;

reduction in the expected inflow of funds to customers' accounts;

reduced or closed access to financial market resources;

reduction in the Bank's credit rating;

early repayment of the attracted interbank loans due to the breaches of set financial cov-
enants.

The Risk Management Department uses the procedure of liquidity ratios stress testing on a
scheduled and unscheduled basis. Scheduled stress testing is carried out on a monthly basis. Un-
scheduled stress testing is carried out upon decision of an authorized body of the Bank, as well as in
case of an indication of potential stress changes in internal and external risk factors, upon initiative
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30. Risk management (continued)
Liquidity risk and funding management (continued)
of the Bank's functions involved in liquidity control activities. Findings of the analysis of the Bank's
liquidity indicators calculated for various scenarios are communicated by the Risk Management De-
partment to the Directorate for Currency and Financial Transactions and the Bank's management
and are used in making decisions on measures required for regulating liquidity and planning the
Bank's operations.
In case of an emergency the Bank uses the following liquidity support mechanisms:
selling the portfolio of highly liquid assets (concluding repurchase agreements);
limiting the volume of transactions with counterparties having a high credit risk level;

suspending issuance of loans, guarantees and credit lines;

taking measures to close positions in low liquid securities and to assign loan portfolio-related
receivables;

strengthening cooperation with Bank's customers for the purpose of short-term planning
the Bank's liquidity situation and setting the funds withdrawal schedule;

maintaining transparency of the Bank's operations.
At 31 December 2010 and 2009, monetary assets and liabilities of the Group, excluding receiv-

ables from the Russian Government under London Club arrangements and amounts due to London
Club creditors, had the following maturities:

Monetary assets:

Cash and cash equivalents 186,796 9,876 = = = 196,672
Precious metals 92 — — — 201 293
El:\lir;(szlal assets at fair value through profit 40,283 3139 186 32,536 _ 76.144
Amounts due from credit institutions 9,621 17,079 18,291 370,650 — 415,641
Loans to customers 22,001 88,535 114,832 562,558 = 787,926

Investment securities:




NOTES TO 2010 CONSOLIDATED FINANCIAL STATEMENTS

209

(in millions of Russian rubles)

available-for-sale 186,977 36,764 = — 248,014 471,755
held-to-maturity 132 2,466 1,112 17,826 = 21,536
Investment securities pledged under

repurchase agreements 2,606 2222 - - - 4,828
Due from the Russian Government = = = = 119 119
Investments in associates = = = = 5,638 5,638
Income tax assets = 712 = 1,638 = 2,350
Other assets 4,481 1,967 4,631 1,595 136 12,810

452,989 162,760 139,052 986,803 254,108 1,995,712

Monetary liabilities:

Amounts due to credit institutions 69,482 21,752 28,855 114,924 14 235,027
Derivative financial liabilities 432 1,171 707 3,106 = 5,416
pue fo the Russian Government and 17214 12433 306451 478,803 — 814901
Amounts due to customers 150,889 79,694 37,248 22,267 = 290,098
Debt securities issued 5,355 39,906 8,606 133,080 = 186,947
Income tax liabilities = 27 = 1,015 = 1,042
Other liabilities 1,754 1,018 242 82 867 3,963
245,126 156,001 382,109 753,277 881 1,537,394

Net position 207,863 6,759 (243,057) 233,526 253,227 458,318
Accumulated gap 207,863 214,622 (28,435) 205,091 458,318
Monetary assets:
Cash and cash equivalents 165,177 3,739 = = = 168,916
Precious metals = = = = 248 248
(I:irnlirslzial assets at fair value through profit 49391 1258 1 857 _ 51507
Amounts due from credit institutions 37,822 22,674 20,680 384,120 2,012 467,308
Loans to customers 24,368 88,636 285,608 444,841 85 843,538
Investment securities:

available-for-sale 172,182 35,266 = — 125,291 332,739

held-to-maturity 2,550 1,881 832 17,103 = 22,366
e e el 1 - - = nem
Due from the Russian Government = = = = 207 207
Investments in associates = = = = 5,462 5,462
Income tax assets = 776 = 80 = 856
Other assets 1,540 1,544 1,001 3,137 554 7,776

453,981 155,774 308,122 850,138 146,236 1,914,251
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30. Risk management (continued)

Liquidity risk and funding management (continued)

Monetary liabilities:

Amounts due to credit institutions 70,699 27,259 32,990 70,189 = 201,137
Derivative financial liabilities 200 348 364 1,687 = 2,599
Due to the Russian Government and

the Bank of Russia 47,704 32,843 436,957 470,059 — 987,563
Amounts due to customers 100,716 57,905 16,481 27,121 = 202,223
Debt securities issued 871 74,931 1,699 1,395 = 78,896
Income tax liabilities = 13 = 1,935 = 1,948
Other liabilities 1,725 725 266 461 1,090 4,267
221,915 194,024 488,757 572,847 1,090 1,478,633
Net position 232,066 (38,250) (180,635) 277,291 145,146 435,618
Accumulated gap 232,066 193,816 13,181 290,472 435,618

Maturities represent remaining terms until repayment in accordance with underlying contractual
arrangements at the reporting date.

While the majority of available-for-sale securities is shown as "up to 1 month", realizing such as-
sets upon demand is dependent upon financial market conditions. Significant security positions may
not always be liquidated in a short period of time without adverse price effects.

Alternatively, it should be noted that investments for a total amount of RUB 248,014 million in
equity investment securities available-for-sale recognized in "no stated maturity" can quarantee sig-
nificant volumes of liquidity within a short period of time (up to 1 month) upon sale of these securities
on the market or conducting transactions on repurchase agreements.

These investments, in particular, can ensure the closing of the liquidity gap of RUB 28,437 million
in "6 fo 12 months, 2010". It should also be noted that this liquidity gap was formed mainly at the
expense of interest-bearing deposits of the Bank of Russia, which include special purpose deposits
attracted for the program for financial support fo OJSC Sviaz-Bank and CJSC GLOBEXBANK in the
amount of RUB 211,144 million (Note 7). The maturity of these deposits (with nominal maturity of
1 year) was extended twice in 2009 and 2010. Taking into consideration this fact and the special
purpose-related character of these deposits, the Group expects that it is highly probable that the
maturity of these deposits will be also extended in 201 1.
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Amounts due to the Russian Government, other than deposits from the Bank of Russia, generally
do not carry a specified maturity and are shown as having a maturity of up to one month. In practice,

these amounts are maintained in the statement of financial position for longer periods.

Analysis of financial liabilities by remaining contractual maturities

The table below summarizes the maturity profile of the Group’s financial liabilities at 31 Decem-
ber 2010 and 2009 based on contractual undiscounted repayment obligations. Exception is made
for derivatives settled through delivery of their underlying asset which are shown by amounts pay-
able and receivable and contractual maturity. Repayments which are subject to notice are treated
as if notice were to be given immediately. However, the Group expects that many customers will not
request repayment on the earliest date the Group could be required to pay and the table does not

reflect the expected cash flows indicated by the Group’s deposit retention history.

Financial liabilities
At 31 December 2010

Amounts due to credit institutions 90,584 34,793 121,899 22,993 270,269
Derivative financial instruments settled through
delivery of underlying asset
Contractual amounts payable 118,735 84,441 18,345 2,541 224,062
Contractual amounts receivable (120,105) (84,105) (11,175) (1,867) (217,252)
ghjss’zg the Russian Government and the Bank of 18.418 327.851 226.694 560,553 1133516
Amounts due to customers 181,708 91,430 24,623 1,541 299,302
Debt securities issued 8,104 47,588 52,758 169,927 278,377
Other liabilities 3,574 325 85 16 4,000
Total undiscounted financial liabilities 301,018 502,323 433,229 755,704 1,992,274
Financial liabilities
At 31 December 2009
Amounts due to credit institutions 85,187 46,527 62,133 21,137 214,984
Derivative financial instruments settled through
delivery of underlying asset
Contractual amounts payable 52,846 82814 5,183 1,020 141,863
Contractual amounts receivable (52,745) (80,765) (2,898) (213) (136,621)
gﬂssl;g the Russian Government and the Bank of 60.284 470,052 195.832 609.410 1335578
Amounts due to customers 117,549 62,239 29,353 417 209,558
Debt securities issued 8,297 70,575 1,471 9 80,352
Other liabilities 2,242 443 413 1,237 4,335
Total undiscounted financial liabilities 273,660 651,885 291,487 633,017 1,850,049
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30. Risk management (continued)

Liquidity risk and funding management (continued)

The maturity analysis of liabilities does not reflect the historical stability of customers' current
accounts. Their liquidation has historically taken place over a longer period than indicated in the
tables above. These balances are included in amounts due in "less than 3 months" in the tables above.

Included in amounts due to customers are term deposits of individuals. In accordance with the
Russian legislation, the Group is obliged to repay such deposits upon demand of a depositor. Ac-
cording to the legislation of the Republic of Belarus and Ukraine, the Group is obliged to repay the
amount of these deposits at the first call of the depositor within five days. See Note 22.

The table below shows the contractual expiry by maturity of the Group's financial commitments
and contingencies (letters of credit, guaranties, undrawn loan facilities, reimbursement obligations).
Each undrawn loan commitment is included in the time band containing the earliest date it can be
drawn down. For issued financial guarantee contracts, the maximum amount of the guarantee is al-
located to the earliest period in which the guarantee could be called.

2010 92,633 133,077 385,816 30,788 642,314
2009 64,523 143,127 177,098 11,435 396,183

The Group expects that not all of the contingent liabilities or contractual commitments will be
drawn before their expiry.

As at 31 December 2010, credit-related commitments presented in the "less than 3 months"
category include liabilities in the amount of RUB 23,434 million (31 December 2009 — RUB 29,066
million) whose maturities are linked to settlements under export contracts.

Market risk

Market risk is the risk of adverse changes in the fair value or future cash flows of financial instru-
ments due to changes in market variables such as interest rates, foreign exchange rates, prices for
equities (equity risk) and commodities. The purpose of the Group's market risk management activi-
ties is providing a balance between the level of accepted risks and profitability of banking operations.

Group members monitor the market risk level on a daily basis. To control the market risk level and
to set its limits the Group uses the sensitivity analysis, calculation based on VaR methodology and
stress testing. Consolidated risks of the Group are primarily assessed using the sensitivity analysis.
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At the parent entity level interest rate, currency and equity risks are primarily assessed using
the VaR methodology which enables assessing maximum unexpected losses from the portfolio of
financial instruments that can be incurred during a certain period of time (projection horizon) with
a given confidence level. The VaR methodology is a probabilistically statistical approach that takes
into account market fluctuations and risks diversification under normal market conditions. For man-
agement and external reporting purposes the Bank uses VaR calculations with a 99% confidence
level and a 10-day projection horizon to assess the price risk of the portfolio of market securities and
a 1-day projection horizon to assess the risk of the open currency position of the Bank. The depth of
retrospective data used for VaR calculation is 670 working days.

VaR calculation results are assessed by the Bank subject to limitations inherent in the VaR meth-
odology, i.e. possible failure to comply with initial assumptions, namely:

1) historical observations used to calculate unexpected losses in the future period might not
contain all possible future changes in risk factors, especially in case of any extreme market events;

2) usage of a given projection horizon assumes that the Bank's positions in financial instruments
can be liquidated or hedged over this period. Should the Bank have large or concentrated positions
and/or should the market lose its liquidity, the used period of time might be insufficient for closing or
hedging positions but unexpected losses estimated with VaR would remain within set limits;

3) applying a 99% confidence level does not permit assessing losses that can be incurred be-
yond the selected confidence level;

4) the VaR methodology assesses the amount of unexpected losses from the portfolio of finan-
cial instruments under the assumptions that the volume of positions will remain constant over the
projection horizon and the Bank will not perform transactions that change the volume of positions.
Should the Bank be engaged in purchase and sale of financial instruments over the projection hori-
zon, VaR estimates can differ from estimates of actual losses.

To control the adequacy of the VaR calculation model, the Bank regularly uses back-testing pro-
cedures that enable it to assess differences between estimated and actual losses.

In 2010, the Bank adopted the advanced VaR methodology that uses the weighing procedure for
statistical data of risk factors depending on their historical distance from the date of calculation. In
accordance with this methodology, a recalculation of VaR values was made.

In order to obtain more precise estimates, the Bank is making efforts o enhance inputs used in
the current model which provides adequate estimates under normal market conditions. Also, the
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30. Risk management (continued)
Market risk (continued)

Bank is making efforts to improve approaches that take into account extraordinary (stress) changes
in the market behavior in the process of risk management.

The Bank performs stress testing procedures on regular and unplanned basis that enables the
Bank to assess stress losses from realization of unlikely extraordinary events on financial instru-
ments’ portfolios and open currency positions, i.e. losses that are out of predictive limits of probabi-
listically statistical methods. The above approach supplements the risk estimate obtained from the
VaR methodology and sensitivity analysis. The Bank uses a wide range of historical and hypothetical
(user) scenarios within stress testing procedures. Stress testing results are reported to the Bank's
management and used for making management decisions.

Interest rate risk

Interest rate risk arises from the possibility that changes in interest rates will adversely affect the
fair values or future cash flows of financial instruments.

The interest rate policy of Group members refers to maintenance of a balanced structure of
claims and obligations sensitive to change in interest rates (interest rate position) that provides limi-
tation of possible unfavorable change in net interest income and/or equity of a Group member at an
acceptable level.

The procedures of identification, assessment and control of the level of interest rate risk in Group
members are formalized through developed internal regulations and rules and well as requirements
of national requlators. Group members perform sensitivity analysis of net interest income and equity
using different scenarios of market interest rate changes for the purpose of controlling financial
losses arising from unfavorable changes in interest rates.

In addition, banks within the Group forecast and control the capital adequacy ratio subject to the
effect of the interest rate risk.

Group members use a number of market instruments, including IRS, fo manage its interest rate
sensitivity and repricing gaps related to changes in interest rates of assets and liabilities.

In performing the sensitivity analysis of the net interest income and equity the interest rate gap
method is used. The interest rate gap method is used to assess changes in the amount of net inter-
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est income and equity by using data on mismatch of claims and obligations sensitive to interest rate
changes aggregated at given maturity intervals. A combination of negative scenarios that take into
account the effect of internal and external risk factors related to the market situation is used as a
part of the analysis. Scenarios are prepared either based on hypothetical events that can occurin the
future or based on past events — historical stress scenarios.

Sensitivity analysis is performed on reqular and unplanned basis. The basis for an unplanned
sensitivity calculation is as follows:

expected appearance of large or concentrated positions in financial instruments’ portfolios
or significant changes in their value, which can significantly affect the balance of the interest rate
posifion;

expectations of significant changes in the market situation as well as socio-political and/or
economic events that can have a significant adverse impact on the amount of net interest income/
equity.

The Bank uses two approaches in modeling risk factors. The statistical approach is based on the
following assumptions:

1) the actual structure of volume and maturities of claims and obligations is kept constant in
the whole projection horizon;

2) changes in the term structure of interest rates occur instantly as of the reporting date and
once during the projection horizon.

In addition to the statistical approach to modeling risk factors, the Bank performs the sensitivity
analysis by modeling dynamic changes in interest rates and the volume and maturity structure of
claims and obligations using a more complex set of assumptions made by the Bank on a case-by-case
basis.

The sensitivity of the statement of income is the estimate of the effect of the assumed changes in
interest rates on the net interest income before tax for one year calculated for floating rate financial
assets and financial liabilities held at 31 December 2010 and 2009, as well as the amount of revalu-
ation of fixed rate trading financial assets and derivative financial instruments. The sensitivity of
equity to changes in interest rates is calculated as the amount of revaluation of fixed rate available-
for-sale financial assets in case of assumed change in interest rates. The effect of revaluation of
financial assets was calculated based on the assumption that there are parallel shifts in the yield
curve.
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30. Risk management (continued)
Market risk (continued)

The following table demonstrates the sensitivity to a reasonably possible change in interest rates
by key reference rates, with all other variables held constant, of the Group's statement of income.

The sensitivity was calculated for instruments within the Group's portfolio, excluding bonds held
within the Bank's portfolio. The interest rate risk for this bond portfolio was calculated using the VaR

methodology.
3-m Libor USD 0.75% (949) —
3-m Libor EUR 0.75% (30) —
3-m Mosprime 3.00% (848) =
3-m Ukrainian inferbank 10.00% 105 =
YTM 5Y German Treasuries 0.60% 59 =
YTM 5Y USTreasuries 1.00% 115 (380)
RGBEY 3.00% (942) (4,080)
YTM Ukrainian sovereign bonds 10.00% = (707)
Belarusian GKO and GDO rates 10.00% 4,208 (12)
Refinancing rate of CBR 1.00% 623 =
Refinancing rate of NB RB 1.00% 73 =
3-m Libor USD -0.10% 126 =
3-m Libor EUR -0.25% 10 =
3-m Mosprime -1.00% 283 =
3-m Ukrainian interbank -5.00% (52) =
YTM 5Y German Treasuries -0.60% (59) =
YTM 5Y USTreasuries -1.00% (115) 380
RGBEY -1.00% 314 1,360
YTM Ukrainian sovereign bonds -2.00% = 141
Belarusian GKO and GDO rates -3.00% (1,263) 3
Refinancing rate of CBR -0.25% (156) =

Refinancing rate of NB RB -1.00% (73) =
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(in millions of Russian rubles)

Rate

3-m Libor USD 1.00% (370)

3-m Libor EUR 1.00% (176)

3-m Mosprime 3.00% (226) =
3-m Ukrainian interbank 10.00% (19) =
3-m Libor JPY 1.00% 9 =
3-m Libor CHF 1.00% (11) =
YTM 5Y German Treasuries 0.60% 133 =
YTM 5Y USTreasuries 1.20% 922 (67)
RGBEY 5.00% (1,631) (2,051)
YTM Ukrainian sovereign bonds 10.00% = (336)
Refinancing rate of CBR 1.00% 210 =
Refinancing rate of NB RB 1.00% 21 =

Rate

3-m Libor USD -0.25% 93 =
3-m Libor EUR -0.25% 44 (1)
3-m Mosprime -3.00% 226 =
3-m Ukrainian interbank -5.00% 9 =
3-m Libor JPY -0.25% (2) =
3-m Libor CHF -0.25% 3 =
YTM 5Y German Treasuries -0.60% (133) =
YTM 5Y USTreasuries -1.20% (922) 67
RGBEY -5.00% 1,631 2,051
YTM Ukrainian sovereign bonds -5.00% = 168
Refinancing rate of CBR -1.00% (210) =
Refinancing rate of NB RB -1.00% (21) —

Below are VaR measures for the bond portfolio of the Bank at 31 December 2010 and 2009:

VaR 4,644 7,945
Currency risk

Currency risk is the risk that the fair value of a financial instrument or future cash flows will
change due to changes in foreign exchange rates.

Group members calculate on a daily basis open currency positions by assets and liabilities record-
ed in the statement of financial position, and claims and obligations not recorded in the statement of
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30. Risk management (continued)
Market risk (continued)

financial position, which are subject to changes in currency and precious metals rates. Banks of the
Group set limits on the cumulative open position as well as limits on open positions in each currency
and for precious metals based on the requirements of the national regulator.

The VaR estimate obtained using the historical modeling method with a 99% confidence level
and a 1-day projection horizon is used by the Bank as a currency risk estimate. The aggregate cur-
rency risk in respect of the Bank's open currency positions is estimated subject to historical correla-
tion of exchange rates of foreign currencies against the Ruble.

The table below shows open currency positions of the Bank at 31 December 2010 and 2009,
which include items of the statement of financial position and currency positions in derivative finan-
cial instruments by currencies against the Russian Ruble (open positions).

UAH 22,579 22,186
BYR 7,373 7,702
usD 5,221 (924)
EUR 2,175 3,231
HKD 202 —
Other currencies 32 31
GBP (55) (212)
CHF (2,048) (326)
JPY (3.747) (776)

Below is the Bank's VaR measure for open currency positions at 31 December 2010 and 2009:

2010

VaR 1,447 1.313

Currency revaluation of the Bank's nominal investments in non-negotiable shares of subsidiaries
may not reflect changes in the real economic value of these companies.

In order to assess this factor, the risk related to the adjusted aggregate open currency position

was calculated with elimination of positions in UAH and BYR which were based mainly on invest-
ments in subsidiary banks.
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(in millions of Russian rubles)

The Bank's VaR measure for open currency positions at 31 December 2010, except for invest-
ments in subsidiaries, was RUB 107 million. The Bank's VaR for open currency positions at 31 De-
cember 2009, except for investments in subsidiaries, was RUB 279 million.

The table below shows the sensitivity of open currency positions of the Group (excluding the
Bank) at 31 December 2010 and 2009. The analysis calculates the effect of a reasonably possible
movement of the currency rate against the Ruble on the statement of income (due to the fair value
of currency sensitive financial assets and liabilities). All other variables are held constant. A nega-
tive amount in the table reflects a potential net reduction in the statement of income or equity, while
a positive amount reflects a net potential increase.

Currency

UAH 24.95% 1,947 24.46% 884
-24.95% (1.947) -24.46% (884)

usD 10.83% (753) 9.61% (493)
-10.83% 753 -9.61% 493

BYR 14.61% 284 12.89% (52)
-14.41% (284) -12.89% 52

EUR 9.74% (128) 9.12% 2)
-9.74% 128 -9.12% 2

GBP 12.15% (1 18.44% 4
-12.15% 1 -18.44% (4)

CAD 12.41% 1 11.87% 1
-12.41% (1 -11.87% (1)

AUD 16.63% 1 15.93% 1
-16.63% (M -15.93% (1)

JPY 17.23% - 14.96% 24
-17.23% = -14.96% (24)

SEK 14.81% = 12.62% 1
-14.81% = -12.62% (1)

CHF 12.52% - 13.77% 1
-12.52% - -13.77% (1)

Operational control over open currency positions is performed by the Directorate for Currency
and Financial Transactions. The subsequent control is performed by the Risk Management Depart-
ment. Results of control over open currency positions are reported o the Bank's management and
used for making management decisions.
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30. Risk management (continued)

Market risk (continued)
Equity price risk
Equity price risk is the risk of adverse changes in the fair values or future cash flows of a financial

instrument as a result of changes in the levels of equity indices and the value of individual equities.

Group members use the VaR methodology and/or portfolio sensitivity analysis to assess the eq-
uity price risk.

Below are VaR measures for the equity portfolio of the Bank at 31 December 2010 and 2009:

2010

VaR 31,627 27,671

The Bank sets aggregate exposure limits for each portfolio by class of securities in order to limit
equity price risk. Within a portfolio "risk borrowing” is permitted, i.e. changing the volume of open
positions under individual financial instruments subject to compliance with the set limit of the ag-
gregate market risk for the portfolio and with credit risk limits by issuer.

The limits are approved by the Management Board of Vnesheconombank at the suggestion of the
Risk Management Department as agreed with Bank's business units. The set limits are reviewed on

a regular basis.

The effect on profit before tax and equity of other Group members of reasonably possible change
in equity indices, with all other variables held constant, is as follows:

Market index

MICEX 47% 49% 223 49% 2,743
-47% -49% (223) -49% (2,743)
Ukrainian Stock Exchange index 45% 44% 11
-45% = = -44% (11)

Market index

RTS index 39% 47% 2,391 47% 17
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Market index

-39% -47% (2.391) -47% (17)
Ukrainian Stock Exchange index 47% 38% 7
-47% = = -38% (7)

Prepayment risk

Prepayment risk is the risk that the Group will incur a financial loss because its customers and
counterparties repay or request repayment earlier or later than expected. Management believes that
the Group's exposure to prepayment risk is insignificant.

Operational risk

Operational risk is defined as a risk of losses arising from inadequate internal procedures, fail-
ures of equipment and information systems (technology risk), human errors or misconduct, and ex-
ternal factors. Legal risk is one of the types of operational risk.

Operational risks are managed in banks of the Group by addressing clearly all of the bank's busi-
ness processes in the corresponding internal documents and applying internal controls to monitor
the compliance with the established procedures as well as by obtaining external insurance.

The Bank has developed procedures of collecting information on risk events resulting in opera-
tional losses. The Bank's departments send information on risk events recorded in special forms
to the Risk Management Department. The said information is classified, losses are evaluated and
reasons for risk events are analyzed. If needed, the risk audit of departments, where risk events have
occurred, is performed, and changes are made to the Bank's regulations.

The Bank's Technology Committee is responsible for managing and controlling technology risks.
The Banking Infrastructure Protection Department is responsible for providing information and en-
gineering support to all the business divisions in implementing action plans designated to ensure
business continuity in the event of IT failures.

The Legal Department is responsible for legal risks and legal support of the Bank's operations. The
Bank relies on templates drafted by the Legal Department when preparing transaction documents
for transactions executed with counterparties. Any non-standard agreements are to be approved by
the Legal Department. The Legal Department is also responsible for the review of the corresponding
documents supplied by counterparties that deal with the main lines of the Bank's business. The Bank
engages international law firms to assist in executing transactions with foreign partners.
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30. Risk management (continued)
Operational risk (continued)

When performing banking transactions and conducting other activities in the event of disaster,
the Bank applies emergency procedures and action plans which are governed by internal documents
providing guidance to ensure business continuity and/or disaster recovery. The above documents
describe principles used to design infrastructure risk protection framework, define a set of measures
designated to support the operability of the Bank's protection system, principles, rules and action
plans to be implemented by personnel in the event of disaster. Within the framework of activities
aimed at providing for business continuity a reserve facility is being developed which would ensure
the recovery of Bank's operations in emergency situations that prevent from using the Bank's main
building.

31. Fair value of financial instruments

The Group uses the following hierarchy for determining and disclosing the fair value of financial
instruments by valuation technique:

Level 1: quoted (unadjusted) prices in active markets for identical assets or liabilities;

Level 2: techniques for which all inputs which have a significant effect on the recorded fair
value are observable, either directly or indirectly;

Level 3: techniques which use inputs which have a significant effect on the recorded fair
value that are not based on observable market data.

The following table shows an analysis of financial instruments recorded at fair value by level of
the fair value hierarchy:

At 31 December 2010

Financial assets

Trading securities 37,277 = = 37,277
Derivative financial instruments = 10,566 719 11,285
Financial assets designated as at fair value 24824 _ 2758 27582

through profit or loss




NOTES TO 2010 CONSOLIDATED FINANCIAL STATEMENTS

223

At 31 December 2010

Investment securities available-for-sale

(including those pledged under repurchase agreements) O AL I G
515,085 33,045 4,597 552,727

Financial liabilities
Derivative financial instruments = 5416 = 5416
- 5,416 - 5,416

Financial assets

Trading securities 47,387 159 = 47,546
Derivative financial instruments 0 1,938 276 2214
;i]r;szgihaLiZ?ﬁ’rgrdlissignafed as af fair value _ _ 1747 1747
Investment securities available for sale 327,079 18,582 406 346,067
374,466 20,679 2,429 397,574

Financial liabilities
Derivative financial instruments 2 2,597 = 2,599
2,597 = 2,599

Financial instruments recorded at fair value

The following is a description of the determination of fair value for financial instruments which
are recorded at fair value using valuation techniques. These incorporate the Bank’s estimate of as-
sumptions that a market participant would make when valuing the instruments.

Derivatives

Derivative products valued using a valuation technique with market observable inputs are mainly
interest rate swaps, currency swaps and forward foreign exchange contracts. The most frequently
applied valuation techniques include forward pricing and swap models using present value calcula-
tions. The models incorporate various inputs including the credit quality of counterparties, foreign
exchange spot and forward rates and interest rate curves.

Derivative products valued using a valuation technique with significant non-market observable
inputs are primarily long-term option contracts. Such derivative products are valued using models,
which imply the exercise of options in the shortest possible period of time.



224

CONSOLIDATED GROUP OF STATE CORPORATION
FINANCIAL "BANK FOR DEVELOPMENT AND FOREIGN
STATEMENTS ECONOMIC AFFAIRS (VNESHECONOMBANK)"

(in millions of Russian rubles)

31. Fair value of financial instruments (continued)

Trading securities and available-for-sale investment securities

Trading securities and available-for-sale investment securities valued using a valuation technique
are represented mainly by non-traded equity and debt securities. Such assets are valued using valu-
ation models which incorporate either only observable data or both observable and non-observable
data. The non-observable inputs include assumptions regarding the future financial performance
of the investee, its risk profile, and economic assumptions regarding the industry and geographical
jurisdiction in which the investee operates.

Movements in Level 3 financial instruments measured at fair value

The following table shows a reconciliation of the opening and closing amount of Level 3 financial
assets and liabilities which are recorded at fair value:

Financial assets

Derivative financial instruments 276 443 = = 719
Financial assets designated as at _

fair value through profit or loss Lz B 2y ol
Investment securities available for sale 406 (305) 897 122 1,120
Total Level 3 2,429 (178) 897 1,449 4,597
Financial assets

Derivative financial instruments = 276 = = 276
Financial assets designated as at _

fair value through profit or loss B2 ez 8 iy
Investment securities available for sale = = (266) 672 406
Total Level 3 1,063 114 (266) 1,518 2,429

Gains or losses on Level 3 financial instruments included in profit or loss for the reporting period,
were RUB 178 million of unrealized gains (in 2009 — gains of RUB 114 million).

Transfers between Level 1 and Level 2

The following table shows transfers between Level 1 and Level 2 of the fair value hierarchy for
financial assets and liabilities which are recorded at fair value, during the reporting year:
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Transfers from Level 2 to Level 1,

Financial assets

Investment securities available for sale 20

Transfers from Level 1 to Level 2,

Financial assets

Investment securities available for sale 41 5,667

In 2010, the above financial assets were transferred from Level 2 to Level 1 as they became
actively tfraded during the reporting year. There were no transfers from Level 2 to Level 1in 2009.

In 2010 and 2009, the above financial assets were transferred from Level 1 to Level 2 as they
ceased fo be actively traded during the year and their fair values were consequently obtained through
valuation techniques using observable market inputs.

Impact on fair value of Level 3 financial instruments measured at fair value of changes to key
assumptions

The following table shows the impact on the fair value of Level 3 instruments of using reasonably
possible alternative assumptions:

At 31 December 2010

Financial assets

Derivative financial instruments 719 7
Financial assets designated as at fair value through profit or loss 2,757 (7)
Investment securities available for sale 1,120 (34)

At 31 December 2009

Financial assets

Derivative financial instruments 276 18
Financial assets designated as at fair value through profit or loss 1,747 0
Investment securities available for sale 406 (19)
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31. Fair value of financial instruments (continued)

In order to determine reasonably possible alternative assumptions, the Group adjusted key unob-

servable model inputs as follows:

In 2010 and 2009, for the shares of one of the issuers, the Group adjusted the tight liquidity
allowance based on the price/earnings multiple which compares price to earnings ratios of publicly
traded and private companies involved in transactions. A 4.2% adjustment was made by applying the

average value of the allowance for a similar period compared with the median value used.

In 2010, for the shares of another issuer, the Group adjusted the price/gross income multiple

ratio by 0.4%.

Financial instruments not recorded at fair value in the statement of financial position

Set out below is a comparison, by class, of the carrying values and fair values of the Group’s finan-
cial instruments that are not recorded at fair value in the consolidated statement of financial posi-
tion. The table does not include the fair values of non-financial assets and non-financial liabilities.

Financial assets

Cash and cash equivalents 196,672 196,672 = 168,916 168,916 =
Aanobls dle e el 415,641 415705 64  467.308 467312 4
institutions

Loans to customers 787,926 789,467 1,541 843,538 839,394 (4,144)
Investmentsecuritiesheldto 21,536 21,243 (293) 22,366 22,382 16
maturity

Financial liabilities

BOEUEE e o e 235027 235051 (24) 201,137 205538 (4,401
institutions

Due to the Russian

Government and the Bank of 814,901 814,901 = 987,563 987,563 -
Russia

Amounts due fo customers 290,098 291,408 (1,310) 202,223 202,262 (39)
Debt securities issued 186,947 187,524 (577) 78,896 79,452 (568)
Total unrecognized change (599) (9,132)

in unrealized fair value
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The following describes the methodologies and assumptions used to determine fair values for
those financial instruments which are not already recorded at fair value in the financial state-
ments.

Assets for which fair value approximates carrying value

For financial assets and financial liabilities that are liquid or having a short term maturity (less
than three months) it is assumed that their carrying value approximates their fair value. This assump-
tion also applies to demand deposits and assets without a specific maturity.

Fixed and floating rate financial instruments

For quoted debt instruments fair values are calculated based on quoted market prices. The fair
values of unquoted debt instruments are estimated by discounting future cash flows using rates cur-
rently available for debt on similar terms, credit risk and remaining maturities.

32. Related party transactions

In accordance with IAS 24 Related Party Disclosures, parties are considered to be related if one
party has the ability to control the other party or exercise significant influence over the other party
in making financial or operational decisions. In considering each possible related party relationship,
attention is directed to the substance of the relationship, and not merely the legal form.

Related parties may enter info transactions which unrelated parties might not, and transactions
between related parties may not be effected on the same terms, conditions and amounts as transac-
tions between unrelated parties.

Related parties include the state, key management of the Group and associated companies.
Since Vnesheconombank is a state corporation, all state-controlled entities are considered to
be related parties of the Group and all transactions and outstanding balances with such enti-
ties should be disclosed. Transactions with the state include transactions concluded between the
Group and state requlatory and governmental bodies of the Russian Federation (federal, regional
and local level), the Bank of Russia, Pension Fund of the Russian Federation, state non-budgetary
funds.

The volumes of related party transactions, outstanding balances at the year end, and related ex-
pense and income for the year are as follows:
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32. Related party transactions (continued)

Cash and cash equivalents 19,322 28,363 = =
Precious metals - 201 = =
Financial assets at.falr 13.495 47,034 _ _
value through profit or loss
Amounts due from credit 409 340,991 971 _
institutions at 1 January
Amounts placed during _ _
the year 1,384 19,261
Amounts repaid durin
the year P J (197) (19,383) (971) -
Other changes = (25,239) = =
Amounts due from credit
institutions at 1,596 315,630 = =
31 December
Less allowance for _ (24) _ _
impairment
Amounts due from credit
institutions at 1,596 315,606 = =
31 December, net
Interest income on
amounts due from credit 57 27.943 _ _
institutions and cash
equivalents
Inve.:simeni securities 4,258 332,077 _ _
available for sale
Investment securities
pledged under repurchase 2,277 749
agreements
Invesime.ni securities held 1,389 4,854 _ _
to maturity
Intere.sf income on trading 1,172 483 _ _
securities
!nteresf income on 358 12,987 _ _
investment securities
Loans fo customers af 6,562 214,072 125,932 22
1 January
Loans granted during the 12,902 189,792 20,642 7
year
Loans acquired = 442 0 0
Loans repaid during the (12.224) (257.678) (2.041) 8)

year
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Write-offs = = (0) =
Other changes (164) 1,892 2,502 (4)

Loans to customers at

31 December 7,076 148,520 147,035 17
Less allowance for
impairment (102) (7.591) (40,216) (0)
Loans to customers at 6.974 140,929 106,819 17
31 December, net
Interest income on loans to 781 15,397 7.403 (0)
customers
Charge of allowance for
impairment for loans to (21) (1,075) (6,265) (0)
customers
Due from the Russian
119 - = =
Government
Receivable from the
Russian Government under 1,123 = = =
London Club Arrangement
Other assets 376 5,871 61 -
Correspondent Loro _ 6718 _ _
accounts
Loans and deposits received
from credit institutions at = 33,270 1,071 =
1 January
Loans and dgposifs _ 1361.073 _ _
received during the year
Loans and deposits repaid _ (1.349.804) (1.069) _

during the year
Other changes = (2,831) (2) =

Loans and deposits
received from credit
institutions at

31 December

Interest expense on
amounts due to credit
institutions and the Bank
of Russia

- 41,708 - -

(19,306) (717) - -

Derivative financial

liabilities - 2,090 = _

Due to the Russian
Government and the Bank 814,901 = = =
of Russia

Current customer

327 57,778 296 49
accounts

Customer deposits at 53

8,230 4,052 647
1 January

Deposits received during

3,668 82,084 13,148 885
the year
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32. Related party transactions (continued)

Proceeds related fo
changes in the Group

S:aprosi’rs repaid during the (128) (38,878) (15.817) (615)
Other changes 2 (479) 6 4
Customer deposits at 3,595 50,957 1,389 921

31 December

Interest expense on

amounts due to customers
and the Russian (34,770) (3.517) (115) (81)
Government
aneI;UZ?]cuuarll;r;es issued 21.126 11.034 _ _
Debt securities issued _ 25 349 _ _
during the year ’
el s repaid 21749 (10200 - -
Other changes 623 1,021 = =
Debt securities issued at
31 December U
Interest expense on debt (202) (577) _ _
securities issued
Other liabilities 740 517 - 36
Guarantees issued
and undrawn loan 3,644 240,007 991 8
commitments
Foe e copmision 4 -
Dividends - 1,390 = -
Other operating income 7 111 0 0
Other operating expenses (172) (292) (152) 0
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(in millions of Russian rubles)

Cash and cash equivalents 20,912 25,095 1,416 =
Precious metals = 166 = =
Financial assets at fair

value through profit or 16,704 20,083 = =
loss

Amounts due from credit

institutions at 1 January s AT e -
Amounts placed during 12173 141297 2896 _
the year ’ ' ’
Changes in the Group and _
related parties e i) (DL
Amounts repaid during _
the year (14,195) (64,011) (4,363)
Other changes 2,344 (3.680) 9 =
Amounts due from
credit institutions at 409 340,991 971 =

31 December

Less allowance for
impairment

- () (2) -

Amounts due from
credit institutions at 409 340,986 969 =
31 December, net
Interest income on
amounts due from credit

institutions and cash 759 25,761 548 =
equivalents
Investment securities 5.699 AT ) )
available for sale ’ ,
Investment securities
held to maturity 122 3,401 = _
Interest income on
trading securities 1,290 415 = -
Interest income on
investment securities 173 8,812 7 =
Loans to customers at 33 991321 89,899 ”
1 January g 0
Loans granted during 3746 ] 3297 y
the year 0 ' 0
Increase related to
changes in the Group - 77 1,203 0
Loans repaid during
the year (1.316) (117.891) (190) 9)
Write-offs _ _ (166) -
Other changes 4,099 21,994 2914 (2)
Loans to customers at 6.562 214.072 125.932 29

31 December
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32. Related party transactions (continued)

Less allowance for
impairment

(351)

(12,833)

(38.174)

(0)

Loans to customers
at 31 December, net

6,211

201,239

87,758

22

Interest income on loans
to customers

527

17,985

6,108

Charge of allowance for
impairment for loans to
customers

(318)

(10,859)

(35,481)

(0)

Due from the Russian
Government

207

Receivable from the
Russian Government
under London Club
Arrangement

1,115

Other assets

484

569

31

Correspondent Loro
accounts

7,890

11

Loans and deposits received
from credit institutions at
1 January

9,452

Loans and deposits
received during the year

1,541,161

5818

Changes in the Group and
related parties

(1,608)

Loans and deposits repaid
during the year

(1.514,160)

(4,749)

Other changes

(1,575)

Loans and deposits
received from credit
institutions at

31 December

33,270

1,071

Interest expense on
amounts due to credit
institutions and the Bank
of Russia

(29,118)

(1,403)

(85)

Derivative financial
liabilities

25
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(in millions of Russian rubles)

Due to the Russian
Government and the Bank 987,563 - = =
of Russia

Current customer

324 60,832 1,134 33
accounts

Customer deposits 119 5.654 700 49
at 1 January

Deposits received during

235 18,717 7,229 2,060
the year

Proceeds related fo

changes in the Group - - - 1,889

)I?:aprosifs repaid during the (308) (15,987) (3.897) (3.358)

Other changes 7 (154) 20 7

Customer deposits
at 31 December 53 8,230 4,052 647

Interest expense on
amounts due to customers
and the Russian
Government

(31,894) (3.450) (284) (40)

Debt securities issued

at 1 January - 957 - -

Debt securities issued

during the year - 33,965 - _

Debt securities repaid
during the year

Other changes 21,126 (21,455) = =

Debt securities issued at

= (4,663) - -

31 December 2IRI2S U - -
Interest expense on debt (29) (566) _ _
securities issued

Other liabilities 45 1,062 — 8
Guarantees issued

and undrawn loan 1,635 149,061 25,139 10
commitments

Fee and commission 743 1.680 2 _
income, net

Dividends - 793 - -
Other operating income 28 37 1 0
Other operating expenses (108) (304) (180) 0
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(in millions of Russian rubles)

Compensation to key management personnel comprises the following:

2010

Salaries and other short-term benefits 946 558
Social security costs 47 50
Total key management compensation 993 608

In addition, until the date determined by the Russian Government, the Bank is servicing the foreign
debt in an agency capacity (Note 8).

33. Capital adequacy

The capital adequacy ratio is one of the most important indicators characterizing the level of risks
accepted by the Bank and, therefore, determining its financial stability. To comply with @ minimum
level of 10% set out in the Memorandum on Financial Policies and fo maintain a high credit rating,
the Bank monitors its capital adequacy ratio on an ongoing basis.

The methods of computing the capital adequacy ratio are elaborated on the basis of reqgulations
issued by the CBR and with regard to the generally acceptable international practices of computing
capital adequacy ratios, and approved by the Supervisory Board of the Bank.

In 2010 and 2009, the Bank complied with capital adequacy ratio requirements.

At 31 December, the Bank’s capital adequacy ratio calculated in accordance with the above meth-
ods was as follows:

Main capital 455,653 424,614
Additional capital 62,184 64,616
Less: deductions from capital (154,247) (157,344)
Total capital 363,590 331,886
Risk-weighted assets 1,805,426 1,738,509
Capital adequacy ratio 20.1% 19.1%

In order to maintain or adjust the capital structure and in accordance with Federal law No. 82-FZ,
"On Bank for Development”, the charter capital of the Bank may be increased pursuant fo a resolu-
tion of the Russian Government on the account of additional monetary contribution of the Russian
Federation or income of Vnesheconombank. Proposals regarding income distribution are drafted by
the Management Board of the Bank and further approved by the Supervisory Board.
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34. Subsequent events

In January-February 2011, PSC Prominvestbank placed its Series A bonds on two Ukrainian
stock exchanges as part of the registered Series A-C issue totaling UAH 1.5 billion (RUB 5,216 bil-
lion at the date of placement). Series B and C bonds were placed from February to the beginning of
April 2011. Series A and C bonds mature in three years and have an annual repurchase offer. Series
B bonds mature in two years.

In February 2011, the Bank placed 5-year Eurobonds for the total amount of CHF 500 million
(RUB 15,824 million at the date of placement).

On 18 February 2011, in addition to 16.32% shares of OJSC NATIONAL TRADE BANK (0JSC
NTB) recognized in the investment securities available for sale, CJSC GLOBEXBANK acquired
34,940,000 ordinary registered non-documentary shares to the amount of RUB 3,145 million and
960,000 privileged registered non-documentary shares of OJSC NTB to the amount of RUB 12
million (83.68% interest in total) . As a result of acquisition, in February 2011, the interest of CJSC
"GLOBEXBANK" in OJSC NTB amounted to 100%. The Group is evaluating the impact of this trans-
action on the consolidated financial statements.

In February 2011, CJSC GLOBEXBANK purchased 1,751,471 treasury exchange-traded bonds
totaling RUB 1,751 million (100%) by public irrevocable offer.

In February 2011, the Supreme Administrative Court of Ukraine started a cassation procedure
based on the claim of the Securities and Stock Market State Commission to the ruling of the Ad-
ministrative Court of Appeal of Kiev dated 1 February 2011 related to the claim of Prominvestbank
against the Securities and Stock Market State Commission to declare invalid and reverse the deci-
sion on cancelling the additional issue of shares placed in 2009.

In March 2011, the Bank acquired 2,000,000 ordinary registered additionally issued shares of
0JSC "VEB-Leasing" to the amount of RUB 5,000 million. As a result of this purchase, the Group's
interest in its subsidiary OJSC "VEB-Leasing" amounted to 98.63%. As of the reporting date, the
placement of the additional issue of shares of OJSC "VEB-Leasing" was not completed.

In March 2011, the Bank placed Series 9 bonds in the amount of RUB 15,000 million on the Mos-
cow Interbank Currency Exchange. The bonds mature in 10 years and are subject to 5-year offer.

In March 2011, the report on issue of shares of the North Caucasus Development Corporation
was officially registered. The founder of the Corporation was Vnesheconombank. The Bank contrib-
uted RUB 500 million to the charter capital of the subsidiary (100% shares). Among the principal ac-
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34. Subsequent events (continued)

tivities of the incorporated subsidiary are supporting investment projects implemented in the North
Caucasus and advising regional authorities.

In April 2011, the Bank additionally contributed RUB 300 million in the charter capital of its
subsidiary LLC VEB Capital.

In April 2011, the Bank redeemed non-convertible interest-bearing documentary bearer bonds,
Series 02, in the amount of USD 1,000 million (RUB 27,896 million at the date of redemption) in
accordance with the terms of issue.

In April 2011, the Bank entered into an agreement with a number of major foreign credit in-
stitutions for the arrangement of a syndicated loan facility in the amount of USD 2,450 million
(RUB 67,900 million at the date of signing the agreement). The loan facility bears a variable interest
rate and matures in 3 years.

In April 2011, the issue of Series 3, 4 and 5 bonds of OJSC "VEB-Leasing" totaling RUB 15,000
million was registered. The bonds mature in 10 years. All the bonds may be redeemed in full:

Series 3 —in 3 years after the date of placement;

Series 4 and 5 —in 5 years after the date of placement.



Representative
Offices

Representative Offices Abroad

Great Britain, London
Representative Office

of Vnesheconombank in the UK
101 St. Martin’s Lane,

London WC2N 4 AZ, UK
Tel:+44 207395 58 41

Fax: +44 20 7240 13 45
E-mail: vebuk@veb.ru

India, New-Delhi

Representative Office

of Vnesheconombank in India, New-Delhi
Plot EP-15, Dr. Jose P. Rizal Marg,
Chanakyapuri, New-Delhi-110021, India
Tel:+91 112412 12 82

Fax:+91 1124121577

E-mail: vebindia@veb.ru

REPRESENTATIVE
OFFICES

Addresses and Telephones

India, Mumbai
Representative Office

of Vnesheconombank in India, Mumbai
World Trade Center, Cuffee Parade, Colaba,

Mumbai 400005, India
Tel:+91 222218 27 05
Fax:+ 9122 2218 58 45
E-mail: vebmumbai@veb.ru

[taly, Milan
Representative Office
of Vnesheconombank in Italy

8, Piazzale Principessa Clofilde,

Milano, 20121, Italy
Tel: +39 02 65 36 25
Fax: +39 02 655 16 97
E-mail: vebitaly@veb.ru
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China, Beijing

Representative Office

of Vnesheconombank in China
20A, CITIC Building, 19,
Jianguomenwai daiie,

Beijing, 100004, China

Tel: +86 106592 89 05

Fax: +86 10 6592 89 04
E-mail: vebchina@veb.ru

USA, New York

Representative Office

of Vnesheconombank in the USA
777 Third Avenue, Suite 29B,
NY 10017, New York, USA
Tel:+1212 421 86 60
Fax:+1212 346 77 80

E-mail: vebusa@veb.ru

Germany, Frankfurt-am-Main
Representative Office

of Vnesheconombank in Germany
Taunusanlage 1, 60329,
Frankfurt, Germany

Tel:+49 69 2722197 00

Fax: +49 69 272 21 97 29

E-mail: vebgermany@veb.ru

REPRESENTATIVE
OFFICES

France, Paris

Representative Office

of Vnesheconombank in France
24, Rue Tronchet,

75008 Paris, France

Tel: +33 14007 1976

Fax: +33 140 07 07 18

E-mail: vebfrance@veb.ru

RSA, Johannesburg

Representative Office

of Vnesheconombank in South Africa
2024, 2nd fl., Chelsea Place,

138 West Street, Sandton,
Johannesburg, RSA

Tel. +27 11 783 34 25

Fax: +27 11 784 46 88

E-mail: vebsar@veb.ru

Swiss Confederation, Zurich
(openedin 2011)

Representative Office

of Vnesheconombank in Switzerland
31A, Drekonigstrasse, 8002,

Zurich, Switzerland

Tel: +41 044 208 38 06

Fax: +41 044 208 35 00
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Representative Offices
in the Russian Federation

Representative Office

of Vnesheconombank in St. Petersburg
Area of Responsibility —

Northwestern Federal District
Shpalernaya Street 60,

St. Petersburg, 191015

Tel: +7 (812) 331 51 01

Fax: +7 (812) 3315102

E-mail: reprf@veb.ru

Representative Office

of Vnesheconombank in Khabarovsk
Area of Responsibility —

Far Eastern Federal District

Kim Yu Chen Street 7, letter B,
Khabarovsk, 680000

Tel: +7 (4212) 42 05 30, 42 05 31
Fax:+7 (4212) 42 05 33

E-mail: reprf@veb.ru

Representative Office

of Vnesheconombank in Yekaterinburg
Area of Responsibility —

Ural Federal District

Karl Libknecht Street 4, letter A,
Yekaterinburg, 620075

Tel./Fax: +7 (343) 359 04 36

E-mail: reprf@veb.ru

REPRESENTATIVE
OFFICES

Representative Office

of Vnesheconombank in Pyatigorsk
Area of Responsibility —

North Caucasian Federal District
Krayniy Street 49,

Pyatigorsk, 357500

Tel: +7 (928) 493 16 60

E-mail: reprf@veb.ru

Representative Office

of Vnesheconombank in Krasnoyarsk
(openedin 2011)

Area of Responsibility —

Siberian Federal District

Vesna Street 3 “A”,

Krasnoyarsk, 660135

Tel,/Fax: +7 (391) 276 16 70

E-mail: reprf@veb.ru
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