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OIL PRICE SCENARIOS IN 2015

=  We show our 2015E base case, which assumes that the Brent oil price averages $60/bl in 2015

= The table also indicates how the base case would change in each of the scenarios listed to the left (higher oil
prices) and right (lower oil prices)

Brent oil, $/bl 100 90 80 70 60 Base case 50 40 30
Real GDP growth 10% -04% | -1.7% -31% -4.3% S58% 72% | -8.7%
RUB/$1, annual avg 451 474 50.2 532 56.4 591 723 87.2
Inflation, annual avg 98% 104% | 112% 121% 12.6% 120% 13.0% | 135%
Current account, $bn 83 75 68 60 53 46 70 85
% of GDP 47% 45% | 43% 4.1% 3.8% 36% 67% | 99%
Extenal debt, Sbn 550 542 534 526 519 513 492 475
% of GDP 31% 32% 34% 36% 38% 40% 47% 55%
FX reserves, Sbn 365 360 355 350 345 340 330 320
Months of imports cover 15 15 16 17 18 19 22 26
Budget, % of GDP * 11% 05% | -0.7% -1.8% -3.2%* 45% 52% | 6.6%
GDP, RUB tm 800 793 789 784 778 76.1 75.7 748
GDP, $bn 1,775 1673 | 1572 1473 1,379 1288 1047 | 857

Note: These esbmates imply no changa in budget spending. In practice, we assume that the government cuts spending and the budget defict would be capped by

around 2% of GDP in any low ol price scenano
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ECONOMIC GROWTH

= Consumer demand is expected to fall by 4%, investment demand — by 16%

» Cuts in stocks might shave off no more than 2 % from Russian GDP growth this year, which compares with
nearly 7 % in 2009.

Private consumption mmmm Government consumption mmm GFCF Exports Imports == Inventories ===GDP growth
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LABOUR FORCE

= Labour market conditions remain supportive for domestic demand. However, the record-low unemployment
figures are attributed to demographic factors

= Any huge pick-up in the unemployment rate from historically low levels is unlikely due to labour force

dynamics —we pencil in its increase only to 6.5%in 2015
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Renaissance
ROUBLE AND DOLLARISATION

= The 2008-2009 shock saw the level of dollarization rise from 15% to 20%. We suspect that this latest rouble
crash, will, as in 2008-2009, push that level of dollarization higher again — perhaps up to the 25-30% level

= The underlying “fair value” for the rouble becomes weaker as there is a semi-permanent lower bid for the
currency, due to this rise in demand for dollars.

Dollarisation of the Russian economy, %
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INFLATION

= We see annual average consumer price inflation (CPI) hitting 12.6% at $60/bl

= Price growth is expected to accelerate from 11.4% as of 1 January 2015 to 14.8% in March/April, boosted by
the preceding rouble weakness. Next, it is likely to cool to around 10% by year-end as supply-side factors
supporting price growth fade and the widening output gap takes its toll over price growth

= We see significant upside risks to our inflation forecasts, attributed to the possible heavy spike in inflation
expectations resulting from unprecedented rouble volatility in December 2014

CPI and its components, % YoY
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BALANCE OF PAYMENTS

= C/A stays positive at any oil price, being an important source of FX inflows

= When the oil price falls, the rouble weakens and domestic consumer and investment demand contracts noticeably, thus taming
imports growth and preventing a significant drop in the C/A surplus

= The C/A surplus amounts to 3.8% of GDP if the oil price averages $60/bl ($56.7bn, or 3.9% of GDP, in FY14)

= If the oil price improves, the C/A surplus also looks stronger, reaching $67.9bn (4.3% of GDP) and $60.3bn (4.1% of GDP) with oil
averaging $80/bl and $70/bl, respectively. If the oil price goes to $50/bl, the C/A surplus declines to $45.8bn (3.6% of GDP)
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Renaissance

EXTERNAL DEBT

= We estimate Russian banks and companies have to pay off $77bn of external debt in 2015
= Official statistics tells $128bn, but we maintain our view that these numbers could be overstated by at least 40%.

= They include low-risk transactions within multinationals or between parent companies and subsidiaries, and
Russian financing done through offshore vehicles and trade loans to China which should not be repaid due to
sanctions
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Renaissance

BANKING SECTOR

= In contrast with 2008, banks are enjoying positive net foreign assets

Foreign liabilities, $bn  mmm Foreign assets, $bn  ——Net foreign assets, $bn (RHS)
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EXTERNAL DEBT AND Renaissance
INTERNATIONAL RESERVES o

mmm Government mmm \\lonetary authorities = Banks Corporate sector —&—Reserves
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CENTRAL BANK POLICY

= Current monetary policy stance is even tighter that in 2008 — 2009
= We expect the CBR to cut the key rate to 10% as of the end of 2015

= We think that the CBR will stay cautious and would not make a huge one-day move in the key rate, but would
likely follow a gradual easing path through the year
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DISCLAIMER o

This Communication is for information purposes only. The Communication does not form a fiduciary relationship or constitute advice and is not and should not be construed
as a recommendation or an offer or a solicitation of an offer of securities or related financial instruments, or an invitation or inducement to engage in investment activity, and
cannot be relied upon as a representation that any particular transaction necessarily could have been or can be effected at the stated price. The Communication is not an
advertisement of securities nor independent investment research, and has not been prepared in accordance with legal requirements designed to promote the independence
of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. Opinions expressed therein may differ or be
contrary to opinions expressed by other business areas or groups of Renaissance Capital as a result of using different assumptions and criteria. All such information is
subject to change without notice, and neither Renaissance Capital nor any of its subsidiaries or affiliates is under any obligation to update or keep current the information
contained in the Communication or in any other medium.

Descriptions of any company or issuer or their securities or the markets or developments mentioned in the Communication are not intended to be complete. The
Communication should not be regarded by recipients as a substitute for the exercise of their own judgment as the Communication has no regard to the specific investment
objectives, financial situation or particular needs of any specific recipient. The material (whether or not it states any opinions) is for general information purposes only and
does not take into account your personal circumstances or objectives and nothing in this material is or should be considered to be financial, investment or other advice on
which reliance should be placed. Any reliance you place on such information is therefore strictly at your own risk. The application of taxation laws depends on an investor’s
individual circumstances and, accordingly, each investor should seek independent professional advice on taxation implications before making any investment decision. The
Communication has been compiled or arrived at based on information obtained from sources believed to be reliable and in good faith. Such information has not been
independently verified, is provided on an ‘as is’ basis and no representation or warranty, either expressed or implied, is provided in relation to the accuracy, completeness,
reliability, merchantability or fithess for a particular purpose of such information, except with respect to information concerning Renaissance Capital, its subsidiaries and
affiliates. All statements of opinion and all projections, forecasts, or statements relating to expectations regarding future events or the possible future performance of
investments represent Renaissance Capital’s own assessment and interpretation of information available to them currently. Any information relating to past performance of
an investment does not necessarily guarantee future performance.

The Communication is not intended for distribution to the public and may be confidential. It may not be reproduced, redistributed or published, in whole or in part, for any
purpose without the written permission of Renaissance Capital, and neither Renaissance Capital nor any of its affiliates accepts any liability whatsoever for the actions of
third parties in this respect. The information may not be used to create any financial instruments or products or any indices. Neither Renaissance Capital and its affiliates, nor
their directors, representatives, or employees accept any liability for any direct or consequential loss or damage arising out of the use of all or any part of the
Communication.

2015
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ECONOMIC GROWTH

= |n 2013, the major drag on economic performance in Russia came from the inventory cycle. This primarily
resulted from businesses adjusting inventories to the more-moderate pace of growth anticipated in the
medium term

= This GDP-busting factor ended in 2014

Private consumption mmmm Government consumption s GFCF Exports Imports == Inventories ====GDP growth
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ECONOMIC GROWTH

In addition to the macro picture, certain microeconomic indicators support our view

For instance, according to our estimates, in leading companies of the metals and mining industry, inventories
and, in general, working capital amounts reduced noticeably through 2013, probably bottoming out

Metals and mining companies’ working capital, $min

Renaissance

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013E
MMK
Working capital 808 671 968 1222 666 869 1,056 1,199 1,109 372
incl. inventories 455 568 688 963 996 958 1236 1776 1674 102
Severstal
Working capital 1,344 1,109 2,482 3,226 4,677 3,064 2,477 1,068 2,315 2,219
incl. inventories 1,024 993 224 2,537 4,272 2,974 2,369 2,519 2,353 2,185
Inventories in wholesale trade, consumer oriented
Growth, Yoy .
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ECONOMIC GROWTH

= |nventories in wholesale trade, business-oriented

Gasoline (oct. number95), tons
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ECONOMIC GROWTH

= Industry-wise, growth drivers in 3Q14 were dominated by finance and agriculture

= Though growth environment stayed quite fragile

= Manufacturing
Construction

—Real GDP, % YoY
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ECONOMIC GROWTH

» [ndustrial production growth in 2014 surprised market on the upside to some extent
= Growth was driven by manufacturing, though utilities performance remained quite weak

Industrial production growth, % YoY Industrial production components growth, % YoY
—Industrial production index Mining =———Manufacturing - Ultilities
15 15 -
10 10
5
0 5
5 0
-10
-5
-15
20 L -10
2007 2008 2009 2010 2011 2012 2013 2014 2011 2012 2013 2014

Source: Rosstat Source: Rosstat
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CAPITAL EXPENDITURE

Weak investment demand remains a significant drag on economic growth (capital expenditure is expected to
drop by 3.8% in 2014)

Elevated financial markets volatility, very difficult credit conditions and increased business uncertainty and
due to Ukraine tensions put o drag of Russian domestic capex dynamics

We expect that capital expenditure might fall by 16% in 2015, becoming the main negative drag on growth

Fixed investments growth in certain industries, % YoY
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Renaissance

CAPITAL EXPENDITURE

» |n 2013 the stagnation in fixed investment growth was attributable to investment cuts in government and
infrastructure sectors. The latter weighed heavily on still fairly robust private sector investment growth

= The cuts in businesses’ capital expenditure in 2014 are primarily the result of elevated geopolitical uncertainty
and increased cost of borrowing for Russian companies domestically and worldwide

Contribution to YoY investments growth, %
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Renaissance
CAPITAL EXPENDITURE

= Individual housing investment will probably maintain its robust expansion, supported by mortgage market
developments

= Households’ mortgage indebtedness remains one of the lowest among the EM peers, at around 4% of GDP as
of the end of 2013

= Afurther increase s likely in the mid-term due to lowering interest rates and lengthening maturities in the
economy, resulting primarily from the current CBR prime task of shifting to an inflation-targeting regime

Mortgages dynamics
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Renaissance
CONSUMER DEMAND

= Growth of consumption is still fairly robust, supported by tight labour market conditions

» |n addition, in 4Q14 consumption was supported by consumers’ will to purchase durable goods before its
prices were influenced by a weaker currency, which probably acted like a short-term trigger

= Still due in lower nominal wages growth and higher inflation environment consumer demand is likely to drop
by 3.9% in 2015

Consumer demand indicators

Real wages —Retail sales

% YoY

2007 2008 2009 2010 2011 2012 2013 2014

Source: Rosstat
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Renaissance
CONSUMER DEMAND

= Fairly robust wage growth was primarily driven by the public sector. The dynamics of public and private
sector wages diverged significantly

= However, public wage growth is expected to slow down to 5% in 2015

Growth of private and public sector wages, % YoY

—Public sector wages = ——Private sector wages

2007 2008 2009 2010 2011 2012 2013 2014

Source: Rosstat, Renaissance Capital estimates
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CONSUMER DEMAND

= Consumer confidence remains rather strong

Renaissance
Capital

= This is partly attributed to an improved assessment of the current political situation in Russia and, hence, the
ability of Russian top officials to provide the necessary support to the economy and population This belief
offsets the negative news flow coming from events in Ukraine, in our view

» This evidence is probably captured by the record-high poll ratings of Russia’s President Vladimir Putin
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OUTPUT G ROWTH A N D Renaissance
RESOURCES

= Long-term factor for the slowdown of economic growth — stabilization of labour resources starting from 2008

= Medium-term factor — weak investment activity in 2013, primarily attributable to cuts in government-related
capital expenditure

e=|nvestments  ==s==Real GDP Labor productivity Labor force (RHS)

27 index 2002=100 1,055
- 1,050

215 ﬁ ’
- 1,045
23 - 1,040
2,1 - 1,035

-1
19 ,030
- 1,025
17 - 1,020
15 / - 1,015
' - 1,010

1,3 :
- 1,005

1.1 A :
v/ - 1,000
K
0,9 0,995
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Source: Rosstat, Renaissance Capital estimates

The emerging markets investment firm 24



Renaissance

INFLATION o
= Main CPI factors

» Demand-side pressure (output gap)

» Inflation expectations

» Pass-through effect from exchange rate weakness

» Supply-side shocks (in particular, Russian food embargo)
» Regulated prices and tariffs
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Renaissance

INFLATION

= We see annual average consumer price inflation (CPI) hitting 12.6% at $60/bl

= Price growth is expected to accelerate from 11.4% as of 1 January 2015 to 14.8% in March/April, boosted by
the preceding rouble weakness. Next, it is likely to cool to around 10% by year-end as supply-side factors
supporting price growth fade and the widening output gap takes its toll over price growth

= We see significant upside risks to our inflation forecasts, attributed to the possible heavy spike in inflation
expectations resulting from unprecedented rouble volatility in December 2014

CPI and its components, % YoY
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Renaissance

INFLATION

Response of headline inflation to exchange rate shock

= According to our estimates, the 020 -
exchange rate elasticity of

headline inflation is about 12% 015 ¢

0,10 |

= The recent evidence does fully 005 -

in line with our estimates of
approximately 3 months’ time
needed for prices adjustment to 0,05
exchange rate shocks

0,00

0,10 -

= But the reaction might to huge
exchange rate movements
might be less muted
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Renaissance

INFLATION

= According to various filtering techniques, the output gap remains negative, thus indicating the absence of
significant demand-side inflationary pressure

= Still “potential growth” is usually overestimate when counties are doing well and underestimated when
growth weakens, i.e. last points output gap estimates are generally subject to huge revisions

Output gap estimates, %

0 Univariate Hodrick-Prescott filter = \[ultivariate Hodrick-Prescott filter
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INFLATION

Renaissance

= The main source of inflation acceleration in 1H14 was pass-through effect from weaker currency
= Still the exchange rate pass-through has weakened significantly during recent years (from an estimated

25-30% prior to 2009 to 10-12% currently)
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Renaissance

INFLATION o

» Food embargo is likely to contribute to Russian CPI around 1.3% in the mid-term.

Core inflation indicators, YoY

=== (fficial core inflation = === Estimated core core inflation
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Monetary policy In Russia



M O N ETA RY P O I_ I CY IC{enjctislsance
FRAMEWORK o

= Goals of monetary policy

» Reducing inflation (5.0% in 2014, 4.5% in 2015 and 4.0% in the
mid-term)
» Smoothing exchange rate fluctuations

= Medium-term monetary policy principles

» Introducing inflation-targeting regime by 2015

» Developing monetary policy framework to take better control
over interest rates in the economy

» Switching to floating exchange rate by 2015
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INTEREST RATE POLICY Renaissance
FRAMEWORK o

= The CBR interest rate policy system is based on a unified policy rate (the key
rate) and the interest rate corridor

= The key rate as the main element of the interest rate corridor
» Unified interest rate on one-week liquidity provision and absorption open market operations (currently 17.0%)

= The borders of the interest rates corridor

» One-day liquidity provision and absorption standing facilities (currently 18.0% and 16.0%) symmetric relative to the
key rate

= Additional instruments
» Auctions for the provision of 3m loans, secured by non-market assets, with floating interest rate linked to the CBR
key rate (aimed at the decrease in market collateral held by the CBR, thereby improving the efficiency of the
interbank market)
» Fine-tuning operations from one to six days

= The refinancing rate will have a minor role until it is set equal to the key rate, by 1 Jan 2016

The emerging markets investment firm 33



INTEREST RATE POLICY

The CBR hiked the key rate from 11.5% to 17% on 15 December 2014, trying to tame rouble weakness and ancor
inflation expectations

Renaissance

Purpose Type of instrument Instrument Term Rate since 03.02.14 |Rate since 12.12.14 |Rate since 16.12.14
Liguidity provision Standing facilities Overnight loans;
(fixed interest rates) | FX swaps (rouble
leg); 1 day 6.50 11.50 18.00
Lombard loans;
REPO
Loans secured by 1 day 6.50 11.50 18.00
gold? from 2 to 549 days? 7.00 12.00 18.50
Loans secured by 1 day 6.50 11.50 18.00
non-marketable
assets or from 2 to 549 days? 7.25 12.25 18.75
guarantees?!
Open market Loans secured b
operaﬁons (minimum non-marketabley 3 months, 18 5.75 10.75 17.25
. months#5
rates) assets, auctions?
Lombard credit 36 months 10.75 17.25
auctions®
REPO auctions from 1 to 6 days®, 1
week 5.50 10.50 17.00
Liquidity absorption Oé);;r ;r;iz:]kset Deposit auctions from 1 to 6 dayss”, 1 (Key rate) (key rate) (key rate)
(maximum rates) week
_Stant_jlng facilities | Deposit operations 1 day, call 450 950 16.00
(fixed interest rates)
Memo item:
Refinancing rate 8.25 8.25 8.25

3 Floating interest rate linked to the CBR key rate

The emerging markets investment firm
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Renaissance

INTEREST RATE CORRIDOR

= Current monetary policy stance is even tighter that in 2008 — 2009
= We expect the CBR to cut the key rate to 10% as of the end of 2015

= We think that the CBR will stay cautious and would not make a huge one-day move in the key rate, taking it to
the previous level, but would likely follow a gradual easing path through the year

2%% - The CBR refinancing rate
= The CBR stand-by REPO rate
20% r - = = The CBR stand-by deposit rate
l‘ e The CBR minimum REPO rate
0 L
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Renaissance

INTEREST RATES

= After the recent hikes, monetary policy conditions would be extremely difficult

10

Real interest rates, %

Credits to non-financial sector (up to 1Y) == Credits to non-financial sector (more than 1Y)
= Household deposits (up to 1Y, excl. call deposits) Household deposits (more than 1Y)
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Source: CBR, Renaissance Capital estimates
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EXCHANGE RATE POLICY Renaissance
FRAMEWORK

= The CBR moved to a floating exchange rate regime in November
2014

= However, the CBR, in theory, stays on FX market

» To contain exchange rate volatility imposing financial stability risks

= The authorities are becoming very cautions on reserve spending
> After selling $124bn during 2014

= Dual-currency basket (0.55 USD, 0.45 EUR) as the operational
Indicator of exchange rate policy
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PREVIOUS EXCHANGE RATE Renaissance
POLICY MECHANISM o

= Floating operational band

» Boundaries are automatically shifted by 0.05 RUB upwards (downwards) when the cumulative
volume of FX purchases (sales) exceeds the threshold amount (currently — $350min)

» In addition to interventions aimed at smoothing exchange rate fluctuations, the CBR may
conduct interventions related to accumulation or expenditure of the Reserve Fund

= On 18 August 2014 the CBR announced further steps aimed at
the increase of exchange rate flexibility

» Widened the floating band from 7 to 9 roubles

» Decreased the amount of cumulative intervention threshold, which lead to the shift of the
floating band by 5 kopecks, from $1.0bn to $0.35bn (this parameter was hiked on March, 3rd
from $0.35bn to $1.5bn as an emergency measure in response to financial market turmoil).

» Abandoned “planned” interventions within the floating band
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PREVIOUS EXCHANGE RATE
POLICY MECHANISM

= In October 2013 the CBR disclosed the parameters of the FX policy mechanism in details

Figure 3, The parameters of the Bank of Russia FX policy mechanism
(as of the 7 October 2013)

The volume of interventions, The volume of operations,
aimed at smoothing the volatility related to the
of the rouble exchange rate®, accumulation
m illion USD per day (expenditure} of the
sovereign funds®, million
USD per day
The width  Upper boundary of
39 30RUB the corridor
0.95RUB 200
1 RUB -200
i o e T = Determined on the basis of
techaical” range _ 0.1 RUB - the amounts of the Federal
e . N +  TreasurvFX purchases
neutral” range 3RUB - (zalz=) with the Bank of
Russia®*
1 RUE 200
0.95RUB 400
32.30EUB Lower boundary of

tha corridor

* g+u — the Bank of Russia FX purchazes, «—» — the Bank of Fussia FX zales

** The welume of these operations does not dzpend on the location of the dual-currency basket
value inside the floating operational band with the exception of the “technical” range, inside
which the Bank of Rusza does net implement FX operations.
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RUB EXCHANGE RATE AND Renaissance
CBR INTERVENTIONS

—Dual-currency basket

8oy +$350min /

$0min

-$350min

31 =
Jan-13 Mar-13 May-13 Jul-13 Sep-13 Nov-13 Jan-14 Mar-14 May-14 Jul-14 Sep-14 Nov-14

Source: CBR, Bloomberg, Renaissance Capital estimates

** “+” means FX sales by the CBR, “-“ means FX purchases by the CBR
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RUB EXCHANGE RATE AND Renaissance
CBR INTERVENTIONS

= The CBR FX interventions (RHS) Dual-currency basket — Floating band
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External balances and rouble



Renaissance

EXCHANGE RATE o
= Main rouble exchange rate drivers

» OIl prices and current account surpluses

» Capital flows

» Redemption of FX corporate and banking sector debt
» Households’ savings structure

The emerging markets investment firm 43



Renaissance
Capital

RUB DYNAMICS

= Ruble exchange rate moved far away from its peers in 2014, hit by weaker oil prices and debt redemptions

Normalized As Of 12/31/2012 : : : :

M USDRUB BGN Curncy 192.6889 : § s}

M USDTRY Curncy 130.5697 : : : :

W USDZAR Curncy Y {1 it TR WORPRBURL:. S S ‘- %
M USDBRL Curncy 129.5379 : : : : :

M USDINR Curncy 114.9015 : : : : b 180

2013 | 2014 | 2
USORUS Curncy (Russian Ruble SPOT (TOM)) chart £ 0aily 3106C2012-2358820%4 Copyrights 2014 Bloomberg Finance L. 31-06¢-2014 13:14:13
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Renaissance

RUB DRIVERS

= C/A stays positive at any oil price, being an important source of FX inflows

= When the oil price falls, the rouble weakens and domestic consumer and investment demand contracts noticeably, thus taming
imports growth and preventing a significant drop in the C/A surplus

= The C/A surplus amounts to 3.8% of GDP if the oil price averages $60/bl ($56.7bn, or 3.9% of GDP, in FY14)

= If the oil price improves, the C/A surplus also looks stronger, reaching $67.9bn (4.3% of GDP) and $60.3bn (4.1% of GDP) with oil
averaging $80/bl and $70/bl, respectively. If the oil price goes to $50/bl, the C/A surplus declines to $45.8bn (3.6% of GDP)

mmm Current account mmm Capital account Financial account
mmm Net errors and omissions —=—Change in FX reserves —e—Qil (RHS)
200 - - 120
150
100
100
80
50
S50 60 S
-50
40
-100
-150 20
-200 - -0

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
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Renaissance

RUB DRIVERS

The traditional link between Russian current account and capital flight broke down in 2013

Businesses capital outflows did ease in 2013 (by $18bn), which was in line with the decline in the goods trade
balance ($15bn), but not the drop in the whole current account ($39bn).

Banks made a swing from bringing $10bn into Russia in 2012 to moving $6bn out of Russia in 2013. Broadly
speaking, the reason is that in 2013 banks still had funds but also had fewer opportunities to place them
domestically amid softer economic activity.

m Assets: Banks = Liabilities: Banks
m Assets: Non-Financial Sector | Liabilities: Non-Financial Sector
Assets: Other components of Financial Account | Liabilities: Other components of Financial Account
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Net capital outflow from Russia, $bn

. Sector IM14 | 3Q14 2Q14 1Q14 2013 2012

A Businesses® 56,3 26,1 10,4 19,8 40,2 62

| Banks (adjusted for FX ) _
1 swaps with CBR) 83 | 281 21 343 | 73 97

| Grey capital flight 13 77 23 16 19 104
1 Total 776 | 57 102 617 | 594 627

- I * partly attributes to individuals

T T T T T T T T YT YT YT YTIYTT YT YT v v

Source: CBR
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RUB DRIVERS

= Foreign assets and liabilities of the banking sector ($bn)

C—Net foreign assets (RHS)

310

= Foreign assets, $bn

== Foreign liabilities, $bn

——Foreign assets + FX current accounts in CBR, $bn
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Renaissance

RUB DRIVERS

= We estimate Russian banks and companies have to pay off $72bn of external debt in 2015
= Official statistics tells $120bn, but we maintain our view that these numbers could be overstated by at least 40%.

= They include low-risk transactions within multinationals or between parent companies and subsidiaries, and
Russian financing done through offshore vehicles and trade loans to China which should not be repaid due to

sanctions

35
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20

$bn

15

10
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RUB DRIVERS o

= |n contrast to the devaluation of 2008-2009, under the managed floating exchange rate regime there was no
significant pressure on the FX market from households

Household deposit structure

@ Term rouble deposits O Call rouble deposits B FX deposits revaluation @ FX deposits (adjusted for FX revaluation)
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RUB DRIVERS

= In contrast to the devaluation of 2008-2009, under the managed floating exchange rate regime generally there
was no significant pressure on the FX market from households — until recently

Household FX cash purchases

C=3FX cash net purchases by individuals —Dual-currency basket (avg. in a month, RHS)
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RUB DRIVERS

= The 2008-2009 shock saw the level of dollarization rise from 15% to 20%. We suspect that this latest rouble
crash, will, as in 2008-2009, push that level of dollarization higher again — perhaps up to the 25-30% level

= The underlying “fair value” for the rouble becomes weaker as there is a semi-permanent lower bid for the
currency, due to this rise in demand for dollars.

Dollarisation of the Russian economy, %
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Banking sector
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Renaissance

LENDING GROWTH

= Lending growth is gradually slowing

Banking sector credit growth, % YoY

e (Credit to corporates ====Credit to households ====Total credit
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Renaissance

BANKING SECTOR LIQUIDITY

Traditionally the banking sector used to operate in a surplus of liquidity
» Before the 2008 crisis this was mainly due to FX purchases by the CBR

» 1In 2009-2010, the CBR’s FX interventions and large budget deficit financing with resources
from the Reserve Fund boosted banking sector liquidity

Since September 2011 the system switched to what is perceived to be a
structural liquidity shortage
» The amount of the CBR’s FX purchases decreased with the greater flexibility of the rouble

» Cash in circulation continued to increase steadily, in line with nominal GDP growth trends,
withdrawing liquidity from the banking sector

The scale of the structural liquidity shortage will possibly increase in the
medium term

The CBR’s set of refinancing instruments is ready to meet growing demand for
liquidity, although money market conditions are expected to stay tight due to
market limitations
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BANKING SECTOR LIQUIDITY "

= Factors affecting banking sector liquidity*
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BANKING SECTOR LIQUIDITY

= Factors affecting banking sector liquidity

= Budget * mmm Cash in circulation
mmm CBR FX interventions Obligatory reserves
mmm OFZ and Treasury Deposits mm CBR refinancing operations

=¢=Current accounts and deposits of banks in the CBR (RHS) =e=The amount of refinancing outstanding (RHS)
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BANKING SECTOR LIQUIDITY

= The CBR stays the net provider of liquidity

Net banking sector liquidity, RUB bn

Banks current accounts, deposits and OBR holdings with CBR

mmm Banks liabilities to CBR

—Net banking system liquidity
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The amount of the CBR refinancing operations, RUB bn
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Non-market assets (312-P) ® Lombard loans
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BANKING SECTOR
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The structure of banking sector liabilities remains broadly stable, with a growing share of CBR funding
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BANKING SECTOR o

= The balance of the banking sector

m Real sector B Households
m FX deposits m Non-residents
Government m Central Bank
I Financial organisations = Shares, capital of the credit organizations
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ECONOMIC GROWTH o

= In 2014 GDP growth slid further below potential (0.6%)

= In 2015, Russia is facing a new and challenging environment given the drop in oil
prices and Western sanctions

= With oil at $60/bl, we expect Russian GDP growth to fall by 4.3%

» With low oil revenues, external deleveraging, very tight domestic credit conditions, and elevated business
uncertainty, domestic demand is likely to drop while we do not expect to see significant government and
central bank policy support for growth

» Low unemployment, a lower level of de-stocking and gains from a weaker currency limit the downside

= Growth estimates depend heavily on oil price dynamics

> If oil prices go to $70/bl or $80/bl, Russian GDP growth could contract less sharply, by 3.1% or 1.7%,
respectively.

» Looking at the more severe scenarios, we see growth turning more negative, with growth of -5.8% at $50/bl
oil and -7.2% at $40/bl

= What else could make the picture look different?
» On the downside, the risks include a further escalation of political tension regarding Ukraine

» On the upside, the risks include higher gains from import substitution and some government support,
including infrastructure projects financed from sovereign funds

Sources used in this report: Rosstat, CBR, MinFin, MinEco, IMF, World Bank, Bloomberg, CEIC, EPFR, Renaissance Capital
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