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ALEXEY KHAVIN
CHAIRMAN'’S WELCOMING
ADDRESS

OUR BANK CLOSED YEAR 2015 WITH
RECORD-BREAKING PROFITS AND

AN UNPRECEDENTED INCREASE IN EQUITY
AND ASSETS.
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NCC'’s assets during 2007-2015 have
increased nearly by a factor of 100 —
from 16,9 to 1470 bln RUB, the capital
in its turn has gone up more than

by a factor of 75 — from 716 mIn up to
54,1bln RUB.

Ladies and Gentlemen,

| am genuinely glad to inform you about the National
Clearing Center achievements in 2015.

Last year was very special for us. We have reached

yet another milestone — 10 anniversary of the

National Clearing Center, which we are going

to celebrate in 2016. This is why we would like

our performance this year to herald a new stage

in the Company’s development and mark the round
anniversary. | believe we managed it.

Our Bank closed year 2015 with record-breaking
profits and an unprecedented increase in equity
and assets. Looking back at the dynamics

of the Bank’s key financial indicators of the last
decade it becomes clear that NCC’s assets during
2007-2015 have increased nearly by a factor

of 100, i. e. from 16,9 to 1470 bln RUB; the capital
in its turn has gone up more than by a factor of 75,

from 716 min up to 54,1 bin RUB.

NCC'’s equity has demonstrated quite impressive
growth. It has yet strengthened the Bank’s position
as one of the highly capitalized CCPs in the world
as well as its ability to resist external threats

and market stress. 2015 was no exception

in terms of adverse market conditions. International
anti-Russian sanctions in financial sector persist-
ed and domestic market did not manage to avoid
turbulence. In particular, last year we witnessed

a number of large financial organizations’ defaults,
while a number of defaulters used to be active
exchange market players.

However, the events mentioned above did not
affect NCC’s financial stability. Risk management
system modernization and bringing risk manage-
ment in line with European standards contributed
to the successful discharge of our obligations.

It is worth mentioning that in 2015 we implemented

a new CCP safeguard structure (also called
‘the risk waterfall’).

The logic of our life proves that NCC high perfor-
mance, however it cheered us up, nevertheless obli-
ges the Bank at least to sustain momentum,

to say nothing about gaining the pace.

We envision our strategic goals and understand
the tasks we will be solving during the anniversary
year to further develop clearing services

and manage risks in view of the stringent and ever-
increasing requirements of the Bank of Russia
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and international regulators. We are sure that
mutual understanding and fruitful cooperation with
our colleagues, as usual, will be the most important
driver for NCC to secure Russian financial market
stability.

| wish you every success in implementing your

MAJOR PERFORMANCE RESULTS 2015

plans and responding to the challenges, | am sure,
our companies will face in the future.

Sincerely yours,
Chairman of the Board
Alexey Khavin
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1.
GENERAL INFORMATION

IN 2015, THE BANK WAS ACCREDITED BY
THE BANK OF RUSSIA TO PERFORM FUNCTIONS OF A
COMMODITY DELIVERY OPERATOR.







First qualifying Central
Counterparty on the
Russian financial market,
since 2013.

HISTORY

Bank National Clearing Centre (Joint-Stock Com-

pany) (hereinafter the “Bank”, NCC) was founded
in 2005 pursuant to the resolution of the General

Meeting of Founders with the names “Joint-Stock

Commercial Bank “National Clearing Centre”

(Closed Joint-Stock Company)” and “CJSC JSCB
National Clearing Centre”, and registered in the
Interdistrict Federal Tax Service Office No. 50 for
the City of Moscow on 30 May 2006 (Legal entity
state registration certificate series 77 No. 010075586
dated 30 May 2006, Primary State Registration
Number — 1067711004481).

On 30 May 2006, the Bank of Russia issued to the

Bank the certificate of state registration of the credit

institution No. 3466, and on 16 August 2006 — the
license for banking operations in roubles and for-
eign currencies No. 3466 (without the right to raise
private deposits).

In 2014, the Bank has been reorganized in form
of affiliation to it of the Non-Banking Credit Orga-
nization “RTS Clearing House” (closed joint-stock
company) and the closed joint-stock company

RTS Clearing Centre. The Bank is a legal successor
to the above legal entities, and it has assumed all
of their rights and obligations, including the obliga-
tions disputed by the parties.

Pursuant to the resolution of the Bank’s sole share-
holder, the Bank’s names were brought in conformity
with the current legislation and now read as follows:
Bank National Clearing Centre (Joint-Stock Compa-
ny), and in short — NCC Bank (JSC).

Due to the performed change of the Bank’s name,
on 17 March 2015, the Bank has renewed its license
for banking operations in roubles and foreign cur-
rencies (without the right to raise private deposits)
No. 3466, and the license for raising and placement
of deposits in precious metals.

Pursuant to the Federal Law “On clearing and
clearing activities” and in order to carry out clearing
activities in accordance with the said Law, the Bank
maintains the license for performance of clearing
activities dated 18 December 2012.

The Bank also holds the license for development, pro-

duction and distribution of encryption (cryptographic)
means, information systems and telecommunication
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systems protected using encryption (cryptograph-
ic) means, performance of works and provision

of services in the field of data encryption, technical
maintenance of encryption (cryptographic) means,
information systems and telecommunication systems
protected using encryption (cryptographic) means
(except where technical maintenance of encryption
(cryptographic) means is conducted for own needs
of the legal entity or private entrepreneur).

In 2015, the Bank was accredited by the Bank of
Russia to perform functions of a commodity delivery

MAJOR PERFORMANCE RESULTS 2015

Bank (JSC), located at: Vozdvizhenka ul. 4 / 7 Bldg. 1,
Moscow, was closed.

MANAGEMENT BODIES

According to the Articles, the Bank’s management
bodies are as follows:

General Shareholders Meeting is a supreme manage-

operator.

OFFICES

Main Office.
Location: 13 Bolshoy Kislovskiy per., Moscow

Mailing address: 13 Bolshoy Kislovskiy per., Moscow,
125009

Additional Offices.
In the reporting period, the following internal struc-
tural subdivisions were operating:

Sredniy Kislovskiy Additional Office of NCC Bank
JSO),

located at: Bldg. 8,1/ 13 Sredniy Kislovskiy per.,
Moscow;

Spartakovskiy Additional Office of NCC Bank (JSC),
located at: Spartakovskaya ul. 12, Moscow.

On 28 May 2015, by resolution of the Board of
the Bank, Vozdvizhenka Additional Office of NCC

ment body.

Supervisory Board is a management body perform-
ing overall administration of the Bank’s activities;
members of the Supervisory Board are elected

by the General shareholders meeting until the next
annual General shareholders meeting.

Executive Board (collective executive body) is

a management body in charge of the current NCC’s
operations; members of the board are elected by
the Supervisory Board; the term of each member

of the Board in office is set by the Bank’s Superviso-
ry Board but cannot exceed five years.

Chairperson of the Executive Board (hereinaf-
ter-CEO) (sole executive body) is a management
body in charge of the current NCC’s operations,
elected by the Supervisory Board for the time period
set by the Supervisory Board, but no more than

five years.

THE INDEPENDENT AUDITOR OF NCC FOR

THE YEAR 2015 IN ACCORDANCE WITH THE SOLE
SHAREHOLDER’S RESOLUTION NO. 25 DATED

22 MAY 2015 IS CJSC ERNST & YOUNG VNESH-
AUDIT.

2.
AUTHORIZED CAPITAL
AND SHAREHOLDER STRUCTURE

DURING 2006-2013, THE AUTHORIZED
CAPITAL OF THE BANK INCREASED FROM
235,000,000 ROUBLES TO 15,170,000,000
ROUBLES.






As of the end of the reporting period,
the authorized capital of the bank equaled
16,670,000,000 roubles.

AUTHORIZED
CAPITAL

When the Bank was established, the General meet-
ing of founders approved the authorized capital

of the Bank as 235,000,000 roubles, divided into
235,000 registered ordinary shares with par value
of 1,000 roubles each.

During 2006-2013, the authorized capital of the
Bank was increased from 235,000,000 roubles

t0 15,170,000,000 roubles via allocation of addition-
al registered uncertified ordinary shares of the Bank;
and in 2014, due to the Bank’s reorganization

in form of affiliation, the Bank’s authorized capital
was increased through allocation of two addition-

al issues of registered uncertified ordinary shares

of the Bank in the total amount of 1,500,000 shares
(not exceeding the number of declared shares)

by converting into the latter the shares of the affiliat-
ed Non-Banking Credit Organization “RTS Clearing
House” (closed joint-stock company) and closed joint-
stock company RTS Clearing Centre.

AS OF THE END OF THE REPORTING PERIOD,
THE AUTHORIZED CAPITAL OF THE BANK
EQUALED 16,670,000,000 ROUBLES,

DIVIDED INTO 16,670,000 REGISTERED UNCER-
TIFIED ORDINARY SHARES WITH PAR VALUE
OF 1,000 ROUBLES EACH.

SHAREHOLDER
STRUCTURE

As of 31 December 2015, the register of sharehold-
ers of NCC Bank (JSC) contained one entry —
Public Joint-Stock Company Moscow Exchange
MICEX-RTS.

During the reporting period, the Bank’s Register

of Shareholders was kept by the following Registrar:
Closed Joint-Stock Company “Registrar Company
STATUS”.
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3.
INDUSTRY POSITION OF BANK
NATIONAL CLEARING CENTRE (JSC)

AS THE RESULTS OF JOINT EFFORTS

OF MOSCOW EXCHANGE GROUP AND THE REGULATOR

A FAVORABLE EXTERNAL ENVIRONMENT WAS

CREATED FOR QUALITATIVE RESTRUCTURING OF

THE CENTRAL COUNTERPARTY RISK MANAGEMENT
FRAMEWORK, ENABLING NCC TO IMPLEMENT ONE OF THE
TOP-RIORITY PROJECTS OF THE YEAR —

TO DEVELOP AND IMPLEMENT A NEW CCP SAFEGUARD
STRUCTURE.







The considerable growth of NCC’s
capitalization further strengthened
the position of the Bank as one

of the most highly capitalized central
counterparties in the world.

BANK’S OPERATION

In 2015, the Bank’s operation was significantly influ-
enced by external and internal factors.

As in 2014, the sanctions against clearing participants

and the banks servicing the clearing participants
potentially threatened financial stability and continui-
ty of the Bank’s critical services. In its operation,

NCC had to take account of the threat to business
continuity due to the risk of disconnection of its main
communication channel — SWIFT — used to settle
clearing obligations and to interact with correspon-
dent banks in proprietary operations, as well as due
to the risk of imposing sanctions against the Bank.
NCC promptly responded to such threats when devel-
oping its strategy as regards management of the
systemic component of operational risk, by achieving
the objective of implementation of alternative com-
munication channels.

During the reporting period, the quantity of credit
institutions continued to decrease due to revocation
of licenses by the Bank of Russia. In the environment
where virtually all commercial banks, just as finan-
cial companies, were more or less engaged in opera-

tions in the organized (on-exchange) market, and,
therefore, were NCC’s clients, in every license revo-
cation case the Bank resorted to market stability
maintenance measures using various elements of
the risk management framework — from an ongoing
financial monitoring of the clearing participants to
default management procedures.

Owing to the active measures of the Bank of Russia
in 2015, aimed at preventing capital outflow from
the country, there were detected formally legal but
essentially unlawful capital export schemes using
securities market instruments. In this respect, NCC
promptly took measures to adapt its financial moni-
toring and internal control system to the new envi-
ronment. Owing to the coordination of this work with
authorized subdivisions and services of the Bank of
Russia, this process was successfully completed with
no damage to non-defaulting securities market par-
ticipants and with no disruption of normal function-
ing of this market.

THROUGHOUT 2015, THE ARISING CHALLENGES
AND THREATS TESTED THE STRENGTH OF

THE RISK MANAGEMENT FRAMEWORK, INCLUD-
ING ITS PARAMETERS AND DEFAULT MANAGE-
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MENT PROCEDURES. NEVERTHELESS, THEY

DID NOT BECOME AN OBSTACLE FOR IMPLEMEN-
TATION OF THE PROJECTS JOINTLY PLANNED
WITH MOSCOW EXCHANGE GROUP.

TOP PRIORITIES IN OPERATION

In the reporting year, the Bank, going by the effec-
tive Group Strategy for the years 2012-2015, concen-

MAJOR PERFORMANCE RESULTS 2015

of potential loss-sharing which allows to allocate the
potential losses among clearing members in the event
of insufficiency of CCP own funds available within the
CCP safeguard structure (default waterfall).

The transparency of adequacy criteria for the total
sum of the financial resources was increased,
which is intended for defense against different
threats. Such transparency allows to create addi-
tional protection buffers to be used either in the
event of clearing members’ defaults or when other
negative factors arisen not directly associated with
the default.

trated efforts on top priorities in implementation
of the following projects and objectives:

e development of clearing services and processes,

e improvement of the risk management framework,
primarily as regards the creation of a reliable
protection of CCP and improvement of its man-
agement quality, complying with international
standards,

e meeting business revenue growth target.

AS THE RESULTS OF JOINT EFFORTS OF MOS-
COW EXCHANGE GROUP AND THE REGULATOR
A FAVORABLE EXTERNAL ENVIRONMENT

WAS CREATED FOR QUALITATIVE RESTRUCTUR-
ING OF THE CENTRAL COUNTERPARTY

RISK MANAGEMENT FRAMEWORK, ENABLING
NCC TO IMPLEMENT ONE OF THE TOP-PRIORITY
PROJECTS OF THE YEAR — TO DEVELOP AND
IMPLEMENT A NEW CCP SAFEGUARD STRUC-
TURE.

Since 01 November 2015, significant legislative
amendments were made, which affected the Bank’s
operating environment in part of systemic risk
mitigation and enhancement of financial resourc-
es adequacy. The results of these changes are the
following:

The new regulatory environment was created to
limit Bank’s responsibility when acting as a central
counterparty. That novelty is in compliance with
the international standards regulating central coun-
terparties’ activity, and has a significantly positive
impact on the Bank’s financial stability.

The implementation of these conditions is secured by
the requirement to form a dedicated capital — a part
of CCP’s equity (capital), which, pursuant to the
clearing rules, is intended to cover potential losses
arising from Clearing members’ defaults and is used
by CCP prior to the use of funds posted by non-de-
faulting members. Moreover, as one of the criteria of
CCP management quality positive assessment the
requirement is defined for CCP to have a mechanism

These dedicated resources generation is reflected

in the reporting of the Bank (since 01.11.2015 they
include own equity of the credit organization),
acting as CCP, for the purpose of covering of poten-
tial losses, triggered-off by clearing members not
performing their obligations to CCP, and is used by
the central counterparty prior to the use of guar-
antee funds (dedicated capital of CCP) posted by
non-defaulting clearing members; assurance of
termination or restructuring of the CCP’s activity;
coverage of potential losses as the result of the CCP
financial downturn caused by revenue reduction or
increase of expenditures, which is irrelevant to the
obligations non-performed by the clearing members.

The regulatory pressure on statutory ratios

was decreased by excluding from the calculation
certain clearing assets (@amounts on balance and
off-balance accounts (in part), formed as a result
of operations performance in course of the clear-
ing activities and CCP functions execution. These
exclusions do not include amounts on clearing and
correspondent accounts of the Bank).

The abovementioned exclusions correlate with the
requirements of the dedicated capital formation,
which, among the other measures of financial
protection, realized within the mechanism of the
waterfall of the Bank minimize the principal risks,
related to the CCP functions the Bank performs

in the course of its clearing activity. Similar changes
affected the creation of provisions, which has the
indirect influence on statutory ratios.

The changes in bank regulation of central counter-
party activities have been reflected in the Bank’s
internal documents and implemented into business
processes.

ON NOVEMBER 1, 2015 THE BANK HAS IMPLEMEN-
TED IN THE ON-EXCHANGE MARKETS A NEW,
UNIFIED FOR ALL ON-EXCHANGE MARKETS

OF MOSCOW EXCHANGE GROUP, CENTRAL
COUNTERPARTY PROTECTION LEVELS STRUC-
TURE CONFORMING TO THE REQUIREMENTS OF
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THE BANK OF RUSSIA (ORDINANCE 2919-U)
AND RECOMMENDATIONS OF INTERNATIONAL
REGULATORS (CPMI-IOSCO, ISDA).

Thus, the limitation of the CCP’s liability was intro-
duced, contemplating that the losses arising from
default of a clearing member will be written off

at the expense of the central counterparty protection
levels, enabling to preserve NCC’s banking capital
necessary to continue its activity.

KEY EVENTS

In 2015 NCC began the implementation of the
strategic objective to adjust local practices

of interaction in financial markets in compliance
with the international standards in key aspects.
Due to the fact that the Bank’s qualification

as a CCP by a third country would enable NCC to
provide clearing services to companies incorporated
in the European Union, in 2015, an extensive work
was started to adjust the Bank’s internal documents
in compliance with the requirements of the Regula-
tion 648/2012 (legislative instrument of the Europe-
an Union, EMIR).

The Bank also entered into cooperation with the
Bank of Russia on the issues of harmonization

of the Russian legislation with the European regula-
tion.

In the first half of 2015, the Bank of Russia submit-
ted to ESMA (EU securities market regulator) the
application for recognition of the Russian Federation
jurisdiction as the one meeting the requirements of
the Regulation 648/2012. On December 2, 2015
NCC submitted to ESMA the application to be qual-
ified as a CCP in accordance with the EMIR require-
ments. In 2016, it is planned to continue interaction
with ESMA on the matters of obtaining the CCP
status complied with the requirements of the Regu-
lation 648/2012.

In the reporting year, efforts were made to
maintaining NCC’s solid status of a qualifying
central counterparty and a systemically important
financial market infrastructure institute securing
the Bank’s unique position in a competitive
environment and characterizing it as a highly
reliable, financially stable, hi-tech financial market
infrastructure institute.

In July 2015, the Bank conducted a self-assessment
of its activities in terms of their compliance

with the Bank of Russia’s requirements as to the
CCP’s risk management quality and reported to the

INDUSTRY POSITION OF BANK NATIONAL
CLEARING CENTRE (JSC)

regulator about the same. Following the principle

of transparency of its operation, the Bank has
beforehand ensured disclosure from 01 January
2016 of the information in accordance with addition-
al requirements of the Russian regulator based on
international standards CPMI-IOSCO (Committee on
Payments and Market Infrastructures and Board of
the International Organization of Securities Commis-
sions).

In 2015, NCC actively participated in activity

of the Russian and international professional asso-
ciations and SROs (Association “Russia”, NFA,
RSPP, EACH and CCP12), for the purpose of using
them as sites for exchange of opinions on the most
important issues related to regulation of financial
market infrastructures and promoting its position
on the issues of improving legislation and regulatory

requirements; keeping dialogue with representa-
tives of the leading European and global central
counterparties on the issues of international stan-
dards for operation of infrastructural organizations.

In the reporting year, Fitch Ratings confirmed

the Bank’s long-term local currency issuer default
rating (IDR) at ’BBB’ and viability rating at bbb’ —
one notch above the Russian sovereign rating —
“BBB-*“. The NCC long-term issuer default rating

in foreign currency and rating forecast confirmed

at the same level as the Russian sovereign rating —
“BBB-“, “outlook negative”.

The assignment of NCC ratings by an international
rating agency is an additional source confirming

the Bank’s financial stability. The rating obtained
from Fitch Ratings is largely intended for foreign
partners and for the counterparties-banks, for whom
the presence of such rating, due to the prevailing
banking practice and banking regulation, is import-
ant in relations with NCC, including in terms of set-
ting limits to the Bank.

The Bank finished the year 2015 with a record
profit and unprecedented increase in equity and
key performance indicators.

The considerable growth of NCC’s capitalization
further strengthened the position of the Bank

as one of the most highly capitalized central coun-
terparties in the world.

According to the data as of O1 January 2016

in the reporting form 0409123 “Calculation of equity
(capital) (Basle IlI), NCC’s equity in the reporting
period increased from 38.54bln roubles to 54.13bln
roubles, i. e. by 40.5%.

The growth of the Bank’s capitalization is an addi-
tional factor of the Bank’s financial stability and

its ability to withstand the persisting external threats
and market stresses.
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In 2015, the Bank continued to conduct clearing
operations in all markets of Moscow Exchange
Group (FX market and precious metals market,
securities and money markets, derivatives market
and SFD market) and in the commodity deri-
vatives market and commodity spot market of JSC
Moscow Energy Exchange.

In December 2015, Moscow Exchange Group laun-
ched another on-exchange market fl a commodity
market of JSC National Commodity Exchange (grain

MAJOR PERFORMANCE RESULTS 2015

THUS, IMPLEMENTATION OF THE PROJECT

HAS A STRATEGIC IMPORTANCE FOR THE
DEVELOPMENT OF ONE OF THE MOST IMPORT-
ANT EXPORT-ORIENTED RUSSIAN INDUSTRIES fl
AGRICULTURE.

Il.
General Collateral REPO Project.
The Bank completed a range of preparatory actions

market), also cleared by NCC.

THE GENERAL SCHEME OF NCC S CLEARING OPERATIONS
IN THE ON-EXCHANGE MARKETS BEFORE THE END OF 2015
WAS AS FOLLOWS. PIC. 1.

KEY PROJECTS

Other most meaningful events of the last year
include implementation of the following projects
and objectives.

l.
Grain Market Project.
NCC implemented the functions of a clearing organi-

zation fl central counterparty (in accordance

with the terms of the trades) and commodity deliv-
ery operator (CDO) in the new segment of the
on-exchange commodity market fl the grain mar-
ket, which was launched on 23 December 2015 at
JSC National Commodity Exchange. To achieve this
objective:

e NCC procured accreditation as an entity perform-
ing functions of a commodity delivery operator,

e the documents associated with performance
of functions of a commodity delivery operator
were developed and approved,

e the clearing rules for the commodities market
were approved, registered by the Bank of Russia
and made effective,

e the documents describing changes in software
required for implementation of the project were
developed and coordinated,

e the software enabling organization of trading,
performance of clearing and commodity delivery
operator functions was developed and imple-
mented.

Further, it is planned to launch instruments for
other types of agricultural products, enabling to set
prices for the products on the basis of an open and
transparent on-exchange trade with central coun-
terparty guarantees the settlement of all executed
trades.

in anticipation of the year 2016 launch of the General
Collateral REPO Project (herein after GCC-repo or
REPO trades with GC Pooling), including:

e making legislative amendments necessary for
the project launch, with direct involvement and
expertise from NCC,

e development, approval and procurement of regis-
tration by the Bank of Russia of the version
of the clearing rules containing the terms of the
asset pool agreement and description of GCC-re-
po clearing specifics,

e development and coordination of the agreements
on interaction with NCO CJSC NSD, containing
the specifics of interaction in course of issuance
and settlement of GC Pooling, and in course of
using NCO CJSC NSD”s system of collateral selec-
tion for the purpose of picking up assets for asset
pools,

e the documents describing changes in software
required for implementation of the project were
developed and coordinated,

e the software required for implementation of the
project was developed and scheduled for imple-
mentation.

THE PROJECT CONTEMPLATES THE CREATION
AND USE OF FUNDAMENTALLY NEW INSTRU-
MENTS fl GC POOLING CERTIFICATES, WHICH
ARE NON-ISSUE CERTIFIED SECURITIES SUBJECT
TO MANDATORY CENTRALIZED CUSTODY.

GC Pooling certificates are issued by the clearing
organization (NCC) backed by assets posted

by clearing members or its clients into certain asset
pool. NCC decides on formation of an asset pool
and delivers the global certificate for GC Pooling for
centralized custody to NCO CJSC NSD.

The launch of this project, which is scheduled for
the early 2016, will enable the following benefits of
use of GC Pooling as a universal collateral:

e transmitting liquidity via REPO with GC Pooling
at all levels of the financial system: from the Bank
of Russia to non-bank organizations,

e ensuring preservation of property title to
the assets posted into the pool: right to receive
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Volume of obligations
for 2015 — over 1,900 trin
roubles

Commission fees —
5,892 min roubles

THE GENERAL SCHEME OF NCC'S CLEARING OPERATIONS IN THE ON-EXCHANGE MARKETS

BEFORE THE END OF 2015 WAS AS FOLLOWS. PIC 1.

EFFICIENT AND CONVENIENT USE OF OWN
FUNDS BY THE PARTICIPANTS.

As a result of the unification:

o the posting of resources to the guarantee funds
of the securities market, derivatives market,
commodities market, FX market and precious
metals market is performed to a single account,

o for the purpose of recording the cash posted
to guarantee funds, for each clearing participant
in NCC”s accounting a separate settlement
code is provided to record the resources of guar-
antee funds,

o the recording of securities in guarantee funds
is performed in depo sub-accounts of the clear-
ing participants opened to NCC”s depo clearing

In 2015, a unified liquidation netting procedure

was implemented for the FX market and precious
metals market, securities, derivatives and commodi-
ties markets.

In course of liquidation netting, the clearing centre
calculates the amount of net obligations/net claims
of the clearing participant in Russian roubles under
the central counterparty trades and for other
obligations arising between the clearing participant
and NCC, as well as for the resources provided by
the clearing participant to NCC as individual, collec-
tive and other collateral.

THE IMPLEMENTATION OF THIS PROJECT HAS
ENABLED ADDITIONAL INCREASE IN NCC”S RELF
ABILITY AS A CENTRAL COUNTERPARTY.
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Securities with the value 100 RUB

PARTICIPANT 00 Gec

1
<

GCC ISSUE

Asset valuation with discount rates applied

90 RUB

PARTICIPANT 1 00 Gee

1
al

A 4

CCP-cleared repos PARTICIPANT 2

GCC-REPO SAMPLE

GC POOLING CERTIFICATE

Is a new type of security.
Is a result of securitization of collateral.

CCP-cleared repos

Enables to obtain a uniform universal collateral for liquidity management by executing REPO trades.

NCC issues GCCs against assets deposited to the pool, or a participant may receive GCCs through repo trades.

Clearing members use GCC to repo trade with CCP.

1GCC =1RUB.

THE SPECIFICS OF GCC. PIC 2.

were developed and approved,

e the clearing rules for the commodities market
were approved, registered by the Bank of Russia
and made effective,

e the documents describing changes in software
required for implementation of the project were
developed and coordinated,

e the software enabling organization of trading,
performance of clearing and commodity delivery
operator functions was developed and imple-
mented.

Further, it is planned to launch instruments for
other types of agricultural products, enabling to set
prices for the products on the basis of an open and
transparent on-exchange trade with central coun-
terparty guarantees the settlement of all executed
trades.

GC Pooling certificates are issued by the clearing
organization (NCC) backed by assets posted

by clearing members or its clients into certain asset
pool. NCC decides on formation of an asset pool
and delivers the global certificate for GC Pooling for
centralized custody to NCO CJSC NSD.

The launch of this project, which is scheduled for
the early 2016, will enable the following benefits of
use of GC Pooling as a universal collateral:

transmitting liquidity via REPO with GC Pooling
at all levels of the financial system: from the Bank
of Russia to non-bank organizations,

ensuring preservation of property title to

the assets posted into the pool: right to receive
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income and voting right,

maximum efficient management of assets in colla-
teral: it is possible to carry out settlements of

the trades using the assets posted into the pool.

THE SPECIFICS OF GC POOLING CAN BE ILLUSTRATED
BY THE FOLLOWING DIAGRAM. PIC. 2.

1.

Formation of unified clearing rules.

Since 03 August 2015, a new version of the clearing
rules was enacted, common part of which is the
same for the FX market and precious metals market,
securities market and derivatives market.

The unification of the clearing rules in a unified
version containing the rules and procedures com-
mon for all of the said markets has enabled,

inter alia,

V.

Unification of the procedure for recording

of guarantee funds- resources.

The Bank performed unification of the procedure

for recording of resources of the guarantee funds
of the FX market and precious metals market,
securities market, derivatives market, commodities
market, and the range of assets accepted as colla-
teral to guarantee funds,

creating

As a result of the unification:

the posting of resources to the guarantee funds
of the securities market, derivatives market,
commodities market, FX market and precious
metals market is performed to a single account,
for the purpose of recording the cash posted

to guarantee funds, for each clearing participant
in NCC”s accounting a separate settlement

code is provided to record the resources of guar-
antee funds,

the recording of securities in guarantee funds

is performed in depo sub-accounts of the clear-
ing participants opened to NCC”s depo clearing

INDUSTRY POSITION OF BANK NATIONAL
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account with NSD,

only one depo sub-account is opened to each
clearing participant,

information about the opened depo sub-accounts
is transferred from NSD to NCC,

prior to the beginning and in course of trad-

ing, information about the quantity of securities
recorded in depo sub-accounts is transmitted

to the Trading and Clearing System of the securi-
ties market,

crediting/writing off securities to/from the depo
sub-account is performed solely upon instruction
from NCC,

it is possible to transfer securities between depo
sub-account and trading section opened in the
proprietary trading depo account of the clearing
participant,

guarantee funds of different on-exchange
markets are not combined,

the debt of a defaulting clearing participant
arising in one of the on-exchange markets may
be repaid out of contributions of the defaulting
clearing participant to guarantee funds

of all on-exchange markets and contributions

of non-defaulting clearing participants in the
on-exchange market where the said debt

has arisen (and it cannot be repaid out of contri-
butions of non-defaulting clearing participants
to guarantee funds of other on-exchange
markets).

As part of unification of the procedure for recording
of guarantee funds” resources, there has been sta-
blished a single list of assets accepted to the guar-
antee funds, and there has been determined the
procedure for assessment of assets posted to

these funds, and measures applied against the clear-
ing participant if the contributions are insufficient.

V.
Implementation of the unified liquidation netting
procedure.

In 2015, a unified liquidation netting procedure

was implemented for the FX market and precious
metals market, securities, derivatives and commodi-
ties markets.

In course of liquidation netting, the clearing centre
calculates the amount of net obligations/net claims
of the clearing participant in Russian roubles under
the central counterparty trades and for other
obligations arising between the clearing participant
and NCC, as well as for the resources provided by
the clearing participant to NCC as individual, collec-
tive and other collateral.

33



VI.

Implementation of the project contemplating the
transfer of obligations and collateral from the
clearing participant-s client to another clearing
participant.

The implementation of this project has enabled regis-

MAJOR PERFORMANCE RESULTS 2015

a description of the procedures for identification,
monitoring and control of risks, the measures

for mitigation of risks, and criteria for application
of such measures.

The strategy of managing risks and capital is aimed

tration, upon application of the clearing participant,
of segregated clients in the FX market and precious
metals market, in the securities market and segregat-

at harmonizing of the process of managing risks
associated with the Bank”s banking activities
and its connection with capital adequacy manage-

ed brokerage firms in the derivatives market.

Now a segregated client/authorized account own-

er may use the transfer of obligations/claims and
collateral from its clearing participant in case of its
default to another clearing participant in accordance
with paragraph 4 of Article 22 of the Federal Law
—On clearing and clearing activitiesE. At that, a segre-
gated client may be the client of the clearing partici-
pant who may be the trading participant or the client
of the clearing participant”s client.

THE TRANSFER OF OBLIGATIONS AND COLLATERAL FROM
THE CLEARING PARTICIPANT S CLIENT TO ANOTHER CLEARING
PARTICIPANT IS PERFORMED AS FOLLOWS. PIC. 3.

THE INTRODUCED PROCEDURE FOR TRANSFER
OF OBLIGATIONS AND COLLATERAL UNDER-
WENT AN EXPERT ASSESSMENT OF THE INTER-
NATIONAL ADVISER (UK LAW FIRM CLIFFORD
CHANCE CIS LIMITED), WHICH ISSUED AN OPIN-
ION ON PRINCIPAL CONFORMITY OF THE TECH-
NOLOGY IMPLEMENTED IN THIS PROJECT TO THE
EMIR REQUIREMENTS.

VII.

Development and updating of methodological
documents related to risk management and
managing the Bank-s capital.

For the purpose of ensuring conformity of NCC”s
risk management system to the requirements

of the Bank of Russia and international standards,
and as part of improvement of internal capital
adequacy assessment process (ICAAP), the follow-
ing documents were developed and approved

in 2015:

e Rules for organization of the Bank”s risk
management system,

e The Bank”s risk management and capital
management strategy,

e The Bank”s risk appetite indicator ratios for the
year 2016.

The rules for organization of the risk management
system contain general provisions determining

the risk management system of the Bank as a clear-
ing organization, credit organization, and com-
modity delivery operator. The document contains

ment. The Bank”s risk appetite indicator ratios for the
year 2016 have been developed as part of imple-
mentation of the provisions of the Risks and Capital
Management Strategy and set threshold values for
guantitative and qualitative indicators of the level of
significant risks for the forthcoming year.

THE IMPROVEMENT OF METHODOLOGICAL
BASE OF THE PROCESSES ASSOCIATED

WITH MANAGING RISKS AND CAPITAL

IS AN INTEGRAL STAGE OF THE BANK”S DEVEL:
OPMENT, AND IT WILL BE CONTINUED

IN 2016.

VIII.

Self-assessment of the Bank-s activities for
compliance with the CPMI“IOSCO principles for
financial market infrastructures.

As a result of performance of an annual self-assess-
ment, a conclusion has been made that

THE BANK OBSERVES THE MAJORITY OF INTER-
NATIONAL PRINCIPLES AND IS A STATE-OF-
THE-ART CENTRAL COUNTERPARTY CLEARING
ORGANIZATION USING A RELIABLE RISK MAN-
AGEMENT SYSTEM AND PROVIDING HIGH-QUAL-
ITY SERVICES TO THE CLEARING PARTICIPANTS
AND THEIR CLIENTS.

in the same way as any other infrastructural organi-
zation in the world”s leading markets.

I1X.

A delimitation of the factors of legal and
regulatory risks of the Bank-s operation has been
implemented in the Bank-s internal documents
and operating practices.

For the purpose of bringing NCC”s legal risk man-
agement system in compliance with the new require-
ments of the Bank of Russia, NCC, by resolution

of its Supervisory Board, approved the new
wording of the Regulation on organization of legal
risk management in Bank National Clearing Centre
(Joint-Stock Company).

In order to establish a system for managing the regu-
latory risk of NCC,
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of the Bank of Russia and international standards,
and as part of improvement of internal capital
adequacy assessment process (ICAAP), the follow-
ing documents were developed and approved

in 2015:

e Rules for organization of the Bank”s risk
management system,

e The Bank”s risk management and capital
management strategy,

e The Bank”s risk appetite indicator ratios for the
year 2016.

The rules for organization of the risk management
system contain general provisions determining

the risk management system of the Bank as a clear-
ing organization, credit organization, and com-
modity delivery operator. The document contains

in the same way as any other infrastructural organi-
zation in the world”s leading markets.

I1X.

A delimitation of the factors of legal and
regulatory risks of the Bank-s operation has been
implemented in the Bank-s internal documents
and operating practices.

For the purpose of bringing NCC”s legal risk man-
agement system in compliance with the new require-
ments of the Bank of Russia, NCC, by resolution

of its Supervisory Board, approved the new
wording of the Regulation on organization of legal
risk management in Bank National Clearing Centre
(Joint-Stock Company).

In order to establish a system for managing the regu-
latory risk of NCC,
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of the Bank of Russia and international standards,
and as part of improvement of internal capital
adequacy assessment process (ICAAP), the follow-
ing documents were developed and approved

in 2015:

e Rules for organization of the Bank”s risk
management system,

e The Bank”s risk management and capital
management strategy,

e The Bank”s risk appetite indicator ratios for the
year 2016.

The rules for organization of the risk management
system contain general provisions determining

the risk management system of the Bank as a clear-
ing organization, credit organization, and com-
modity delivery operator. The document contains
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in the same way as any other infrastructural organi-
zation in the world”s leading markets.

I1X.

A delimitation of the factors of legal and
regulatory risks of the Bank-s operation has been
implemented in the Bank-s internal documents
and operating practices.

For the purpose of bringing NCC”s legal risk man-
agement system in compliance with the new require-
ments of the Bank of Russia, NCC, by resolution

of its Supervisory Board, approved the new
wording of the Regulation on organization of legal
risk management in Bank National Clearing Centre
(Joint-Stock Company).

In order to establish a system for managing the regu-
latory risk of NCC,
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of the Bank of Russia and international standards,
and as part of improvement of internal capital
adequacy assessment process (ICAAP), the follow-
ing documents were developed and approved

in 2015:

e Rules for organization of the Bank”s risk
management system,

e The Bank”s risk management and capital
management strategy,

e The Bank”s risk appetite indicator ratios for the
year 2016.

The rules for organization of the risk management
system contain general provisions determining

the risk management system of the Bank as a clear-
ing organization, credit organization, and com-
modity delivery operator. The document contains

in the same way as any other infrastructural organi-
zation in the world”s leading markets.

IX.

A delimitation of the factors of legal and
regulatory risks of the Bank-s operation has been
implemented in the Bank-s internal documents
and operating practices.

For the purpose of bringing NCC”s legal risk man-
agement system in compliance with the new require-
ments of the Bank of Russia, NCC, by resolution

of its Supervisory Board, approved the new
wording of the Regulation on organization of legal
risk management in Bank National Clearing Centre
(Joint-Stock Company).

In order to establish a system for managing the regu-
latory risk of NCC,

34

X.

Bringing the Bank-s Articles into compliance

with the new requirements of the Russian Civil
Code and legislative changes in the Russian
Federation.

The work in this field was conducted for the purpose

of complying with the new requirements of the Rus-
sian Civil Code and legislative changes in Russia,
which are directly connected to the clearing activi-
ties and to the central counterparty function,

to reforming by the Bank of Russia of the personnel
remuneration system existing in credit organizations,
and also touch upon the terms of implementation

of the Grain Market Project of Moscow Exchange
Group.

As a result, throughout 2015, amendments were
made to the Bank”s Articles in connection with the
following:

e change of the Bank”s trade name,

e vesting the Supervisory Board with the authority
to elect the CEO,

e providing the Bank with the right to perform

INDUSTRY POSITION OF BANK NATIONAL
CLEARING CENTRE (JSC)

functions of a commodity delivery operator,

e possibility of using NCC”s —dedicated capitalE
and, if necessary, the additional dedicated capital
of the Bank as CCP.

As of 31 December 2015:

total quantity of clearing participants is tanta-
mount to 713 entities,

in 2015, the volume of the clearing participants
obligations determined upon conclusion

of the clearing exceeded 1,989 trIn roubles,
which is 1.4 times higher than in 2014 (1,360 trin
roubles),

the size of commission fees received is tanta-
mount to 5,893 mlin roubles, which is 1.3 times
higher than in 2014 (4,567 miIn roubles).

”

THE QUANTITATIVE PERFORMANCE INDICATORS
OF THE BANK IN MAJOR MARKETS ARE REFLECTED IN THE
FOLLOWING DIAGRAMS. PIC. 4-8.
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4,
DEVELOPMENT PROSPECTS

NCC’S MAIN EFFORTS WILL BE DIRECTED TOWARDS
IMPROVEMENT AND UNIFICATION OF THE

RISK MANAGEMENT SYSTEM IN ALL MARKETS,

FORMATION OF A SINGLE CLEARING AND SETTLEMENT
POOL FOR ALL MARKETS OF THE MOSCOW EXCHANGE,
FORMATION OF A UNIFIED COLLATERAL POOL,
INTRODUCTION OF THE WORLD’S BEST PRACTICES AND
COMPLIANCE WITH INTERNATIONAL STANDARDS IN
CLEARING ACTIVITIES AND IN PERFORMANCE OF CENTRAL
COUNTERPARTY FUNCTIONS.
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It is contemplated to implement the
range of measures associated with
transformation of NCC'’s status from the
Bank to a non-bank credit organization —
central counterparty.

In 2016, NCC’s main efforts will be directed towards
implementation of the projects aimed at achieving
the objectives set for the Bank in the Group Strategy
for the years 2015-2020, approved by the Supervi-
sory Board of PJSC Moscow Exchange, namely

the improvement and unification of the risk man-
agement system in all markets, formation of a single
clearing and settlement pool for all markets of the
Moscow Exchange, formation of a unified collateral
pool, introduction of the world’s best practices

and compliance with international standards in clear-
ing activities and in performance of central counter-
party functions.

Along with the foregoing, it is planned, while strict-
ly adhering to the treasury policy approved by

the Supervisory Board of NCC, to pursue the goal

of achieving the profitability targets set by the
Group for the Bank’s proprietary financial operations

for the year 2016.

The year 2016 plans also contemplate implemen-
tation of the range of measures associated with
transformation of NCC’s status from the Bank to a
non-bank credit organization — central counterparty,
pursuant to the amendments to the Federal Law

“On clearing, clearing activity, and central counter-
party” adopted in 2015.

Forecasting continuance, and possibly even strengt-
hening in 2016 of the negative external backdrop
caused by the sanctions, also keeping in mind

the high probability that the trend for sanation of the
banking sector by the regulator will persist,

THE BANK WILL BE PAYING UTMOST ATTENTION
TO MONITORING THE SITUATION IN THE

GLOBAL AND RUSSIAN FINANCIAL MARKETS,
DIRECTLY TRACKING THE ACTIVITIES OF THE
CLEARING MEMBERS, PARTNERS AND COUNTER-
PARTIES FOR THE TIMELY RESPONSE TO EXTER-
NAL AND INTERNAL CHALLENGES, THUS ENSUR-
ING CONTINUITY OF THE CRITICAL SERVICES
PROVIDED BY NCC IN THE FIELD OF CLEARING
AND IN PERFORMANCE OF THE CENTRAL COUN-
TERPARTY FUNCTION.

The Bank’s development prospects in 2016 are
linked to implementation of the Group’s important
infrastructural business projects.
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PROJECTS
IN THE CLEARING AND RISK
MANAGEMENT FIELDS

The following projects are planned for implementa-
tion in the clearing and risk management fields:

1.
Unified Collateral Pool Project is the strategic

vector for development of NCC-s clearing activities.

MAIN PROJECT GOALS

e decreasing the costs of funding operations
in the derivatives market, FX market and precious
metals market by using a wide range of assets
recorded in the securities market accounts,
and also through withdrawal of existing restric-
tions on acceptance of assets (share of assets) as
individual clearing collateral,

e ensuring easiness and convenience of access
to cross market operations via unification of the
procedures for posting of individual clearing
collateral and performance of obligations,

e cutting costs of operations in the infrastructure
of Moscow Exchange Group through unification
of clearing procedures.

MAIN PROJECT IMPLEMENTATION OBJECTIVES
AND DIRECTIONS

e using a unified trading and clearing account
(set of accounts in all currencies, securities
with the same identifier) for the individual clearing
collateral in the securities, derivatives and FX
markets,

e using the individual clearing collateral to ensure set-
tlement and to settle obligations under the trades
executed in different markets if the clearing member
has not stated otherwise,

e choosing the quantity and types of trading and
clearing accounts registered by clearing members
with NCC in accordance with legislative requirements
and needs of the clearing member,

e unifying the rules and procedures for acceptance
of assets as individual clearing collateral in different
markets (unification of the asset range, collateral
rates and concentration limits, unification of the
utilization procedure, including the same for the
purpose of fulfillment of margin calls and repayment
of debt),

e interproduct spreads for alpha-dependent posi-
tions fl for positions in EUR and USD in the FX
market, for positions in Russian sovereign bonds
(OFZ) of various issues in the securities market,
etc. (in calculation of the single limit, a discount will
be set for the interproduct spread, which will reduce
the required collateral for the positions included

MAJOR PERFORMANCE RESULTS 2015

in the spread, as compared to the collateral
requirements charged to such positions taken se-
parately),

e introducing a unified procedure of variation
margin settlements (the obligations of clearing mem-
bers in variation margin calculated during clearing
sessions held in the derivatives and FX markets shall
be settled from the accounts of the unified collateral
pool),

e withdrawal in the amount of the settlement
position (cash withdrawals upon requests
of clearing members from the accounts of the
unified collateral pool shall be conducted with
account of NCC”s obligations with matured
settlements dates, recorded in these accounts,
on an ongoing intraday basis, subject to the
established cut-off time deadlines for the relevant
currencies).

PROCEDURE FOR RECORDING OF RESOURCES
IN THE UNIFIED COLLATERAL POOL

The following will be used as the accounts
of the unified collateral pool:

e clearing bank accounts of the securities
market,

e trading depo accounts of the securities market,

e trading and clearing accounts of the securities
market.

The range of assets accepted into the Unified
Collateral Pool will include:

e roubles,
e foreign currency,
e securities.

The foreign currencies and securities accepted

as individual clearing collateral will be selected and
evaluated using a single methodology based on the
existing securities market methodology.

The information about the collateral recorded

in the unified collateral pool will be transmitted

to the derivatives market, FX market and precious
metals market by means of transferring to the
trading and clearing systems of the derivatives
market, FX market and precious metals market of

a portion of the single limit or the profile of positions
in assets recorded in the accounts of the unified
collateral pool.

THE ACCOUNTS OF THE UNIFIED COLLATERAL
POOL WILL BE USED SOLELY UPON REQUEST

OF A CLEARING MEMBER, I.E. THE POSSIBILITY
OF USING DIFFERENT (SEPARATE) ACCOUNTS
FOR POSTING THE COLLATERAL FOR DIFFERENT
MARKETS WILL BE PRESERVED.
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of the unified collateral pool,

o there will be no changes in the technology of cal-
culation of the single limit in the FX market.
The Bank will use a pre-order-validation procedure.
The single limit transferred to the trading and
clearing system of the FX market will be account-
ed in calculation as roubles, and the transferred
asset profiles will be accounted as currency or as
precious metal.

I1.
Development of the FX market and precious
metals market.

MAIN DEVELOPMENT VECTORS

Further development of the project —Separation
of statuses of trading participants and clearing mem-

On NCC’s side, the application from the clearing
member will be automatically decoded and further
processed depending on the type of application.

IN THE CLEARING TERMINAL, THE CLEARING
MEMBER WILL BE ABLE TO ACCESS CONSO-
LIDATED INFORMATION FOR ALL ISSUED APPLI-
CATIONS, APPLICATIONS UNDER PROCESSING,
AND PROCESSED APPLICATIONS.

V.
Development of the commodities market.
MAJOR PROJECTS

Launch in the commodities market of CJSC NCE of
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choosing the quantity and types of trading and
clearing accounts registered by clearing members
with NCC in accordance with legislative requirements
and needs of the clearing member,

unifying the rules and procedures for acceptance
of assets as individual clearing collateral in different
markets (unification of the asset range, collateral
rates and concentration limits, unification of the
utilization procedure, including the same for the
purpose of fulfillment of margin calls and repayment
of debt),

interproduct spreads for alpha-dependent posi-
tions fl for positions in EUR and USD in the FX
market, for positions in Russian sovereign bonds
(OFZ) of various issues in the securities market,

etc. (in calculation of the single limit, a discount will
be set for the interproduct spread, which will reduce
the required collateral for the positions included

The information about the collateral recorded

in the unified collateral pool will be transmitted

to the derivatives market, FX market and precious
metals market by means of transferring to the
trading and clearing systems of the derivatives
market, FX market and precious metals market of

a portion of the single limit or the profile of positions
in assets recorded in the accounts of the unified
collateral pool.
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THE PROCEDURE FOR TRANSFER OF INFORMATION ABOUT
COLLATERAL AMONG DIFFERENT MARKETS IS DETERMINED
IN ACCORDANCE WITH THE FOLLOWING DIAGRAM PIC. 9.

In the derivatives market.

the Bank will abandon the FORTS sections used
at present for crediting to the derivatives market
of the individual clearing collateral in securities,
and will shift to using for these purposes the 36
sections of the depo accounts of the securities
market,

the obligations on payment of variation margin
under the trades executed in the derivatives mar-
ket will be settled in the accounts of the unified
collateral pool,

there will be no significant changes in the technol-
ogy of collateral volume calculation in the deriv-
atives market. The Bank will use a pre-order-val-
idation procedure. The single limit transferred

to SPECTRA will be accounted in calculation as
roubles, and the transferred asset profiles will be
accounted as —pledgesE or as assets (after imple-
mentation fl in calculation of the collateral for the
derivatives market for —covered salesE),

the technology of delivery under the derivatives
contracts used in the derivatives market will

be improved (the collateral for delivery will be
blocked in one spot fl in the Unified Collateral
Pool, and not in two trading and clearing systems
as is presently the case).

In the FX market and precious metals market.

the obligations on payment of variation margin
and obligations under the trades with matured
settlement dates will be settled in the accounts
of the unified collateral pool,

there will be no changes in the technology of cal-
culation of the single limit in the FX market.

The Bank will use a pre-order-validation procedure.

The single limit transferred to the trading and
clearing system of the FX market will be account-
ed in calculation as roubles, and the transferred
asset profiles will be accounted as currency or as
precious metal.

Il.
Development of the FX market and precious
metals market.

MAIN DEVELOPMENT VECTORS

Further development of the project —Separation
of statuses of trading participants and clearing mem-

DEVELOPMENT PROSPECTS

bers in the FX market and precious metals marketE
for the purpose of developing of the services related
to tracking obligations and collateral in trading

and clearing accounts and settlement codes of the
2" and 3 levels;

Supplementing of NCC”s clearing rules with one
more model for separation of statuses of the trading

participants and clearing members fl enabling

a trading participant to execute trades on behalf of
a clearing member, which is necessary for enabling
the clearing member to become a party to the
trade in its own interests, unlike the clearing broker
model;

Launch of new instruments fl deliverable currency
futures. At the first stage it is planned to launch

a futures contract for delivery of US dollars for Rus-
sian roubles, a futures contract for delivery of euro
for Russian roubles, and a futures contract for deliv-
ery of Chinese yuans for Russian roubles.

1.

The project to create clearing terminals for
clearing members.

Project purpose: formation of a unified system

for receiving and processing of incoming requests
of clearing members.

The clearing terminal of the clearing member
will be implemented in the form of a web- supple-
ment enabling the clearing member:

to monitor information about its proprietary posi-
tions, client positions, cash and collateral, consoli-
dated across all markets of the Moscow Exchange,
remotely, safely and on an authorized basis,

to submit electronic requests to NCC, perform
non-trading transactions, control their settlement
and obtain legally significant responses from

the exchange.

On NCC’s side, the application from the clearing

member will be automatically decoded and further
processed depending on the type of application.

V.
Development of the commodities market.

MAJOR PROJECTS

Launch in the commodities market of CJSC NCE of
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a new financial derivative — a swap contract with
the following specifics:

e the date of settlement of obligations under
the first part of the swap contract is the day of con-
clusion of the swap contract,

e the date of settlement of obligations under
the second part of the swap contract is from 3
to 90 calendar days after the date of settlement
of obligations under the first part of the swap
contract,

e the first part of the swap contract is cleared
with full prefunding in cash and commodities,
and the second part of the swap contract
is cleared with partial prefunding in cash and
commodities.

Participation of NCC as central counterparty in set-
tlement of obligations under grain trades.

Such possibility has emerged due to adoption

in 2015 of the Federal Law No. 326-FZ “On adoption
of amendments to the second part of the Tax Code
of the Russian Federation”, pursuant to which,

on O1 January 2016, there will become effective

the amendments to the Tax Code related to the
neutral VAT status for the central counterparty and
commodity delivery operator in the commodities
market.

V.

Risk management objectives.

The major efforts will be concentrated on pursuing
the tasks of modernization and further development

of key risk management components of the central
counterparty activity in the following fields:

e development of a new cross margining model
and technology for the on-exchange markets
of the Moscow Exchange,

e improvement of stress testing approaches
and methods (new uniform scenarios for various
CCP safeguard structure (waterfall),

e maintaining compliance of NCC’s risk manage-
ment system with the requirements of the
Bank of Russia for a qualifying central counterpar-
ty and the standards of the international regula-
tor CPMI-IOSCO,

e improvement of methodological base of the
processes associated with managing risks and
capital,

e monitoring of advanced practices and technolo-
gies using the possibility of NCC’s participation
in the work of the EACH Risks Committee,
for the purpose of implementing those of them
which correspond to the objectives of implemen-
tation of the Group Strategy for the years
2015 to 2020,

e support of the process of examination by ESMA
of the issue to grant to NCC the status of

MAJOR PERFORMANCE RESULTS 2015

qualifying CCP in accordance with the
EMIR requirements.

NCC’S OBJECTIVES
IN DEVELOPMENT AND OPTIMIZATION
OF PROPRIETARY OPERATIONS

l.

Financial operations.

In 2016, for NCC as a central counterparty,

the following areas of activity will still be important
in performance of financial operations:

e ensuring balanced asset structure when
changing the liability base subject to the require-
ments to maintain high reliability of assets and
securing their yield,

e optimizing the correspondent network to ensure
timely performance of clearing settlements
with acceptable ratio of credit risk and cost of
service (profitability),

e development of the default management proce-
dures, including the procedures used in organi-
zation of clearing of the financial instruments new-
ly introduced in the Moscow Exchange.

In the environment of high volatility of financial
markets, NCC'’s liability base, mainly consisting

of the cash posted by clearing participants to secure
their participation in the trading, is also subject

to considerable fluctuations. Combined with signifi-
cant volume of collateral (particularly in foreign
currency), this factor results in higher requirements
to the level of immediate and short-term liquidity,
thus necessitating the use of financial instruments
with high liquidity, high credit quality and the possi-
bility of refinancing.

THEREFORE, IN 2016, CONSIDERABLE

EFFORTS WILL BE DIRECTED TO INCREASE THE
SHARES OF STATE DEBT OBLIGATIONS AND
OTHER ASSETS WITH HIGH CREDIT RATING IN
NCC’'S PORTFOLIO.

For the purpose of decreasing risk while maintain-
ing an acceptable yield rate, it is planned (provid-
ed that market conditions are favorable) to actively
use such instrument as the reverse REPO in foreign
currency.

1.
Correspondent network.
The year 2015 has seen final establishing the trend
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where foreign correspondent banks set an increas-

ing number of restrictions on the use of correspon-
dent accounts by NCC, due to further tightening
of compliance control procedures and changes

in local regulatory requirements to correspondent
banks.

In this environment, the following objectives will
be important in the area of optimization of the corre-
spondent network in 2016:

e decreasing concentration of cash in correspon-
dent accounts by acquiring highly reliable
and highly liquid assets in foreign currency.
To this end, it is planned to start operations with
the US government bonds and secure consider-
able growth of portfolio of Eurobonds of highly
reliable issuers,

e forming a portfolio of balances on correspon-
dent accounts in foreign currency, ensuring,
on the one hand, satisfaction of the restrictions
set by correspondent banks in relation to the
permitted maximum level of balances, and on
the other hand — an acceptable interest income
(expenditure) on correspondent account
balances,

o determining correspondent accounts optimal

DEVELOPMENT PROSPECTS

for settlements in terms of the payment routing,
minimization of time spent on settlements,

etc. Preference will be given to correspondent
accounts in the banks where the relevant
correspondent accounts of clearing members are
opened.

11.

Default management.

With regard to the default management, in 2016,

it is planned to organize managing the default posi-
tions of clearing members in new financial instru-
ments of the Moscow Exchange.

Given that in 2016 the Bank starts conducting REPO
operations with GC Pooling, special attention will be
paid to operations in case of defaults in GC Pooling
trades. The settlement of defaults under GC Pooling
trades will retain the basic principles used in respect
of the standardized financial instruments traded

in the Moscow Exchange, whose underlying assets
are securities or currencies. At that, the managing of
defaults in GC Pooling trades will require introduction
of a number of additional procedures, in particular,
the procedures for management of assets of the
clearing members, which are pledged in GC Pooling
trades.

A}
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5.
DEVEPOMENT RESULTS
IN MAJOR OPERATIONAL AREAS

UNIFIED COLLATERAL POOL PROJECT
IS THE STRATEGIC VECTOR FOR DEVELOPMENT
OF NCC’S CLEARING ACTIVITIES.







The implementation of reliable and efficient
clearing technologies and the qualitative
expansion of the range of instruments attractive
for investors had a positive effect on NCC'’s
performance results.

5.1.

CLEARING OF THE

FX MARKET AND PRECIOUS
METALS MARKET

The FX market of the Moscow Exchange is the Rus-
sia’s oldest organized on-exchange market, where
foreign currency has been traded since 1992,

and since 2013 there has been developing the trad-
ing and clearing of operations in precious metals.

THE ON-EXCHANGE FX MARKET IS THE CENTRE
OF LIQUIDITY IN CASH OPERATIONS AND THE
MOST IMPORTANT SEGMENT OF THE NATIONAL
FINANCIAL SYSTEM.

THE BANK OF RUSSIA USES THE ON-EXCHANGE
FX MARKET TO IMPLEMENT ITS MONETARY
POLICY AND DETERMINES OFFICIAL RATES OF
US DOLLAR AND OTHER FOREIGN CURRENCIES
AGAINST ROUBLE, USING THE RESULTS OF THE
ON-EXCHANGE TRADING.

The fixing at the Moscow Exchange also serves as
a basis for calculation of the settlement price of
futures contracts on foreign currency exchange rate.

Today, the FX market and precious metals market

of the Moscow Exchange is a state-of-the-art on-ex-
change market meeting all necessary regulatory
requirements and latest technological standards,
hosting organized trading in major global curren-
cies and accounting for the major volume of foreign
exchange transactions. The convenience and unique
nature of the on-exchange FX market are based

on the uniform trading and post-trading infrastructure
of the Moscow Exchange Group, providing its clients
a full range of trading, clearing, settlement and
information services. Trades are executed in accor-
dance with the rules of organized trading of PJSC
Moscow Exchange in the FX market and precious
metals market in the double counter-auction mode.
Trades are executed automatically, progressively

as counter-orders with mutually satisfactory prices
are entered into the system. Also, there exists a sepa-
rate mode for execution of off-the-book trades.

The functions of the trading organizer and technical
centre are performed by PJSC Moscow Exchange,
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and the functions of the clearing organization and
central counterparty are performed by NCC.

The Bank has been performing clearing in the FX mar-
ket since 10 December 2007. The trades executed in
this market are cleared and settled with participation
of NCC as central counterparty.

THE BANK PERFORMS CCP FUNCTIONS FOR ALL
EXECUTED TRADES, GUARANTEEING SETTLE-
MENT OF OBLIGATIONS TO NON-DEFAULTING
CLEARING PARTICIPANTS, THUS SIGNIFICANTLY
DECREASING THE RISKS OF CLEARING PARTIC-
IPANTS AND RELIEVING THEM FROM THE NEED
TO SET LIMITS TO EACH OTHER.

The FX market trading is conducted without full
prefunding, using a highly efficient and reliable risk
management system.

NCC conducts clearing in accordance with the
clearing rules. The list of currencies traded in the
FX market comprises US dollars (USD), euro (EUR),
British pound (GBP), Hong Kong dollar (HKD),
Chinese yuan (CNY), Ukrainian hryvnia (UAH),
Kazakh tenge (KZT) and Belarusian rouble (BYR);
also, swap trades with various maturities are exe-
cuted. In respect of the currency pairs USD/RUB,
EUR/RUB, CNY/RUB participants may execute
long swap trades with the following maturities:

W, 2W, 1M, 2M, 3M, 6M, 9M and 1Y. The major cur-
rency pairs are USD/RUB and EUR/RUB.

There is an active development of the on-exchange
yuan market, as well as operations in national curren-

cies of the Eurasian Economic Union (EAEU).
The trading time is 10:00 to 23:50 Moscow time.

In the FX market and precious metals market, NCC
clears spot and swap trades, and since 2014 it has
been also clearing financial derivatives (swaps and
futures) traded with or without full prefunding.
The collateral may be posted in cash (Russian rou-
bles, US dollars, Euro, Chinese yuans, Hong Kong
dollars and British pounds) and in precious metals
(gold and silver).

In the FX market and precious metals market, trades
may be executed on the basis of on-order book
orders or off-order book orders. The trades based
on on-order book orders can be executed only with
or without full prefunding.

Since 2013, NCC has been conducting a central
clearing of trades in precious metals for Russian
roubles. The clearing of trades in precious metals
has been implemented on the regulatory and
technological base of the FX market, for the follow-
ing purposes:

MAJOR PERFORMANCE RESULTS 2015

e expansion of the product range offered
by Moscow Exchange Group to market partici-
pants,

e organization for the participants of a new
exchange market segment — the precious metals
market with a potential to become a highly
liquid market,

e creating a framework for settlements in precious
metals in the Russian market (Loco Moscow),

e ensuring possibility of application of uniform
criteria for assessment of credit quality of clear-
ing participants, use of the common clearing col-
lateral, and single position in roubles and common
settlements in Russian roubles,

e enabling the use of common margining
system based on the portfolio approach to risk
assessment.

In this segment of the on-exchange market, NCC
clears the trades which can be settled as follows:

e for the account of the clearing participants,

for the account of the clearing participants’ clients,

e using the cash in trust management of the clear-
ing participant.

THE IMPLEMENTATION OF RELIABLE AND EFFI-
CIENT CLEARING TECHNOLOGIES AND THE
QUALITATIVE EXPANSION OF THE RANGE OF
INSTRUMENTS ATTRACTIVE FOR INVESTORS HAS
MADE THE FX MARKET AND PRECIOUS METALS
MARKET OF MOSCOW EXCHANGE GROUP

MORE ATTRACTIVE AND HAD A POSITIVE EFFECT
ON NCC’S PERFORMANCE RESULTS IN THE SAID
MARKET.

In 2015, NCC received 1,794,063 thousand roubles
worth of commission fees for its FX market clear-
ing services, which is 1.24 times higher than in 2014
(1,442,740 thousand roubles).

5.2.
SECURITIES MARKET
CLEARING

The securities market of the Moscow Exchange

is a state-of-the-art on-exchange market meeting all
regulatory and technological requirements, hosting
organized trading in major types of securities
traded in Russia.

The convenience and unique nature of the securities
market of Moscow Exchange Group are based
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on the uniform trading and post-trading infrastruc-
ture of the Group, providing its clients a full range
of trading, clearing, settlement and information ser-
vices.

IN THE SECURITIES MARKET OF MOSCOW
EXCHANGE GROUP, NCC PROVIDES ITS CLIENTS
THE MOST EXTENSIVE RANGE OF SERVICES,
PERFORMING CLEARING OF THE TRADES EXE-
CUTED IN VARIOUS TRADING MODES, EITHER
WITH OR WITHOUT PERFORMANCE OF CENTRAL
COUNTERPARTY FUNCTIONS.

NCC has been conducting clearing activities in this
market since 01 November 2011. The trading organiz-
er is CJSC MICEX Stock Exchange. Clearing settle-
ments in the securities market are performed by the
Non-Bank Credit Organization Closed Joint-Stock
Company National Settlement Depository (hereinaf-
ter NCO CJSC NSD).

In the securities market, NCC performs the following
types of clearing:

without full prefunding.

e used in case of purchase and sale trades with
central counterparty, executed on the basis
of on-order book orders with T+2 settlement
(stocks, depositary receipts, investment shares,
ISU, ETF) and T+1 settlement (FLBs), and
also for the trades in the above securities execut-
ed on the basis of off-order book orders with
T+0 to T+2 settlement,

o used for REPO trades with central counterparty,
including the REPO trades with clearing partici-
pant certificates, executed on the basis of off-or-
der book and on-order book orders.

with full prefunding.

e used in case of purchase and sale trades with
central counterparty, executed on the basis
of addressed or non-addressed orders with T+0O
settlement (corporate, regional and municipal
bonds), and also for the first parts of REPO trades
executed on the basis of off-order book orders
with T+0 settlement.

without prefunding.

e used for REPO trades and purchase and sale
trades without central counterparty, executed
on the basis of off-order book orders, with
settlement of purchase and sale trades from T+0
to T+30 and REPO trades from T+0 to T+2 (first
part) or T+0 to T+365 (second part).

DEVEPOMENT RESULTS IN MAJOR
OPERATIONAL AREAS

As a method of securing performance of obligations
admitted to clearing, NCC uses individual clearing
collateral of clearing participants in Russian roubles,
foreign currency and securities, and for the clearing
without full prefunding it also uses the collective
clearing collateral (guarantee fund).

The Bank performs central counterparty clearing for
the following trades executed with or without full
prefunding:

e purchase and sale trades with settlement codes
Yn, TO (except allocation and repurchase trades),
KO,

o REPO trades with settlement codes TO/Yn,
Ym/Yn.

NCC performs clearing without central counterparty
functions for the following trades:

e purchase and sale trades with settlement codes
B0O-B30, ZO,

o REPO trades with settlement codes Rb, SO-S2, ZO,

o allocation and repurchase trades with settlement
code TO,

o share allocation trades with settlement code XO.

IN THE SECURITIES MARKET, TRADES

MAY BE EXECUTED ON THE BASIS OF ON-ORDER
BOOK OR OFF-ORDER BOOK ORDERS. THE
TRADES BASED ON ON-ORDER BOOK ORDERS
CAN BE EXECUTED ONLY WITH OR WITHOUT
FULL PREFUNDING.

Settlements based on the clearing conducted

by NCC are performed in course of the trading and
upon conclusion of the trading, with the following
options:

e for the account of the clearing participants,

e for the account of the clearing participants’
clients,

e using the cash in trust management of the clear-
ing participant.

THE IMPLEMENTATION OF RELIABLE

AND EFFICIENT CLEARING TECHNOLOGIES AND
THE INSTRUMENTS ATTRACTIVE FOR INVESTORS
HAD A POSITIVE EFFECT ON THE BANK’S
PERFORMANCE RESULTS IN THIS MARKET SEG-
MENT.

In particular, in 2015, NCC received 4,075,925
thousand roubles worth of commission fees for secu-

rities market clearing services, which is 1.32 times
higher than in 2014 — 3,090,270 thousand roubles.
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5.3.
DERIVATIVES MARKET
CLEARING

PRESENTLY, THE MOSCOW EXCHANGE IS A LEAD-
ING FINANCIAL DERIVATIVES EXCHANGE IN CIS
AND EASTERN EUROPE, AND IT RANKS IN THE
TOP-10 OF THE WORLD”S LARGEST DERIVATIVES
EXCHANGES.

Current clearing services.

Since 2015, NCC has been clearing a wide range of
financial derivatives: futures where underlying
assets are indices, stocks, currency pairs, interest
rates, commodities, and options on the said futures.

PRESENTLY, THE RANGE OF FINANCIAL DERIV-
ATIVES COMPRISES 93 DERIVATIVE CONTRACTS,
INCLUDING 62 FUTURES AND 31 FUTURES
OPTIONS.

The transfer of the derivatives market clearing func-
tion at the Moscow Exchange to NCC and its subse-
guent integration with the Group”s securities

and FX markets have resulted in the following
achievements:

e increase in the trading volume owing to the
higher limits set for the clearing organization and
central counterparty, and due to provision to
the clearing participants of efficient unified
clearing services on the basis of a unified clear-
ing agreement,

e development of the technologies aimed at inte-
gration on NCC”s base of the clearing of the FX
market, securities market and derivatives market
of Moscow Exchange Group, which, in particular,
due to integration between the FX market and
derivatives market, enabled the clearing par-
ticipants to post foreign currencies (US dollars,
euro) as individual clearing collateral without any
restrictions.

THE UNDERLYING ASSETS OF THE DERIVATIVE FINANCIAL
INSTRUMENTS TRADED AT THE MOSCOW EXCHANGE

ARE INDICES, CURRENCY PAIRS, STOCKS OF THE RUSSIAN
AND FOREIGN ISSUERS, INTEREST RATES, AND COMMODITIES.
PIC.10.

IN CASE OF CLEARING AND SETTLEMENTS

FOR FINANCIAL DERIVATIVES (INCLUDING VARI-
ATION MARGIN), NCC ALSO PERFORMS CENT-
RAL COUNTERPARTY FUNCTIONS, THUS CON-

MAJOR PERFORMANCE RESULTS 2015

SIDERABLY DECREASING THE RISKS OF THE
CLEARING PARTICIPANTS AND RELIEVING THEM
FROM THE NEED TO CONDUCT COSTLY PRO-
CEDURES IN ORDER TO SET LIMITS FOR EACH
OTHER.

In the derivatives market, NCC performs clearing
of the trades executed:

o for the account of the clearing participants,

o for the account of the clearing participants”
clients,

e using the cash in trust management of the clear-
ing participant.

The functions of settlement depository and settle-
ment organization are performed by NCO CJSC NSD,
which is responsible for the following:

e accounting for the clearing collateral
in cash on NCC”s clearing accounts opened
with NSD,

e accounting for the clearing collateral in securiti-
es on the clearing participants” depo trading
accounts opened with NSD.

The range of acceptable collateral assets compris-

es Russian roubles as well as foreign currency

and securities included in the list approved by reso-
|lution of NCC and compiled in accordance

with NCC”s approved methodology for selection
and assessment of foreign currencies and securities
accepted as collateral assets.

Clearing services development.

In 2015, the Bank took measures to further develop
the clearing services provided to clearing partici-
pants in the derivatives market.

To enable repayment of the clearing participants”
debt in the derivatives market, the individual clearing
collateral in foreign currency and securities can be
sold in the specialized markets and at market prices.
Foreign currency is traded on the order-book basis
in the FX market of the Moscow Exchange,

and securities are traded on the order-book basis

in the securities market. The possibility of selling
collateral at fair prices emerged due to integration
of the derivatives market with the FX market

and securities market and enabled lower restrictions
for acceptance of foreign currencies and securities as
individual clearing collateral in the derivatives mar-
ket.

Starting April 2015, the derivatives market

of the Moscow Exchange uses a new procedure for
settlement of options on all underlying assets with all
maturities (auto-expiration), whereunder

in the evening clearing of the options” expiration
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SECURITIES MONETARY

SEGMENT SEGMENT

COMMODITY
SEGMENT

FUTURES ON FUTURES ON

RTS and MICEX indices.
Blue Chips Index (most
liguid stocks of the Russian*

EUR/RUB, CNY/RUB,
EUR/USD, AUD/USD,

Currency pairs: USD/RUB,

FUTURES ON

BRENT oil.
Precious metals: gold, silver,
platinum, palladium.

RTS and MICEX indices.

and foreign issuers). GBP/USD, USD/CHF, Coppet.
Volatility of the Russian USD/JPY, USD/UAH, Raw sugar.
market (RVD). USD/CAD, USD/TRY.
BRICS country indices. Interest rates: MosPrime.

Federal loan bonds*.

Eurobonds of the Russian

Federation (RF-30)*.
FUTURES FUTURES FUTURES
OPTIONS ON OPTIONS ON OPTIONS ON

Currency pairs: USD/RUB,

Precious metals: gold, silver,

Most liquid stocks EUR/RUB, EUR/USD. platinum.
of the Russian issuers. BRENT oil.
The contracts marked with asterisk * are deliverable. All other contracts are settlement contracts.
Trading in the securities market is conducted both in anonymous mode and in addressed (negotiation) mode.
THE UNDERLYING ASSETS OF THE DERIVATIVE FINANCIAL
INSTRUMENTS TRADED AT THE MOSCOW EXCHANGE . PIC 10.
MICEX, Blue Chips Index) and options thereon; 5.4,
futures on currency pairs and options thereon; COMMODITIES MARKET
futures on precious metals and options thereon; CLEARING

futures on copper; futures on volatility
of the Russian market (RVI),

e futures options on stocks of the Russian issuers

are settled on Wednesday preceding the third
Thursday,

e derivatives contracts on BRENT oil and raw sugar,

on BRICS indices and stocks of the German

T In-the-money: a call option whose strike price is lower

than the futures settlement price, and a put option whose
strike price is higher than the futures settlement price.
At-the-money: call and put options whose strike prices equal
the futures settlement price.

Since 23 December 2015, Moscow Exchange Group
has been trading agricultural products (at the first
stage fl grain). The role of the trading site is played

by NCC which performs in this market the functions

of a clearing organization, central counterparty,
and commodity delivery operator.

The underlying asset of the currently traded deriva-
tive financial instruments (deliverable forward con-
tracts with variable settlement date) is grain. Upon
trading results, central counterparty clearing is con-
ducted, contemplating partial prefunding.
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due to integration between the FX market and
derivatives market, enabled the clearing par-
ticipants to post foreign currencies (US dollars,
euro) as individual clearing collateral without any
restrictions.

THE UNDERLYING ASSETS OF THE DERIVATIVE FINANCIAL
INSTRUMENTS TRADED AT THE MOSCOW EXCHANGE

ARE INDICES, CURRENCY PAIRS, STOCKS OF THE RUSSIAN
AND FOREIGN ISSUERS, INTEREST RATES, AND COMMODITIES.
PIC.10.

collateral in foreign currency and securities can be
sold in the specialized markets and at market prices.
Foreign currency is traded on the order-book basis
in the FX market of the Moscow Exchange,

and securities are traded on the order-book basis

in the securities market. The possibility of selling
collateral at fair prices emerged due to integration
of the derivatives market with the FX market

and securities market and enabled lower restrictions
for acceptance of foreign currencies and securities as
individual clearing collateral in the derivatives mar-
ket.

Starting April 2015, the derivatives market
of the Moscow Exchange uses a new procedure for
settlement of options on all underlying assets with all

maturities (auto-expiration), whereunder
in the evening clearing of the options” expiration
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date all in-the-money' (ITM) options are settled

automatically. In case of at-the-money (ATM)
options, automatic settlement is effected in respect
of the half of an open option position for each series.
Such approach is necessary for elimination of the
risks of asymmetric settlement of synthetic positions.
To refuse settlement, an instruction must be submit-
ted on the option”s expiration date.

The new procedure eliminates the risks associated
with untimely submission of application for settle-
ment of ITM options and also decreases the costs

of trading participants and simplifies the option set-
tlement mechanism.

In June 2015, a new mechanism of delivery on

FLB basket futures was introduced. Now the delivery
trades are generated automatically in the settlement
mode T+1 and without full prefunding for obligations
(previously, trades were generated in the TO mode
and required full pre-posting of assets). The second
party to the trades will be the central counterparty fl
NCC. The automation of settlement of obligations
and the possibility of netting of the delivery trades
with other operations involving the CCP (T+1 order-
book trades, RPS with the CCP, REPO with the CCP)
enables the participants to settle their obligations

in @ maximum convenient mode and ensures consid-
erable decrease in operational risks.

In July 2015, the major derivatives contracts were
transferred to the new settlement system, implying
settlement on a certain day of the week.

In the previous system of settlement dates for a
number of futures and options (on 15™ days of the
month), contracts were periodically settled on
Monday. This situation led to increasing market risks
and operational risks for trading participants and
their clients. Thus, now:

e on the 3 (third) Thursday of the month,
settled are the futures on stocks of the Russian
issuers; futures on the Russian indices (RTS,
MICEX, Blue Chips Index) and options thereon;
futures on currency pairs and options thereon;
futures on precious metals and options thereon;
futures on copper; futures on volatility
of the Russian market (RVI),

e futures options on stocks of the Russian issuers
are settled on Wednesday preceding the third
Thursday,

e derivatives contracts on BRENT oil and raw sugar,
on BRICS indices and stocks of the German

DEVEPOMENT RESULTS IN MAJOR
OPERATIONAL AREAS

issuers will not be transferred to the new system
due to their settlement specifics (linking to foreign
exchanges). FLB futures, Eurobonds and interest
rates will also not be transferred due to the design
specifics of their contracts.

In 2015, a number of derivative financial
instruments admitted for trading in the derivatives
market of the Moscow Exchange and cleared

by NCC was supplemented with the futures on
MICEX index (mini) and the option thereon.

The said instruments, as compared to the futures on
MICEX Index and the option thereon, are character-
ized with a small face value and small size of collat-
eral. This secures interest to these instruments from
a wide range of private investors who implement
strategies related to movement of rouble prices in
the stock market and do not want to accept the risk
of exchange rate volatility.

In addition, in 2015,

Thus, the participants of the on-exchange derivatives
market got access to the full range of option con-
tracts on all futures on stock of the Russian issuers
traded at the Moscow Exchange.

5.4.
COMMODITIES MARKET
CLEARING

Since 23 December 2015, Moscow Exchange Group
has been trading agricultural products (at the first
stage fl grain). The role of the trading site is played
by NCC which performs in this market the functions
of a clearing organization, central counterparty,
and commodity delivery operator.

The underlying asset of the currently traded deriva-
tive financial instruments (deliverable forward con-
tracts with variable settlement date) is grain. Upon
trading results, central counterparty clearing is con-
ducted, contemplating partial prefunding.
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NCC has acquired the right to also perform the
function of a commodity delivery operator on the
basis the accreditation granted to the Bank

by the Bank of Russia. This function is specified

in the Law No. 07-FZ “On clearing and clearing activ-
ities” and contemplates the recording of commodi-
ties delivered for storage to the commodity delivery
operator in the commodity accounts.

THUS, NCC HAS BECOME RUSSIA’S FIRST
CREDIT ORGANIZATION — COMMODITY DELIV-
ERY OPERATOR.

Currently, NCC stores grain in a limited number

of elevators, and, within next year, Moscow
Exchange Group plans to accredit the majority of
the Russian elevators conforming to all requirements
as to storage technology, and attractive for the
Group’s clients in terms of logistics.

The grain market features central counterparty
clearing upon the trading results, as well as the deliv-

ery of the commodity (underlying asset of forward
contracts) from the seller to the buyer. In course

of the trading, trading participants and their clients
can conclude an agreement for arrangement of com-

modity transportation to any railway station of the
Russian Federation (transport forwarding agree-
ment). For the purpose of providing forwarding
services to trading participants and clearing partici-
pants of the Moscow Exchange, a separate entity
has been established — National Logistical Compa-
ny Ltd.

5.5.
SFD MARKET CLEARING

NCC has been clearing trades in the market for
standardized financial derivatives (SFD) of the Mos-
cow Exchange Group since 2013.

MAJOR PERFORMANCE RESULTS 2015

THE MARKET FOR STANDARDIZED FINANCIAL
DERIVATIVES WAS FORMED TO IMPLEMENT THE
PROVISIONS OF THE COMMUNIQUE ADOPT-

ED AT CONCLUSION OF THE G20 MEETING IN
PITTSBURG IN 2009, WHERE THE G20 LEADERS
EXPRESSED THEIR JOINT VIEW OF THE NEED TO
TRANSFER SFD TRADING TO EXCHANGES AND
ENSURE THAT THEY ARE CLEARED BY CENTRAL
COUNTERPARTY.

In 2015, NCC continued to perform clearing

and central counterparty functions in the SFD mar-
ket. Due to the changes in legislation to the effect
of removing the load on mandatory ratios of the cen-
tral counterparty in case of conclusion of OTC
trades, starting November 2015, the restrictions on
conclusion of OTC trades in the SFD market were
lifted.

As a result, specifications of the existing OTC
contracts were modified, and specifications for new
OTC contracts which can be concluded in the SFD
market were developed. New specifications were
approved in December 2015.

THEREFORE, IN THE REPORTING YEAR, POSSI-
BILITIES WERE CREATED IN ORDER TO ENABLE
THE PARTICIPANTS IN 2016 TO CONCLUDE THE
FOLLOWING OTC CONTRACTS: INTEREST-RATE
SWAP, CURRENCY SWAP, CURRENCY FORWARD,
AND CURRENCY OPTION.

To enable execution of trades, clearing participants
post individual and collective clearing collateral in
Russian roubles and in foreign currency (US dollars).
Clearing settlements are conducted using NCC'’s
clearing accounts opened with NCO CJSC NSD.

In 2015, the quantity of participants of the SFD mar-
ket increased from 20 to 35. The participants of the
SFD market are the large Russian banks, including
the banks with foreign participation, among them:
OJSC Sberbank of Russia, OJSC VTB Bank, Deutsche
Bank LLC, CJSC Bank Credit Suisse (Moscow), CJSC
Raiffeisenbank, ING Bank (Eurasia) CJSC.
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6.
PROPRIETARY OPERATIONS
IN FINANCIAL MARKETS

IN 2015, FINANCIAL MARKET OPERATIONS WERE

CONDUCTED UNDER SERIOUS PRESSURE FROM EXTERNAL
FACTORS AND DOMESTIC RUSSIAN REASONS.

AS A RESULT, ALL TYPES OF RISK, ESPECIALLY CURRENCY RISK,
MARKET RISK AND INTEREST-RATE RISK, INCREASED

IN THE RUSSIAN FINANCIAL MARKET AND, CONSEQUENTLY,
SIGNIFICANT CHANGES WERE MADE TO THE RESTRICTIONS ON
CONDUCTED OPERATIONS, IMPOSED ON NCC AS A CENTRAL
COUNTERPARTY, PRIMARILY ON THE PART OF THE REGULATOR —
BANK OF RUSSIA.
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Fitch Ratings confirmed the Bank’s
long-term local currency issuer default
rating at '‘BBB’ and viability rating

at ‘bbb’, one notch above the Russian
sovereign rating — “BBB-".

In 2015, financial market operations were conducted
under serious pressure from the abovementioned
external factors and domestic Russian reasons.

As a result, all types of risk, especially currency risk,

market risk and interest-rate risk increased in the
Russian financial market, and, consequently, signifi-
cant changes were made to the restrictions on
conducted operations, imposed on NCC as a central
counterparty, primarily on the part of the regulator —

Bank of Russia. Changes also affected the liquidity
management operations conducted for the purpose
of supporting NCC’s CCP activity.

In the environment of considerable financial market
uncertainty, major efforts were directed to:

e supporting NCC'’s principal activity as CCP,
by conducting operations with the participants’
collateral and managing cash flows for the
purpose of performing settlements,

e improving the system for managing the positions
arising in case of non-performance of obligations
by clearing participants (default management),
in order to decrease market risk while following
the principle of unconditional fulfillment of NCC’s
clearing obligations,

e ensuring an optimal ratio of asset liquidity

and yield,
e changing NCC'’s asset portfolio structure to
reduce all types of risks.

To ensure unconditional performance of NCC’s
obligations as central counterparty, in 2015 the fol-
lowing activities continued:

o extending the network of NCC’s correspondent
accounts,

e growing a pool of securities enabling procure-
ment of loans from the Bank of Russia and
conclusion with the Bank of Russia of REPO
deals in securities as potential financing sources.

NCC'’s network of correspondent accounts was exten-
ded both for the purpose of providing services to new
and planned financial instruments, and also to optimize
the asset management process.

Throughout the year, 7 new correspondent
accounts were opened, including:

e 2 accounts for speeding up settlements after
trading in British pounds,

e 5 accounts for efficient management of liquidity
in US dollars, euro and Swiss francs.
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In addition, to provide settlements for financial
instruments in national currencies of CIS countries,
the following accounts were opened:

e in Tajik somoni in the National Bank of Tajikistan,
e in Belarusian roubles in the National Bank of
the Republic of Belarus.

THE QUANTITY OF CASES OF TECHNICAL DEFAULTS,
CLOSURE OF POSITIONS AFTER A CLEARING PARTICIPANT S
DEFAULT, AND CLOSURE OF THE BANKS POSITIONS AFTER
REVOCATION OF THEIR LICENSES GENERALLY STABILIZED,
AND FOR CERTAIN CURRENCIES IT EVEN DECREASED,

AS ILLUSTRATED IN THE DIAGRAM BELOW. AT THAT, THE
VOLUME OF SUCH POSITIONS INCREASED BY ABOUT 40% N
FOR MAJOR CURRENCIES M US DOLLAR AND ROUBLE.

PIC. 11"12.

The increasing financial market volatility and, as a
result, the increasing rates for the collateral posted
by clearing participants in order to participate

in the trading, caused NCC”s liabilities to grow in all
currencies in the first quarter of 2015. Throughout
the year, the volumes of collateral posted by clearing
participants were decreasing, except collateral

in euro, which is, most probably, due to negative
rates for this currency.

DUE TO THE ABOVE FACTORS, NCC S LIABILITY BASE
CHANGED AS FOLLOWS. PIC.13.

Against the backdrop of sharp increase in liabilities
in the beginning of the year, major attention was
paid to forming an optimal asset structure securing
both profitability of operations and unconditional

fulfillment of obligations in case if liabilities decrease.

This goal was achieved primarily by increasing the
volume of interbank loans in Russian roubles, mostly
short-term ones, as well as by creating additional
immediate liquidity by increasing balances in cor-
respondent accounts. For example, the average
volume of interbank loans (including SWAP oper-
ations) in the first quarter of 2015 exceeded 49 bln
roubles, which was almost 30% higher than the year
2014 average.

AS A RESULT, THE DECREASE IN LIABILITIES
WHICH STARTED IN THE SECOND QUARTER WAS
FULLY COMPENSATED WITH LIQUIDITY.

AT THAT, DESPITE THE INCREASED LEVEL OF
IMMEDIATE LIQUIDITY, THE BANK STILL EARNED
SIGNIFICANT INCOME IN THE FIRST QUARTER.

In 2015, as part of support of its clearing activities,
NCC continued transactions with precious metals.
Throughout the year, the Bank conducted Location

MAJOR PERFORMANCE RESULTS 2015

SWAP operations in gold in the amount of 1,462 kg
and purchase and sale operations in physical gold
in the amount of 1,451kg.

In 2015, to increase yield on its currency assets,
NCC performed reverse REPO operations. The aver-
age annual volume of such operations in US dollars
and euro approximated 26 bin in rouble equivalent.

In 2015, in the environment of financial market insta-
bility, NCC paid significant attention to improving

the credit quality of assets, and primarily the securi-
ties portfolio. In particular, an objective was set

to ensure, throughout 2015, that the portfolio con-
tained bonds with long-term issuer rating of at least
BB (rated by Standard & Poor”s or Fitch Ratings)

or Bal (rated by Moody”s Investors Service), which

is one step higher than the requirements of the

Bank of Russia for central counterparties, laid out in
the Ordinance of the Bank of Russia dated 03 Decem-
ber 2012 No. 2919-U -On assessment of the quality
of management of the credit organization performing
central counterparty functionsE. As a result, as of

01 January 2016, the share of bonds of the issuers
with rating of at least BB equaled 99.5% of the port-
folio.

Another field of improvement of credit quality was
the increase of the share of bonds of the Russian
Federation. For example, the share of government
bonds in roubles and foreign currencies in NCC”s
portfolio grew by over 17% (62.9% as of O1 January
2016 vs. 45.7% as of 01 January 2015).

Another measure improving credit quality was

to maintain low duration of non-government bonds.
Throughout 2015, the duration of sub-federal, corpo-
rate and bank bonds was not longer than 0.75 of
the year.

Despite gradual decrease in financial market vola-
tility expected in 2016,

NCC, IN COURSE OF FINANCIAL OPERATIONS,
WILL CONTINUE PAYING SPECIAL ATTENTION
TO LOWERING THE RISKS OF THE ASSET
PORTFOLIO fl FIRST OF ALL, CREDIT RISK AND
MARKET RISK, WHICH WILL BE ESPECIALLY
IMPORTANT AFTER INTRODUCTION BY THE
BANK OF RUSSIA OF STRICTER REQUIREMENTS
AS TO MANDATORY RATIOS OF BANKS IN TERMS
OF CALCULATION OF RISKS FOR VARIOUS
FINANCIAL INSTRUMENTS.

It is expected that in 2016, there will be stronger influ-
ence of the currently shaping trends of growing restric-
tions on correspondent accounts in foreign currency,
associated with the sanctions against Russia, regulato-
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OPERATIONS NUMBER OF CHANGE VOLUME, CHANGE
OPERATIONS VS 2014, % MLN ROUBLES VS 2014, %

FX MARKET

TRANSFER OF POSITIONS (SWAP)

usb 298 -44 82 554 17
EUR 14 =7 12 835 -70
CNY 15 67 484 - 88
GBP 27 2600 266 35 461
HKD 2 100 1 12 400
BYR 3 2

SLV 1 (0]

ADJUSTMENT OF MARGIN CALLS

RUB 14 =55 682 105
CLOSURE OF POSITIONS

usb 14 75 21029 454
EUR 1l 38 6 765 443
CNY 0

SECURITIES MARKET

TRANSFER OF POSITIONS (REPO+SWAP+PURCHASE/SALE)

RUB 642 20 34 298 43
CLOSURE OF POSITIONS (PURCHASE AND SALE+LIQUIDATION NETTING+T+2)
RUB 6 20 693 24

DERIVATIVES MARKET

CLOSURE OF POSITIONS
RUB 2 50 18 70

usD 312 -42 103 583 39
EUR 125 -4 19 600 - 55
CNY 15 50 484 - 88
GBP 27 266

HKD 2 1

BYR 3 2

SLV 1 0

RUB 664 15 35 691 43

DEFAULT MANAGEMENT OPERATIONS. PIC 11.
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DYNAMICS OF OPERATIONS IN CASE OF DEFAULTS. PIC 12.

respondent accounts. For example, the average
volume of interbank loans (including SWAP oper-
ations) in the first quarter of 2015 exceeded 49 bln
roubles, which was almost 30% higher than the year
2014 average.

AS A RESULT, THE DECREASE IN LIABILITIES
WHICH STARTED IN THE SECOND QUARTER WAS
FULLY COMPENSATED WITH LIQUIDITY.

AT THAT, DESPITE THE INCREASED LEVEL OF
IMMEDIATE LIQUIDITY, THE BANK STILL EARNED
SIGNIFICANT INCOME IN THE FIRST QUARTER.

In 2015, as part of support of its clearing activities,
NCC continued transactions with precious metals.
Throughout the year, the Bank conducted Location

NCC, IN COURSE OF FINANCIAL OPERATIONS,
WILL CONTINUE PAYING SPECIAL ATTENTION
TO LOWERING THE RISKS OF THE ASSET
PORTFOLIO fl FIRST OF ALL, CREDIT RISK AND
MARKET RISK, WHICH WILL BE ESPECIALLY
IMPORTANT AFTER INTRODUCTION BY THE
BANK OF RUSSIA OF STRICTER REQUIREMENTS
AS TO MANDATORY RATIOS OF BANKS IN TERMS
OF CALCULATION OF RISKS FOR VARIOUS
FINANCIAL INSTRUMENTS.

It is expected that in 2016, there will be stronger influ-
ence of the currently shaping trends of growing restric-
tions on correspondent accounts in foreign currency,
associated with the sanctions against Russia, regulato-
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SOURCE RUB, USD, EUR, EQUIVALENT,
MLN MLN MLN RUB

FX MARKET 104, 568. 278 10, 608. 832 4,712. 276 1,023, 453. 866

DERIVATIVES MARKET 63,194. 016 585.504 139. 206 105, 647. 226

T+, REPO WITH CCP 28,779. 687 181. 711 35.700 41, 422. 265

EQUITY 38, 542.136 38, 542.136

235, 084. 117 1, 376. 047 4, 887.182 1, 209, 065. 493

01.01.2015

SOURCE EQUIVALENT,

RUB

FX MARKET 56, 663. 932 5,045.722 6, 369. 871 932, 070. 658
DERIVATIVES MARKET 27,233.653 544.822 171. 51 80, 610. 698
T+, REPO WITH CCP 25, 791. 617 200. 888 49.178 44, 352. 226
EQUITY 54,179. 568 54,179. 568
CCP’S DEDICATED CAPITAL 7,266. 498 7,266. 498

171, 135. 268 5,791. 432 6, 590. 560 1,118, 479. 656

01.01.2016

NCC'S LIABILITY BASE CHANGE. PIC 13.
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respondent accounts. For example, the average
volume of interbank loans (including SWAP oper-
ations) in the first quarter of 2015 exceeded 49 bln
roubles, which was almost 30% higher than the year
2014 average.

In 2015, as part of support of its clearing activities,
NCC continued transactions with precious metals.
Throughout the year, the Bank conducted Location

It is expected that in 2016, there will be stronger influ-
ence of the currently shaping trends of growing restric-
tions on correspondent accounts in foreign currency,
associated with the sanctions against Russia, regulato-
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ry requirements towards foreign banks, and negative
interest rates. This will require additional measures

to adjust the network of correspondent accounts for

the purpose of minimizing the time spent and finan-

cial costs of clearing settlements.

PROPRIETARY OPERATIONS
IN FINANCIAL MARKETS

Moreover, further expansion of the range of finan-
cial instruments cleared by NCC, primarily in the FX
market and securities market, will affect both the
quantity and volume of financial market operations,
especially in the default management field.
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7.
RISK MANAGEMENT,

INCLUDING MEASURES AIMED AT MAINTAINING HIGH QUALITY OF MANAGEMENT
IN NCC AS CCP

NCC APPLIES

THE RISK MANAGEMENT METHODS STIPULATED

BY THE REQUIREMENTS OF THE BANK OF RUSSIA,
RECOMMENDATIONS OF THE BASEL COMMITTEE

FOR BANKING SUPERVISION, AS WELL AS INTERNATIONAL
STANDARDS OF THE COMMITTEE ON PAYMENT

AND SETTLEMENT SYSTEMS OF THE BANK FOR
INTERNATIONAL SETTLEMENTS AND THE STEERING
COMMITTEE OF THE INTERNATIONAL ORGANIZATION
OF SECURITIES COMMISSIONS (CPMI-IOSCO)

FOR SYSTEMICALLY IMPORTANT INFRASTRUCTURAL
ORGANIZATIONS.







NCC aims to cover maximum risk
arising from default of any 2 or 3
clearing members, which exceeds
the requirements of the international
standards.

l.

COMPLIANCE OF RISK MANAGEMENT
SYSTEM WITH REGULATORY
REQUIREMENTS AND INTERNATIONAL
STANDARDS

NCC, functioning as a central counterparty, clear-
ing organization and commodity delivery operator
(hereinafter CDO) in the markets of the Moscow
Exchange Group, performs its activities using

A STATE-OF-THE-ART RISK MANAGEMENT
FRAMEWORK (RMF), COMPLYING WITH THE
INTERNATIONAL STANDARDS, AND PROVIDES
TO THE PARTICIPANTS THE CLEARING SERVICES
THAT ENSURE EFFICIENT USE OF THE FUNDS
TRANSFERRED TO THE MARKET.

Based upon its functions and objectives, NCC has
a specific risk structure consisting of the following
interconnected groups:

e risks inherent in NCC as central counterparty

and clearing organization,
e risks of banking activities,
e CDOrisks.

NCC'’s risk management framework covers the fol-
lowing range of risks:

central counterparty risk (CCP credit risk),
custodial risk,
credit risk,
market risk,
liquidity risk,
operational risk,
strategic risk,
commercial risk,
legal risk,
regulatory risk,
reputational risk.

NCC'’s key objectives are to decrease risks in the fin-
ancial system and to maintain stability in the ser-
viced segments of the financial and commodity mar-

kets. The achievement of these objectives is facilitat-
ed by implementation of a state-of-the-art risk
management framework meeting the international
standards, whereby NCC conducts a comprehensive
analysis of the risks arising in course of performan-
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ce of all types of activities. To ensure its operational
reliability,

NCC APPLIES THE RISK MANAGEMENT
METHODS STIPULATED BY THE REQUIREMENTS
OF THE BANK OF RUSSIA, RECOMMENDATIONS
OF THE BASEL COMMITTEE FOR BANKING
SUPERVISION, AS WELL AS INTERNATIONAL
STANDARDS OF THE COMMITTEE ON PAYMENT
AND SETTLEMENT SYSTEMS OF THE BANK FOR
INTERNATIONAL SETTLEMENTS AND

THE STEERING COMMITTEE OF THE INTERNA-
TIONAL ORGANIZATION OF SECURITIES
COMMISSIONS (CPMIfilOSCO) FOR SYSTEMICAL-
LY IMPORTANT INFRASTRUCTURAL ORGANIZA-
TIONS.

In the reporting year, NCC”s activities aimed at the
improving its risk management framework were
focused on consistency with the requirements

of the Ordinance of the Bank of Russia dated

02 December 2012 No. 2919-U -On the management
quality assessment of a credit institution performing
central counterparty functionsE (hereinafter the Reg-
ulation No. 2919-U); to this end, in particular,

NCC developed and implemented the mechanism

of dedicated CCP capital as an additional line

of defense.

Also, in order to ensure compliance with the Bank

of Russia Regulation No. 463-P dated 12 March 2015
—On the requirements for risk mitigation in clearing
operations and the requirements for a document
(documents) stipulating measures aimed at reducing
credit, operational and other risks, including risks
related with the combining of clearing operations
with other activityE, NCC developed and registered
with the Bank of Russia a single document governing
the processes for managing all risks attributed

to NCC”s activities fl rules for organization of the
risk management framework.

The document contains general provisions determin-
ing the framework for managing the risks inherent

in the activities of NCC as a clearing and credit
organization and CDO, and a description of the pro-
cedures for identification, monitoring and control of
risks, the measures for mitigation of risks,

and criteria for application of such measures.

In 2015, pursuant to the Ordinance of the Bank

of Russia No. 3624-U dated 15 April 2015 —On
Requirements for Risk and Capital Management
Frameworks of Credit Institution and Banking
GroupE, NCC started implementation of internal
capital adequacy assessment process (ICAAP),
including the development of the following internal
documents:

MAJOR PERFORMANCE RESULTS 2015

o strategy of risks and capital management,
aimed at harmonization of the process of manag-
ing risks associated with NCC”s banking activi-
ties and its relation to capital adequacy manage-
ment,

e the Bank”s risk appetite statement for the year
2016, which sets forth the thresholds for quan-
titative and qualitative indicators of the level of
significant risks for the forthcoming year pursuant
to quarterly monitoring,

o methodology of the Bank”s economic capital
assessment, containing the description of the
approaches used by NCC to evaluate the required
capital to cover the most significant risks both
at the individual and at the aggregated level,
including the calculation of additional capital
reserves.

THE IMPROVEMENT OF METHODOLOGY

OF THE PROCESSES ASSOCIATED WITH MANA-
GING RISKS AND CAPITAL MANAGEMENT
REMAINS ONE OF THE MOST IMPORTANT ELE-
MENTS OF NCC”S ACTIVITIES.

I
MANAGING RISKS INHERENT
IN CLEARING AND CCP ACTIVITIES

In 2015, the development of NCC”s risk management
system was primarily focused on ensuring financial
stability and reliability of the Bank as a clearing
organization and central counterparty, and was car-
ried out in the following main directions:

e ensuring adequacy of financial resources
for settlements under regular and extreme mar-
ket conditions,

e setting up arrangements protecting against
potential losses in case of the clearing members”
default,

e improving risk assessment methodology required
for NCC to provide new clearing products and
expand the range of cleared instruments,

e implementing measures to ensure
that current activities of NCC comply with
the Bank of Russia”s requirements for the
central counterparties whose management quality
of has been recognized as —satisfactoryE
in accordance with provisions of the Ordinance
No. 2919-U,

e providing information transparency which
allows the clearing members to adequately assess
risks, and helps supervisory authorities to control
their activities efficiently.
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MARKET ROUBLES

FOREGIN PRECIOUS
CURRENCIES METALS

FX MARKET

SECURITIES MARKET

DERIVATIVES MARKET

STANDARDIZED OTC DERIVATIVES MARKET
COMMODITY MARKET

++++ +

+ 4+ +

MARKET BONDS

STOCKS COMMODITIES

FX MARKET

SECURITIES MARKET +
DERIVATIVES MARKET

STANDARDIZED OTC DERIVATIVES MARKET
COMMODITY MARKET

+ +

TYPES OF ASSETS ACCEPTED AS COLLATERAL IN THE MARKETS
OF THE MOSCOW EXCHANGE. PIC 14.

In 2015, the following most significant changes were
made, expanding the opportunities for trading

and clearing members in execution of exchange

trades and OTC trades with NCC as central counter-

party:

in the securities market, the Bank implemented
the REPO with CCP, with settlements in US dollars
and euro for the time period of up to one

week, expanded the list of securities admitted

to trading without full prefunding, owing to the
differentiation of securities into securities accept-
ed as collateral and securities admitted to trading
without full prefunding,

in the derivatives market, clearing participants
were enabled to control the risks of expiration of

a unified members” default protection system
for all markets of Moscow Exchange Group,
formation of CCP”s dedicated capital

used in the event of the clearing member”s default,
prior to using the resources of guarantee funds,
maintenance of the minimum level of NCC”s
capital, guaranteeing continuity of services

to clearing members even in the event of emer-
gency,

mechanism for limitation of CCP liability when
other resources of the safeguard structure
exhausted,

procedure for replenishment of dedicated capital
of NCC and guarantee funds.

CCP S NEW SAFEGUARD STRUCTURE. PIC. 15.



6 LABILITY RESTRICTION

5 ADDITIONAL CAPITAL
(OPTIONAL)

3 NCC DEDICATED CAPITAL

TO THE GUARANTEE FUND
(IN ALL MARKETS)

(IN ALL MARKETS)

CCP’'S NEW SAFEGUARD STRUCTURE. PIC 15.

risk management framework.

4 CONTRIBUTIONS TO THE GUARANTEE FUND

2 DEFAULTER'S CONTRIBUTION

EXECUTION OF BALANCING
TRADES WITH NON-DEFAULTING
CLEARING MEMBERS

WITHIN THE AMOUNT
OF EXCESS OF NCC'S CAPITAL
OVER THE MINIMUM CAPITAL

CONTRIBUTIONS OF NON-DEFAULT-
ING CLEARING MEMBERS AND
CONTRIBUTION OF THE MOSCOW
EXCHANGE — UP TO 5 BLN ROUBLES

6,5 BLN ROUBLES TOTAL
FOR ALL MARKETS

1 DEFAULTER'S IM AND STRESS COLLATERAL

ket conditions,
setting up arrangements protecting against

The document contains general provisions determin- potential losses in case of the clearing members”
ing the framework for managing the risks inherent default,

in the activities of NCC as a clearing and credit e improving risk assessment methodology required
organization and CDO, and a description of the pro- for NCC to provide new clearing products and
cedures for identification, monitoring and control of expand the range of cleared instruments,

risks, the measures for mitigation of risks,
and criteria for application of such measures.

In 2015, pursuant to the Ordinance of the Bank

of Russia No. 3624-U dated 15 April 2015 —On
Requirements for Risk and Capital Management
Frameworks of Credit Institution and Banking
GroupE, NCC started implementation of internal
capital adequacy assessment process (ICAAP),
including the development of the following internal
documents:

implementing measures to ensure

that current activities of NCC comply with

the Bank of Russia”s requirements for the

central counterparties whose management quality
of has been recognized as —satisfactoryE

in accordance with provisions of the Ordinance
No. 2919-U,

providing information transparency which

allows the clearing members to adequately assess
risks, and helps supervisory authorities to control
their activities efficiently.

Margining system of clearing members- trades.
NCC uses various models to determine collate-

ral requirements, depending on the specific market.
The model for determination of collateral require-
ments takes into account the specifics of instru-
ments and, accordingly, is applied with minor differ-
ences accounting for the markets specifics.

In the FX market, securities market and commodi-
ties markets, due to linearity of instruments rel-
ative to the risk factors, a simplified approach is
used, which features 2 scenarios for each instrument
(growth and downturn), also taking into account

the size of the position, by means of concentration
limits.

The set of scenarios used in the derivatives market

is chosen accounting for possible presence of
non-linear instruments in the position, and, therefore,
the set of spot risk scenarios expands to 23, and also
the scenarios of possible change of implied volatility
are considered.

In the Standardized OTC Derivatives Market
NCC also used the scenarios of interest rate
curves/implied volatility curve shifts determined
using the principle component method (shift fl
twist fl butterfly).

THE SCENARIOS USED IN THE MARGINING
MODELS ARE CALIBRATED USING HISTORICAL
DATA, AND ALSO CONSIDERING THE
POTENTIAL SCENARIOS OF PRICE MOVEMENTS
THAT ARE NOT YET REFLECTED IN HISTORICAL
DATA, SO AS TO SECURE IN ALL MARKETS

AT LEAST 99% CONFIDENCE PROBABILITY FOR
THE REQUIRED COLLATERAL SIZE.

THE TYPES OF ASSETS ACCEPTED AS COLLATERAL ALSO
VARY, DEPENDING ON THE SPECIFIC MARKET. PIC. 14.

In 2015, the following most significant changes were
made, expanding the opportunities for trading

and clearing members in execution of exchange
trades and OTC trades with NCC as central counter-
party:

e in the securities market, the Bank implemented
the REPO with CCP, with settlements in US dollars
and euro for the time period of up to one
week, expanded the list of securities admitted
to trading without full prefunding, owing to the
differentiation of securities into securities accept-
ed as collateral and securities admitted to trading
without full prefunding,

e in the derivatives market, clearing participants
were enabled to control the risks of expiration of

RISK MANAGEMENT

options on client positions,

e in the securities market, in Russian sovereign
bonds (OFZ) segment, settlement cycles TO
and T+2 were replaced with the single settlement
cycle T+1 with partial pre-posting.

The settlement cycle T+1 enables to reduce

the market participants” costs of funding opera-
tions in the government debt market, increase

the volume of operations via partial prefunding
under the trades, and improve operational
efficiency of the market makers, thus facilitating
the growth of liquidity in the on-exchange Russian
sovereign bonds (OFZ) market,

e in the Standardized OTC Derivatives market,

a margining algorithm was approved for the port-
folios which include optionsm,

e a methodology for calculation of stress-collateral
for the derivatives market, securities market,

FX market and precious metals market was
approved,

e the Bank launched exchange trading in forward
contracts whose underlying asset is commodity
(soft wheat). These operations use the margining
system similar to the margining system applied in
the FX market and securities market.

CCP safeguard structure.
In 2015, a new CCP safeguard structure was devel-
oped and implemented, aiming

TO ENSURE RELIABLE AND TRANSPARENT
INTERACTION WITH THE CLEARING MEMBERS,
AND GUARANTEED MAINTENANCE OF NCC
FINANCIAL STABILITY WHEN IT ACTS AS A CCP
IN ANY MARKET SITUATION.

The newly developed safeguard structure conforms

to the international operating standards for
central counterparties and includes the following
novelties:

a unified members” default protection system

for all markets of Moscow Exchange Group,
formation of CCP”s dedicated capital

used in the event of the clearing member”s default,
prior to using the resources of guarantee funds,
maintenance of the minimum level of NCC”s
capital, guaranteeing continuity of services

to clearing members even in the event of emer-
gency,

mechanism for limitation of CCP liability when
other resources of the safeguard structure
exhausted,

procedure for replenishment of dedicated capital
of NCC and guarantee funds.

CCP S NEW SAFEGUARD STRUCTURE. PIC. 15.
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According to the international operational standards
for clearing organizations fl central counterparties,
the level of risk coverage by collective funds is con-
sidered to be sufficient provided that, within a short
period of time, these resources can cover maximum
risk for at least one or two default positions.

NCC AIMS TO COVER MAXIMUM RISK ARISING
FROM DEFAULT OF ANY 2 OR 3 CLEARING
MEMBERS, WHICH EXCEEDS THE REQUIREMENTS
OF THE INTERNATIONAL STANDARDS.

In order to provide additional protection for the
non-defaulting clearing members their contribu-
tions to the Guarantee Fund are used only when the
amount of total debt of the defaulting clearing mem-

bers to NCC exceeds the maximum acceptable value.

In 2015, guarantee fund for the FX market and
precious metals market was formed. Therefore,

AS OF NOW IN ALL SERVICED MARKETS OF
MOSCOW EXCHANGE GROUP, GUARANTEE FUND
MAY BE USED AS AN INSTRUMENT TO COVER
LOSSES IN THE EVENT OF CLEARING MEMBERS”
DEFAULT.

THE SIZE OF GUARANTEE FUNDS. PIC. 16.

In addition, the Bank performed unification of the
procedure for recording of resources of the guaran-
tee funds of the FX market and precious metals mar-
ket, securities market, derivatives market and com-
modities market, and the range of assets accepted
as collateral to guarantee funds, creating additional
preconditions for more efficient and convenient use
of own funds by the clearing members.

STRUCTURE OF GUARANTEE FUNDS. PIC. 17.

Monitoring of financial condition of the clearing
members.

NCC uses internal rating system as an efficient
instrument for monitoring financial condition

of clearing members and counterparties on active
trades. The use of formalized internal ratings
enables

PROMPT RESPONSE TO DETERIORATION OF
FINANCIAL CONDITION OF THE CLEARING
MEMBERS AND COUNTERPARTIES, AS WELL AS
ESTABLISHMENT OF LIMITS FOR ACTIVE TRADES

MAJOR PERFORMANCE RESULTS 2015

AND MAKING ADEQUATE PROVISIONS FOR
POSSIBLE LOSSES ON RISK-BEARING TRANSAC-
TIONS.

Assignment of internal ratings is carried out in accor-
dance with NCC”s current Methodology of determi-
nation of internal ratings of counterparties (issuers).

METHODOLOGY OF DETERMINATION OF INTERNAL
RATINGS OF COUNTERPARTIES (ISSUERS). PIC. 18.

Internal ratings are based on the financial report-
ing and other information about the clearing partici-
pants and counterparties, which is significant

in terms of assessing the risks assumed by them.
Internal rating represents a total score of financial
and non-financial values and can be adjusted

upon the result of expert assessment (taking into
account the information on ownership structure,
counterparty”s business development, market posi-
tions of the clearing participant in certain market
segments, dynamics of prices on stocks issued by
them, and other relevant information).

As of 01 January 2016, NCC”s internal rating system
covered 745 organizations.

THE CLASSIFICATION ACCORDING TO THE TYPES OF RATED

CLEARING PARTICIPANTS AND NCC S COUNTERPARTIES. PIC. 19.

Il.
MANAGING BANKING RISKS

NCC, DUE TO ITS SPECIAL STATUS AND TYPES
OF ACTIVITIES, FOLLOWS A CONSERVATIVE
ASSET MANAGEMENT POLICY IN ALLOCATION
OF FREE CASH.

The major elements of managing risks arising,
in course of banking operations include:

assets and liabilities portfolio management,
monitoring of financial condition of counterparties,
establishing limits,

making provisions for possible losses to cover
risks,

o refusal to bear certain types of risks.

Credit risk management.
Relative to NCC”s banking activities, credit risk
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(AS OF 01.01.2016). PIC 16.
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GUARANTEE FUND OF THE STANDARTIZED
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STRUCTURE OF GUARANTEE FUNDS (AS OF 01.01.2016). PIC 17.

rities portfolio by sectors of debt issuers, as well as
the grouping of assets by the level of their S&P inter-
national rating is shown in the diagram.

DISTRIBUTION OF NCC S AGGREGATE SECURITIES
PORTFOLIO BY SECTORS OF DEBT ISSUERS. PIC. 23.

In accordance with the regulatory amendments

to the procedure for making provisions for possible
losses on loans, loan and similar debts and to

the procedure for making provisions for possible
losses, which became effective on O1 November 2015,
NCC”s requirements under operations related to clear
ing activities and performance of central counterparty
functions shall not be covered by provisions.
Therefore, provisions for clearing operations and oper-

of cash in other types of assets: on transactions
with securities, depending on the type and maturi-
ty of securities, limit of open FX position,

e composing an optimal structure of assets in accor-
dance with the liabilities,

e taking into account the maturities of raised
funds and their volumes when allocating assets in
financial instruments,

e analysis of negative scenarios of liquidity short-
age; evaluation of the framework for responding
to this risk; improvement of tools and methods
of liquidity management.

NCC performs liquidity management in real

time on the basis of the payment calendar by means
of measures to optimize cash flows, improve oper-
ations regulations of active operations, settlements
and correspondent relations.
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Monitoring of financial condition of the clearing
members.

NCC uses internal rating system as an efficient
instrument for monitoring financial condition

of clearing members and counterparties on active
trades. The use of formalized internal ratings
enables

PROMPT RESPONSE TO DETERIORATION OF
FINANCIAL CONDITION OF THE CLEARING
MEMBERS AND COUNTERPARTIES, AS WELL AS
ESTABLISHMENT OF LIMITS FOR ACTIVE TRADES

NCC, DUE TO ITS SPECIAL STATUS AND TYPES
OF ACTIVITIES, FOLLOWS A CONSERVATIVE
ASSET MANAGEMENT POLICY IN ALLOCATION
OF FREE CASH.

The major elements of managing risks arising,
in course of banking operations include:

assets and liabilities portfolio management,
monitoring of financial condition of counterparties,
establishing limits,

making provisions for possible losses to cover
risks,

o refusal to bear certain types of risks.

Credit risk management.
Relative to NCC”s banking activities, credit risk
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THE CLASSIFICATION ACCORDING TO THE TYPES OF RATED CLEARING PARTICIPANTS
AND NCC’S COUNTERPARTIES (AS OF 01.01.2016). PIC 19.
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the grouping of assets by the level of their S&P inter-
national rating is shown in the diagram.

DISTRIBUTION OF NCC S AGGREGATE SECURITIES
PORTFOLIO BY SECTORS OF DEBT ISSUERS. PIC. 23.

In accordance with the regulatory amendments

to the procedure for making provisions for possible
losses on loans, loan and similar debts and to

the procedure for making provisions for possible
losses, which became effective on 01 November 2015,
NCC”s requirements under operations related to clear
ing activities and performance of central counterparty
functions shall not be covered by provisions.
Therefore, provisions for clearing operations and oper-

of cash in other types of assets: on transactions
with securities, depending on the type and maturi-
ty of securities, limit of open FX position,

e composing an optimal structure of assets in accor-
dance with the liabilities,

e taking into account the maturities of raised
funds and their volumes when allocating assets in
financial instruments,

e analysis of negative scenarios of liquidity short-
age; evaluation of the framework for responding
to this risk; improvement of tools and methods
of liquidity management.

NCC performs liquidity management in real

time on the basis of the payment calendar by means
of measures to optimize cash flows, improve oper-
ations regulations of active operations, settlements
and correspondent relations.
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STRUCTURE OF GUARANTEE FUNDS. PIC. 17.

Monitoring of financial condition of the clearing
members.

NCC uses internal rating system as an efficient
instrument for monitoring financial condition

of clearing members and counterparties on active
trades. The use of formalized internal ratings
enables

PROMPT RESPONSE TO DETERIORATION OF
FINANCIAL CONDITION OF THE CLEARING
MEMBERS AND COUNTERPARTIES, AS WELL AS
ESTABLISHMENT OF LIMITS FOR ACTIVE TRADES

NCC, DUE TO ITS SPECIAL STATUS AND TYPES
OF ACTIVITIES, FOLLOWS A CONSERVATIVE
ASSET MANAGEMENT POLICY IN ALLOCATION
OF FREE CASH.

The major elements of managing risks arising,
in course of banking operations include:

assets and liabilities portfolio management,
monitoring of financial condition of counterparties,
establishing limits,

making provisions for possible losses to cover
risks,

o refusal to bear certain types of risks.

Credit risk management.
Relative to NCC”s banking activities, credit risk
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THE MAIN PROVISIONS OF NCC’S INVESTMENT POLICY. PIC 21.

rities portfolio by sectors of debt issuers, as well as
the grouping of assets by the level of their S&P inter-
national rating is shown in the diagram.

DISTRIBUTION OF NCC S AGGREGATE SECURITIES
PORTFOLIO BY SECTORS OF DEBT ISSUERS. PIC. 23.

In accordance with the regulatory amendments

to the procedure for making provisions for possible
losses on loans, loan and similar debts and to

the procedure for making provisions for possible
losses, which became effective on 01 November 2015,
NCC”s requirements under operations related to clear
ing activities and performance of central counterparty
functions shall not be covered by provisions.
Therefore, provisions for clearing operations and oper-

of cash in other types of assets: on transactions
with securities, depending on the type and maturi-
ty of securities, limit of open FX position,

e composing an optimal structure of assets in accor-
dance with the liabilities,

e taking into account the maturities of raised
funds and their volumes when allocating assets in
financial instruments,

e analysis of negative scenarios of liquidity short-
age; evaluation of the framework for responding
to this risk; improvement of tools and methods
of liquidity management.

NCC performs liquidity management in real

time on the basis of the payment calendar by means
of measures to optimize cash flows, improve oper-
ations regulations of active operations, settlements
and correspondent relations.
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Monitoring of financial condition of the clearing
members.

NCC uses internal rating system as an efficient
instrument for monitoring financial condition

of clearing members and counterparties on active
trades. The use of formalized internal ratings
enables

The major elements of managing risks arising,
in course of banking operations include:

assets and liabilities portfolio management,
monitoring of financial condition of counterparties,
establishing limits,

making provisions for possible losses to cover
risks,

refusal to bear certain types of risks.

Credit risk management.
Relative to NCC”s banking activities, credit risk
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THE MAIN PROVISIONS OF NCC'S INVESTMENT POLICY. PIC 22.

rities portfolio by sectors of debt issuers, as well as
the grouping of assets by the level of their S&P inter-
national rating is shown in the diagram.
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In accordance with the regulatory amendments

to the procedure for making provisions for possible
losses on loans, loan and similar debts and to

the procedure for making provisions for possible
losses, which became effective on 01 November 2015,
NCC”s requirements under operations related to clear
ing activities and performance of central counterparty
functions shall not be covered by provisions.
Therefore, provisions for clearing operations and oper-

of cash in other types of assets: on transactions
with securities, depending on the type and maturi-
ty of securities, limit of open FX position,
composing an optimal structure of assets in accor-
dance with the liabilities,

taking into account the maturities of raised

funds and their volumes when allocating assets in
financial instruments,

analysis of negative scenarios of liquidity short-
age; evaluation of the framework for responding
to this risk; improvement of tools and methods

of liquidity management.

NCC performs liquidity management in real

time on the basis of the payment calendar by means
of measures to optimize cash flows, improve oper-
ations regulations of active operations, settlements
and correspondent relations.
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Monitoring of financial condition of the clearing
members.

NCC uses internal rating system as an efficient
instrument for monitoring financial condition

of clearing members and counterparties on active
trades. The use of formalized internal ratings
enables

PROMPT RESPONSE TO DETERIORATION OF
FINANCIAL CONDITION OF THE CLEARING
MEMBERS AND COUNTERPARTIES, AS WELL AS
ESTABLISHMENT OF LIMITS FOR ACTIVE TRADES

NCC, DUE TO ITS SPECIAL STATUS AND TYPES
OF ACTIVITIES, FOLLOWS A CONSERVATIVE
ASSET MANAGEMENT POLICY IN ALLOCATION
OF FREE CASH.

The major elements of managing risks arising,
in course of banking operations include:

assets and liabilities portfolio management,
monitoring of financial condition of counterparties,
establishing limits,

making provisions for possible losses to cover
risks,

o refusal to bear certain types of risks.

Credit risk management.
Relative to NCC”s banking activities, credit risk
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LIQUIDITY LIMITS SET BY THE
RATIOS BANK OF RUSSIA

01.01.2016 01.01.2015

IMMEDIATE LIQUIDITY RATIO 6onee 15%
(N2)

CURRENT LIQUIDITY RATIO 6onee 50%
(N3)

LONG-TERM LIQUIDITY RATIO MeHee 120%
(N4)

94, 06 88, 25
103, 8 102, 89
2,72 0,95

FULFILLMENT OF LIQUIDITY RATIOS
(AS OF 01.01.2016). PIC 24.

rities portfolio by sectors of debt issuers, as well as
the grouping of assets by the level of their S&P inter-
national rating is shown in the diagram.

DISTRIBUTION OF NCC S AGGREGATE SECURITIES
PORTFOLIO BY SECTORS OF DEBT ISSUERS. PIC. 23.

In accordance with the regulatory amendments

to the procedure for making provisions for possible
losses on loans, loan and similar debts and to

the procedure for making provisions for possible
losses, which became effective on 01 November 2015,
NCC”s requirements under operations related to clear
ing activities and performance of central counterparty
functions shall not be covered by provisions.
Therefore, provisions for clearing operations and oper-

of cash in other types of assets: on transactions
with securities, depending on the type and maturi-
ty of securities, limit of open FX position,

e composing an optimal structure of assets in accor-
dance with the liabilities,

e taking into account the maturities of raised
funds and their volumes when allocating assets in
financial instruments,

e analysis of negative scenarios of liquidity short-
age; evaluation of the framework for responding
to this risk; improvement of tools and methods
of liquidity management.

NCC performs liquidity management in real

time on the basis of the payment calendar by means
of measures to optimize cash flows, improve oper-
ations regulations of active operations, settlements
and correspondent relations.
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STRUCTURE OF GUARANTEE FUNDS. PIC. 17.

Monitoring of financial condition of the clearing
members.

NCC uses internal rating system as an efficient
instrument for monitoring financial condition

of clearing members and counterparties on active
trades. The use of formalized internal ratings
enables

The major elements of managing risks arising,
in course of banking operations include:

assets and liabilities portfolio management,
monitoring of financial condition of counterparties,
establishing limits,

making provisions for possible losses to cover
risks,

refusal to bear certain types of risks.

Credit risk management.
Relative to NCC”s banking activities, credit risk
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arises as a result of NCC”s investment operations.

THE CREDIT RISK MANAGEMENT PROCESS. PIC. 20.

The investment activity of NCC, the criteria for
selection of counterparties and instruments

in allocation of free cash, as well as maturities taking
account of market liquidity of the instruments are
regulated by the Bank Treasury Policy.

THE MAIN PROVISIONS OF NCC S INVESTMENT POLICY.
PIC. 2122.

The cornerstone of control of credit risks arising

in course of cash allocation is the limiting of treasury
operations. The existing system of limits enables
limiting of the volume of risks assumed by NCC

to the level corresponding to the guaranteed per-
formance of regulatory requirements of the Bank of
Russia and the Treasury Policy of NCC.

As of 1 January 2016, the major portion of NCC”s as-
sets exposed to credit risk comprised the funds
placed on correspondent accounts with credit insti-
tutions, mainly in the major foreign banks and the
most reliable Russian banks. The largest volume

of assets was placed on correspondent accounts with
JP Morgan Chase Bank and its subsidiaries due to
their performance of functions of settlement banks

in the on-exchange FX market of Moscow Exchange
Group.

Information on distribution of NCC”s aggregate secu
rities portfolio by sectors of debt issuers, as well as
the grouping of assets by the level of their S&P inter-
national rating is shown in the diagram.

DISTRIBUTION OF NCC S AGGREGATE SECURITIES
PORTFOLIO BY SECTORS OF DEBT ISSUERS. PIC. 23.

In accordance with the regulatory amendments

to the procedure for making provisions for possible
losses on loans, loan and similar debts and to

the procedure for making provisions for possible
losses, which became effective on O1 November 2015,
NCC”s requirements under operations related to clear
ing activities and performance of central counterparty
functions shall not be covered by provisions.
Therefore, provisions for clearing operations and oper-

RISK MANAGEMENT

ations related by the Bank”s functioning as
central counterparty are not formed, and the value of
received collateral is not accounted for.

Managing liquidity risk.

The conservative asset management policy contribut-
ed to maintenance of the liquidity level sufficient

to fulfill NCC payment obligations, primarily, as the
CCP. The liquidity management is aimed at ensuring
NCC”s ability to perform its obligations under normal
market conditions and in cases of unforeseen emer-
gencies without suffering unacceptable losses or risk
of harming its business reputation.

NCC”s liquidity ratios exceeded regulatory ratios
for credit institutions significantly in 2015.

FULFILLMENT OF LIQUIDITY RATIOS. PIC. 24.

Liquidity risk management includes the following
procedures:

forecasting payment flows with breakdown

by major currencies and determining the required
volume of liquid assets,

monitoring and forecasting liquidity ratios,
maintaining immediate, current and long-term
liquidity at regulatory levels,

planning measures to recover the required
liquidity level in unfavourable and crisis situations,
setting limits and restrictions on transformation
of cash in other types of assets: on transactions
with securities, depending on the type and maturi-
ty of securities, limit of open FX position,
composing an optimal structure of assets in accor-
dance with the liabilities,

taking into account the maturities of raised

funds and their volumes when allocating assets in
financial instruments,

analysis of negative scenarios of liquidity short-
age; evaluation of the framework for responding
to this risk; improvement of tools and methods

of liquidity management.

NCC performs liquidity management in real

time on the basis of the payment calendar by means
of measures to optimize cash flows, improve oper-
ations regulations of active operations, settlements
and correspondent relations.
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Liquidity status is assessed on the monthly basis

by means of liquidity gap-analysis (@analysis of assets
and liabilities by maturities) and calculation of liquid-
ity shortage (excess) and accruing liquidity short-
age (excess) ratio by maturities, taking into account
the refinancing instruments. The detailed analysis

of liquidity based on NCC”s internal models is per-
formed by means of the precise adjustments of the
accounting data in terms of composition, amounts
and maturities of assets and liabilities.

MONTHLY LIQUIDITY RATIOS MONITORING
SHOWS THAT THERE WAS NO SHORTAGE

OF LIQUIDITY IN 2015 WITHIN ALL PERIODS,
AND THE MINIMUM LIQUIDITY RATIO DID NOT
FALL BELOW 5% FOR THE PERIOD OF UP
TOTYEAR.

LIQUIDITY RISK INDICATORS. PIC. 25.

Market risk management.

The CCP”s activity is exposed to market risk only

in case of credit risk event. Therefore, market

risk management is performed as part of the range
of credit risk management measures.

For the purpose of quantitative assessment

of market risk for various markets where NCC acts as
a CCP, the methodology was developed to be used,
in particular, to determine the volume of claims to

the size of collateral posted by the clearing members.

The major purpose of market risk management in
allocation of temporarily free cash is optimization
of the risk/return balance and minimization of losses

in case of unfavourable events. To this end, NCC:

e diversifies its securities portfolio (by maturities
and issuers” industries),

e sets maximum expiration dates for security
investments,

e sets maximum limits of investments in securities
(for the entire volume of investments, types
of investments, and issuers),

e performs classification of debt obligations
and securities by risk groups,

e forms provisions for possible losses from securi-
ties transactions, unless such securities are revalu-
ated at fair prices.

NCC is exposed to interest risk on securities and
financial derivatives sensitive to interest rate fluctua-
tions, and on derivative trades in securities sensitive
to interest rate fluctuations.

NMOAOBEPXXEHHOCTb HKL, PBIHOYHOMY PUCKY. PIC. 26.

MAJOR PERFORMANCE RESULTS 2015

As of 01 January 2016, the size of interest rate risk
amounted to 10.8% of the Bank”s capital (equity)
(vs. 8.5% as of 01 January 2015).

Interest rate risk is calculated as the sum of gen-
eral interest rate risk associated with unfavourable
change in current (fair) value of securities and
financial derivatives, as a result of the market fluc-
tuations of interest rates, and of the specific interest
rate risk, due to the factors related to the issuer

of securities, given the time period to expiration
and taking into account the currency in which the
securities are denominated.

There is no equity risk, as there are no equity securi-
ties in the Bank”s securities portfolio. NCC is exposed
to currency risk in case of unfavourable exchange
rate movements. As of O1 January 2015 and 01 Jan-
uary 2016, open positions in foreign currencies and
precious metals accounted for less than 1% of capital
(equity), and therefore NCC is not sensitive

to currency risk.

THROUGHOUT 2015, THE SIZE OF MARKET

RISK WAS CONSIDERED AS NOT GENERATING
POTENTIAL LOSSES WHICH WOULD THREATEN
NCC”S FINANCIAL STABILITY.

V.
STRESS TESTING
OF FINANCIAL STABILITY

The stress testing of NCC”s financial stability is aim-
ed at decreasing risks to acceptable level deter-
mined by the duty to perform Russian financial mar-
ket infrastructure functions fl maintaining stability
in the serviced segments of the financial market,
providing to the clearing members the clearing ser-
vices enabling efficient use of the funds allocated to
the market.

In 2015, the comprehensive stress testing of NCC”s
financial stability was conducted in accordance

with improved methodology, which contributed to
higher reliability in substantiation of adopted strate-
gic and operational business solutions in non-stan-
dard market conditions. NCC”s stress testing involves
assessment of risks inherent in CCP operations,
including credit risk, market risk and liquidity risk,
and the traditional risks attributable to banking
activities.

CCP risk determines the size of losses caused
by non-performance, untimely or incomplete per-
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The provision of NCC”s operational continuity,

including the smooth functioning of its own systems
and processes, was one of the main priorities

in the activities of the Bank as a financial market
infrastructure that plays an important stabilizing
role.

This objective was largely achieved through effec-
tive implementation of the Bank”s operational risks
management system, which is based on its multilevel
structure, transparency of functions and managing
bodies, and specialized departments, which fully
corresponds to the world”s best management prac-
tices.

Operational risk is one of the most significant risks
for NCC due to the specifics of operation as a clear-
ing centre and central counterparty in the financial
markets of PJSC Moscow Exchange.

The structure of the risk management system com-
prises the Supervisory Board, CEO and the Executi-
ve Board, the employee in charge of operational
and strategic risk management, and other employees
of the organization. The Supervisory Board deter-
mines the key principles of operational risks man-
agement, including integration of risk management
system into the decision-making process and
involvement of all company employees in the risk
management process. Executive bodies provide
management structure with unambiguous responsi-
bility lines and application of established principles
at all levels of the organization.

Being a qualified central counterparty, NCC
submits the reports to the Bank of Russia on the list
of registered incidents and uncovered operational
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01.01.2016 01.01.2015

INTEREST RATE RISK 5875823 3 366 335
GENERAL INTEREST RATE RISK 1806 441 469 676
SPECIFIC INTEREST RATE RISK 4 069 382 2 896 659
SECURITIES MARKET RISK

CURRENCY RISK

INTEREST RATE RISK, % OF CAPITAL 10, 8 8,7

NCC'S EXPOSURE TO MARKET RISK
(AS OF 01.01.2016). PIC 26.

e sets maximum expiration dates for security
investments,

e sets maximum limits of investments in securities
(for the entire volume of investments, types
of investments, and issuers),

e performs classification of debt obligations
and securities by risk groups,

e forms provisions for possible losses from securi-
ties transactions, unless such securities are revalu-
ated at fair prices.

NCC is exposed to interest risk on securities and
financial derivatives sensitive to interest rate fluctua-
tions, and on derivative trades in securities sensitive
to interest rate fluctuations.

NMOAOBEPXXEHHOCTb HKL, PBIHOYHOMY PUCKY. PIC. 26.

in the serviced segments of the financial market,
providing to the clearing members the clearing ser-
vices enabling efficient use of the funds allocated to
the market.

In 2015, the comprehensive stress testing of NCC”s
financial stability was conducted in accordance

with improved methodology, which contributed to
higher reliability in substantiation of adopted strate-
gic and operational business solutions in non-stan-
dard market conditions. NCC”s stress testing involves
assessment of risks inherent in CCP operations,
including credit risk, market risk and liquidity risk,
and the traditional risks attributable to banking
activities.

CCP risk determines the size of losses caused
by non-performance, untimely or incomplete per-
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formance by the defaulting clearing members in
the markets of the Moscow Exchange of their finan-
cial obligations to the CCP.

The Bank uses the model of simultaneous settlement
of the largest default net positions of counterpar-
ties. In determining the number of clearing members”
defaults, NCC takes into account the recommenda-
tions issued by CPMIfilOSCO for central counterpar-
ties.

NCC conducts reverse stress testing to determine
the values of risk factors whereunder financial
stability indicators assume critical (minimum/maxi-
mum acceptable) values, given the need to comply
with prudential requirements of the Bank

of Russia.

Financial stability stress testing is conducted

both in respect of analysis of sensitivity to certain
risk factors which may result in possible CCP”s
losses, and in respect of the simultaneous effect of
the pre-determined set of risk factors, enabling to
evaluate adequacy of the CCP”s” financial resources
in crisis situation.

NCC performs validation of the CCP stress

testing models. In case of the significant change of
market conditions, stress parameters are revised
promptly.

THE RESULTS OF THE STRESS TESTING CON-
DUCTED IN 2015 EVIDENCE THAT NCC IS ABLE
TO MAINTAIN FINANCIAL STABILITY WITHOUT
ANY THREAT TO OPERATIONAL CONTINUITY,
DETERMINED THROUGH SUFFICIENCY OF RISK
COVERAGE SOURCES, IN SINGLE AND MULTIPLE
SHOCK SCENARIOS.

Operational risk management.

The provision of NCC”s operational continuity,
including the smooth functioning of its own systems
and processes, was one of the main priorities

in the activities of the Bank as a financial market
infrastructure that plays an important stabilizing
role.

This objective was largely achieved through effec-
tive implementation of the Bank”s operational risks
management system, which is based on its multilevel
structure, transparency of functions and managing
bodies, and specialized departments, which fully
corresponds to the world”s best management prac-
tices.

Operational risk is one of the most significant risks
for NCC due to the specifics of operation as a clear-
ing centre and central counterparty in the financial
markets of PJSC Moscow Exchange.

RISK MANAGEMENT

THE OPERATIONAL RISK MANAGEMENT SYSTEM
HAS BEEN BUILT TAKING INTO ACCOUNT THE
RECOMMENDATIONS OF THE BANK OF RUSSIA,
BASEL COMMITTEE ON BANKING SUPERVISION,
AND CPMIfilOSCO.

The operational risk management process includes
the following stages:

e collecting data on the operational and legal risk
events occurred in the Bank”s subdivisions,

o collecting and analyzing data on operational risk
events occurred in other organizations similar
to the Bank in terms of their activity profile,

o identifying operational risks for new products and
processes,

o identifying potential operational by means
of self-assessment procedures,

e analyzing and assessing the identified operational
risks,

e monitoring operational risk by means of the
system of operational risk indicators,

o developing measures to handle operational
risk and to control the implementation of mea-
sures of operational risks mitigation,

e conducting checks of NCC”s resilience to failures
of operational information systems at least once
per year,

e providing professional development trainings
for employees on operational risk management
issues,

o policy of separation of access rights in data
entering and processing, decreasing the risk of
unauthorized or erroneous acts of employees of
the relevant NCC subdivisions.

Operational risk is mitigated primarily through

the use of reliable hardware of exchange infrastruc-
ture, information and technology systems,
multi-level control of operational procedures and
high qualification of personnel.

The structure of the risk management system com-
prises the Supervisory Board, CEO and the Executi-
ve Board, the employee in charge of operational
and strategic risk management, and other employees
of the organization. The Supervisory Board deter-
mines the key principles of operational risks man-
agement, including integration of risk management
system into the decision-making process and
involvement of all company employees in the risk
management process. Executive bodies provide
management structure with unambiguous responsi-
bility lines and application of established principles
at all levels of the organization.

Being a qualified central counterparty, NCC
submits the reports to the Bank of Russia on the list
of registered incidents and uncovered operational
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risks on a monthly basis.

NCC’s operational risk management system implies
collection and registration of data on operational risk
events and real or potential losses related to them.
The operational risk assessment is conducted

in course of collecting data on the cases of opera-
tional risk events, as well as in course of the opera-
tional risk self-assessment procedures.

The results of such self-assessment are reviewed by
the Executive Board. At the same time, in interaction
with the Authorized Employees in legal and reputa-
tional risk management functions, operational risk
events are assessed in terms of their influence on
the level of these types of risks. One of the import-
ant operational risk management objectives is to
ensure maximum possible involvement of the Bank’s
employees in the operational risk management
process.

The comprehensive approach to mitigate the
operational risks (personnel, processes, systems)
implemented by NCC implies, in particular, the
implementation of the system for determination

of process automation priorities (with risks

taken into account), performance of regular risk
audit of business processes, maintenance of current
accounting of information assets (information sys-
tems, facilities, channels of communication),
reserving of communication channels, and imple-
mentation of project and service approach in the
divisions’ operations.

The Bank mitigates operational risk through pre-
ventive and corrective internal and external control
activities, which include, in particular the implemen-
tation of new access control procedures, software
and hardware; separation of rights of users/adminis-
trators of information systems, data backup,
analysis of the existing control measures and devel-
opment and implementation of the new control
measures.

The Bank performs regular analysis of key proces-
ses, which results in implementation of new technol-
ogies decreasing the level of operational risk.

In case of launching of new products and services,
the Bank conducts a comprehensive multifactor
analysis of the project, including assessment of oper-
ational risks.

For the purpose of improving the framework for
operational risk management in the Bank, in 2015,
NCC’s Supervisory Board adopted a revised
Operational Risk Management Policy. This document
describes the approaches to identification, analysis
and control of operational risk in more detail.

SPECIAL ATTENTION IS PAID TO ENSURING
CONTINUITY OF THE BANK’S ACTIVITIES — KEY

MAJOR PERFORMANCE RESULTS 2015

INFORMATION SYSTEMS HAVE RESERVE
CHANNELS AND CAPACITIES; INFORMATION IS
PROPERLY STORED IN ELECTRONIC
ARCHIVES.

Performing its functions of a clearing organization
and central counterparty, NCC assumes the

need to be prepared for any events which can
result in suspension of standard operational
procedures.

The Regulation of the Bank of Russia dated

16 December 2003 No. 242-P “On organization of
internal control in credit institutions and banking
groups” obliges credit organizations to develop
business continuity and recovery plans to be used
in case of emergencies. Following the regulator’s
requirements, NCC has developed and implemented
a state-of-the-art business continuity management
system.

In implementation of its business continuity
processes, NCC uses the methodology of the inter-
national standard ISO 22301 (Social security —
Business continuity management systems —
Requirements). The major elements of this approach
are:

e business continuity policy- the document
approved by NCC’s Supervisory Board, regulating
the work related to ensuring business continuity
within NCC,

e assessment of business continuity risks —
the process of identification of risks, their anal-
ysis and assessment of their influence on NCC’s
business,

e analysis of business effect — this is an analysis
of all NCC'’s processes in terms of how they
can possibly be affected by various types
of incidents in the course of time. This analysis is
conducted at least annually, covering all structural
subdivisions of the Bank,

e crisis management — this is a determination
of high-level strategy to ensure NCC’s business
continuity, including pre-developed arrangements
for resolution of various crisis situations,

e business continuity strategy — a developed
strategy describing the principles of building
short-term, medium-term and long-term business
continuity management systems,

e business continuity and recovery plan — a docu-
mented procedure to be used in case of an emer-
gency. The plan contains the list of measures to
maintain critical business functions at the pre-de-
termined and agreed level,

e recovery plan — a documented process
for recovery and protection of IT infrastructure
and systems in case of an emergency,

e incident management — a clearly defined and
documented action plan to be used in case of an
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emergency, in order to minimize the effect on
personnel and critical business processes,

e crisis communications — these are the
documented priorities in communications in case
of an emergency, which contain pre-developed
samples to be used for notification in the external
and internal environments,

o testing and exercising — an important process
developed to determine adequacy, planning
quality and organizational efficiency of the busi-
ness continuity process.

In accordance with the business continuity
strategy and based on business requirements, NCC
has established alternative sites (geographically
separated back-up offices), which are activated in
case of realization of the scenario of inaccessibility
of the primary sites. To assess NCC'’s level

of maturity in the area of business continuity,

the Bank regularly prepares reports on the key
indicators of the business continuity management
system and presents them to NCC’s management
bodies.

Strategic risk management.

NCC'’s strategic goals are determined as part of
the Strategy of Moscow Exchange Group and are
connected with achievement of specific objectives
related to pursuing the strategic goals set for the
Bank.

Strategic risk is the risk of unfavorable change
in performance results due to wrong decisions made

in course of managing NCC, including the decisions
made in course of carrying out, approval and
implementation of NCC’s development strategy,
improper execution of the decisions made, and
inability of NCC’s management bodies to consider
changes in external factors.

NCC'’s strategic goals are formed on the basis

of the Strategy of Moscow Exchange Group and
approved by NCC’s Supervisory Board.

The strategic risk management system takes into

account NCC'’s risks arising in course of combination

of banking and clearing activities with other activi-
ties.

NCC'’s activities are based on the following princi-
ples within strategic risk management:

o the strategy shall reflect the nature, capacity
and scale of NCC’s activities,
o altering NCC'’s strategic objectives promptly
in case of changes in external and internal factors,
o possibility of quantitative assessment of relevant
strategic risk parameters,
e regular monitoring of strategic risk parameters
size,
o evaluation of risk and preparation of information
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to make proper management decisions,
o use of independent informational approaches to
all significant risks.

For the purpose of strategic risk monitoring, the
following monitoring criteria were set:

e monitoring criterion related to impossibility of
achieving the defined strategic goals,

e monitoring criterion related to the change
in strategic goals.

Strategic risk monitoring is conducted in accordance
with the set criteria, by means of the range of quali-
tative indicators, including:

e unveiling cases of violation of the approved
Development Strategy,

e identifying significant deviations from time
schedule and/or budget for implementation of
strategic projects,

e identifying risks impeding achievement of strate-
gic goals.

The additional tool for managing the strategic

risk at the strategy implementation stage is the moni-
toring of the progress of implementation of the Stra-
tegic Initiatives.

Regular reports are submitted to NCC’s authorized
collective bodies based on the results of strategic
risk monitoring, which include:

e data on strategic risk level and dynamics,

e statistical data on key risk indicators,

e results of the programs for identification
and assessment of strategic risk,

e report on the progress of implementation of
risk mitigation measures,

e other information related to strategic risk man-
agement.

THE RESULTS OF MANAGING THE STRATEGIC
RISK ARE CONSIDERED IN THE PROCESS OF
STRATEGIC PLANNING IN ACCORDANCE WITH
NCC’S STRATEGIC GOALS AND THE GROUP
STRATEGY. ON THE BASIS OF THE ESTABLISHED
CURRENT AND PLANNED (TARGET) INDICATORS
OF RISK APPETITE, NCC TAKES PART IN STRA-
TEGIC GOALS DEVELOPMENT.

In 2015 NCC'’s Supervisory Board adopted the Stra-
tegic Risk Management Policy for the purpose of
improving the mechanism for strategic risk manage-
ment in NCC.

Legal risk management.
NCC'’s legal risk management framework is based
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on the operational specifics of the Bank, which com-
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ment, the Bank has appointed the Authorized

bines the functions of a central counterparty and a
clearing organization in the financial markets of Mos-

Officer for legal issues, who is in charge for manag-
ing legal risk and framework aimed at mitigation of

cow Exchange Group with the banking operations
and with activities of a commodity delivery operator.
At that, special attention is paid to the measures for
legal risk mitigation in course of performance of cen-
tral counterparty functions by NCC.

IN NCC, LEGAL RISK FACTORS ARE COMMON
FOR ALL TYPES OF ACTIVITIES; THEREFORE,
FOR THE PURPOSE OF ARRANGEMENT

OF THE LEGAL RISK MANAGEMENT PROCESS,
NCC HAS DEVELOPED COMPREHENSIVE LEGAL
RISK MANAGEMENT SYSTEM FOR ALL TYPES
OF NCC”S ACTIVITIES.

For the purpose of managing the legal risk

and organizing work on minimization of legal risk
in NCC, the Supervisory Board of NCC approved
the new version of the Regulation on organization
of legal risk management in Bank National

Clearing Centre (Joint-Stock Company) (Minutes
No. 8 dated 24 December 2015), which takes into
account the new requirements of the Bank of Russia
to the legal risk management, stipulated in the
Regulation No. 463-P dated 12 March 2015 —On
requirements aiming to decrease clearing risks

and requirements to the document (s) determining
the measures aiming to decrease credit, operational
and other risks, including the risks associated with
combining clearing activities and other activitiesE
and the Ordinance No. 3624-U dated 15 April 2015
—On Requirements for Risk and Capital Manage-
ment Frameworks of Credit Institution and Banking
GroupE, as well as the requirements of the Bank

of Russia on the need for separation of legal and
regulatory risk factors within the activity of a
credit institution.

Legal risk management process implies delegation
of responsibilities to different levels of NCC”s
management bodies, and also to structural depart-
ments and employees of the Bank. The system of
rights to make decisions in the legal risk manage-
ment process and control over legal risk manage-
ment effectiveness comprises several levels: the first
is NCC”s Supervisory Board and the Risk Committee
of the Supervisory Board, the second is the Execu-
tive Board, CEO and the Internal Audit Department,
the third level is the Authorized Officer for legal
issues, Legal Department, Internal Control Depart-
ment, Risk Analysis and Control Department, the
Authorized Officer for operational risk management,
and the forth level is represented by other subdivi-
sions.

In accordance with the internal administrative docu-

legal risk. The Authorized Officer for legal issues

is directly subordinated to NCC”s CEO, and in its
activities he or she is independent form the Legal
Department and the subdivisions performing opera-
tions (trades) associated with legal risk-taking.

On an ongoing basis, the Authorized Officer

for legal issues organizes monitoring of legislation
of the Russian Federation, prepares overviews

of changes in the legislation of the Russian Federa-
tion, regulations of the Russian Federation, judicial
practice, and draft regulations of the Russian
Federation on the issues relevant to NCC.

Such overviews are sent to all interested structural
subdivisions of NCC. The heads of the interested
structural subdivisions ensure timely implementation
of changes in the internal documents of NCC,
taking into account the changes in the legislation
of the Russian Federation.

In accordance with its internal documents,

NCC collects and analyzes information about the
facts of legal risk events and monitors legal risk.
On a quarterly basis, the authorized officer for
legal issues prepares legal risk reports and submits
them to the Executive Board of NCC for review
and approval. The reporting on legal risk is formed
on the basis of the legal risk level assessment indi-
cators introduced by the Regulation on organization
of legal risk management in Bank National Clearing
Centre (Joint-Stock Company).

To mitigate legal risk, the Bank has developed

standard forms of agreements and other internal
documents and established the procedure for
approval by the Legal Department of the non-stan-
dard agreements, operations and other transactions

of the Bank.

MAJOR ATTENTION IS PAID TO ANALYZING

THE CLAIMS OF THE CLEARING PARTICIPANTS
AND COUNTERPARTIES, AND TO THE
MEASURES AIMED AT PREVENTION OF THE
SITUATIONS WHICH COULD RESULT IN APPLICA-
TION OF ENFORCEMENT MEASURES AGAINST
NCC BY THE REGULATORY AND SUPERVISORY
BODIES OR FILING OF LAWSUITS AGAINST

NCC.

Reputational risk management.

In 2015, NCC managed reputational risk (hereinafter
RR) on the basis of the regulation on organization

of management of this type of risk, approved by

the Supervisory Board, developed pursuant to the
Regulation of the Bank of Russia dated 16 December
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high acceptable fl

from 151 to 300 points,
low unacceptable fl
from 301 to 500 points,
medium unacceptable fl
from 501 to 700 points,
high unacceptable fl
from 701 to 1000 points.

A SCALE OF EVALUATION OF THE DYNAMICS
OF CHANGES IN RR. PIC. 27.

In 2015, in the process of managing RR, major
attention was focused on monitoring of all incoming

failure of the Bank and its activities to comply with

the requirements of the Federal Law dated February

information about the Bank”s activities in order
to identify risk events, analyze and evaluate them

07, 2011 No. 7-FZ —On clearing, clearing activities,
and central counterpartyE, federal laws, financial
market regulations, the Articles and internal docu-
ments of NCC related to the abovementioned types
of its activities.

In late 2015, the internal documents and everyday
practices were adjusted to implement the separation
of legal and regulatory risk-factors in the Bank”s
activity, on the basis of the amendments introduced
by the Regulation dated 24 April 2014 No. 3241-U

to the Regulation of the Bank of Russia dated 16
December 2003 No. 242-P -On organization of inter-
nal control in credit institutions and banking groupsE.

In order to adjust the system for managing the



Legal risk management process implies delegation
of responsibilities to different levels of NCC”s
management bodies, and also to structural depart-
ments and employees of the Bank. The system of
rights to make decisions in the legal risk manage-
ment process and control over legal risk manage-
ment effectiveness comprises several levels: the first
is NCC”s Supervisory Board and the Risk Committee
of the Supervisory Board, the second is the Execu-
tive Board, CEO and the Internal Audit Department,
the third level is the Authorized Officer for legal
issues, Legal Department, Internal Control Depart-
ment, Risk Analysis and Control Department, the
Authorized Officer for operational risk management,
and the forth level is represented by other subdivi-
sions.

In accordance with the internal administrative docu-

Reputational risk management.

In 2015, NCC managed reputational risk (hereinafter
RR) on the basis of the regulation on organization

of management of this type of risk, approved by

the Supervisory Board, developed pursuant to the
Regulation of the Bank of Russia dated 16 December
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2003 No. 242-P -On organization of internal control

in credit institutions and banking groupsE and the
Letter of the Bank of Russia dated 30 June 2005
No. 92-T -On organization of legal risk management
and reputational risk management in credit institu-
tions and banking groupsE.

Reputational risk is the risk of the Bank”s losses due
to negative effect on its business reputation of exter-
nal and internal factors the list whereof is stipulated
in the abovementioned letter of the Bank of Russia.

In accordance with the classification adjusted for
NCC”s business processes, all RR factors are divided
into four groups:

e violation of federal laws, regulations, operating
standards, norms and instructions of the regulator,
and contractual obligations,

e |T systems malfunction,

e personnel faults,

e negative information in the mass media.

In the reporting period, RR was managed on the
basis of the system for information and analytical
support for the process of managing this type

of risk, centered around the developed methodology
and rubricator of identification of events occurring in
course of NCC”s operations as the reputational

risk events and calculation of the level of this risk.

In accordance with the methodology approved

by the Bank”s Executive Board in 2015, for the pur-
pose of evaluation of the dynamics of changes

in RR, a scale was created where the level ranges
represent the best grading scale, featuring division
into six levels by extent of reputational risk:

e |ow acceptable fl
from O to 50 points,
e medium acceptable fl
from 51 to 150 points,
e high acceptable fl
from 151 to 300 points,
e |ow unacceptable fl
from 301 to 500 points,
e medium unacceptable fl
from 501 to 700 points,
e high unacceptable fl
from 701 to 1000 points.

A SCALE OF EVALUATION OF THE DYNAMICS
OF CHANGES IN RR. PIC. 27.

In 2015, in the process of managing RR, major
attention was focused on monitoring of all incoming
information about the Bank”s activities in order

to identify risk events, analyze and evaluate them
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in terms of their impact on the level of RR and,

if necessary, to take measures to avoid/reduce the
impact of such events on the organization”s busi-
ness reputation. The main source of RR events

in the reporting year was the operational risk events,
especially when such events aroused negative reac-
tion in the mass media.

On a quarterly basis, NCC reported to Financial
Stability Department of the Bank of Russia on

the results of RR management and on fulfillment of
the regulator”s recommendations in this field of the
Bank”s operation.

In the second half of 2015, NCC prepared implemen-
tation of the final stage of creating an automated
system for information and analytical support of RR
management, which would ensure prompt identifica-
tion of reputational threats and responding to them
in order to prevent/minimize possible damage

to the credit organization. This process is planned to
be automated in 2016.

Regulatory (compliance) risk management.
Regulatory (compliance) risk is the risk of losses
arising as a result of non-compliance of NCC”s activi-
ties with legislation, Articles and internal regula-
tions.

The specifics of regulatory risk in the context

of NCC”s activities as a clearing organization, central
counterparty and commodity delivery operator

is that NCC may incur expenses (losses) due to the
failure of the Bank and its activities to comply with
the requirements of the Federal Law dated February

07, 2011 No. 7-FZ —On clearing, clearing activities,
and central counterpartyE, federal laws, financial
market regulations, the Articles and internal docu-
ments of NCC related to the abovementioned types
of its activities.

In late 2015, the internal documents and everyday
practices were adjusted to implement the separation
of legal and regulatory risk-factors in the Bank”s
activity, on the basis of the amendments introduced
by the Regulation dated 24 April 2014 No. 3241-U

to the Regulation of the Bank of Russia dated 16
December 2003 No. 242-P -On organization of inter-
nal control in credit institutions and banking groupsk.

In order to adjust the system for managing the
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regulatory risk in accordance with the new require-
ments of the Bank of Russia, the Bank, by resolution
of its Supervisory Board, approved the Regulation
on organization of regulatory risk (compliance risk)
management dated 24.15.2015 (Minutes No. 8),

and the internal documents on anti-corruption policy
dated 24 September 2015 (Minutes No. 4) and on
the procedure for mitigation of the conflict of inter-
est dated 26 June 2015 (Minutes No. 2).

Regulatory risk management is conducted by the
internal control service, whose list of objectives
includes performance of the following actions to pre-
vent losses from regulatory risk event:

e monitoring legislation,

MAJOR PERFORMANCE RESULTS 2015

e interacting with regulatory bodies on the issue
of development of new regulations,

e identifying regulatory risk in the existing
and planned internal procedures,

e analyzing the best internal control practices.

FOR THE YEAR 2016, THE BANK SET
ADDITIONAL LIMITS AND INTERNAL CONTROL
OVER THE QUALITATIVE (NON-FINANCIAL)
RISKS OF NCC IN ACCORDANCE WITH THE KEY
RISK APPETITE INDICATORS AND THE RISKS
AND CAPITAL MANAGEMENT STRATEGY, DEVEL-
OPED IN ORDER TO ORGANIZE INTERNAL
CAPITAL ADEQUACY ASSESSMENT PROCESS
(ICAAP).

¥

~
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8.
INTERNAL CONTROL
SYSTEM

NCC PERFORMS INTERNAL CONTROL SUBJECT

TO THE NATURE AND SCALE OF CONDUCTED
OPERATIONS, LEVEL AND COMBINATION OF ASSUMED
RISKS, IN ITS ROLES OF BOTH THE CENTRAL
COUNTERPARTY AND THE BANK, WHICH EXERT MUTUAL
INFLUENCE UPON EACH OTHER.







The improvement of methodological
base of the processes associated

with managing risks and capital is an
integral stage of the Bank’s development,
and it will be continued in 20176.

NCC performs internal control in accordance with the
Federal Law dated 02 December 1990 No. 395-1“On
banks and banking activity”, Federal Law dated 07
February 2011 No. 7-FZ “On clearing, clearing activity,
and central counterparty”, Regulation of the Bank of
Russia dated 16 December 2003 No. 242-P “On orga-
nization of internal control in credit institutions and
banking groups”, and the Order of the FSFR of Russia
dated 13 August 2013 No. 13-72/pz-n “On approval

of requirements to arrangement of internal control of
a clearing organization and to the document establish-
ing the internal control procedure in a clearing organi-
zation”,

SUBJECT TO THE NATURE AND SCALE OF
CONDUCTED OPERATIONS, LEVEL AND COMBI-
NATION OF ASSUMED RISKS, INITS ROLES

OF BOTH THE CENTRAL CLEARING COUNTER-
PARTY AND THE BANK, WHICH EXERT MUTUAL
INFLUENCE UPON EACH OTHER.

Internal control is exercised for the following

purposes:

e efficient financial performance of NCC in banking
operations and other transactions, performance
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of the functions of a clearing organization

and central counterparty, efficient management
of assets and liabilities, including safe custody
of assets, management of banking risks/central
counterparty risks.

accuracy, completeness, objectivity and timeli-

ness of preparation and submission of financial,
accounting, statistical and other reports.
information security, i. e. protection of NCC’s inter-
ests in the information field, which is the totality
of information, data infrastructure, entities collect-
ing, forming, disseminating and using information,
as well as the systems regulating the relations aris-
ing in this field.

compliance with requirements of the legislation

of the Russian Federation, Articles of NCC, and
internal documents of the Bank.

prevention of NCC’s involvement and participation
of its employees in unlawful activities, including
legalization of criminal income (money laundering)
and financing of terrorism, and in performance

of questionable operations.

mitigation of the risk of the Bank’s losses due

to application of sanctions and/or other disciplina-

ry measures by supervisory bodies, including
the same due to non-compliance with the legisla-
tion of the Russian Federation, Bank’s internal




documents, and standards for self-regulated
organizations, as well as timely provision,

in accordance with legislation of the Russian
Federation, of information to the state authori-
ties and the Bank of Russia, maintaining NCC”s
effective system of internal control related

to combating legalization of criminal income
(money laundering) and financing of terrorism,
at the level sufficient to manage the risk

of legalization of criminal income (money laun-
dering) and financing of terrorism.

The efficiency of NCC-s internal control system
is achieved using the following methodology:

e control procedures, implemented at all mana-
gement levels.

e periodical inspections of compliance of all activity
areas with established policies and procedures.

e ensuring that procedures are embedded in NCC”s
everyday operations.

o subsequent control of the completed transactions.

e ensuring separation of functions and absence
of the conflicts of interest in performance of duties
by the personnel.

e ensuring conformity of the conducted opera-
tions to the effective legislation of the Russian
Federation and regulations of the Bank of Russia.

e ensuring prompt submission of necessary
information to the relevant NCC employees.

e maintaining the required level of security of infor-
mation systems.

o daily monitoring of the riskiest transactions.

o external and internal audit of the internal control
system.

e performance of regular control of efficiency
of the measures taken by the subdivisions
and management bodies upon the results of
inspections, ensuring decrease in the level of iden-
tified risks.

e ensuring timely submission to the management
and Supervisory Board of the information on
material risks and deficiencies of the internal con-
trol system.

As of 31 December 2015, the system of NCC-s
internal control bodies performing internal control
in accordance with their powers defined in the
Articles and internal documents of NCC included:

e management bodies of NCC (General sharehold-
ers meeting, Supervisory Board, Executive Board,
and CEO).

e Revision Commission.

Chief Accountant (his or her deputies).

e Internal Audit Service (hereinafter IAS). IAS oper-
ates under the direct control of the Supervisory
Board of NCC. The main objective of the Inter-
nal Audit Service is to ensure independent objec-
tive assessment of efficiency of internal control,
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risk management framework, and corporate gov-
ernance. Based upon the results of an indepen-
dent assessment of the function of internal audit,
conducted in 2015, PricewaterhouseCoopers
noted that IAS conducted assessment and moni-
toring of the internal control system, performing
its duties in accordance with the regulations

of the Bank of Russia, Moscow Exchange Group
and the Bank”s business needs.

Internal Control Service (hereinafter ICS).

ICS operates under the direct control of the CEO.
In the matters related to compliance with require-
ments of the legislation on combating unlawful
use of insider information and market manipula-
tion, the head of the Internal Control Service

is subordinated to the Supervisory Board of NCC.
The main functions of the ICS are: identification
of compliance risk (regulatory risk) and organi-
zation of managing of this risk, control of NCC”s
observance of the legislation on combating
unlawful use of insider information and market
manipulation in accordance with the Federal

Law dated 27 July 2010 No. 224-FZ —On combat-
ing unlawful use of insider information and market
manipulation and on making amendments

to certain laws of the Russian FederationE.

Also, ICS ensures control of compliance with
requirements of the Federal Law dated O7 Febru-
ary 2011 No. 7-FZ —On clearing, clearing activities,
and central counterpartyE.

Financial Monitoring Department fl NCC”s
structural subdivision for combating legalization
of criminal income (money laundering) and fina-
ncing of terrorism, established and operating

in accordance with paragraph 2 of Article 7

of the Federal Law dated 07 August 2001

No. 115-FZ —On combating legalization of crimi-
nal income (money laundering) and financing of
terrorismE.

The CEO by his order appointed the authorized
officer (head of the Financial Monitoring Ser-
vice) fl a special officer responsible for implemen-
tation of internal control rules for the purpose of
combating legalization of criminal income (money
laundering) and financing of terrorism in NCC.
Information Security Service.

Risk Analysis and Control Department (hereinafter
RACD) fl a structural subdivision of NCC, whose
activity is focused on forming a single

and efficient economic risk management system
for NCC as a credit organization and clearing
centre operating in the markets of Moscow
Exchange Group. Also, RACD coordinates and
controls the work of all subdivisions (employees)
performing the non-financial risk management
functions.

authorized officer for legal issues fl the person

in charge for managing legal risk and organization
of work aimed at mitigation of legal risk. The
authorized officer for legal issues acts
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WITH POWERS DETERMINED BY INTERNAL DOCUMENTS OF NCC

INTERACTION BETWEEN NCC'S SUBDIVISIONS AND EMPLOYEES INCLUDED
IN THE INTERNAL CONTROL SYSTEM. PIC 28.
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material risks and deficiencies of the internal con-
trol system.

As of 31 December 2015, the system of NCC-s
internal control bodies performing internal control
in accordance with their powers defined in the
Articles and internal documents of NCC included:

e management bodies of NCC (General sharehold-
ers meeting, Supervisory Board, Executive Board,
and CEO).

e Revision Commission.

Chief Accountant (his or her deputies).

e Internal Audit Service (hereinafter IAS). IAS oper-
ates under the direct control of the Supervisory
Board of NCC. The main objective of the Inter-
nal Audit Service is to ensure independent objec-
tive assessment of efficiency of internal control,
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tation of internal control rules for the purpose of
combating legalization of criminal income (money
laundering) and financing of terrorism in NCC.
Information Security Service.

Risk Analysis and Control Department (hereinafter
RACD) fl a structural subdivision of NCC, whose
activity is focused on forming a single

and efficient economic risk management system
for NCC as a credit organization and clearing
centre operating in the markets of Moscow
Exchange Group. Also, RACD coordinates and
controls the work of all subdivisions (employees)
performing the non-financial risk management
functions.

authorized officer for legal issues fl the person

in charge for managing legal risk and organization
of work aimed at mitigation of legal risk. The
authorized officer for legal issues acts

in accordance with the legislation of the Russian
Federation, regulations of the Bank of Russia, Arti-
cles, and internal documents of NCC.

the authorized officer for reputational risk man-

agement fl a person managing reputational

risk and organizing the work aimed at its mitiga-
tion. The authorized officer for reputational

risk management acts in accordance with the
legislation of the Russian Federation, regulations
of the Bank of Russia, Articles, and internal docu-
ments of NCC.

the authorized officer responsible for organization

of operational and strategic risk management.
The authorized officer responsible for organization

INTERNAL CONTROL SYSTEM
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of operational and strategic risk management
acts in accordance with the legislation of the Rus-
sian Federation, regulations of the Bank of Russia,
Articles, and internal documents of NCC.

other structural subdivisions and NCC employees
performing internal control in accordance with
their powers defined in the internal documents of
NCC.

THE INTERACTION BETWEEN NCC S
SUBDIVISIONS AND EMPLOYEES

INCLUDED IN THE INTERNAL CONTROL SYSTEM
IS ILLUSTRATED BY THE SCHEME BELOW.

PIC. 28.
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The stress testing conducted demonstrated
that the Bank’s software and hardware complex
was capable of operating under the workload
twice the current amount.

The quality and continuity of critically important

clearing services is largely determined by reliability
of the software and hardware complex.

IN 2015, THE BANK CONTINUED TO MODERNIZE
AND IMPROVE THE INFORMATION TECHNOLOGY
INFRASTRUCTURE, SUPPORTED FUNCTIONING
OF ALL SOFTWARE INSTALLED IN NCC ON THE
LEVEL WITH GLOBAL STANDARDS.

In the reporting year, a large scope of works on
automation of the processes related to implementa-
tion of new services and changes occurring

in the Russian financial market infrastructure were
performed. The most important from them were the
following:

e creating the system “SWIFT message converter”
which is planned to be used in transition to
the back-up (alternative to the SWIFT system)

channels of interaction with correspondent banks.

As a result, by the year end, the Bank had

a software which can be used as the alternative
communication channels for the purpose of per-
forming clearing obligations and managing liqui-

dity of NCC Bank (JSC). The resolution of this
objective improved the Bank’s technological resil-
ience to negative factors of the external environ-
ment.

e launching the WEB — clearing system being
a state-of-the-art development of the electronic
document interchange system using Web
technologies. This has enabled to expand the
range of technologies used in the NCC EDI sub-
system.

o developing a two-level access to trading in the
markets of the Moscow Exchange.

e expanding the range of accepted OTC trades
with FX swaps and forwards in the SFD market.

e unifying the settlement technology in all the
markets of the Moscow Exchange on the basis
of using the Central Counterparty System
(CCPS). Settlements in the securities market
of the Moscow Exchange were transferred from
the FX trading settlement system to CCPS.
Thus, by the end of 2015, the Bank’s Legacy sys-
tem processed only one type of operation —
FX trading settlements. As a result, further steps
were taken to unify the clearing and settlement
technology within NCC’s systems.

Throughout the year, the Bank actively worked on
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the automatization of the processes to comply

with the changing requirements in new regulations
of the Bank of Russia. A range of tasks related to
automation of the IBS —Centaurus OmegaE was per-
formed (over 650 updates/fixes were installed

in accordance with user requests and orders/instruc-
tions of regulations), including:

e generation of FATCA reporting for the US
tax authority (IRS).
e automation of the tax return generation process.
generation of tax registers for FD SWAP trades.
e automation of the follow-on control of limits
for correspondent accounts.
e automation of deferred income tax in order to ful-
fil the requirements of the procedure for account-
ing of deferred income tax.

In 2015, the quantity of users of IBS Centaur Omega
grew by 12%. The volume of transactions increased
by over 10% up to 81,981,293.

The quantity of recorded entries of counterparties
and issuers fl legal entities grew by 7 % and, reached

3,422, and the same indicator for private individuals
increased by 35% up to 6,936.

The development of the ecosystem Softwell NAVI-
GATOR products was not limited to introduction

of new instruments in the SFD market. The following
can also be mentioned:

e implementation of an innovative service FinCAD
where risk model is an adjustable parameter
(previously risk model was programmed by
the software vendor). Risk model caching now
occurs in DB, enabling an additional productivity
growth.

e implementation of a specialized monitoring
interface for the Bank of RussiaSupervisor.

This was achieved by introducing an all-new User
type and developing a scheme for access to the
Trading and Clearing System NAVIGATOR via
the trading network of the Moscow Exchange
(and not via the Internet as is the case with other
participants).

e implementation of loading of Bloomberg
BVAL quotes for CCPS for the purpose of deter-
mining current fair value of the bonds pledged
to CCP.

e replacement of servers of the Data Bus
NAVIGATOR fl back-up and main servers fl
for the new ones, with updating of the platform
from Windows 2003 + Oracle 10g to Windows
2012 + Oracle 12c.

e development of integration with IBS —Centaurus
Omegak: a function of transmission of additional
information on SFD trades was implemented.

In particular, it concerned the transmission
of TSS under OTC SFD trades and the clearing

MAJOR PERFORMANCE RESULTS 2015

date as a payment parameter.

THE QUANTITATIVE INDICATORS IN THE SFD MARKET.
PIC. 29.

To ensure NCC”s guaranteed reliable access

to payment systems of the Bank of Russia and elec-
tronic information services of the Russian

federal services, a comprehensive testing of special-
ized NCC systems was conducted at the back-up
site (12 Spartakovskaya Street).

The specialized NCC systems (payments and report-
ing to the Bank of Russia) at the back-up site

are in the state of readiness for immediate use.

To optimize the business processes used in interac-
tion with the payment system of the Bank of Russia,
the interface for NCC”s interaction with the
regulator”s payment systems was transferred to

the uniform high-reliability software —Client of the
Bank of Russia, special versionE.

THE BANK”S SOFTWARE AND HARDWARE
COMPLEX (HEREINAFTER SHC) IS LOCATED

IN THE TWO GEOGRAPHICALLY REMOTE

DATA PROCESSING CENTRES WITH FULL BACK-
UP OF THE MOST CRITICALLY IMPORTANT

NCC SYSTEMS.

As part of extension of the potential of existing IT
infrastructure, and for the purpose of improving resil-
ience to breakdowns and mitigating operational risks,
the Bank bought 19 new, more power servers and
commenced the work on creating a new contour for
main NCC systems in the new data center

of DataSpace Co., having a Tier Il certificate.

At the same time, Database servers were transferred
from the operating system HP-UX to the new, more
popular worldwide, operating system Linux, enabling
to obtain more efficient technical support from the
software manufacturer with lower financial costs, and
also upgraded to the ORACLE 12c.

The Bank completed modernization of SHC for

generation and storage of electronic archives of the
Bank”s trading day, namely commissioning of the
software complex Symantec Backup Exec 15 on the
platform Windows Server 2012 R2 and modernizing
the data storage system HP MSA G3.

The Bank continues development of the ORACLE

database management system (DBMS) services.

In 2015, the aggregate volume of supported databas-
es (DBs) reached 14.1 Tb, and the number of databas-
es is 38.

NCC continued work on the task of automated

94
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TRADES BETWEEN CLEARING PARTICIPANTS AND CCP IN THE SFD MARKET
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THE QUANTITATIVE INDICATORS IN THE SFD MARKET. PIC 29.
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Trading and Clearing System NAVIGATOR via
the trading network of the Moscow Exchange
(and not via the Internet as is the case with other
participants).

implementation of loading of Bloomberg

BVAL guotes for CCPS for the purpose of deter-
mining current fair value of the bonds pledged
to CCP.

replacement of servers of the Data Bus
NAVIGATOR fl back-up and main servers fl

for the new ones, with updating of the platform
from Windows 2003 + Oracle 10g to Windows
2012 + Oracle 12c.

development of integration with IBS —Centaurus
Omegak: a function of transmission of additional
information on SFD trades was implemented.

In particular, it concerned the transmission

of TSS under OTC SFD trades and the clearing

to obtain more efficient technical support from the
software manufacturer with lower financial costs, and
also upgraded to the ORACLE 12c.

The Bank completed modernization of SHC for
generation and storage of electronic archives of the
Bank”s trading day, namely commissioning of the
software complex Symantec Backup Exec 15 on the
platform Windows Server 2012 R2 and modernizing
the data storage system HP MSA G3.

The Bank continues development of the ORACLE
database management system (DBMS) services.

In 2015, the aggregate volume of supported databas-
es (DBs) reached 14.1 Tb, and the number of databas-
es is 38.

NCC continued work on the task of automated

94

placement of risk parameters on its website.

In 2015, the function of automated placement of risk
parameters for the securities market and FX mar-
ket of the Moscow Exchange on NCC”s website was
implemented.

TECHNOLOGICAL PLATFORM
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10.
MAJOR FINANCIAL
PERFORMANCE RESULTS

THE BANK MANAGES ITS CAPITAL ON THE GOING
CONCERN ASSUMPTION, WITH THE VIEW TO THE NEED
TO MAINTAIN NECESSARY BALANCE BETWEEN SECURING
FINANCIAL STABILITY IN ANY ECONOMIC CONDITIONS,
REDUCING THE COSTS OF MARKET PARTICIPANTS

AND PROVIDING HIGH RETURN ON INVESTMENT FOR
SHAREHOLDERS.



&y

-r_,l.

yyry”.
L

TOTAL

Bire ;THL.':: n——

v -

1IN
Eiae ™
;52?
>
N
LB

f’,\’ { y * T 4 : L8 > ~ —

A B8R AN *th ;

iﬂ_q ;j . ¥ s

W)

Y 2yl
. Vla, » 3 ‘_‘A:_._ bay: <t :
W he ¢ v P LORA A DY e e vy

4
L UV AS A

N2 W) Epmn v Lo

X (¥
el BE N
¥ N

. @ - ]

a™ :ﬂ’h

ik
o3

Fagy¥a Nk
A =3

¥ IR TALE

-

'1 l.i‘l -.;, h?i.l :. ‘..; " o) \



In the reporting period, the Bank
fully met all existing requirements
to capital adequacy.

MAJOR FINANCIAL PERFORMANCE RESULTS
AS OF 01 JANUARY 2016. PIC. 30-32.

THE BANK MANAGES ITS CAPITAL ON THE GOING
CONCERN ASSUMPTION, WITH THE VIEW TO
THE NEED TO MAINTAIN NECESSARY BALANCE
BETWEEN SECURING FINANCIAL STABILITY IN
ANY ECONOMIC CONDITIONS, REDUCING THE
COSTS OF MARKET PARTICIPANTS AND PROVID-
ING HIGH RETURN ON INVESTMENT FOR SHARE-
HOLDERS.

As a company of Moscow Exchange Group, in the
reporting period, the Bank managed its capital,
being guided by the objectives determined by the
Group Strategy for 2012-2015 in the field of central-
ized clearing and increasing reliability of the central
counterparty.

Paying attention to the need to comply with
regulatory requirements to the capital of credit orga-
nizations, the Bank forecasted its capital amount
subject to the rate of growth of operations in the
Group’s on-exchange markets, growth in volumes of

size of risks accepted in connection with implemen-
tation of the Group’s top-priority projects involving
performance of centralized clearing by the Bank.
When forecasting the size of capital and its ade-
quacy level, the Bank also considered the expected
dividend payments in accordance with the Group’s
dividend policy.

IN THE REPORTING PERIOD, THE BANK FULLY
MET ALL EXISTING REQUIREMENTS TO CAPITAL
ADEQUACY.

On 01 November 2015, the amendments to the
regulations of the Bank of Russia governing central
counterparty activity became effective, whereunder
the central counterparty must segregate a part

of equity (capital) to cover possible losses, whe-
ther or not caused by non-performance by clearing
participants of their obligations.

In accordance with these amendments,
the Bank recorded in separate individual retained

resources posted by clearing participants to secure
performance of trade obligations, and subject to the

earnings accounts the resources, intended for the
following:
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coverage of possible losses arising from non-
performance by clearing participants of their obli-
gations (funds used by the central counterparty
prior to the use of the funds posted by non-de-
faulting clearing participants to the collective
clearing collateral) fl dedicated capital of the
central counterparty in the amount of 6,500,000

MA

JOR PERFORMANCE RESULTS 2015

ration of the central counterparty”s financial
condition due to decrease of its revenue

or increase of expenditures not related to
non-performance of obligations by clearing
participants, in the amount of 255,499 thousand
roubles.

(AS OF 01.01.2016). PIC 30.

MAJOR FINANCIAL PERFORMANCE RESULTS, THOUSAND ROUBLES

The resources of the central counterparty formed

in accordance with requirements of the effective leg-
islation, regulations of the Bank of Russia, intended
for coverage of abovementioned losses, decreasing

thousand roubles,

ensuring termination or restructuring of the
central counterparty, in the amount of 510,999
thousand roubles,

coverage of possible losses resulting from deterio-

the Bank”s equity (capital).
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INTEREST 59, 095, 188 20, 758,102
INCOME

INTEREST 35, 963, 012 9, 837,677
EXPENSES

NET INTEREST 23,132,176 10, 920, 425
INCOME

CHANGES IN PROVISIONS FOR POSSIBLE LOSSES 102, 550 -100, 161

ON LOANS AND EQUIVALENT DEBT

NET INTEREST INCOME AFTER PROVISION 23,234,726 10, 820, 264
FOR POSSIBLE LOSSES

COMMISSION INCOME 5,900, 548 4, 575, 888
(INCLUDING CLEARING FEES)

DYNAMICS OF CHANGES IN FINANCIAL RESULTS,

THOUSAND ROUBLES. PIC 31.




COMMISSION 105, 524 84, 248 DISTRIBUTION OF PROFIT
EXPENSES AFTER TAX, TOTAL

INCLUDING:
NET INCOME FROM TRANSACTIONS WITH FINANCIAL ASSETS 151, 923 923, 191
MEASURED AT FAIR VALUE THROUGH PROFIT OR LOSS DIVIDENDS TO

SHAREHOLDERS
NET INCOME FROM FORMATION AND REPLENISHMENT
HELD-TO-MATURITY SECURITIES DEALING OF RESERVE FUND

NET INCOME FROM
AVAILABLE FOR SALE SECURITIES DEALING - 130, 049 -1, 403,198

NET INCOME FROM FOREIGN
CURRENCY TRANSACTIONS 1,449, 616 5, 875, 263

NET INCOME FROM FOREIGN

CURRENCY REVALUATION -1,277,140 - 6,125, 614
DYNAMICS OF CHANGES IN FINANCIAL RESULTS,
CHANGE OF PROVISION FOR POSSIBLE LOSSES THOUSAND ROUBLES. PIC 31.

ON HELD-TO-MATURITY SECURITIES

PROVISIONS FOR DEVALUATION 41,794 - 40, 840

OF OTHER ASSETS

OTHER OPERATING 5, 052 63, 527

INCOME

NET INCOME 29, 270, 946 14, 604, 233

(EXPENSES)

OPERATING 1,186, 620 1,021, 997

EXPENSES

PFOES'TSAX PROFIT 28,084, 326 13, 582, 236 EQUITY (CAPITAL) TOTAL 54,130, 884 38, 542,136

( ) INCLUDING:

;é?P%%PS"EPSENSAT'ONS 5,437,891 2, 661, 291 TIER 1 CAPITAL 31, 346, 599 27,688,179
TANGIBLE COMMON EQUITY 31, 346, 599 27,688,179

PROFIT (LOSS) 22,646, 435 10, 920, 945 ADDITIONAL CAPITAL 22,784, 285 10, 853, 957

AFTER TAX

DYNAMICS OF CHANGES IN EQUITY (CAPITAL) OF THE BANK
DYNAMICS OF CHANGES IN FINANCIAL RESULTS, AND MAJOR INDICATORS INCLUDED IN THE CAPITAL CALCULATION,
THOUSAND ROUBLES. PIC 31. THOUSAND ROUBLES. PIC 32.
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EQUITY (CAPITAL)

2007 2008 2009 2010 201 2012 2013 2014 2015
PROFIT
2007 2008 2009 2010 201 2012 2013 2014 2015

DYNAMICS OF CHANGES IN EQUITY (CAPITAL) OF THE BANK AND MAJOR INDICATORS
INCLUDED IN THE CAPITAL CALCULATION, THOUSAND ROUBLES. PIC 32.

102

AUTHORIZED CAPITAL

2007 2008 2009 2010 201 2012 2013 2014 2015

RESERVE CAPITAL

2007 2008 2009 2010 201 2012 2013 2014 2015

DYNAMICS OF CHANGES IN EQUITY (CAPITAL) OF THE BANK AND MAJOR INDICATORS
INCLUDED IN THE CAPITAL CALCULATION, THOUSAND ROUBLES. PIC 32.



SOURCES DECREASING EQUITY (CAPITAL)

ccp capital dedicated
to cover capital
possible losses

DYNAMICS OF CHANGES IN EQUITY (CAPITAL) OF THE BANK AND MAJOR INDICATORS
INCLUDED IN THE CAPITAL CALCULATION, THOUSAND ROUBLES. PIC 32.







NCC uses financial incentives aiming
at connecting the size of the variable
part of remuneration with contribution
of each employee.

In 2015, the Bank’s human resource management
policy paid special attention to the issues of adjust-
ing the Bank’s personnel remuneration policy in
accordance with the regulator’s requirements.

Among the significant objectives pursued in 2015
as part of the Bank’s human resource management
policy, the following may be also mentioned:

o implementation of the project in personnel train-
ing focused on the development of management
competencies for managers of different levels,
which is important for making a contribution to
the development of the Bank’s management cul-
ture,

e broadening the range of insurance protection for
the Bank’s employees and improving the conditions
for provision of certain types of social support.

ORGANIZATIONAL STRUCTURE
OF THE BANK

In the reporting period, the number of the Bank’s

employees increased by 5 people (or by 3%) as com-
pared to the previous year, equaling 160 employees
as of the end of 2015.

In February 2015, Louis Vicente, who had held the
position of the Bank’s Managing Director since Sep-
tember 2013, was appointed to the position of the

Deputy Chairman of the Executive Board where he
supervises the issues of modernization and develop-
ment of NCC’s risk management framework. In April
2015, Louis Vicente was also elected for membership
in the Bank’s Executive Board. Thus, the number

of members of the Bank’s Executive Board increased
to 5.

Significant organizational changes have affected
one of the Bank’s key subdivisions — the Clearing
Department. To improve efficiency of support

for clearing activities, the department’s internal
units were reordered by functions — performance of
clearing operations and documentation of clearing
operations — replacing the previous structure where
units were ordered by serviced markets, not by
functions. To improve the performance of relevant
sectors, two units in the Department were allocated
for special performance of functions of promotion
and information support for clearing services, and
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functional testing of specialized software.

PERSONNEL
REMUNERATION POLICY

As part of implementation of its personnel remuner-
ation policy, the Bank aims to provide competitive
level of remuneration —

THE LEVEL COMPARABLE WITH THE LEVEL

OF REMUNERATION IN THE COMPANIES COMPA-
RABLE TO NCC IN TERMS OF THE SCALE

AND SPECIFICS OF BUSINESS, IN ORDER TO

BE ABLE TO HIRE, MOTIVATE AND RETAIN HIGH-
LY QUALIFIED PROFESSIONALS AND MANAGERS
FOR THE BANK.

Started in previous year, the work on adjustment of
the personnel remuneration policy in accordance
with the regulator’s requirements? was completed by
the end of 2015.

The fixed part of remuneration is the basis of remu-
neration of the Bank’s personnel. The basic remuner-

MAJOR PERFORMANCE RESULTS 2015

(annual bonus or annual premium) is determined

in accordance with the ratio of fixed and variable
parts of remuneration in the total size of personnel
remuneration approved by the Bank’s Supervisory
Board, or in accordance with individual terms

of labour contract, but in any case with no violation
of the ratio required by the Ordinance No. 154-1.
The target sizes of annual bonus are also
differentiated by grades and depending on the
employee’s category (employees accepting risks;
employees managing risks; employees conducting
internal control; other employees). The target

sizes of annual bonuses of the Bank’s employees
are adjusted depending on how well employees meet
key performance indicators (targets, KPIs) and after
summing up the performance results in the reporting
period for the Bank in general.

Furthermore, the issues of whether to award the
bonus and its size are examined also subject to the
data of statistical reporting and accounting
statements, real-time accounting information,
results of inspections by internal/external auditors
and regulatory bodies, results of risk assessment
and other factors.

In respect of members of executive bodies and
other employees accepting risks, the Bank contem-
plates and applies deferment (or payment in install-
ments) and subsequent adjustment of at least

40 percent of variable part of remuneration on the

ation, being an element of the fixed part personnel
remuneration, is differentiated by position levels
(grades), depending on their importance for

the Bank and their contribution to its performance
results, also subject to the level and combination
of the risks accepted by the relevant employee and
his or her level of responsibility.

To achieve consistency between the personnel
remuneration system and the Bank’s strategy, nature
and scale of conducted operations, its performance
results, level and combination of accepted risks,

NCC uses financial incentives aiming to connect the
size of the variable part of remuneration with contri-
bution of each employee, i. e. to achieve economically

reasonable conformity of the employee performance
result (aligned with the Bank’s objectives) and costs
of financial incentives.

The target size of the variable part of remuneration

2 Pursuant to the requirements set forth

in the Ordinance of the Bank of Russia dated 17 June 2014
No. 154-1 “On the procedure for assessment of personnel
remuneration system in a credit organization and the
procedure for submission to a credit organization of an order

to eliminate the violation in its personnel remuneration system”

(hereinafter the Ordinance 154-I).

basis of the time periods when financial results

of their activities are realized (for at least 3 years,
excluding operations whose final financial results
are determined earlier than the said period),
including the possibility of reduction or cancellation
of variable part of remuneration in case of a nega-
tive financial result for the Bank in general or for
the relevant business field. The calculation of the
size of shares of deferred (or paid in installments)
part of annual bonuses for risk-accepting employees
for the reporting period by payment (accrual) time
is conducted by employees of the risk management
subdivisions and is presented for approval to the
Bank’s Supervisory Board.

The Bank’s internal documents regulate all non-

standard payments (benefits), define the term “Lar-
ge remuneration”, and stipulate the procedure for
controlling payment of such remuneration to the
Bank’s employees. The Bank has set the procedure
for assessment of the organization’s efficiency

and functioning of personnel remuneration system,
and identified the subdivision authorized to monitor
the payment system. Also, the activity of the
subdivisions conducting internal control and subdi-
visions conducting risk management includes the
objectives of improving the Bank’s documents lay-
ing out the personnel remuneration system, depend-
ing on NCC'’s performance results, subject to the
level of risks accepted by the Bank, its subdivisions
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and employees, as well as changes in the strategy

of the credit organization, nature and scale of its
activity. As part of its Supervisory Board, the Bank

has established a presently functioning special body —

BANK’S HUMAN RESOURCE
MANAGEMENT POLICY

period, all of the Bank’s employees had higher pro-
fessional education, and 16.8% of employees have
even obtained second degree. In addition,

two employees had PhD degree, and 43% of employ-

committee for appointments and remunerations —
whose terms of reference include, inter alia, prepar-
ing recommendations and drafting for the Bank’s
Supervisory Board the resolutions on the matters of
organization, monitoring and control of the person-
nel remuneration system, assessment of its conformi-
ty to the Bank’s strategy, nature and scale of con-
ducted operations, its performance results, level and
combination of accepted risks.

IN LATE 2015, THE BANK CONDUCTED AN
INTERNAL (BY THE INTERNAL AUDIT SERVICE)
AND EXTERNAL INDEPENDENT ASSESSMENTS
OF ITS PERSONNEL REMUNERATION SYSTEM,
WHICH DEMONSTRATED THAT THE
REMUNERATION SYSTEM CORRESPONDED TO
THE NATURE AND SCALE OF ITS CONDUCTED
OPERATIONS, ITS PERFORMANCE RESULTS,
LEVEL AND COMBINATION OF ACCEPTED RISKS,
SUBJECT TO THE REQUIREMENTS OF THE OR-
DINANCE NO. 154-1.

SOCIAL SUPPORT
FOR THE BANK’S EMPLOYEES

The Bank aims to provide social security to employ-
ees facilitating their efficiency and quality of work,
providing corporate social support to employees.

Along with the social benefit package permanently
provided to the Bank’s employees, including various
types of financial aid, voluntary medical insurance
(VM) and international medical insurance against
critical diseases (IMI), in 2015 the Bank provided

to all employees a new type of insurance — accident
and sickness insurance (ASI). In 2015, the VMI
insurance covered 97.5% of the Bank’s employees,
and 63% of employees (from among the insured
ones) chose VMI programs for their family members
as well. In total, 71% of employees have used the IMI
insurance opportunity, and ASI insurance covered
all of NCC’s employees.

TRAINING AND DEVELOPMENT
FOR THE BANK’S EMPLOYEES

According to the data as of the end of the reporting

ees had a FSFR qualification certificate, enabling
the Bank to perform various financial market opera-
tions.

Internal training and development for the Bank’s
employees.

In the reporting year, over 50 trainings were con-
ducted for the Bank’s employees, aiming to develop
their skills in communication, public speaking and
conflict management, and to develop their personal
responsibility. In total, 31% of the Bank’s employees
participated in such trainings.

In 2015, the companies of Moscow Exchange Gro-
up rolled out the first graduation class upon com-
pletion of training in accordance with the corporate
program MOEX Business University. This program
is mainly focused on preparing the leaders for
change.

This comprehensive program (with duration of over
one year) was developed and implemented to deve-
lop leadership in the management of change.

The Bank’s employees accounted for 12.5% of the
total number of graduates in this program. They
successfully completed studies in MOEX Business
University, having defended their business cases

in the teams formed together with their colleagues
from other companies.

Also, in the reporting year, students were enrolled

for the program MOEX Business University 2.0 —

a second training year. Despite the intensive compe-
tition for participation in the program (over 3 appli-
cants per 1 enrolled person), the Bank’s employees
accounted for 12% of all enrolled applicants, and

by the end of 2015 all second-year students complet-
ed the majority of training courses under the prog-
ram and prepared the business cases of their teams
for defense at the exams.

In the reporting year, the senior executives of the
Group’s companies were trained under the Mini
MBA program run by one of the professors cooper-
ating with the Harvard Business School.

Among the program participants were 8 managers
from the key sectors of the Bank’s activities.

In 2015, the program Management Faculty was
launched, aiming to develop medium-level manag-
ers. This program is intended for the development
of management skills and formation of a team of
professionals. Among the program participants were
6 medium-level managers of the Bank.

External training for the Bank’s employees.
Throughout 2015, 61 employee of the Bank completed

professional (external) training, which is almost
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42% higher as compared to the total number of

the Bank’s employees completing professional train-
ing in 2014. These employees participated in 56
various professional (external) training programs,
including:

e pursuant to the requirements of the Ordinance of
the Bank of Russia dated 27 November 2014
No. 3455-U “On making amendment to paragraph
2.2 of the Ordinance of the Bank of Russia dated
09 August 2004 No. 1485-U “On the requirements
for training and education of personnel in credit
organizations”, the relevant employees of the Bank
completed seminar trainings on the topics:
combating legalization of criminal income (mon-
ey laundering) and financing of terrorism; informa-
tion security; specifics and changes in accounting;
and many other topics.

LY
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two of employees from risk management
subdivisions participated in the specialized confer-
ence Xl Russia Risk Conference, and

8 employees (of the same category) visited

X International Conference “Russian Derivatives
Market”.

one of the managers completed specialized pro-
fessional development training on Risk Manage-
ment (FRM) (204 academic hours).

a number of the Bank’s employees in the IT
sector completed training in several courses
(each depending on its professional specializa-
tion), including Oracle GoldenGate 12c,
0O12cDGA-Oracle Database 12¢; attended pro-
gramming courses and professional development
courses in IT. One of the employees in this sector
participated in the international conference Finno-
vate Fall 2015.
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12.
REMUNERATION

OF CEO, MEMBERS OF THE EXECUTIVE BOARD AND MEMBERS OF THE SUPERVISORY BOARD
(CRITERIA FOR CALCULATION AND AMOUNT OF REMUNERATION)

THE REMUNERATION PAID IN THE REPORTING

YEAR TO THE BANK’S CEO AND MEMBERS

OF THE EXECUTIVE BOARD WAS DETERMINED IN ACCORDANCE
WITH THE FEDERAL LAW “ON JOINT-STOCK COMPANIES?”,
LABOUR CODE OF THE RUSSIAN FEDERATION,

BANK’S ARTICLES, REGULATOR’S REQUIREMENTS,

TERMS OF THE LABOUR CONTRACTS CONCLUDED

WITH THE RELEVANT EMPLOYEES, AND THE BANK’S INTERNAL
DOCUMENTS.
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NCC’s regulation on remuneration

and compensation of expenses

ensures systematic approach to calculation
of the sizes of individual remunerations.

ON REMUNERATION OF THE CEO
AND MEMBERS OF THE EXECUTIVE
BOARD

The remuneration paid in the reporting year

2015 to the Bank’s CEO and members of the Execu-
tive Board was determined in accordance with
the Federal Law “On joint-stock companies”, Labour

Code of the Russian Federation, Bank’s Articles,
regulator’s requirements, terms of the labour con-
tracts concluded with the relevant employees, and
the Bank’s internal documents.

The size of the annual bonus (@annual premium)

paid to the Bank’s CEO and members of the Execu-
tive Board in accordance with the Bank’s Articles

is determined by labour contracts, internal documents
of the Bank, subject to the requirements set

forth in the Ordinance of the Bank of Russia dated

17 June 2014 No. 154-] “On the procedure for assess-
ment of personnel remuneration system in a credit
organization and the procedure for submission

to a credit organization of an order to

eliminate the violation in its personnel remuneration
system”, and it depends, inter alia, on the assessment
of progress in achievement (achieved results)

of corporate key performance indicators (targets)
(performance results) by the CEO and members

of the Executive Board of NCC Bank for the reporting
year.

A resolution on the fact of payment and the size

of bonuses (including the same in respect of payment
of deferred (paid in installments) variable parts of
remuneration (annual bonus, annual premium)

for members of the Bank’s executive bodies is adopted
by the Supervisory Board of the Bank upon recom-
mendations from the Committee on Personnel and
Remuneration of the Supervisory Board of the

Bank after summing up the performance results for
the reporting year.

Based upon the results of the year 2015, upon resolu-
tion of the Supervisory Board of the Bank and

in accordance with the internal documents, the
Bank’s CEO and members of the Executive Board
were paid 60% of the approved size of annual bonus
(annual premium). The remaining 40% of the
approved size of annual bonus (annual premium)

on the basis of performance results of the Bank’s CEO
and members of the Executive Board for the year
2015 are subject to deferment (payment in install-
ments) for three years in accordance with the

sizes of shares of deferred (or paid in installments)
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part of annual bonuses for the year 2015 by payment
(accrual) before subsequent adjustments, including
the possibility of reduction or cancellation of such
payment in case of a negative financial result for NCC
in general within the said three-year period, pursuant
to the procedure and on the terms approved by the
Supervisory Board.

THE SUM OF ALL PAYMENTS (SALARY, BONUS-
ES, COMPENSATION OF EXPENSES, AND OTHER
PAYMENTS) MADE TO THE BANK’S CEO AND
MEMBERS OF THE EXECUTIVE BOARD IN 2015
EQUALED 112,579 THOUSAND ROUBLES (VERSUS
50,336 THOUSAND ROUBLES IN 2014).

The increase in paid remuneration in 2015 resulted
from the changes in accounting of short-term

and long-term remunerations pursuant to the require-
ments of the Ordinance of the Bank of Russia dated
17 July 2014 No. 154-1 “On the procedure for assess-
ment of personnel remuneration system in a credit
organization and the procedure for submission to

a credit organization of an order to eliminate the vio-
lation in its personnel remuneration system”

and the Bank’s internal documents governing the per-
sonnel remuneration system, including the increase

in the target size of remuneration for separate catego-
ries of major management personnel,

AND ALSO DUE TO INCLUSION IN APRIL 2015
OF ANEW MEMBER IN THE BANK’S EXECUTIVE
BOARD.

MAJOR PERFORMANCE RESULTS 2015

ON REMUNERATION OF MEMBERS
OF THE SUPERVISORY BOARD

On 22 May 2015, Moscow Exchange, a sole sha-
reholder of NCC, issued the Resolution No. 25

on the matters referred to the General sharehold-
ers meeting, to pay?® the members of NCC’s
Supervisory Board elected by resolution of the
sole shareholder (Resolution No. 19 dated

30 June 2014) a remuneration for performance
of their functions in the amount calculated in
accordance with the Regulation on remuneration
and compensation of expenses for members

of NCC'’s Supervisory Board, approved by resolu-
tion of the sole shareholder dated 30 June 2014.

TOTAL AMOUNT OF REMUNERATION PAID

TO THE SAID MEMBERS OF THE SUPERVISORY
BOARD FOR PERFORMANCE OF THEIR
FUNCTIONS EQUALED 21,375,000 ROUBLES.

NCC'’s regulation on remuneration and compensa-
tion of expenses ensures systematic approach to
calculation of the sizes of individual remunerations,

determines the specific levels of remuneration for
each of the roles of the members of the Superviso-
ry Board, sets a fixed amount of remuneration

for independent members and contemplates the
terms ensuring proper involvement of the mem-
bers in the activity of the Supervisory Board (the
remuneration can be reduced in case of systematic

non-attendance of the meetings).

3 The remuneration of the members of NCC’s Supervisory
Board elected by resolution of the sole shareholder

dated 22 May 2015 (Resolution No. 25) will be paid upon
holding the Annual general shareholders meeting (AGSM) of
NCC in 2016.
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13.
STOCK DIVIDENDS

THE SOLE SHAREHOLDER OF NCC,

ISSUED THE RESOLUTION TO PAY DIVIDENDS IN THE
AMOUNT OF 4,999,999,800 ROUBLES 00 KOPECKS OUT
OF RETAINED EARNINGS OF THE PREVIOUS

YEARS.






The sole shareholder of NCC, issued
the resolution to set the size of the
stock dividend to equal 299 roubles
94 kopecks per one registered share
of common stock.

At the Annual general meeting of shareholders
(AGSM) held 22 May 2015, PJSC Moscow Exchange,
sole shareholder of NCC, issued a resolution:

e not to pay dividends upon the results
of the year 2014,

e to put at NCC’s disposal the retained earnings
of 10,920,945 thousand roubles.

At the meeting of NCC’s Supervisory Board held

on 18 December 2015, a resolution was made to
recommend to the sole shareholder of NCC to make
decision on payment (announcement) of dividends
by NCC.

ON 15 JANUARY 2016, THE GENERAL SHARE-
HOLDERS MEETING OF THE BANK WAS
HELD, WHERE PJSC MOSCOW EXCHANGE,

THE SOLE SHAREHOLDER OF NCC, ISSUED
THE FOLLOWING RESOLUTION:

e to pay dividends in the amount
of 4,999,999,800 roubles 00 kopecks out of
retained earnings of the previous years,

o to set the size of the stock dividend to equal
299 roubles 94 kopecks per one registered share
of common stock,

o to set 27 January 2016 as the date as of which
the list of persons entitled to receive dividends
will be compiled.

The General shareholders meeting also

stipulated that the dividends would be paid in cash
within the time period set by legislation of the
Russian Federation. Dividends were paid in February
2016.
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14.
OBSERVANCE OF THE
CORPORATE GOVERNANCE CODE

THE NCC PAID SIGNIFICANT ATTENTION

TO IMPROVING THE LEVEL OF CORPORATE GOVERNANCE,
CONSIDERING IT TO BE ONE OF THE MOST IMPORTANT
TOOLS FOR THE ACHIEVEMENT OF THE BANK’S STRATEGIC
OBJECTIVES.







NCC has adopted and is following the
code of business ethics, which stipulates
the principles for interaction of NCC’s
employees.

IN THE REPORTING PERIOD, THE NCC

PAID SIGNIFICANT ATTENTION TO IMPROVING
THE LEVEL OF CORPORATE GOVERNANCE,
CONSIDERING IT TO BE ONE OF

THE MOST IMPORTANT TOOLS FOR THE
ACHIEVEMENT OF THE BANK’S STRATEGIC
OBJECTIVES.

In this activity, NCC is committed to follow the
best practices and standards of corporate gover-
nance, being aware that the positive dynamics

in this sector is a prerequisite for achieving success
in the financial and economic activity, supporting
implementation of new projects and development
of the Bank’s activities in general.

The measures taken for the development of the
corporate governance system of NCC were based

on the recommendations of the Corporate
Governance Code approved by the Bank of Russia
on 21 March 2014, Recommendations of the Bank

of Russia and the Basel Committee on Banking
Supervision, and on corporate governance principles

recognized in international practice.

In the reporting period, NCC’s Supervisory Board
approved the Principles of Corporate Governance
of NCC (hereinafter the Principles), aiming to
describe NCC'’s existing corporate governance
principles and system to improve business efficien-
cy, increase transparency, maintain NCC'’s financial
stability and attractiveness.

In accordance with the Principles, corporate
governance aims to equip NCC’s Supervisory
Board and employees of the Bank with

proper incentives for achievement of the objectives
in which NCC and its shareholder are interested,
and it must facilitate effective control, thereby
stimulating more efficient use by the credit organi-
zation of its resources.

The application of the Principles by NCC results
from its aspiration for improvement of its
attractiveness for its shareholder, clients (service
users), employees, creditors, and the Bank of Russia,
and is based on the following approaches:
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ACCOUNTABILITY.

The Supervisory Board and NCC'’s executive bodies
are accountable to NCC'’s sole shareholder.

FAIRNESS.

NCC’s management bodies operate equitably
and on a lawful basis.

TRANSPARENCY.

NCC’s management bodies provide timely and
adequate disclosure of reliable information about
NCC'’s activities, including its financial position,
performance results, and management bodies.

The Bank’s management bodies provide convenient
access to this information to stakeholders.

NCC'’s shareholder has a guaranteed access to
information in accordance with the effective legis-
lation of the Russian Federation.

RESPONSIBILITY.

NCC’s management bodies recognize and protect
the rights of stakeholders contemplated by legisla-
tion of the Russian Federation.

ASPIRATION
FOR FURTHER DEVELOPMENT.

NCC’s management bodies recognize the need

for an ongoing improvement of the corporate
governance system, taking into account the Bank’s
development and influence of external factors,
and the need for an ongoing control of observance
of the rights and interests of the sole shareholder
and other stakeholders.

THE PRACTICAL RECORD OF THE SUPER-
VISORY BOARD SHOWS HIGH LEVEL

OF INVOLVEMENT OF ITS MEMBERS IN THE
MANAGEMENT OF NCC AND EFFICIENT
CONTROL OVER THE ACTIVITIES OF THE
EXECUTIVE BOARD AND CEO OF THE BANK.

All members of the Supervisory Board have

higher education, necessary knowledge, skills and
competencies to achieve NCC’s long-term

strategic development objectives, and they possess
considerable record of work in collective manage-
ment bodies. All members of the Supervisory
Board have necessary qualification and comply
with business reputation requirements set forth by

MAJOR PERFORMANCE RESULTS 2015

the effective legislation of the Russian Federation.
In their activity, they are accountable to NCC’s share-
holder.

To ensure sound and timely decision-making in

the field of appointments and remunerations, the
Committee on Personnel and Remuneration was
established and is functioning as part of the Supervi-
sory Board of NCC.

The major goal of such committee is to ensure
efficient operation of the Supervisory Board of NCC
in resolution of the issues required for conformity
of NCC'’s personnel remuneration system

to the nature and scale of the Bank’s operations,

its performance results, level and combination

of accepted risks. The committee prepares proposals
on appointments and remunerations of members

of the Supervisory Board, members

of the audit commission, and members of NCC’s
executive bodies. The members of the Committee
for Appointments and Remunerations do not hold
membership in NCC’s executive bodies, and the
majority of them possess sufficient experience or
qualification enabling them to make well-grounded
decisions.

To meet the requirements of the Federal Law “On

clearing and clearing activities” as regards tigh-
tening control over the risk management framework,

a risks committee was set up and is operating as
part of the Supervisory Board of NCC.

The main objective of the committee is participation
in improving the risk management framework

of the Bank as a central counterparty clearing insti-
tution, in order to increase NCC’s financial stability
and ensure continuity of its clearing activities.
Representatives of the clearing participants acco-
unt for at least one half of the risk committee’s me-
mbers.

For the purpose of improvement of operation

of the Supervisory Board, both in terms of organi-
zation and contents, in 2015, the Bank’s Supervisory
Board conducted self-assessment. To improve
efficiency and control of situation in corporate
governance, in 2015 the Bank assessed the state of
affairs in corporate governance, engaging the mem-
bers of the Supervisory Board to participate in this
assessment.

THE ASSESSMENT OF CORPORATE GOVERNAN-
CE CONDUCTED IN 2015 DEMONSTRATED ITS
IMPROVEMENTS IN A NUMBER OF MATTERS,
INCLUDING THE DIVISION OF POWERS BETWEEN
MANAGEMENT BODIES, COORDINATION IN
BANKING RISK MANAGEMENT, ORGANIZATION
OF ACTIVITY OF THE SUPERVISORY BOARD,

AND OBSERVANCE OF THE PRINCIPLES OF COR-
PORATE GOVERNANCE.
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NCC'’s corporate governance practices enable the
Executive Board and CEO to perform reasonably,

in good faith, solely for the benefit of the Bank,
effective management of the daily operations, and
guarantee accountability of these bodies to the
Supervisory Board and the General shareholders
meeting (sole shareholder). CEO and the Executive
Board organize implementation of resolutions of the
General shareholders meeting (sole shareholder),
and the Supervisory Board.

One of the key principles of corporate governance

of NCC is the timely disclosure of reliable informa-
tion about NCC pursuant to the requirements of
legislation of the Russian Federation and internal
documents of NCC. Information is disclosed in accor-
dance with the Regulation on information policy

of NCC, approved by the Supervisory Board and
based upon the principles of regularity and prompt-
ness of information, its accessibility for stakeholders,
and its reliability and completeness.

According to the requirements of legislation,
NCC discloses information in course

of its performance of functions of a credit institu-
tion, clearing organization, and central counter-
party. The Bank discloses accounting (financial)
statements under the Russian and international
standards, and an additional information

about its operations, which may be material

for the shareholder and other stakeholders,

while maintaining a reasonable balance between
openness of the credit organization and protection
of its commercial interests. NCC discloses
information using instruments and methods most
convenient for the recipients.

NCC’S OFFICIAL WEBSITE IS A MAIN CHANNEL
FOR DISCLOSURE OF NCC’S INFORMATION,
AND THEREFORE NCC’S WEBSITE CONTAINS
THE INFORMATION SUFFICIENT FOR

FORMING AN OBJECTIVE UNDERSTANDING

OF MATERIAL ASPECTS OF NCC’S ACTIVITIES —
NKCBANK.RU

NCC also discloses information via mass media; as
a rule, material events or actions of NCC are accom-
panied with press releases.

OBSERVANCE OF THE CORPORATE
GOVERNANCE CODE

To protect the rights and legitimate interests

of its shareholder, and for the purpose of efficient
control of financial and business operations,

NCC has the Revision Commission, whose members
are elected at the AGSM. The Revision Commission
reports to the General shareholders meeting

and operates independently from other management
bodies of the Bank.

To check and confirm reliability of its financial
statements, NCC, annually on a contractual basis,
engages a professional audit firm having no property
interests in the Bank or its sole shareholder.

NCC HAS ADOPTED AND IS FOLLOWING THE
CODE OF BUSINESS ETHICS, WHICH STIPULATES
THE PRINCIPLES FOR INTERACTION OF NCC’S
EMPLOYEES,

including members of executive bodies,

with clients, partners, mass media, government and
political organizations, and other rules for external
communications.

Special attention is paid to defining the situations
which may be viewed as a conflict of interests,

or which may lead to a conflict of interests, as well as
the actions recommended to be taken to avoid such
conflict.

During the reporting period, NCC approved the pro-
cedure for avoidance of conflicts of interests

in NCC, reflecting the grounds for occurrence of
such conflicts, the measures aimed to prevent such
conflicts, and the procedure for settlement of a con-
flict of interests.

IN ADDITION, NCC APPROVED
AN ANTI-CORRUPTION POLICY

setting the principles guiding the Bank’s activities
in ensuring compliance with requirements of the
anti-corruption legislation, and the situations con-
taining the signs of corruption risk, as well as the
measures aimed at their prevention and combating
corruption in the Bank’s activities.
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