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Russian Government Bonds swapped to USD LIBOR

US$ Funding* in the local market is cheaper...

350

300

250

200

150

US$ Z-spread (bps)

100

50

Current market arbitrage
is significantly wide

Current Z-spread OFZ Curve

4 6 8 10

Duration (years)

Current Russia Z-spread Eurobond Curve

Curves as of August

...But it depends on the credit quality of the Issuer

e USS$ Z spread curve in the local market is calculated on the basis of

RUB local bond curves and market cross currency swap curve

(from Libor 3m to RUB fixed rate)

The US$ Z spreads for the Eurobonds are significantly higher than
for the domestic deals and we observe the arbitrage between the

curves to persist for the last 2 years

The theoretical market arbitrage between US$ Z-spreads in the
local and international markets is reduced due to credit value
adjustment (CVA). CVA is the charge used by banks to reflect

potential credit exposure related to Derivatives.

Since August we saw widening in the Z-spread curves both for

Local and Eurobond curves
— Russian Eurobond curve widened by 30 bps

— Russian local curve (OFZ) widened by 30 bps at the short
end of the curve and by 10 bps at the long end

respectively

* Current Z-spread curve doesn't include CVA



USDRUB Cross Currency Swap Example

The Cross Currency Swap would allow Company “Z” to fully convert its RUB bond issue into US$

Transaction Cashflows

Step 1 - Principal Cash Flows at Inception
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RUB 3 billion US$ 101 million
T
RUB 3 billion
Step 2 — Interest Cash Flows
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Step 3 — Principal Cash Flows at Maturity
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RUB 3 billion -
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Swap Indicative Terms

Issuer:

Issuer’s Rating

Swap Providers:

RUB Principal Amount:
USD Principal Amount:
Initial Exchange Rate:
Effective Date:
Maturity Date:

Principal Exchange:

USD Day Count Fraction:

RUB Day Count Action:

Company “Z” receives:

Company “Z” pays:

Events of Default:
Margin Provisions:
Documentation:

Governing Law

Company Z

BB-

Citi

RUB 3 billion, based on Initial Exchange Rate
US$ 101 mm

29.65, Spot USD/RUB FX Rate on Trade Date
Linked to the RUB bond settlement date

3 years from Effective Date

Initial and Final

Actual / 360

Actual / Actual

RUB Principal Amount on Effective Date
RUB 8.2% on RUB Principal Amount
RUB Principal Repayment on Maturity Date

US$ Principal Amount on Effective Date
US$ 4.7% on USD Principal Amount
US$ Principal Repayment on Maturity Date

According to ISDA documentation
Not required
ISDA and signed confirmation

English Law



Significant Arbitrage Between US$ Z-spreads

Theoretical arbitrage between local and international Z-spread curves increases as the issuer rating is decreasing:
the lowest arbitrage is between sovereign curves, medium arbitrage is in case of quasi-sovereigns and investment
grade companies and large arbitrage is in case of non investments grade companies
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e The arbitrage is calculated as a difference between international US$ Z-spread
curve and local US$ Z-spread curve

e The Local Z-spread curve doesn’t include Credit Value Adjustment (CVA should be
calculated separately for each Issuer). The lower the credit standing of the issuer
the higher the CVA, thus reducing the actual arbitrage available.

e USS$ Z-spread curve in the local market is calculated on the basis of RUB local
bond curves and market cross currency swap curve (from Libor 3m to RUB fixed
rate)



Local Bond vs Eurobond

Local RUB Bond with Cross Currency Swap in US$

¢ Tighter pricing possible in the current market
® Flexibility to place the bonds in the domestic market

® Lower transaction expenses

e |imited tenor and deal size

* Non enforceable margining (about to change?)

¢ Potential negative accounting impact (hedge accounting

possible, but need to be very careful)

¢ Relatively low liquidity in the Russian swap market

US$ Denominated Eurobond

Pros

® Longer tenors and larger volumes are achievable

® Flexibility on the final decision on tenors, size and tranching

structure
® Access to the international institutional investors base

® No usage of banks’ lines

Cons

¢ Stricter disclosure requirements
® Higher transaction expenses

® Higher Z-spreads

* The banks’ appetite for CCY swaps tends to reduce for longer

tenors



Implications of CVA and new Basel IlI

e CVA - Credit Value Adjustment = charge required by banks to compensate them for credit risk of
Derivatives

e Basel lll — capital requirements for unmargined derivatives have been increased dramatically by the
regulators

e Example: BBB Issuer, Basel Il requirement without margining 93bp, Basel Il requirement with daily
margining and a threshold of zero 4bp

e What is needed in Russia:
— Hedge accounting concepts established already
— Bankruptcy netting legislation passed already
— Regulatory framework is yet to be established (FSFM, NAUFOR, rules)

— Netting and margining should become standard techniques for managing the Derivative
exposures and thus reducing the costs for borrowers



Conclusions

A Use of Derivatives can lower the costs of borrowing for Russian borrowers
A Enabling laws passed, but regulatory framework is yet to be defined

A Use of margining for Derivatives transactions should become widespread



IRS Circular 230 Disclosure: Citigroup Inc. and its affiliates do not provide tax or legal advice. Any discussion of tax matters in these materials (i) is not intended or written to be used, and cannot be used or relied
upon, by you for the purpose of avoiding any tax penalties and (ii) may have been written in connection with the "promotion or marketing" of any transaction contemplated hereby ("Transaction"). Accordingly, you
should seek advice based on your particular circumstances from an independent tax advisor.

Any terms set forth herein are intended for discussion purposes only and are subject to the final terms as set forth in separate definitive written agreements. This presentation is not a commitment to lend, syndicate a financing,
underwrite or purchase securities, or commit capital nor does it obligate us to enter into such a commitment, nor are we acting as a fiduciary to you. By accepting this presentation, subject to applicable law or regulation, you agree to
keep confidential the information contained herein and the existence of and proposed terms for any Transaction.

Prior to entering into any Transaction, you should determine, without reliance upon us or our affiliates, the economic risks and merits (and independently determine that you are able to assume these risks) as well as the legal, tax and
accounting characterizations and consequences of any such Transaction. In this regard, by accepting this presentation, you acknowledge that (a) we are not in the business of providing (and you are not relying on us for) legal, tax or
accounting advice, (b) there may be legal, tax or accounting risks associated with any Transaction, (c) you should receive (and rely on) separate and qualified legal, tax and accounting advice and (d) you should apprise senior
management in your organization as to such legal, tax and accounting advice (and any risks associated with any Transaction) and our disclaimer as to these matters. By acceptance of these materials, you and we hereby agree that
from the commencement of discussions with respect to any Transaction, and notwithstanding any other provision in this presentation, we hereby confirm that no participant in any Transaction shall be limited from disclosing the U.S. tax
treatment or U.S. tax structure of such Transaction.

We are required to obtain, verify and record certain information that identifies each entity that enters into a formal business relationship with us. We will ask for your complete name, street address, and taxpayer ID number. We may
also request corporate formation documents, or other forms of identification, to verify information provided.

Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers. These indications are provided solely for your information and consideration, are subject to change at any time without notice
and are not intended as a solicitation with respect to the purchase or sale of any instrument. The information contained in this presentation may include results of analyses from a quantitative model which represent potential future
events that may or may not be realized, and is not a complete analysis of every material fact representing any product. Any estimates included herein constitute our judgment as of the date hereof and are subject to change without
any notice. We and/or our affiliates may make a market in these instruments for our customers and for our own account. Accordingly, we may have a position in any such instrument at any time.

Although this material may contain publicly available information about Citi corporate bond research, fixed income strategy or economic and market analysis, Citi policy (i) prohibits employees from offering, directly or indirectly, a
favorable or negative research opinion or offering to change an opinion as consideration or inducement for the receipt of business or for compensation; and (i) prohibits analysts from being compensated for specific recommendations
or views contained in research reports. So as to reduce the potential for conflicts of interest, as well as to reduce any appearance of conflicts of interest, Citi has enacted policies and procedures designed to limit communications
between its investment banking and research personnel to specifically prescribed circumstances.

[TRADEMARK SIGNOFF: add the appropriate signoff for the relevant legal vehicle]
© 2010 Citigroup Global Markets Inc. Member SIPC. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and registered throughout the world.

© 2010 Citigroup Global Markets Limited. Authorized and regulated by the Financial Services Authority. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used
and registered throughout the world.

© 2010 Citibank, N.A. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and registered throughout the world.
© 2010 Citigroup Inc. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and registered throughout the world.
© 2010 [Name of Legal Vehicle] [Name of regulatory body.] All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and registered throughout the world.

Citi believes that sustainability is good business practice. We work closely with our clients, peer financial institutions, NGOs and other partners to finance solutions to climate change, develop industry standards, reduce our own
environmental footprint, and engage with stakeholders to advance shared learning and solutions. Highlights of Citi’s unique role in promoting sustainability include: (a) releasing in 2007 a Climate Change Position Statement, the first US
financial institution to do so; (b) targeting $50 billion over 10 years to address global climate change: includes significant increases in investment and financing of renewable energy, clean technology, and other carbon-emission
reduction activities; (c) committing to an absolute reduction in GHG emissions of all Citi owned and leased properties around the world by 10% by 2011; (d) purchasing more than 234,000 MWh of carbon neutral power for our
operations over the last three years; (e) establishing in 2008 the Carbon Principles; a framework for banks and their U.S. power clients to evaluate and address carbon risks in the financing of electric power projects; (f) producing equity
research related to climate issues that helps to inform investors on risks and opportunities associated with the issue; and (g) engaging with a broad range of stakeholders on the issue of climate change to help advance understanding
and solutions.

Citi works with its clients in greenhouse gas intensive industries to evaluate emerging risks from climate change and, where appropriate, to mitigate those risks.



