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Weak Ruble Sees Rostec Profits Soar
281%

A favorable exchange rate is compensating for falling exports of
Russian arms.

By Alexei Nikolsky

August 03,2016

Denis Abramov / Vedomosti

Russia's state-owned militaryBtechnology firm Rostec has seen its net profit soar by 281
percent toB99 billion rubles ($1.4 billion).

The company's annualBreport, which was personally presented by CEO Sergei Chemezov
toRPresident Vladimir Putin earlier this week, revealed that Rostec’sBconsolidated revenues
had risen to 1.1 trillion rubles, or up 18Epercent.

The company earned halfBof all revenues from state defense orders, with another 20
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percentBcoming from the export of arms and military equipment.

The ongoing economicHcrisis in Russia and the risk of a possible decline in state
defenseBorders has threatened company revenues. Rostec has the strategicBtask of
increasing the share of products for civilian use from theBcurrent 26 percent up to 50
percent, Chemezov said.

Western sanctionsBagainst Russia have also deprived the company of several
foreignBmarkets, and stopped it from receiving foreign financing.

Western banks haltedBpayments to Rostec subsidiaries due to the sanctions by the U.S.,BE.U.
and a number of other countries, cutting the corporation’sBforeign currency earnings in 2015
by 13 percent, to S6 billion, theBreport found.

The most difficultBperiod for the company came in the second half of 2014 when
sanctionsBprompted otherwise loyal clients to halt remunerations paid inBdollars and euros,
even if those particular states did not supportBthe sanctions, one bank manager close to the
company said.

As time progressed,BRostec found new methods which did not violate sanctions and
allowedHclients to pay for arms shipments on time, another banker said. WhileBhundreds of
millions of dollars in payments were suspended shortlyBafter sanctions were introduced, that
problem is now largelyBresolved, the source said.

Despite theseRdifficulties, the weaker ruble has ultimately made Rostec productsBmore
competitive abroad.

The devaluation of theBruble was one of the most significant factors driving the growth
ofBRostec’s financial indicators in 2015, said Konstantin MakiyenkoBfrom the Center for
Analysis of Strategies and Technologies. TheBcompany's 39-percent increase in military
exports — from $3.3Bbillion in 2014 to $4.6 billion in 2015 — is due to a number ofBfactors,
although the upsurge is likely to have resulted fromBcompletion of prior defense contracts,
Makiyenko said.

Although Russian armsBEexports dropped as a whole in 2015 for the first time since 2000
—HBfrom $15.2 billion to $14.5 billion, other state intermediaries areBable to compensate.
Rosobornexport subsidiary of Rostec — saw itsBportfolio rise last year to nearly $50 billion.
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