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Summary Rating Rationale
We assign B1/Not-Prime deposit ratings (with a negative outlook) to Credit Europe Bank
Ltd (CEB). The long-term ratings are one notch above the bank's standalone credit profile
- as expressed by its baseline credit assessment (BCA) of b2. The ratings incorporate our
assessment of a high probability of support from the bank's immediate Dutch parent, Credit
Europe Bank NV (CEB NV, deposits Ba2 negative; BCA b1), given the significant financial
and key strategic importance of the Russian business for CEB NV. At the current rating level,
CEB's long-term ratings incorporate parental rating uplift and, therefore, are one notch above
the bank's BCA of b2.

CEB's BCA of b2 reflects the bank's healthy capital adequacy and robust pre-provision
income, which enable the bank to absorb credit losses, particularly compared to its single-B
rated Russian peers. However, the ratings are constrained by still weak albeit recovering asset
quality and profitability along with reliance on wholesale funding sources.

Exhibit 1

Rating Scorecard - Key Financial Ratio

Source: Moody's Financial Metrics

Credit Strengths

» Profitable performance supported by healthy pre-provision profitability, reduced cost of
risk and cost cutting measures

» Good loss absorption capacity supported by robust recurring revenue capacity and
healthy capital buffers

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1039869
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Credit Challenges

» High exposure to unsecured consumer lending along with high single-name concentration in corporate portfolio render the bank's
asset quality vulnerable amid economic recession

» Reliance on wholesale funding sources but refinancing risk will remain manageable

Rating Outlook
CEB's long-term deposit ratings carry a negative outlook.

Factors that Could Lead to an Upgrade

» The outlook on the long-term debt and deposit ratings could be changed to stable in case of meaningful stabilisation in the Russian
macro-economic environment with visible effect on CEB's asset quality and profitability.

Factors that Could Lead to a Downgrade

» CEB's ratings could be downgraded if (1) the bank's credit profile, liquidity or loss-absorption capacity deteriorates; or (2) the
parent's rating is downgraded

Key Indicators

Exhibit 2

Credit Europe Bank Ltd. (Consolidated Financials) [1]
12-152 12-142 12-132 12-122 12-112 Avg.

Total Assets (RUB billion) 127.6 140.6 152.1 117.7 97.9 6.93

Total Assets (USD billion) 1.7 2.3 4.6 3.9 3.0 -13.03

Tangible Common Equity (RUB billion) 19.7 20.3 20.6 17.8 16.1 5.23

Tangible Common Equity (USD billion) 0.3 0.3 0.6 0.6 0.5 -14.33

Problem Loans / Gross Loans (%) 11.8 7.8 5.0 3.9 3.0 6.34

Tangible Common Equity / Risk Weighted Assets (%) 13.8 15.0 14.8 16.5 18.5 15.75

Problem Loans / (Tangible Common Equity + Loan Loss Reserve) (%) 44.9 33.5 26.6 19.8 13.4 27.64

Net Interest Margin (%) 6.4 8.4 8.9 8.6 8.6 8.24

PPI / Average RWA (%) 5.1 6.6 6.7 5.8 5.8 6.05

Net Income / Tangible Assets (%) 0.1 0.8 1.9 2.4 2.8 1.64

Cost / Income Ratio (%) 44.4 42.0 44.6 50.3 50.5 46.44

Market Funds / Tangible Banking Assets (%) 48.7 45.0 49.5 46.0 48.4 47.54

Liquid Banking Assets / Tangible Banking Assets (%) 15.1 15.6 8.7 8.8 14.1 12.54

Gross loans / Due to customers (%) 325.8 283.8 298.8 282.6 245.8 287.34

[1] All figures and ratios are adjusted using Moody's standard adjustments [2] Basel II; IFRS [3] Compound Annual Growth Rate based on IFRS reporting periods [4] IFRS reporting periods
have been used for average calculation [5] Basel II & IFRS reporting periods have been used for average calculation
Source: Moody's Financial Metrics

Detailed Rating Considerations
HIGH EXPOSURE TO UNSECURED CONSUMER LENDING ALONG WITH CREDIT CONCENTRATION IN CORPORATE PORTFOLIO
RENDER THE BANK'S ASSET QUALITY VULNERABLE AMID ECONOMIC RECESSION

Given recent market trends and slowing formation of CEB's Non-Performing Loans (NPLs), we expect CBE's asset quality indicators to
stabilize over the next 12-18 months.
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Amid recessionary Russian economy, increased unemployment rate and declined in individuals' real disposable income have reduced
the creditworthiness of retail borrowers, negatively affecting the bank's asset quality in the retail segment, which accounts for around
60% of CEB's gross loan portfolio. Past due by more than 90 days retail loans accounted for 9.4% of gross loans to individuals as of
1H-2016 compared to 7.8% as of year-end 2014. On top of this, CEB writes off loans to individuals, except for mortgage and car loans,
overdue more than 360 days. The increase in NPL ratio is partly explained by a 41% contraction of the bank’s retail loan portfolio since
the end of 2014.

The share of impaired commercial loans slightly increased in 1H-2016 to 13.5% from 12.1% as at 1H-2015 (7.7% in 2014). On the
corporate side the bank is exposed to the cyclical sectors such as construction and real estate (c.16% of gross loan portfolio at year-end
2015). We, however, believe that tangible collateral in form of real estate partially mitigates credit risks. Single-name concentration is
also high with the 20 largest borrowers accounting for 223% of Tier 1 equity as of 1 January 2016 as per local GAAP and management
data. Loan Loss Reserves provided adequate coverage (around 100%) of retail NPLs while coverage of corporate NPLs was around
37%,reflecting their secured nature and expected recovery. The bank focuses its strategy on: (1) retail loans which are provided with a
vast range of high-yield retail lending products, of which car loans and unsecured lending products are the key niches and accounted
for 17.5 % and 36.4% of gross loans, respectively, at 1H-2016; and (2) corporate and SME lending (39.5% of gross loans) with an
established track record of operations. Asset risk score of b3 reflects our expectation of gradual stabilization of the bank’s asset quality

PROFITABLE PERFORMANCE SUPPORTED BY HEALTHY MARGIN, REDUCED CREDIT COSTS AND COST CUTTING MEASURES

We expect CEB to remain profitable in 2016. The bank reported net profit of RUB72.7 million in 1H 2016 compared to net loss of
RUB538 million reported in 1H-2015. For the whole year of 2015 the bank was also profitable and we expect the trend to sustain over
the next 12-18 months due to (1) ongoing NIM recovery,(2) gradually declining provisioning charges (3) cost efficiency measures.
CEB’s net interest margin (NIM) fell to 6.4% in 2015 from 8.4% in 2014 and we expect NIM to stabilize and remain healthy in 2016. In
1H-2016, CEB’s credit cost declined to 4.7% ( annualized) of average gross loan book compared to 6.5% in 1H 2015 as a result of asset
quality stabilization. Cost cutting measures have brought about decrease of the operating expenses in 2015 by 14% compared to 2014.
Profitability score of b3 reflects CEB’s profitable performance and our expectation of gradual improvements of profitability metrics.

GOOD LOSS ABSORPTION CAPACITY SUPPORTED BY ROBUST RECURRING REVENUE CAPACITY AND HEALTHY CAPITAL BUFFERS

We expect the bank's capital buffer to remain sufficient to absorb potential losses that may crystallize over the next 12-18 months
under our central scenario. CEB’s capital position has been supported by a healthy pre-provision income, limited dividend payouts and
a moderate risk appetite. As at 30 June 2016, total shareholders’ equity as % of total assets increased to 19.5% from 15.4 % driven by
20% contraction of total assets. As of 31 December 2015 CEB reported healthy capital buffers, with a Tier 1 ratio of 13.9% and Total
capital adequacy ratio (CAR) of 18.4% under Basel II. Our assigned Capital score of ba2 illustrates that the bank's capitalisation is a
relative strength for the BCA.
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Exhibit 4

Total Capital Ratio

Source: CEB's annual reports

RELIANCE ON WHOLESALE FUNDING SOURCES BUT REFINANCING RISK WILL REMAIN MANAGEABLE

We expect CEB’s liquidity and funding position to remain manageable as it has been in recent years. As of 1H-2016, CEB reported
a high gross loan-to-deposit ratio of 272% (year-end 2014: 284%) as its funding base has been historically composed of three
main sources:1) customer deposits, 2) interbank loans and 3) debt securities issued. CEB has historically had good access to market
funding and demonstrated ability to manage refinancing risk under different market conditions. Customer deposits accounted for
around 40% of total liabilities and remained the major funding source. Since the beginning of 2015, the bank reduced its reliance
on interbank borrowings to 15.6% (as at 30 June 2016) from 26% of total liabilities at year-end 2014. The level of liquid asset (cash,
cash equivalents) accounted for around 11.0% of total assets as of 30 June 2016 compared to 7.3% as of 31 December 2015 but the
bank’s liquidity profile has been also supported by relatively short-term and granular nature of its retail oan portfolio. On top of that
committed line from FIBA Holding at the amount of USD300 million as per management data can be utilized in case of liquidity need.
Combined liquidity score of b2 reflects historically high market fund ratio.

Notching Considerations
Affiliate Support
The debt and deposit ratings incorporate our assessment of a high probability of support from the bank's immediate parent, which
results in rating uplift of one notch above the bank's BCA of b2. CEB's deposit and senior debt ratings are aligned with its adjusted BCA
of b1 and do not incorporate any systemic support from the Russian government, given the bank's small (below 0.5%) market share in
customer deposits.

CR Assessment

Moody's has assigned a Counterparty Risk Assessment (CR Assessment) of Ba3(cr) / Not Prime(cr) to CEBL.

CR Assessments are opinions of how counterparty obligations are likely to be treated if a bank fails and are distinct from debt and
deposit ratings in that they (1) consider only the risk of default rather than both the likelihood of default and the expected financial loss
suffered in the event of default and (2) apply to counterparty obligations and contractual commitments rather than debt or deposit
instruments. The CR assessment is an opinion of the counterparty risk related to a bank's covered bonds, contractual performance
obligations (servicing), derivatives (e.g., swaps), letters of credit, guarantees and liquidity facilities.
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The CR Assessment is positioned one notch above the Adjusted BCA of b1 and therefore above senior unsecured and deposit ratings,
reflecting our view that its probability of default is lower than that of senior unsecured debt and deposits. We believe senior obligations
represented by the CRA will be more likely preserved in order to limit contagion, minimize losses and avoid disruption of critical
functions.

Rating Methodology and Scorecard Factors

Exhibit 5

Credit Europe Bank Ltd.
Macro Factors
Weighted Macro Profile Weak + 100%

Financial Profile
Factor Historic

Ratio
Macro

Adjusted
Score

Credit
Trend

Assigned Score Key driver #1 Key driver #2

Solvency
Asset Risk
Problem Loans / Gross Loans 11.8% b3 ↑ b3 Expected trend

Capital
TCE / RWA 13.8% ba2 ← → ba2 Expected trend

Profitability
Net Income / Tangible Assets 0.1% caa1 ↑ ↑ b3 Expected trend

Combined Solvency Score b2 b1
Liquidity
Funding Structure
Market Funds / Tangible Banking Assets 48.7% b3 ↑ b3 Expected trend

Liquid Resources
Liquid Banking Assets / Tangible Banking Assets 15.1% b1 ← → b1 Expected trend

Combined Liquidity Score b2 b2
Financial Profile b1

Business Diversification 0
Opacity and Complexity 0
Corporate Behavior 0

Total Qualitative Adjustments 0
Sovereign or Affiliate constraint: Ba1
Scorecard Calculated BCA range ba3-b2
Assigned BCA b2
Affiliate Support notching 1
Adjusted BCA b1

Instrument Class Loss Given
Failure notching

Additional
notching

Preliminary Rating
Assessment

Government
Support notching

Local Currency rating Foreign
Currency

rating
Counterparty Risk Assessment 1 0 ba3 (cr) 0 Ba3 (cr) --
Deposits 0 0 b1 0 B1 B1
Senior unsecured bank debt 0 0 b1 0 B1 --
Dated subordinated bank debt -1 0 b2 0 -- B2
Source: Moody's Financial Metrics
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Ratings

Exhibit 6
Category Moody's Rating
CREDIT EUROPE BANK LTD.

Outlook Negative
Bank Deposits B1/NP
Baseline Credit Assessment b2
Adjusted Baseline Credit Assessment b1
Counterparty Risk Assessment Ba3(cr)/NP(cr)
Senior Unsecured -Dom Curr B1
Subordinate B2

PARENT: CREDIT EUROPE BANK N.V.

Outlook Negative
Bank Deposits Ba2/NP
Baseline Credit Assessment b1
Adjusted Baseline Credit Assessment b1
Counterparty Risk Assessment Ba1(cr)/NP(cr)
Subordinate B2

Source: Moody's Investors Service
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