
FITCH DOWNGRADES CREDIT EUROPE BANK
N.V. TO 'BB-', AFFIRMS RUSSIAN SUBSIDIARY

 
Fitch Ratings-London/Paris/Moscow-06 December 2013: Fitch Ratings has downgraded Credit
 Europe Bank N.V.'s (CEB) Long-term Issuer Default Rating (IDR) to 'BB-' from 'BB' and its Viability
 Rating (VR) to 'bb-' from 'bb'.  
 
The agency has also affirmed the Long-term IDR of its Russian subsidiary, Credit Europe Bank Ltd
 (CEBR), at 'BB-'. The Outlooks on CEB's and CEBR's Long-term IDRs are Stable. A full list of
 ratings actions is provided at the end of this comment. 
 
KEY RATING DRIVERS - CEB's IDRs and VR 
 
The downgrade of CEB's Long-term IDR and VR reflects the bank's tighter capitalisation, some
 weaknesses in asset quality and increasing alignment of the group's consolidated profile with that of
 its Russian subsidiary. However, the ratings continue to be supported by the overall group's fairly
 resilient performance, CEB's stable deposit franchise and prudent liquidity management. 
 
CEB's consolidated Fitch Core Capital (FCC) ratio fell to 7% at end-1H13 from 9.1% at end-1H12,
 primarily as a result of further business growth, in particular in Russia. Fitch views this as a moderate
 level of capitalisation, given the risk profile of the group. At the same time, the double leverage
 ratio, defined as investments in subsidiaries divided by parent bank equity, remained high at 128%,
 based on CEB's end-2012 unconsolidated accounts. This would have been a more moderate 83%
 if subordinated debt, in part contributed by CEB's shareholder, was included in the calculation.
 Nevertheless, it still indicates limited free capital at the parent bank level to absorb losses. 
 
Consolidated non-performing loans (NPLs, overdue by 90 days or more) stood at 4.95% of total
 loans at end-1H13; this ratio has been largely flat since end-2011, albeit in part due to significant
 write-offs. NPL levels at CEB (unconsolidated ratio 3.8%) and CEBR (see below) remain moderate,
 while the Romanian subsidiary (15.2%) saw greater asset quality problems. Unreserved NPLs were
 a moderate 22% of consolidated FCC, although unreserved NPLs and watch loans combined (the
 latter comprising 6.8% of the book) slightly exceeded FCC. 
 
Asset quality remains potentially vulnerable, in Fitch's view, due to significant borrower
 concentrations (the largest 20 exposures amounted to 260% of FCC at end-June 2013), large
 exposures to cyclical industries, such as shipping (77% of FCC) and real estate (84% of FCC), the
 group's focus on emerging markets (72% of credit exposures) and increased risks in the Russian
 consumer finance sector. However, these risks are offset by the bank's generally sound track record
 of managing these risks, and moderate impairment (outside of Romania) to date. 
 
A solid net interest margin (5% in 1H13) and pre-impairment profit (annualised, equals to 4.6%
 of average loans) indicate significant loss absorption capacity through income on a consolidated
 basis. However, bottom line results have been subdued (return on average assets of below 1% during
 2011-1H13) due to significant provision charges (64% of pre-impairment profit in 1H13). CEBR
 contributed a high 72% of group net income in 1H13 (2012: 89%), while the Romanian subsidiary
 was loss-making in both periods. 
 
The group's consolidated funding profile is balanced, with a loans/deposits ratio of 111% at
 end-1H13. This is supported by CEB's granular, and to date stable, deposit base (resulting in a low



 unconsolidated loans/deposits ratio of 57% at end-2012), while subsidiary banks are more reliant on
 wholesale funding. 
 
RATING SENSITIVITIES - CEB's IDRS and VR 
Significant asset quality deterioration, resulting in a further tightening of capitalisation, could put
 downward pressure on the ratings. Further rapid asset growth, which outpaces internal capital
 generation and/or equity injections, would also be negative for the credit profile. Upward pressure
 could result from an improvement in performance and stronger capitalisation. 
 
KEY RATING DRIVERS AND SENSITIVITIES - CEB's Subordinated Debt 
CEB's USD400m issue of subordinated Tier 2 debt securities (XS087849279) are rated one notch
 below its VR to reflect below-average recovery prospects for this type of debt instrument. The
 downgrade of the subordinated debt reflects the downgrade of CEB's VR, and is broadly sensitive
 to the same factors as the VR. 
 
KEY RATING DRIVERS AND SENSITIVITIES - CEB's Support Rating and Support Rating Floor  
Fitch believes that while there is a possibility that CEB's sole shareholder, the Turkish conglomerate
 Fiba, may support the bank in case of need, its ability to do so cannot be relied upon due to the holding
 company's limited size relative to CEB. Given the bank's small franchise in the Dutch market, Fitch
 also believes that sovereign support from the Dutch authorities cannot be relied upon, as reflected in
 the Support Rating of '5' and Support Rating Floor of 'No Floor'. Fitch currently does not envisage
 any changes to CEB's Support Rating. 
 
KEY RATING DRIVERS - CEBR's IDRs, VR and National Rating 
 
CEBR's Long-term IDR and VR reflect (i) its sound performance, and lower volatility of credit losses
 and profitability through the cycle compared with other Russian retail banks; (ii) fairly conservative
 management, translating into a somewhat lower-risk profile of CEBR's retail loan book compared
 with peers; and (iii) healthy capitalisation. At the same time CEBR's VR considers moderate near-
term downside risks to asset quality following recent rapid growth, the bank's high reliance on
 wholesale funding, its fairly tight liquidity and high refinancing risks.  
 
CEBR's NPL origination rate (defined as NPLs originated during the period divided by the average
 performing portfolio) was a moderate 5.2% in 9M13, albeit up by 190bps from 2012. The increase
 was primarily driven by a higher NPL origination rate in car lending (comprising 37% of the
 portfolio), which is partially mitigated by potential collateral recoveries.  Deterioration in the
 unsecured part of the retail book (38% of total loans) was only 100bps, which is modest relative
 to recent market trends (see Fitch's report Russian Consumer Finance Sector dated October 2013 at
 www.fitchratings.com for details). However, the rapidly increasing share of unsecured cash loans
 (18% of the portfolio, 9M13 growth of 84%) could lead to further asset quality deterioration as the
 portfolio seasons. Positively, the credit quality of corporate loans (21% of the book) has remained
 stable. CEBR's annualised pre-impairment profit in 9M13 was equal to a high 6.6% of average loans
 (or 8.4% of the average retail portfolio), which is above current NPL origination rates. 
 
CEBR is funded to a large degree by locally placed debt (32% of end-3Q13 liabilities), while the loans/
deposits ratio was a high 219%. Parent funding accounted for only 4% of end-3Q13 liabilities. A
 significant RUB28bn (22% of liabilities) of third-party obligations mature by end-2014, while liquid
 assets at end-3Q13 covered only about half of this amount, exposing the bank to some refinancing
 risk. So far CEB has pencilled in only RUB14bn of new debt issuance. However, a significant
 mitigating factor is the fast amortisation of CEBR's loan book (average loan turnover of 20 months),
 which can support liquidity.  
 
CEBR is currently well capitalised, as expressed by its healthy 15% FCC ratio at end-3Q13, although
 this may moderate somewhat given that the bank's ability to generate capital (annualised ROAE of



 14% in 9M13) somewhat lags lending growth (22% for 9M13). The bank's capital position could
 also be undermined by dividend payments to its weaker-capitalised parent. 
 
RATING SENSITIVITIES - CEBR's IDR, VR and National Rating 
Downward pressure on CEBR's ratings could result from a marked deterioration of asset quality,
 or a significant tightening of liquidity / increase in refinancing risks. Conversely, a more balanced
 funding profile and extended track record of reasonable asset quality and performance could give
 rise to moderate upside for the ratings. 
 
KEY RATING DRIVERS AND SENSITIVITIES - CEBR's Support Rating 
CEBR's Support Rating has been downgraded to '4' from '3' to reflect a more limited probability
 of support from CEB. This view is based on CEB's reduced ability to provide support, given its
 tight capitalisation and CEBR's increasing size relative to the group. An improvement, or further
 weakening, of CEB's capitalisation would affect its ability to support CEBR and could therefore
 result in, respectively, upward or downward pressure on the latter's Support Rating. 
 
KEY RATING DRIVERS AND SENSITIVITIES - CEBR's Senior Unsecured Debt and
 Subordinated Debt 
CEBR's senior unsecured debt is rated in line with its Long-term IDR, and its subordinated debt rating
 is notched once off the VR. Any changes to the bank's Long-term IDR and VR would likely impact
 the ratings of these instruments. 
 
The rating actions are as follows:  
 
CEB 
Long-Term Foreign Currency IDR: downgraded to 'BB-' from 'BB'; Outlook Stable 
Short-Term Foreign Currency IDR: affirmed at 'B' 
Viability Rating: downgraded to 'bb-' from 'bb' 
Support Rating: affirmed at '5' 
Support Rating Floor: affirmed at 'No Floor' 
Subordinated debt securities (XS0878492791): downgraded to 'B+' from 'BB-' 
 
CEBR 
Long-Term Foreign Currency IDR: affirmed at 'BB-', Outlook Stable 
Short-Term Foreign Currency IDR: affirmed at 'B' 
National Long-Term Rating: affirmed at 'A+(rus)' 
Viability Rating: affirmed at 'bb-' 
Support Rating: downgraded to '4' from '3' 
Senior unsecured debt Long-Term Rating: affirmed at 'BB-' 
Subordinated debt (issued by CEB Capital SA): affirmed at 'B+' 
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Additional information is available on www.fitchratings.com 
 
Applicable criteria, Global Financial Institutions Rating Criteria, dated 15 August 2012, National
 Rating Criteria, dated, Evaluating Corporate Governance dated 12 December 2012, and Rating FI
 Subsidiaries and Holding Companies, dated 10 August 2012, and National Scale Ratings Criteria,
 dated 30 October 2013 are all available at www.fitchratings.com. 
 
Applicable Criteria and Related Research:  
Global Financial Institutions Rating Criteria 
http://www.fitchratings.com/creditdesk/reports/report_frame.cfm?rpt_id=686181 
National Scale Ratings Criteria 
http://www.fitchratings.com/creditdesk/reports/report_frame.cfm?rpt_id=720082 
Rating FI Subsidiaries and Holding Companies 
http://www.fitchratings.com/creditdesk/reports/report_frame.cfm?rpt_id=679209 
Evaluating Corporate Governance  
http://www.fitchratings.com/creditdesk/reports/report_frame.cfm?rpt_id=694649 
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