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SUMMARY RATING RATIONALE

Moody's assigns a bank financial strength rating (BFSR) of D- to Credit Europe Bank Ltd (CEB), which translates
into a Baseline Credit Assessment of Ba3. The rating derives from the bank's adequate overall financial
fundamentals, underscored by its good earning power, low level of related-party asset exposure and relatively
healthy asset quality metrics, in addition to the high quality of its management. These strengths are offset by the
bank's limited scale and certain risks posed by its extremely rapid growth, in both balance sheet and personnel,
which will challenge its resources and test its risk management capabilities. The BFSR also takes into account the
bank's growing reliance on wholesale market funding as well as levels of equity capital that, though improving and
adequate from a regulatory perspective, are low, given the risks and potential volatility inherent in the Russian
operating environment. In accordance with Moody's Joint Default Analysis (JDA) methodology, CEB's long-term
global local currency (GLC) deposit rating is at the Ba1 level, based on a high probability of support from the
bank's immediate parent, Credit Europe Bank N.V. (Baa3/P-3/D+), resulting in a two-notch uplift in the deposit
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Key Indicators

Credit Europe Bank Ltd.
[1]2007 2006 2005 2004 2003 Avg.

Total assets (US$ million) 2122.35 1080.05 492.66 148.66 64.79 [2]115.79
Shareholders' Equity (US$ million) 293.36 104.29 40.39 14.01 10.31 [2]105.45
Return on average assets 1.24 0.91 1.84 2.82 2.92 1.95
Recurring earnings power [3] 4.74 6.51 7.60 5.74 5.11 5.94
Net interest margin 9.70 10.96 12.39 15.62 10.91 11.92
Cost/income ratio (%) [4] 59.19 52.43 51.14 69.53 66.18 59.70
Problem loans % gross loans 3.43 5.35 5.49 -- -- 4.76
Equity % Assets 13.82 9.66 8.20 9.42 15.91 11.40
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ratings to Ba1 from the Baseline Credit Assessment of Ba3.

Moody's believes that the probability of support from the Russian government is negligible, resulting in no
additional uplift in the bank's deposit ratings from the Baseline Credit Assessment of Ba3.

Thus, the deposit and debt ratings of CEB incorporate three main elements: (1) the bank's BFSR of D-, (2)
Moody's assessment of a high probability of support from the bank's 95% owner, Credit Europe Bank N.V., and (3)
the seniority of its deposits and debt.

Credit Strengths

- Healthy interest margins outweigh the high overhead cost base, resulting in good operating profitability

- Strong and experienced management team

- Clear and credible growth strategy

- High quality of the corporate loan portfolio and improving NPL trends in the retail portfolio

- Related-party asset exposures are relatively low

- Direct majority ownership by Credit Europe Bank N.V. - formerly Finansbank (Holland) - enhances debt and
deposit ratings

Credit Challenges

- Extremely rapid growth continuously challenges capital resources and tests risk management capabilities

- High and growing reliance on wholesale market funding

- High share of the unsecured retail loan portfolio and its rapid growth may entail potential asset quality problems

- High provisioning expenses dent bottom-line profitability

- Highly concentrated corporate loan portfolio with a notable exposure to the construction sector

Rating Outlook

The outlook on all ratings is currently stable.

What Could Change the Rating - Up

The likelihood of an upgrade of the bank's BFSR is low. Such a development would be contingent on the bank
reducing its high NPL levels while ensuring better provisioning coverage of its problem loans. Additionally, in order
for its BFSR to be upgraded to the D level, CEB would need to demonstrate an ability to maintain its capital at
adequate levels without relying on periodic injections from its shareholder.

What Could Change the Rating - Down

Significant increases in NPL levels or failure to substantially increase provisioning coverage, or a failure to
maintain adequate capital levels would be likely to lead to a downgrade of the BFSR. Any unforeseen negative
impacts on the bank's business model or financial fundamentals resulting from the mismanagement of its
expansion plans could lead to a downgrade of the BFSR. Additionally, any perception that the probability of
support had weakened could negatively affect CEB's long-term deposit ratings.

Recent Results and Developments

As at the end of 2007, CEB reported unaudited $2.12 billion of total assets and $293 million of shareholders'
equity, which represent respective increases of 83% and 162% compared to the year ended December 2006.
During 2007, CEB received several capital injections of a total volume of $162 million from its parent aimed at
supporting the rapid growth of its loan portfolio, which jumped by 89% and reached US$1.8 billion according to
unaudited financials provided by the bank. Reported unaudited net profit for 2007 totalled $20.4 million, a 157%
increase compared to 2006. The rapid growth in profitability was mainly driven by the rapidly growing loan portfolio
of the bank while core profitability measured as recurring earning power of the bank in 2007 decreased to 4.9%
from 6.5% in 2006 and 7.6% in 2005. Following the attraction of about US$400 million through domestic and



Eurobond debt placements in the first half of 2007, the bank continued to grow its assets thanks to a continuing
reliance on funding from the parent and the attraction of a US$120 million syndication in the second half of 2007.

DETAILED RATING CONSIDERATIONS

Detailed considerations for Credit Europe Bank Ltd's currently assigned ratings are as follows:

Bank Financial Strength Rating

Moody's assigns a D- BFSR to Credit Europe Bank Ltd (CEB). This rating is underpinned by its good earning
power, low level of related-party asset exposure and, relatively healthy asset quality metrics, in addition to the high
quality of its management. It is constrained by the bank's limited scale, its growing reliance on the wholesale
funding and certain risks posed by its extremely rapid growth, the bank's somewhat low levels of equity capital
(though improving and above the regulatory minimum) and the potential volatility inherent in the Russian market.

As a point of reference, the assigned BFSR is in line with the outcome generated by Moody's bank financial
strength scorecard. Moody's believes the D- rating is an appropriate measure of the bank's financial strength given
its adequate overall financials, modest franchise and high level of risk in the bank's operating environment

Qualitative Rating Factors (70%)

Factor 1: Franchise Value

Trend: Improving

Credit Europe Bank Ltd is a privately owned full-service universal bank, active in retail, corporate and SME
banking, and headquartered in Moscow, with a network of 43 branches in Moscow, and 57 regional branches in 30
regions. With total unaudited assets of US$2.122 billion as at 31 December 2007, CEB ranks in the top 50 banks
in the country by asset size and has entrenched positions in the Moscow region consumer lending market, while its
deposit-taking, corporate and SME lending franchises are relatively undeveloped by Russian standards and its
market shares in these segments are negligible.

Originally established as a small, niche bank based in and focused on Moscow, the bank primarily served Turkish
corporate customers with business interests in Russia. Following the 1998 Russian banking crisis, CEB slowly
began the process of reorienting its franchise and business focus towards Russian and other non-Turkish
corporate customers, Russian SMEs and individual retail customers. Growth at the bank was rather tepid until the
end of 2003, at which time CEB took the strategic decision to enter the consumer loan and SME market, mainly by
way of instant loans for point-of-sale (POS) purchase, credit cards and automobile loans.

Originally operating only in the Moscow region, the bank expanded its presence into the regions for the first time in
late 2004. The bank now has a branch presence in 30 regions outside Moscow although, in terms of the value of
the loan portfolio, the bank retains a concentration to Moscow.

The bank's most recent strategic shift occurred in early 2005, when CEB entered Russia's fast-growing retail
banking market. Currently the retail portfolio accounts for 54% of the bank's total loan portfolio, with most of this
being unsecured and car loans.

A franchise value of E reflects the bank's still relatively limited although improving franchise in its local market as
well as a lack of geographical diversification.

Factor 2: Risk Positioning

Trend: Neutral

CEB's weak risk positioning is notably constrained by challenges in terms of its: (i) corporate governance: the lack
of independent external directors; (ii) financial reporting and transparency: the lack of quarterly or semi-annual
public financial statements and the limited nature of regular disclosure on risk-weighted assets and capital
adequacy, among other items; and (iii) credit risk concentration: the fact that the bank's top 20 corporate loans
account for about 188% of its shareholders' equity, while the share of loans provided to the construction sector,
although decreasing, is still relatively high compared to the bank's Tier 1 capital.

The bank performs better in terms of its controls and risk management, with a high degree of control awareness on
limit utilisation, exposures, the default performance of the various portfolios, relatively flat reporting lines and an
emerging group-wide independent risk function. However, the more favourable scores for this sub-factor do not
contribute to the overall risk positioning score in our scorecard, given the override weighting given to the credit risk
concentration score.



CEB has an overall score of E for risk positioning.

Factor 3: Regulatory Environment

All Russian banks are subject to the same score on the regulatory environment. This factor does not address
bank-specific issues; instead, it evaluates whether regulatory bodies are independent and credible, demonstrate
enforcement powers and adhere to global standards of best practices for risk control. For a discussion of the
regulatory environment, see Moody's latest Banking System Outlook for Russia.

Factor 4: Operating Environment

Trend: Neutral

This factor is also common to all Russian banks. Moody's assigns an E+ score for the overall operating
environment. For a discussion of the operating environment, see Moody's latest Banking System Outlook for
Russia.

Quantitative Rating Factors (30%)

Factor 5: Profitability

Trend: Neutral

Consistent with the Russian operating environment, CEB generates high interest margins, particularly on its
Russian rouble instant loan and credit card portfolio. The bank's rapid expansion into retail business, particularly
the instant loan market, has led to higher interest income and net interest margin. At the same time, however,
margins are shrinking, driven by the strengthening competition in the retail segment, resulting in the decreasing net
interest margin (9.07% in 2007 unaudited vs. 10.96% at year-end 2006 and 12.27% at year-end 2005), which has
led to pre-provision operating profits accounting for a lower percentage of average assets (4.74% in 2007
unaudited vs. 6.51% at year-end 2006 and 7.60% at year-end 2005). Meanwhile, the high level of provisioning
expenses, together with high operating costs resulting from the consumer lending expansion, adversely affects
CEB's bottom-line profitability. According to the IFRS unaudited 2007 financials, the bank's RoAA increased to
1.24% from 0.91% in 2006 - mainly as a result of the lower level of provisioning and the improving performance of
the retail portfolio compared to previous years. However, the relatively high level of operating expenses continue to
exert negative pressure on the bank's overall performance.

The bank scores B for profitability along with a neutral trend.

Factor 6: Liquidity

Trend: Weakening

Although CEB used to be almost totally reliant on the parent for its funding, CEB - in common with other financial
companies in the Credit Europe Holding - claims that its funding policy is now as independent as possible from the
parent bank. Nevertheless, CEB remains notably reliant on parental funding, which accounted for about 37% of its
total liabilities as at YE 2007.

In 2007 the bank continued to fund the rapid growth of its loan portfolio mainly from wholesale sources of funding
such as funds attracted from the parent, bond issues and syndications. At the same time, the growth of CEB's
deposit base in 2007, according to the management's financials, underperformed the total growth of its assets,
resulting in the total share of customer deposits in total liabilities decreasing to 16.2% from 16.5% at year-end
2006. Although the funding from the parent is considered much more stable than market sources of funding and
the bank's loan portfolio primarily comprises short-term unsecured retail loans, we believe that the growing reliance
on market sources of funding (wholesale funding attracted on the capital markets exceeded 40% of total funding at
YE 2007), together with the rapid growth in the bank's size in comparison with the size of its parent, poses
substantial refinancing risks in the longer term, which could potentially damage the bank's franchise in the future if
it fails to refinance its current debts. At present, refinancing concerns are not significant as the majority of the
bank's market funding is due at the end of 2010 and about US$370 million is due to be repaid in the fourth quarter
of 2008 - which is manageable even without the support of the parent given CEB's liquidity profile and, particularly,
the short-term duration of its assets.

We note that a relatively large share of funding from the parent is considered relatively stable compared to market
funding and we have therefore adjusted the score for liquidity from D- to D along with a weakening trend, which
reflects the fact that further growing reliance of the bank on market funding could lead to a deterioration in the
score.

Factor 7: Capital Adequacy



Trend: Neutral

The bank's rapid balance sheet expansion has eroded its ratio of equity to assets over the past few years, as
growth in the equity base has not kept pace with the increase in the bank's assets. The equity-to-assets ratio
steadily declined between 2002 and 2005, although the bank's equity position did improve somewhat recently
following a large capital injection from the shareholder in 2006 and 2007.

The bank's parent, Credit Europe Bank N.V., regularly injects equity and other forms of capital into CEB in order to
support its growth objectives. The group's current policy is for CEB to continue strengthening its capital base
through earnings retention and it does not expect the bank to pay a dividend, a fact viewed favourably by Moody's.
In addition to this, CEB will require continued equity injections over the next two to three years from its parent in
order to meet its aggressive growth projections. While we recognise the value of the bank's supportive
shareholder, we note that a higher BFSR will be heavily dependent on CEB attaining and maintaining stable and
significantly higher equity levels relative to its asset size, without the direct assistance of its parent.

Therefore, given the above considerations, the A score for capital adequacy generated by the scorecard was
adjusted to D+.

Factor 8: Efficiency

Trend: Neutral

CEB's profitability has been somewhat hampered by a very high cost base that reflects the bank's rapid expansion
and its significantly higher personnel, branch and IT expenditures compared to other banks over the past two
years. The bank's management believes that almost all of the expenditures have now been made and that, from
2007, the bank will begin to see the benefits from the high rate of recent expenditures in the form of economies of
scale. However, in 2007 CEB's efficiency profile remained under pressure from the high level of operating
expenses (operating expenses to average assets exceeded 7%, the cost-to-income ratio was 59%) despite the
high reliance on wholesale sources of funding and significant share of the corporate loan portfolio.

The bank earns a score of B for efficiency along with a neutral trend.

Factor 9: Asset Quality

Trend: Improving

The proportion of non-performing loans to gross loans significantly improved in 2007 down to 3.54% compared to
5.61% at year-end 2006 and 5.49% at year-end 2005. The bulk of the bank's non-performing loans is concentrated
in the retail portfolio while the corporate loan portfolio, which accounts for 46% of the total volume of loans
provided by the bank, has a very strong credit quality according to the local standards and has no significant NPLs.

The significant improvement in the performance of the total loan portfolio was mainly achieved thanks to the
improved performance of unsecured retail loans and especially in car lending, where the bank's previous
experience, especially in 2005, had been rather unsuccessful. However, despite the notable improvement in the
bank's loan portfolio indicators in recent years, the current nature of its assets is highly vulnerable to the volatile
economic environment in which it operates that may potentially damage asset quality in the future. In addition, the
rapid growth in the bank's loan portfolio over recent years poses a concern, as does the level of provisioning,
which, though improving, is still low, in our view, particularly in the corporate loan portfolio.

The bank scores D+ for asset quality along with an improving trend.

Global Local Currency Deposit Rating (Joint Default Analysis)

Moody's assigns a long-term global local currency (GLC) deposit rating of Ba1 to CEB. The rating is supported by
CEB's Baseline Credit Assessment of Ba3 and by our assessment of a high probability of support from the bank's
95% owner, Credit Europe Bank N.V., rated Baa3/P-3/D+. Moody's believes that the probability of support from the
Russian government is negligible, resulting in no additional uplift in the bank's deposit ratings from the Baseline
Credit Assessment of Ba3.

Foreign Currency Deposit Rating

CEB's foreign currency deposit ratings are unconstrained by the country ceiling for such deposits in Russia and are
assigned at the Ba1 level.

Foreign Currency Debt Rating

CEB's foreign currency debt ratings are unconstrained by the country debt ceiling in Russia and are assigned at



the Ba1 level.

ABOUT MOODY'S BANK RATINGS

Bank Financial Strength Rating

Moody's Bank Financial Strength Ratings (BFSRs) represent Moody's opinion of a bank's intrinsic safety and
soundness and, as such, exclude certain external credit risks and credit support elements that are addressed by
Moody's Bank Deposit Ratings. BFSRs do not take into account the probability that the bank will receive such
external support, nor do they address risks arising from sovereign actions that may interfere with a bank's ability to
honor its domestic or foreign currency obligations. Factors considered in the assignment of BFSRs include bank-
specific elements such as financial fundamentals, franchise value, and business and asset diversification. Although
BFSRs exclude the external factors specified above, they do take into account other risk factors in the bank's
operating environment, including the strength and prospective performance of the economy, as well as the
structure and relative fragility of the financial system, and the quality of banking regulation and supervision.

Global Local Currency Deposit Rating

A deposit rating, as an opinion of relative credit risk, incorporates the BFSR as well as Moody's opinion of any
external support. Specifically, Moody's Bank Deposit Ratings are opinions of a bank's ability to repay punctually its
deposit obligations. As such, they are intended to incorporate those aspects of credit risk relevant to the
prospective payment performance of rated banks with respect to deposit obligations, which includes: intrinsic
financial strength, sovereign transfer risk (in the case of foreign currency deposit ratings), and both implicit and
explicit external support elements. Moody's Bank Deposit Ratings do not take into account the benefit of deposit
insurance schemes which make payments to depositors, but they do recognize the potential support from schemes
that may provide assistance to banks directly.

According to Moody's joint default analysis (JDA) methodology, the Global Local Currency deposit rating of a bank
is determined by the incorporation of external elements of support into the bank's Baseline Credit Assessment. In
calculating the Global Local Currency Deposit rating for a bank, the JDA methodology also factors in the rating of
the support provider, in the form of the local currency deposit ceiling for a country, Moody's assessment of the
probability of systemic support for the bank in the event of a stress situation and the degree of dependence
between the issuer rating and the Local Currency Deposit Ceiling.

National Scale Rating

National scale ratings are intended primarily for use by domestic investors and are not comparable to Moody's
globally applicable ratings; rather they address relative credit risk within a given country. A Aaa rating on Moody's
National Scale indicates an issuer or issue with the strongest creditworthiness and the lowest likelihood of credit
loss relative to other domestic issuers. National Scale Ratings, therefore, rank domestic issuers relative to each
other and not relative to absolute default risks. National ratings isolate systemic risks; they do not address loss
expectation associated with systemic events that could affect all issuers, even those that receive the highest
ratings on the National Scale.

Foreign Currency Deposit Rating

Moody's ratings on foreign currency bank obligations derive from the bank's local currency rating for the same
class of obligation. The implementation of JDA for banks can lead to high local currency ratings for certain banks,
which could also produce high foreign currency ratings. Nevertheless, it should be noted that foreign currency
deposit ratings are in all cases constrained by the country ceiling for foreign currency bank deposits. This may
result in the assignment of a different, and typically lower, rating for the foreign currency deposits relative to the
bank's rating for local currency obligations.

Foreign Currency Debt Rating

Foreign currency debt ratings are derived from the bank's local currency debt rating. In a similar way to foreign
currency deposit ratings, foreign currency debt ratings may also be constrained by the country ceiling for foreign
currency bonds and notes; however, in some cases the ratings on foreign currency debt obligations may be
allowed to pierce the foreign currency ceiling. A particular mix of rating factors are taken into consideration in order
to assess whether a foreign currency bond rating pierces the country ceiling. They include the issuer's Global Local
Currency rating, the foreign currency government bond rating, the country ceiling for bonds and the debt's eligibility
to pierce that ceiling.

About Moody's Bank Financial Strength Scorecard

Moody's bank financial strength model (see scorecard below) is a strategic input in the assessment of the financial
strength of a bank, used as a key tool by Moody's analysts to ensure consistency of approach across banks and
regions. The model output and the individual scores are discussed in rating committees and may be adjusted up or
down to reflect conditions specific to each rated entity.



Rating Factors

Credit Europe Bank Ltd.

Rating Factors [1] A B C D E Total Score Trend

Qualitative Factors (70%) E

Factor: Franchise Value E Improving

Market Share and Sustainability x

Geographical Diversification x

Earnings Stability x

Earnings Diversification [2]

Factor: Risk Positioning E Neutral

Corporate Governance [2] x

- Ownership and Organizational Complexity

- Key Man Risk

- Insider and Related-Party Risks x

Controls and Risk Management x

- Risk Management x

- Controls x

Financial Reporting Transparency x

- Global Comparability x

- Frequency and Timeliness x

- Quality of Financial Information x

Credit Risk Concentration x

- Borrower Concentration x

- Industry Concentration x

Liquidity Management x

Market Risk Appetite x

Factor: Operating Environment E+ Neutral

Economic Stability x

Integrity and Corruption x

Legal System x

Financial Factors (30%) C- 
Factor: Profitability B Neutral

PPP % Avg RWA 4.78%

Net Income % Avg RWA 1.01%

Factor: Liquidity D- Weakening

(Mkt funds-Liquid Assets) % Total Assets 60.92%

Liquidity Management x

Factor: Capital Adequacy A Neutral

Tier 1 ratio (%) 11.34%

Tangible Common Equity % RWA 11.33%

Factor: Efficiency B Neutral

Cost/income ratio 54.26%

Factor: Asset Quality D+ Improving

Problem Loans % Gross Loans 4.76%

Problem Loans % (Equity + LLR) 31.29%

Lowest Combined Score (9%) D- 
Economic Insolvency Override Neutral



[1] - Where dashes are shown for a particular factor (or sub-factor), the score is based on non public information
[2] - A blank score under Earnings diversification or Corporate Governance indicates the risk is neutral

Aggregate Score D- 
Assigned BFSR D- 
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