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Key Indicators

DeltaCredit Bank (Consolidated Financials)[1]
[2]6-14 [2]12-13 [2]12-12 [2]12-11 [2]12-10 Avg.

Total Assets (RUB billion) 122.9 100.7 81.8 67.4 56.1 [3]21.7
Total Assets (USD billion) 3.6 3.1 2.7 2.1 1.8 [3]18.4
Tangible Common Equity (RUB billion) 15.2 13.9 12.0 11.2 9.0 [3]14.0
Tangible Common Equity (USD billion) 0.4 0.4 0.4 0.3 0.3 [3]10.9
Problem Loans / Gross Loans (%) 0.7 0.7 0.9 1.3 2.5 [4]1.2
Tangible Common Equity / Risk Weighted Assets (%) 26.5 27.3 30.2 31.3 33.9 [5]29.8
Problem Loans / (Tangible Common Equity + Loan Loss
   Reserve) (%)

4.5 4.7 5.3 7.3 13.2 [4]7.0

Net Interest Margin (%) 4.5 4.8 4.7 4.8 4.9 [4]4.7
PPI / Average RWA (%) 7.0 7.4 6.8 7.2 8.1 [5]7.3
Net Income / Tangible Assets (%) 2.4 2.6 2.4 3.3 3.2 [4]2.8
Cost / Income Ratio (%) 28.9 29.3 32.4 29.8 22.6 [4]28.6
Market Funds / Tangible Banking Assets (%) 84.1 82.1 81.5 79.0 80.4 [4]81.4



Liquid Banking Assets / Tangible Banking Assets (%) 17.7 6.8 9.2 6.6 9.8 [4]10.1
Gross Loans / Total Deposits (%) 4,266.7 3,869.6 4,868.7 4,611.6 9,603.5 [4]5,444.0
Source: Moody's

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

Opinion

SUMMARY RATING RATIONALE

DeltaCredit Bank's (DeltaCredit) Ba1 global local currency (GLC) deposit rating incorporates our assessment of a
high probability of support from the bank's ultimate shareholder Société Générale group (SocGen, deposits A2
stable; BCA baa2 stable). Our support assessment - based on Moody's joint default analysis methodology -
results in a two-notch rating uplift from DeltaCredit's standalone Baseline Credit Assessment (BCA) of ba3.

DeltaCredit's ratings are underpinned by (1) stronger than peers asset quality along with sufficient collateral and
provisioning; (2) robust capital adequacy, and (3) financial backing by DeltaCredit's ultimate parent, SocGen
group. Concurrently the ratings are constrained by (1) expected deterioration of asset quality and profitability; (2)
undiversified monoline nature of the bank's franchise, (3) the bank's reliance on wholesale funding sources.

DELTACREDIT'S RATING IS CONSTRAINED BY RUSSIA'S MACRO PROFILE OF WEAK+

Russian banks face a very challenging operating environment and high likelihood of a sharp economic contraction
in 2015, that Moody's expect to extend into 2016, followed by a weak recovery. The country's susceptibility to
shocks or event risk is high, given geopolitical tensions in the region. The country's institutional strength is low,
reflecting Russia' weak levels of governance, rule of law and transparency.

Funding conditions remain difficult; access to international capital markets is restricted and the domestic cost of
funding has substantially increased, while recent volatility in the rouble exchange rate increases foreign-currency
mismatch risk. However, the system principally relies on domestic sources of funding, with the Central Bank of
Russia in particular acting as a major creditor to banks, funding more than 10% of the system's liabilities.

Credit conditions in Russia are influenced by rapid growth in the past, although growth rates have moderated since
mid-2013. We expect subdued loan growth in 2015 and into 2016 given the economic slow-down. Our assessment
also incorporates high levels of single-name borrower concentrations and the potential for rapid formation of new
nonperforming loans, as occurred during the 2008/09 crisis.

In terms of industry structure, Russia's banking industry is more concentrated than most other emerging-market
peers; the three largest government-owned banks together account for about 50% of total banking assets.
However, the rest of the system is competitive and there is no evidence of overcapacity in the industry.

Rating Drivers

- Historically strong asset quality, among the best in the Russian mortgage sector; with expectation of remarkable
deterioration

- Pressure from credit and funding costs on bank's profitability has intensified

- Capital adequacy provides comfortable buffer against further credit losses, although is on declining trend
following steady asset growth and dividend payouts

- Sustained preference for parental funding despite the gradual shift towards pure market sources

Rating Outlook

All ratings carry a negative outlook.

What Could Change the Rating - Up



DeltaCredit's ratings carry a negative outlook and thus unlikely to be raised in the next 12-18 months. However,
the rating outlook can be changed to stable in case of stabilisation and improvements in Russia's economic growth
and general operating environment.

What Could Change the Rating - Down

The ratings of DeltaCredit could be lowered in case the risk absorption capacity and financial fundamentals of the
bank is eroded by the recent events and increasing challenges stemming from the operating environment.

Negative rating actions could also emerge if (1) Moody's believes that the strategic importance of Russian
operations to SocGen is lessening, leading to reassessment of parental support assumptions; or (2) if SocGen's
BCA is adjusted downwards.

DETAILED RATING CONSIDERATIONS

HISTORICALLY STRONG ASSET QUALITY, AMONG THE BEST IN THE RUSSIAN MORTGAGE SECTOR;
WITH EXPECTATION OF DETERIORATION

DeltaCredit's asset quality has been historically robust as specified by its business model and strict credit
underwriting standards. As of 30 June 2014, the non-performing loans (NPLs) - defined as 90+ days overdue -
amounted to 0.69% of gross loans (year-end 2013: 0.60%; year-end 2012: 0.70%). These metrics are superior to
those of other mortgage lenders in Russia. DeltaCredit has stricter-than-average (in the Russian context)
mortgage underwriting standards in terms of the requirements to borrowers and mortgage collateral; and the
bank's stringent data and document verification procedures ensure selection of high creditworthy borrowers.
Against this background - and taking into account the secured nature of the loans (average loan-to-value was 48%
at 1H-2014) as well as the good track record of problem loans recovery demonstrated by DeltaCredit - the
accumulated loan loss reserve of 0.33% of the bank's gross loan portfolio reported as of 30 June 2014 (year-end
2013: 0.31%; year-end 2012: 0.31%) appears sufficient.

We note high concentration of the bank's loan book to Moscow City and Moscow Region (approximately 63% of
the total book as of 1 May 2014 as per management data), but we believe this concentration does not overly
expose the bank to additional risk, as this region remains the most economically developed, and the location of the
borrowers and collateral in the region of DeltaCredit's domicile facilitates liaison with problem borrowers and the
initiation of litigation procedures, in case of need.

We expect bank's credit fundamentals will erode in the next 12-18 months, owing to the likely weakening of
individual borrowers' creditworthiness. The customers' ability to service foreign-currency denominated loans
(around 24% of the bank's mortgage portfolio as at year-end 2014) will likely worsen as the local currency
depreciated by approximately 40% against bi-currency basket over 2014. On top of that, higher unemployment
rate and lower disposable income following expected contraction of the Russian GDP and accelerated inflation will
exert additional pressure on individual borrower's debt service capacity. Our central scenario implies remarkable
increase of problem loans (past due by over 90 days and restructured) in the next 12-18 months from the relatively
low level of c. 0.7% at 1H-2014.

PRESSURE FROM CREDIT AND FUNDING COSTS ON BANK'S PROFITABILITY HAS INTENSIFIED

Recent DeltaCredit's profitability has remained strong - in 1H-2014, the bank reported annualised return on
average assets (RoAA) and annualised return on average equity (RoAE) of 2.6% and 20.3%, respectively (year-
end 2013: 2.9% and 20.0%, respectively). DeltaCredit's core profitability is driven by net interest income (95% of
net revenue), which has historically benefited from relatively low cost of funding (NIM remained robust at 4.5% in
1H-2014; 4.8% at year-end 2013 and 4.7% at year-end 2012), low credit costs resulting from the bank's superior
asset quality management, as well as sound cost-efficiency. DeltaCredit's cost-to-income ratio stood at 29% in
1H-2014 and year-end 2013, respectively and 32% at year-end 2012.

We believe the recent surge of the Central Bank of Russia's (CBR) key interest rate to 14% from 5.5% at the
beginning of 2014 has already suppressed the bank's NIM, despite the fact that some of the increase in funding
costs could be passed onto borrowers. Furthermore, credit costs will likely increase dramatically following the
expected deterioration of asset quality and likely exceed the level seen in 2009 (1.0% of average gross loans). As
a result, DeltaCredit's financial result may turn into break-even in the next 12-18 months.

CAPITAL ADEQUACY PROVIDES COMFORTABLE BUFFER AGAINST FURTHER CREDIT LOSSES,
ALTHOUGH IS ON DECLINING TREND FOLLOWING STEADY ASSET GROWTH AND DIVIDEND
PAYOUTS



PAYOUTS

DeltaCredit has historically reported good capitalisation, with Basel I total capital adequacy ratio (CAR) and Tier 1
ratio standing at 26.83% and 26.39%, respectively at 1H-2014 (year-end 2013: 28.26% and 27.27%, year-end
2012: 32.24% and 30.34%, respectively). At the same time, we note the risks associated with the dividend policies
pursued by DeltaCredit's immediate parent, Rosbank, whereby the latter plans to withdraw dividends from its
mortgage subsidiary on a regular basis. For instance, in 2014 DeltaCredit up-streamed 12% of its 2013 IFRS net
profits to Rosbank in the form of dividends (2013: 36% of its 2012 net profits). We are of the opinion that
Rosbank's dividend policies coupled with DeltaCredit's lending growth strategy may contribute to some decline of
the latter's capital cushion over time, although we still expect this cushion to remain comfortable according to our
central scenario.

SUSTAINED PREFERENCE FOR PARENTAL FUNDING DESPITE THE GRADUAL SHIFT TOWARDS PURE
MARKET SOURCES

The objective established by SocGen to its Russia-based subsidiaries is to gradually substitute parental funding
with the sources available from the local markets. As a result, DeltaCredit's dependence on one single source of
funding provided by its parents (mainly SocGen, but partially also Rosbank) reduced to 38.9% of the bank's total
non-equity funding as of 1H-2014 (year-end 2013: 39.2%; year-end 2012: 55.9%) and we expect this trend to
continue into the next 12-18 months, with a gradual increase of Rosbank's relative contribution, as opposed to that
of SocGen.

DeltaCredit's funding structure has diversified in the recent years, following the issue of a variety of market
instruments including unsecured domestic bonds, bonds guaranteed by the higher-rated ultimate parent (SocGen),
as well as mortgage-backed and covered bonds. We note that DeltaCredit has been active in the local market and,
placed five bond issues of RUB25 billion in total as at end-November 2014, which is equivalent of 23% of bank's
non-equity funding at 1H-2014. The range of available alternatives helps DeltaCredit to select the most efficient
options to refinance its liabilities, in terms of both duration of this funding and its cost.

On the one hand, we expect SocGen and Rosbank to remain a material source of financing for DeltaCredit at least
in the next 12-18 months and recognise that alternative market sources of long-term financing are not sufficient to
fully substitute current parental funding. On the other hand, further diversification of DeltaCredit's liabilities into
other funding sources could benefit its liquidity profile and reduce vulnerability to the parent's willingness or
capacity to provide such funding.

Notching Considerations

AFFILIATE SUPPORT

In accordance with Moody's joint default analysis methodology, DeltaCredit's Ba1 long-term global local currency
deposit rating incorporates our assessment of a high probability of support to DeltaCredit from its ultimate
shareholder, the SocGen group. This support assessment results in a two-notch rating uplift from DeltaCredit's
ba3 BCA.

Foreign Currency Deposit Rating

DeltaCredit's foreign-currency deposit ratings of Ba2/NP are constrained by Russia's foreign currency deposit
ceiling.

Local Currency Debt Rating

DeltaCredit's long-term local-currency senior unsecured debt is rated Ba1. This rating is in line with the bank's Ba1
global local-currency deposit ratings.

The Baa3 long-term rating assigned to DeltaCredit's local-currency senior secured debt, which benefits from an
explicit and irrevocable guarantee issued by SocGen, is constrained by Russia's local-currency debt ceiling and
carries a negative outlook.

National Scale Rating

DeltaCredit is rated Aa1.ru by Moody's Interfax on Russia's National Rating Scale. National Scale Ratings (NSRs)
are intended as relative measures of creditworthiness among debt issues and issuers within a country, enabling
market participants to better differentiate relative risks.



NOTE ON DATA

Unless noted otherwise, all figures shown in this report are sourced from the bank's latest annual and interim
financial reports and additional information from the bank. In addition, where indicated through the document we
use reference to Moody's Banking Financial Metrics which are based on our own chart of account, and are
adjusted for analytical purposes. Please refer to the documents entitled "Financial Statement Adjustments in the
Analysis of Financial Institutions" published on 19 December 2013.

About Moody's Bank Scorecard

Our Scorecard is designed to capture, express and explain in summary form our Rating Committee's judgment.
When read in conjunction with our research, a fulsome presentation of our judgment is expressed. As a result, the
output of our Scorecard may materially differ from that suggested by raw data alone (though it has been calibrated
to avoid the frequent need for strong divergence). The Scorecard 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

DeltaCredit Bank
                                                            
                                                            

Macro Factors                                                             
Weighted Macro Profile Weak +                                                   

                                                            
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

0.9% baa2 ↓ ↓ ba2 Expected
trend

Quality of
assets

Capital                                                             
TCE / RWA 26.5% baa1 ← → baa1 Expected

trend
          

Profitability                                                             
Net Income / Tangible
Assets

2.4% baa2 ↓ ↓ b3 Expected
trend

Earnings
quality

Combined Solvency
Score

          baa2           ba1                     

Liquidity                                                             
Funding Structure                                                             
Market Funds / Tangible
Banking Assets

82.1% caa3 ← → b3 Market
funding
quality

Maturity
transformation

Liquid Resources                                                             
Liquid Banking Assets /
Tangible Banking Assets

6.8% b3 ← → b1 Other Access to
committed
facilities

Combined Liquidity Score           caa2           b2                     
                                                            

Financial Profile                               ba2                     
                                                            

Qualitative Adjustments                               Adjustment                     
Business Diversification                               -1                     
Opacity and Complexity                               0                     
Corporate Behavior                               0                     



Total Qualitative
Adjustments

                              -1                     

                                                            
Sovereign or Affiliate
constraint

                              Ba1                     

                                                            
Scorecard Calculated
BCA range

                              ba2 - b1                     

                                                            
Assigned BCA                               ba3                     

                                                            
Affiliate Support notching                               2                     

                                                            
Adjusted BCA                               ba1                     

                                                            
Instrument Class Loss Given

Failure
notching

Additional
notching

Preliminary
Rating

Assessment

Government
Support
notching

Local
Currency

rating

Foreign
Currency rating

Deposits 0 0 ba1 0 Ba1 Ba2
Senior unsecured bank
debt

0 0 ba1 0 (P)Ba1           
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