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Strategy Adjustment Amid Challenging Environment, Parents Stay Committed 
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Parental Support: The IDRs of the banks included in this report reflect Fitch Ratings’ view that 

their parents will have a strong propensity to provide support, if required. This stems from their 

majority ownership, the level of parent-subsidiary integration, common branding, commitment 

to the Russian market, and the subsidiaries’ limited size (except for Raiffeisen) – making them 

easy to support.  

Country Ceiling Constraint: The banks’ IDRs and senior debt ratings are constrained by 

Russia’s Country Ceiling of ‘BBB−’. The Negative Outlooks reflect the potential for the banks to 

be downgraded if Russia’s sovereign ratings are downgraded and the Country Ceiling lowered.   

VRs Amongst the Highest in CIS: The ‘bbb−‘ and ‘bb+’ Viability Ratings (VRs) of the banks’ 

included in this report reflect Fitch’s view that these are some of the strongest banks in the CIS 

on a standalone basis. This is due to the banks’ reasonable financial metrics, exposure to 

better-quality Russian borrowers, stable liquidity positions, and low or manageable refinancing 

risks, resulting in significant resilience to the challenging operating environment.  

Recent Strategy Adjustment: Operating conditions have deteriorated and foreign parents 

have become somewhat more risk averse, resulting in their subsidiaries’ gradual balance-sheet 

deleveraging from mid-2014. Credit growth is not on the agenda currently, with the key focus 

on retention of the core clientele, and preservation of asset quality and capital.      

Asset Quality Under Pressure: The recession and rouble depreciation have affected 

borrower profiles, and asset quality weakened in 2014-1H15. We expect this trend to continue 

in the next 12-18 months. In most cases, the current levels of problem loans are well below 

sector averages and the peaks of previous cycles, with comfortable coverage by impairment 

reserves.  

The lending focus on better-quality borrowers, prudent underwriting standards and robust risk 

controls should soften the impact of growing asset quality pressures.   

Good Loss-Absorption Capacity: Inflows of new problem loans are comfortably within the 

loss-absorption cushion afforded by pre-impairment profitability, which remained generally 

strong in 2014-1H15. Capital buffers are also available to absorb additional credit losses, if any. 

Capital support from parents has been forthcoming recently, when needed, and the capital 

ratios are expected to remain managed well above the regulatory and Basel thresholds.   

Self-Funded Franchises: Reliance on parents for funding is limited, and domestic funding, 

mostly from clients but also raised in the local capital market, especially by the Rosbank Group, 

dominates the banks’ funding bases. Liquidity positions remain stable and healthy. 

IDRs Sensitive to Owners’ Support: A significant weakening of the ability and/or propensity 

of parent banks to provide support, which is not expected by Fitch at present, could result in 

downgrades of the subsidiaries’ ratings. 

VR Sensitivities: These banks’ VRs are highly sensitive to operating environment trends and 

could be downgraded if there is a marked deterioration in asset quality and capital metrics. The 

investment-grade VRs would also probably be downgraded in the event of a sovereign 

downgrade. Stabilisation of the sovereign’s credit profile and the country’s economic prospects 

would reduce downward pressure on the VRs.  

Figure 1 
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Parents Stay Committed, Support Is Highly Likely 

The IDRs, Support ratings, National Ratings, and where assigned, senior debt ratings of the 

banks included in this report are underpinned by the Fitch’s view that their foreign shareholders  

will continue to have a strong propensity to support these banks, in case of need. This view 

considers the majority ownership, the high level of operational and management integration 

between the banks and their parents, common branding, confirmed commitment to the Russian 

market, the importance for the group operational performance (in the case of RBRU), or limited 

size relative to the group (UCB, CITI, RB Group), making them easy to support.  

AO UniCredit Bank (UCB) is 100%-owned by UniCredit S.p.A. (UC; BBB+/Stable/bbb+) 

through its Vienna-based subsidiary UniCredit Bank Austria AG (UBA; BBB+/Stable/bbb+).  AO 

Raiffeisenbank (RBRU) is a 100%-subsidiary of Raiffeisen Bank International AG (RBI, 

BBB/Negative/bbb). AO Citibank (CITI) is fully owned by Citigroup Inc. (A/Stable/a). Rosbank 

(RB) and its retail subsidiaries DeltaCredit Bank (DCB) and Rusfinance Bank (RFB), together  

“RB Group”, are ultimately owned by Societe Generale (SG; A/Stable/a; SG holds a 99.4%-

stake in RB, which in turn owns 100% of DCB and RFB).  

The Negative Outlooks on these banks’ Long-Term Foreign-Currency IDRs reflect the potential 

for them to be downgraded if Russia’s sovereign ratings are downgraded and the Country Ceiling 

is lowered. Russia’s Country Ceiling captures transfer and convertibility risks and limits the extent 

to which support from the foreign shareholders of these banks could be factored into their ratings. 

A significant weakening of the ability and/or propensity of parent banks to provide support (not 

expected by Fitch at present) could also result in downgrades of the subsidiaries’ ratings. 

Operating Environment 

Weak Prospects For Russian Economy 

Fitch’s downgrade in January 2015 of Russia's Long-Term IDRs to 'BBB−' from ‘BBB’ with a 

Negative Outlook reflects the significant deterioration in the economic outlook since mid-2014 

following sharp falls in the oil price and the fall in the rouble coupled with a steep rise in interest 

rates.  

Western sanctions first imposed in March 2014 continue to weigh on the economy by blocking 

Russian banks' and corporates' access to external capital markets. The latter, however, are 

now reopening to non-sanctioned borrowers. Having grown by just 0.6% in 2014, Fitch now 

forecasts the economy will contract by 4% in 2015 (1H15: 3.5%), led by a fall in consumption 

and investment. We expect the economy will stabilise, growing by up to 0.5% in 2016, and 

rising to 1.5% in 2017. Inflation ended 2014 at 11.4% yoy and remained in double digits 

throughout 9M15 (September 2015: 15.7% yoy), pointing to falling real incomes and depressed 

domestic demand. Fitch forecasts annual average inflation of 15.5% for 2015 and 9% in 2016, 

provided rouble volatility is contained. 

Banking Sector Impacted, Performance Outlook Negative  

Spillover effects from the deteriorating operating environment have already been felt by the 

Russian banking sector as credit expansion and the inflow of deposit funding have both slowed 

markedly from 2014, challenging the banks’ liquidity positions, particularly in foreign currencies, 

and increasing funding costs.  

Asset quality has weakened, more visibly in retail and less so in the corporate segment, 

although pressures are likely to build up further. At end-1H15, regulatory NPLs (bottom two 

regulatory risk categories) were at 8.2% of gross loans (92% covered by reserves), while we 

expect these could hit double digits in the next 12-18 months. Unsecured consumer finance 

has suffered the most with specialist retail banks reporting average credit losses (defined as an 

increase in loans more than 90 days overdue plus write-offs in the reporting period, divided by 

average gross loans) at around 20% in 1H15. 

Figure 2 
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Generally moderate capital buffers (end-3Q15: the sector capital adequacy ratio of 15.3% 

versus regulatory minimum of 10%) remain under pressure due to higher impairments and 

devaluation-driven increase in risk-weighted assets (RWAs). Pressured by slow growth, 

increased funding costs and loan loss provisions, profitability has weakened sharply. The 

sector was loss-making in 9M15, net of one-offs, with most retail banks performing poorly. 

Future performance will to a significant degree depend on asset quality trends, while we expect 

the sector is unlikely to make a profit in 2015. 

Regulatory Forbearance, Liquidity and Selective Capital Support Dampen 
Spillover Effects  

Regulatory forbearance, in place from 4Q14 and extended to end-2015, has helped to soften 

the impact of the sharp fall in the rouble, deteriorating asset quality and decline in the value of 

securities portfolios on banks’ reported balance sheets and capital ratios (see Russian Banking 

System Support Compendium, dated 4 September 2015). Collateralised liquidity support has 

also been extended by the Central Bank of Russia (CBR), in particular, to cover higher needs 

for foreign currencies partly to repay external debt by the corporate segment, and to 

compensate for the deposit outflows. The retail deposit trends have stabilised in 9M15, after a 

period of significant volatility in November-December 2014, helped by the doubling of the 

deposit insurance coverage (to RUB1.4m) early in 2015 and a recent strengthening of the 

rouble.    

The government has offered selective capital support worth RUB2trn, not yet fully 

implemented, with selected domestic systemically-important banks (D-SIBs) – mostly state-

owned and larger privately-owned banks – as the main beneficiaries. Foreign-owned banks 

(although UCB, RBRU and RB do qualify as D-SIBs) are excluded from the state 

recapitalisation perimeter as the authorities expect their parents to remain the first line of 

defence for their Russian subsidiaries.  

VRs Sensitive to Operating Environment Trends 

Fitch expects the Russian banks’ credit profiles to weaken in the next 12-18 months. The ‘bbb-

‘ VRs of RBRU, UCB, CITI and ‘bb+’ of RB, DCB and RFB reflect Fitch’s view that these are 

some of the strongest banks in Russia and other CIS markets on a standalone basis (see the 

scores for VRs’ factors in Figure 3). At the same time, with their business operations 

VRs Amongst the Highest in CIS 

Figure 3 
Rating Navigator Summary 
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concentrated in Russia, these banks’ VRs are highly sensitive to the operating environment  

and could be downgraded if there is a marked deterioration in asset quality and capital metrics. 

The investment-grade VRs of UCB, RBRU and CITI would also probably be downgraded in the 

event of a sovereign downgrade. Stabilisation of the sovereign's credit profile and the country's 

economic prospects would reduce downward pressure on the VRs.   

Company Profiles 

Modest Market Shares in the Sector, Dominated by State-Owned Banks 

Foreign-owned banks have a limited presence in Russia (end-3Q15: around 7% of total sector 

assets). Fitch scores company profiles of all six foreign-owned banks included in this report 

similarly (with a mid-point of ‘bb+’) as these have small market shares (together at around 5%) 

in the banking sector, dominated by state-owned banks (see Figure 2). At the same time, they 

have been able to compete with market leaders in terms of customer access by offering good-

quality service and/or benefiting from the parents’ brand recognition, from access to the group 

products, group clienteles (specifically, CITI), and to a lesser extent, group funding. 

RBRU and CITI were set up by the parent groups from scratch in the 1990s. UC  became 

UCB’s sole shareholder in 2007, while UCB has been operating under the name International 

Moscow Bank since 1989. RB Group has been formed by SG through the series of acquisitions 

of existing businesses from 2008, with consolidation finalised in 2011.         

Strategy Adjustment in the Challenging Environment 

Market shares may diminish in the near term as operating conditions have deteriorated and 

foreign parents are generally risk averse, affecting growth and influencing subsidiaries’ risk 

profiles. The declines in RWAs (US dollar-equivalent) at all six banks in 2014 reflect to a 

significant degree the sharp rouble depreciation rather than business contraction. The 

RWAs/total assets’ ratios changed just marginally (with the exception of RB following more 

active balance-sheet management) and stayed at relatively high levels (see Figure 4). Credit 

expansion is not on the agenda for 2015 – the interim 9M15 results, adjusted for exchange rate 

effects, confirm a contraction in the loan books at all six banks and for the sector (see Figure 

5). The key focus is on the retention of the core clientele, and preservation of asset quality and 

capital.  

The long-term scaling back of operations by RBI in the Russian market (RBRU’s RWAs, in 

euro-equivalent, are planned to decline by 20% to end-2017 from end-3Q14 levels) may affect 

RBRU’s market shares more visibly than peers’.    

Business Models Generally Stable, Less Diversified at DCB and RFB  

RBRU, UCB, CITI and RB operate as universal commercial banks, with corporate, retail and 

investment/proprietary operations as their core business lines (see Figures 6, 7 and 9 for 

details). These banks are largely funded locally with parent group funding diminishing over the 

past few years (see Funding and Liquidity section below). Recurring revenues (net interest, 

mostly from lending, and fee income) dominate the income streams at around 80%-90% on 

average. Proprietary trading/investment banking is moderately developed, generally reflecting 

the state of the domestic capital and money markets and/or risk appetite limitations from the 

parents’ conservative guidelines.     

The VRs of DCB and RFB also consider their less diversified business models as specialised 

mortgage and consumer finance banks, respectively, with visible reliance on the parent and 

wholesale markets for funding. The latter may significantly affect (mostly through pricing) the 

banks’ refinancing capacity in a volatile environment. New business origination and growth 

prospects are also highly sensitive to consumer market trends.  

  Figure 4 
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Management 

Experienced Local Management, Corporate Governance Guided by Parents 

Fitch scores its “management” sub-factor similarly for all the six banks (with a mid-point of ‘bbb-

‘; see Figure 3) as it views their local senior management as having stability and good 

experience. Supervisory boards are mainly formed by the group’s representatives, which elect 

and approve the subsidiaries’ key managers. 

Detailed business and financial objectives are not publicly stated. However, previous financial 

performance (with the exception of RB so far), retention of key market shares and stable 

customer franchises suggest the past performance targets have been met. RB is still expected 

to demonstrate scale and efficiency improvements following completion of the consolidation 

process in 2011.    

Risk Appetite 

Risk management systems, methodologies and controls at all six banks included in this report 

are generally harmonised with those of the parent structures. Risk profiles are dominated by 

credit risk and Fitch considers these banks’ risk appetites to be reasonably conservative in the 

local context. RFB’s score for risk appetite (mid-point of ‘bb+’) considers its higher-risk profile 

given its core business focus on consumer finance, including unsecured retail lending.   

More Conservatism in Credit Underwriting 

Risk appetite has generally fallen in the aftermath of 2008 financial crisis and the challenging 

operating environment from the start of 2014.  This resulting revision of the loan mixes aims at 

limiting exposure to the most vulnerable economic segments, a tightening of credit underwriting 

standards in both the retail and corporate segments, and a cutting of securities operations 

targeting a reduction in credit/market risks (see also Figure 7).       

UCB, RBRU and CITI have good track records in credit underwriting as these banks’ traditional 

focus areas have been stable for around a decade. This is reflected in their asset quality 

metrics which are superior to peers’ and the sector averages and were so in the 2008 financial 

crisis (see below). RB’s risk appetite and underwriting is currently comparable to that of its 

closest peers, although it lacks their track record and through-the-cycle testing, as SG only 

consolidated majority ownership in RB in 2011. RB’s legacy exposures originated before SG’s 

management gained full operational control over the bank (largely real estate and project 

finance loans) used to be of weaker credit quality and originated considerable impairment 

losses in 2013-2014.  

Unsecured Lending High in Large Corporate Segment, Recovery Track 
Record Good So Far 

Corporate lending is mainly based on the larger better-quality domestic corporates and 

multinationals, which are the groups’ global clients (more relevant to CITI where around 67% of 

the end-2014 corporate book was made up of multinationals). Borrower concentrations are 

visible, although still considered moderate (relative to equity) for CIS-based universal 

commercial banks. The top 25 exposures were in the range of 107%-170% of Fitch Core 

Capital (FCC) or 25%-47% of gross loans in 2014. 

The focus on blue chips and multinationals results in the large share of unsecured lending as 

these clients do not usually provide collateral to domestic lenders. This is particularly high at 

UCB (80%-85% of corporate loans were unsecured in 2013-2014) as its core franchise is in 

servicing Russia’s blue chips (mostly exporters). RBRU reported around a third of corporate 

loans as unsecured at end-2014. However, the bank normally applies significant haircuts to 

collateral market values as per the group’s valuation policies. In the case of CITI, risks with 

regard to multinationals are mitigated by the guarantees from their parent companies and/or 

standby guarantees from Citigroup. Unsecured exposures at RB Group were also significant at 

around 39% of total loans at end-2014 (mainly due to RB). The banks’ experience of losses in 
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the corporate segment has not been visibly affected by the absence of collateral, as unsecured 

lending is usually only available to better-quality borrowers with decent cash-flow generation 

capacity.     

Lower-Risk Client Niches Emphasised in Retail  

Retail lending is centred around affluent and upper mass-market clientele. Secured products 

(mortgages and car loans) dominate the product mix at UCB, DCB and RFB, while the higher-

margin segment (credit cards and unsecured cash loans) is particularly large at RBRU, CITI 

and RB (see Figure 9). The underlying credit risks are reduced through prudent underwriting 

standards (rouble-denominated, fixed-rate loans in relatively small tickets, to borrowers with 

above-average and properly verified incomes) and through a distribution strategy mostly reliant 

on cross-selling, including to payroll client bases. These translate into reasonable asset quality 

with only moderate credit losses experienced to date.            

Indirect FX-Risk Mostly in the Corporate Segment 

Corporate lending is generally highly dollarised, well above the sector average level (see 

Figure 8). In most cases, these FX-exposures are externally hedged as they have been issued 

to exporting clients and, to a lesser extent, have internal hedges when the borrowers’ domestic 

revenues are linked to US dollars (mostly practiced in real estate letting). The latter, however, 

is vulnerable to economic downturns and depreciation. This risk is greater for RBRU, given its 

large, although decreasing real estate-exposure (end-1H15: 17% of loans or 1x FCC; see also 

Figure 9), although the bank’s long record in managing this portfolio through crises has been 

sound so far. This diversified property book consists of finished, fully operational properties, 

while robust deal structures (including high debt service cover ratios) create some resilience. 

FX lending in the retail segment is low (end-1H15: 2.4% of the sector retail loans were issued 

in foreign currencies). DCB’s higher share of FX loans (end-3Q15: 19% of the total) is due to 

mortgage loans issued prior 2008, which have partly amortised, while the bank no longer offers 

such products.  

The credit risk of other assets is generally kept low. Interbank lending is short term, and to a 

significant extent is transacted with the parent groups or higher-quality domestic and foreign 

counterparts or collateralised (short-term reverse repos backed by liquid securities). Securities 

investments focus on low credit risk and high liquidity and are thus centred on the Russia’s 

sovereign debt and mostly that of top-tier corporates. The securities are occasionally used for 

refinancing with the CBR or interbank market. Equity investments are negligible.   

Market Risk – Generally Low 

Direct exposure to market risk is low and managed within the very conservative limits 

established by the parent banks. Aggregate open-currency positions are kept low and interest-

risk exposures are also reduced through hedges generally transacted with the parent banks. 

Securities holdings are moderate at UCB, RBRU and CITI (with relatively short portfolio 

durations), and absent at DCB and RFB (see Figure 7). RB has a higher share of securities in 

the asset structure (mostly Russian sovereign debt, both in FX and in roubles, while the large 

portion of these has been reclassified into the held-to-maturity portfolio in 4Q14 to avoid mark-

to-market losses due to market volatility.  

Exposure to interest-rate risk is more important at DCB given the large negative cumulative 

maturity mismatch (in the one to three years’ tenor band) given the long-term mortgage book 

and relatively short- to medium-term wholesale liabilities. Inability to refinance upcoming 

funding maturities at an acceptable cost and/or reprice loans accordingly should have a 

negative impact on the bank’s profitability. This, however, has been reasonably managed so 

far. 

  Figure 8 
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Financial Profile 

Asset Quality: Remains Within the Rating Tolerance Levels 
Growing Impairment, Reserve Coverage Reasonable 

The recession and rouble weakness have had their impact on the borrower profiles and all 

banks reviewed in this report, along with the sector, had weakening asset quality metrics in 

2014-1H15. In most cases, the current levels of non-performing loans (NPLs; loans more than 

90 days overdue) are below the sector average levels and the peaks fixed in the previous cycle 

(see Figure 10 and 11). RB and RFB are the exceptions here as also captured by both banks’ 

‘bb+’ VRs (see Figure 3).  

NPL ratios diverge between the banks in the sample reflecting the pace of recent deleveraging 

(denominator effect, which is more evident at RBRU, RB and RFB; see Figure 5) or difference 

in lending focus, or both. In particular, low NPLs at UCB and CITI reflect the banks’ emphasis 

on top-tier domestic corporates and multinationals. Those of RBRU and RB indicate their larger 

portion of mid-tier corporate segment and higher-margin retail lending but also RB’s large 

unresolved legacy corporate exposures and larger-than-peers’ exposure to the retail segment. 

RFB’s high NPLs, apart from the denominator effect, reflect only limited write-offs of problem 

exposures accumulated in the previous financial crisis of 2008-2009, although these were 

adequately covered by reserves.   

Inflows of new NPLs (defined as increase in NPLs in the reporting period plus write-offs, 

divided by average performing loans) are mostly moderate but accelerated in 1H15, driven 

largely by the retail segment (by corporates at UCB), and in most cases, comfortably within the 

loss-absorption cushion afforded by the pre-impairment profitability (see Figure 12, Annex 1). 

 Figure 12 Figure 13 

 

 
  

0.6

2.8

1.6

5.4

0.7

4.74.1 

6.0 

8.9 

3.0 
3.6 

6.3 

0

2

4

6

8

10

UCB RBRU CITI RB DCB RFB

(%)

NPL origination/av. performing loans

Pre-impairement profit/av. performing loans

Source: IFRS reports, Fitch calculations

NPL Origination vs.Pre-Impairment 
Profitability, 2014

5.0
7.3

10.2

4.1

1.5

9.5

0

5

10

15

20

25

UCB RBRU CITI RB DCB RFB

Current LIR/gross loans Current capital bufferª

ªAdditional loan impairment reserves as percentage of 
gross loans the bank is able to create without breaching 
regulatory capital ratios
Source: local GAAP data

(%)

12.1

Loss Absorption Capacity, End-3Q15

15.4

12.7

16.2

5.9

23.8

   Figure 10 

 

  Figure 11 

 

0

3

6

9

12

15

U
C

B

R
B

R
U

C
IT

I

R
B

D
C

B

R
F

B

S
e
c
to

rª

(%)

NPL Levels in 2008-2010

a Bottom two regulatory risk categories  used 
as a proxy for the sector NPLs
Source: lFRS reports, management data, 
local GAAP

4.3

2.5 3.1

6.7

4.8
3.5

0.1 0.4 0.3

12.3

10.5 10.9

2.6
1.0 0.6

14.9

12.3 11.6

8.2
6.7 6.0

0

4

8

12

16

End-
1H15

End-
2014

End-
2013

End-
1H15

End-
2014

End-
2013

End-
1H15

End-
2014

End-
2013

End-
1H15

End-
2014

End-
2013

End-
1H15

End-
2014

End-
2013

End-
1H15

End-
2014

end-
2013

End-
1H15

End-
2014

End-
2013

UCB RBRU CITI RB DCB RFB Sector

Corporate NPLs Retail NPLs Loan Impairment Reserves/Gross Loans(%)

a Bottom two regulatory risk categories  used as a proxy for the sector NPLs
Source: IFRS reports, management data

Asset  Quality 



Banks 

     
 Peer Report: Russia’s Major Foreign-Owned Banks 

November 2015 
8  

Capital Buffers Available to Absorb Additional Credit Losses  

Apart from pre-impairment profits, which remained largely solid in 1H15 (see Earnings and 

Profitability below), the capital buffers (based on the regulatory capital values) allowed good 

additional loss-absorption capacity (see Figure 13). This was lower at DCB due to 

conservative, up to 150%, regulatory risk-weights applied to the bank’s mortgage book, as 

opposed to 50% as per Basel guidelines with a resultant maximum loss-absorption capacity of 

9.9% of loans at end-1H15 compared to 5.9% at end-3Q15 (based on regulatory risk weights). 

The latter, however, is still seen as solid given the moderate-risk exposure (mortgage lending 

with weighted average loan-to-value ratio of around 58%) as evidenced by the historically low 

levels of defaults/loss severities in DCB’s portfolio. RFB’s strong loss-absorption capacity 

should be viewed in light of its risk profile.        

Risk Costs to Stay High for the Next 12-18 Months 

Asset quality is forecast to deteriorate further in the next 12-18 months as the cycle unwinds 

and operating conditions remain difficult. Given the rather moderate risk appetite observed for 

these banks, we can expect their NPLs to stay below the sector averages, in particular, as 

these are growing from the rather low levels (except for RB, RFB).   

All six banks follow rather prudent provisioning policies with the total loan impairment reserves 

(LIRs) providing comfortable coverage for the existing NPLs. Loan impairment charges (LICs) 

have been on the rise from end-2013 but have not yet reached the peaks of the 2008-2009 

financial crisis (see Figures 14 and 15).  We expect these to stay high in the next 12-18 months 

given the forecast asset quality trends.      

Earnings and Profitability 

Performance Under Pressure   

In line with the sector, profitability has been under pressure during 2014-1H15 due to weaker 

loan growth/deleveraging, higher funding costs (following the CBR’s key rate hike by 650bp to 

17% in December 2014 before cutting by a cumulative 600bp to 11% by August 2015) and 

increased LICs. Mark-to-market revaluation and trading losses were mainly in 2014, in the 

period of increased market volatility, while the banks have reacted promptly either downsizing 

securities investments (UCB, RBRU, CITI) or reclassifying these to their held-to-maturity books 

(RB). FX- and interest-rate exposures have generally been reduced through hedges (see 

Market Risk above).  

In 1H15 as market pressures eased somewhat, trading/revaluation losses have generally been 

avoided, and recent gains have supported pre-impairment profitability. The latter, however, 

remained solid in 2014-1H15 (except for RB), with recurring revenues, underpinned by 

reasonable fee generation, compensating for trading and revaluation losses. Unpaid interest 

accruals have been modest.    

Margin pressures have eased through asset repricing, although it was less successful at RB 

(see Annex 1). UCB’s and CITI’s margins remained below those of peers’ (excluding RB) 

reflecting a stronger focus on larger corporate segment/multinationals, while both banks 

benefited from low funding costs due to the stable client franchises (in particular, in the 

corporate segment at UCB) and/or a large share of cheap short-term funding (CITI).  

Sharply higher LICs constrained operating returns from 2013 (the operating ROAAs, except for 

RFB, also reflected the denominator effect with FX-denominated assets inflated by depreciation), 

with RB reporting a moderate loss in 1H15 (see Figures 16 and 17). RBRU’s performance in 

1H15 was superior to peers’, underpinned by unrealised gains on FX-hedging transactions and 

improved fee generation, thanks to its plastic card business. Except for RB and DCB (the latter 

reported a minor loss in 3Q15), these banks remained profitable under local GAAP in 9M15. 
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Some Challenges Ahead 

Future profitability remains highly sensitive to asset quality trends, which are likely to remain 

negative in the next 12-18 months, in Fitch’s view. Most of the banks in the sample (except for 

RB, currently) have a solid capacity to absorb losses through pre-impairment profits, while 

existing NPLs have a strong coverage by reserves. Recent cuts in the CBR’s key rate should 

ease margin pressures. We expect these banks to remain profitable in 2015 and onwards 

(except for RB (standalone), where we do not forecast improvement in the financial metrics in 

the foreseeable future), although bottom-line results are likely to stay constrained by high LICs.    

Capitalisation and Leverage  

Capital Levels Commensurate With Risk Profiles and Growth Targets 

Fitch views the banks’ capital levels (based on FCC ratios; see Figure 18) as solid and 

commensurate with the banks’ risk profiles, including strong coverage of NPLs by impairment 

reserves, and conservative development plans/growth targets (see also Company Profiles 

section). This is captured in these banks’ capital and leverage sub-score mid-point of ‘bbb-‘. 

The regulatory capital ratios were well above the various minimum regulatory thresholds at 

end-3Q15 with core tier 1 capital as the dominant component in the capital structure (see 

Figure 19). These ratios reflect the higher risk weights compared to Basel ones, while UCB, 

RBRU, CITI and RB are also using internal ratings-based (IRB) models for credit risk 

assessment for parent group reporting. All the banks in the sample are expected to be 

compliant with the new CBR regulations, requiring D-SIBs (UCB, RBRU and RB) to maintain a 

core tier 1 ratio of 5.275% from January 2016, rising to 8.0% by 2019, and 5.125% and 7.0% 

for other banks, respectively. These banks could also make certain capital savings if the CBR 

allows them to use the IRB approach for regulatory capital adequacy calculations (this is under 

consideration, Fitch understands).  

Capital Pressures Managed Through Deleveraging and Parental Support 

The capital pressures due to the upward revaluation of FX-denominated assets in 2014 and 

weaker internal capital generation or moderate losses (RB) have been effectively offset though 

deleveraging and parental support or both (UCB, RBRU, RB). The latter has been forthcoming 

during 2014-1H15 either in the form of new FX-denominated subordinated debt, serving as a 

natural capital hedge in case of further depreciation (UCB and RBRU, where RBI has 

reinvested dividends paid by RBRU in 2014-1H15, partly as a perpetual loan) or credit 

enhancement for existing exposures (UCB, RB), resulting in lower regulatory risk weights.    

The reliance on regulatory forbearance to manage capital ratios has been either very limited 

(resulting in the maximum uplift to regulatory capital ratio of 70bp in a single case at end-8M15) 

or not used at all from 2015. The parents are keen to maintain capital ratios well above the 

minimum regulatory and Basel thresholds Fitch understands. Dividend distributions have been 

very limited or absent in 2014-1H15 (except for RBRU, DCB, RFB; see also Annex 1 for 

details), although parents may return to moderate profit distributions should the situation 

improve and growth targets remain subdued in 2016. 

Funding and Liquidity 

Domestic Funding Prevails 

UCB, RBRU, CITI and RB are mostly self-funded with very limited reliance on the parent 

groups, which usually cover these banks’ requests for longer-term foreign-currency funding 

(see also Annex 1 for details). UCB, RBRU and CITI traditionally maintain net creditor positions 

relative to the parent groups, placing with them excess liquidity from client deposits.  

RB (standalone) had no outstanding short-term facilities to the parent at end-3Q15, while RB 

consolidated reporting at end-1H15 included parent-funded subordinated debt (5.5% of 

liabilities, largely raised by RB) and long-term loans (3.3% of liabilities) mostly at the DCB and  

Figure 17 

 

Figure 18 
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RFB levels. The SG group strategy is to replace gradually the parent loans by local funding, 

including funds raised through RB, with the latter becoming an important funds provider for 

DCB and RFB should market conditions not allow them to raise funds at an affordable price or 

in the volumes required. At end-3Q15, RB accounted for 24% and 26% of RFB’s and DCB’s 

liabilities, respectively, including a new RUB2bn eight-year subordinated loan of DCB. It was 

raised in 3Q15, after it paid dividends to RB for the same amount, while a subordinated loan 

from SG for RUB1.25bn matures in 2016.       

Core Funding is From Depositors  

Client deposits are a primary source of funding for universal commercial banks (UCB, RBRU, 

CITI and RB; see Figure 20). Retail franchises are particularly important at RBRU, CITI and RB 

where retail depositors accounted for 31% (CITI), 37% (RB) and 57% (RBRU) of client funding 

at end-3Q15 (local GAAP), suggesting better granularity of the latter. Corporate deposits (84% 

of client funding) were particularly concentrated at UCB with the top 10 depositors accounting 

for 59% of end-1H15 client funds. However, these were mostly due to a few long-standing 

clients with withdrawal risks being under reasonable control and addressed in the bank’s 

liquidity management. 

These banks’ deposit bases proved to be stable in the market turbulence in December 2014, 

despite the generally short-term contractual maturity profiles, which is a sector feature. 

Effective maturities are longer than contractual ones as the core client base remains stable, 

including payroll accounts comprising up to one-third of client funding, in some cases. Deposit 

trends in 9M15 (all negative, except for UCB and CITI) should be viewed as in line with the loan 

book contraction/balance-sheet deleveraging, while loans-to-deposits ratios have been 

declining to 100% in 9M15 (UCB, RBRU and RB) and below 50% at CITI (see Figures 5, 21, 22 

and Annex 1). Dollarisation of deposit funding is high both in the retail and corporate segments. 

The use of government and the collateralised CBR funding is limited, although it could be done 

occasionally for liquidity management purposes, including during the periods of market volatility 

as in 4Q14. Interbank borrowings (other than from parents) are generally limited and raised 

from large international banks.     

Higher Refinancing Risks at RBG 

Capital market borrowings which are entirely in roubles have been low (UCB, RBRU) or 

moderate (RB) or none (CITI; see Figure 20). DCB’s and RFB’s business models stipulate high 

reliance on wholesale funding which dominated both banks’ funding bases at end-3Q15. Higher 

refinancing risks, although mitigated by generally manageable maturities and funding support 

available from the group, are factored in both banks’ VRs. Both DCB and RFB have maintained 

reasonable access to domestic capital markets by placing new bonds with third parties in 

9M15, although, with higher coupons than in 2014. 

Healthy Liquidity Cushions 

Liquidity is managed in line with the parent groups’ limits and guidelines as well as in 

compliance with the regulatory standards. Liquidity positions remained healthy and stable with 

large cushions of highly liquid assets kept by UCB, RBRU, CITI and RB (see Figure 7 and 

Annex 1). This cushion was particularly high at CITI, addressing the very short-term 

transactional nature of the bank’s corporate accounts, dominated by multinationals.  

DCB’s and RFB’s liquidity cushions are generally moderate although they should be viewed in 

alongside the available limits from the group (mainly RB), which are sufficient to cover both 

banks’ liquidity needs in 4Q15-2016 should access to market funding become difficult and/or 

costly.    

  Figure 20 
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Annex 1 

 

Figure 23 
Peer Comparison Table 

In % if not otherwise stated 

UCB 
(BBB-/Negative/bbb-) 

RBRU 
(BBB-/Negative/bbb-) 

CITI 
(BBB-/Negative/bbb-) 

RBª 
(BBB-/Negative/bb+) 

DCB 
(BBB-/Negative/bb+) 

RFB 
(BBB-/Negative/bb+) 

  1H15 2014 1H15 2014 2014 2013 1H15 2014 1H15 2014 2014 2013 

Total assets (RUBbn) 1,235.6 1,360.4 842.8 893.3 398.3 369.7 948.7 1,137.0 133.0 135.5 118.9 108.6 
Total equity (RUBbn) 154.7 142.1 97.4 100.7 59.7 57.0 123.9 129.6 15.3 16.5 25.2 24.6 
Net income (RUBbn) 7.8 18.8 11.8 7.7 7.4 9.1 (6.4) 3.2 .7 2.8 2.4 2.9 
               
Profitability        
Interest income on loans/average gross loans n.a. 8.6 10.6 10.4 11.4 11.1 12.2 11.7 12.1 12.0 14.8 15.0 
Interest expense on customer deposits/average customer deposits n.a. 3.7 5.2 3.3 2.3 1.7 7.4 4.6 4.8 2.8 7.8 6.9 
Net interest margin 3.2 3.8 6.8 7.3 4.3 5.0 3.8 5.7 5.2 4.7 10.1 10.8 
Risk-adjusted net interest margin 2.1 3.3 4.5 6.1 3.6 4.4 1.4 3.6 2.8 4.4 6.9 8.0 
Non-interest expense/gross revenues  30.4 32.5 35.0 45.9 70.1 52.9 84.6 62.4 29.4 32.5 47.6 45.1 
Pre-impairment operating profit/average gross loans 4.0 4.1 7.7 6.0 8.9 11.6 1.0 3.2 3.8 3.7 5.6 6.0 
Loan impairment charges/average gross loans 1.7 0.7 2.6 1.5 1.9 1.7 3.3 2.6 2.4 0.3 2.9 2.4 
Operating profit/risk weighted assets 1.6 1.9 4.8 3.7 2.7 n.a. -2.0 0.5 2.8 5.4 2.7 3.6 
ROAE 10.6 13.6 24.5 6.9 12.7 16.5 -10.2 2.5 8.6 18.2 9.5 12.0 
             
Loan book and quality               
Net loans/assets 64.1 60.8 60.6 64.3 38.3 32.0 61.7 59.5 88.2 90.5 86.8 94.4 
Nominal loan growth (annualised) -3.3 56.3 -9.7 33.3 29.3 6.9 -12.0 9.4 -3.1 31.9 0.1 9.1 
Corporate loans/total loans 82.7 80.5 64.3 64.9 67.1 60.8 31.2 33.0 0.0 0.0 1.2 0.6 
NPLs (loans more than 90 days overdue)/gross loans 4.3 2.5 6.7 4.8 0.4 0.3 12.3

b
 10.5

b
 2.6 1.0 12.3 11.6 

Loan impairment reserves (LIR)/gross loans 3.1 2.5 5.6 4.2 1.7 1.6 9.4 7.8 1.6 0.5 10.5 11.0 
Net NPLs/FCC 6.5 0.1 6.0 3.9 -3.4 -2.7 n.a. n.a. 7.5 3.9 8.5 2.7 
NPL origination (annualised)/average performing loans 4.0 0.6 3.2 2.8 1.6 1.1  3.0

b
 5.4

b
 3.3 0.7 4.7 3.1  

Net Write-offs (annualised)/average gross loans  0.4 0.1 0.5 0.2 1.4 1.0 1.0 3.8 0.1 0.0 3.4 0.2 
             
Liquidity and funding               
Liquid assets

c
/total assets 26.7 24.1 23.7 23.1 50.1 59.7 26.3 21.5 11.2 8.6 11.1 4.1 

Liquid assets
c
/customer funding 40.8 40.4 38.2 38.8 72.7 91.7 54.4 50.2 552.3 380.3 44.5 21.3 

Government securities/total assets 2.8 2.2 1.1 1.1 6.5 16.3 7.4 6.2 n.a. n.a. n.a. n.a. 
Gross loans/customer deposits 101.1 104.3 103.5 112.7 56.6 49.9 140.7 151.2 4408.2 4032.2 388.9 548.1 
Customer funding/total liabilities 74.8 66.5 70.1 67.1 81.0 76.9 55.7 48.2 2.3 2.6 31.7 25.0 
Wholesale & money markets funding

e
/total liabilities 14.2 19.5 16.3 19.3 11.7 12.9 30.2 32.3 94.4 95.8 66.4 73.5 

Parent group funding/total liabilities 6.2 6.4 9.5 8.5 4.0 4.7 8.8 10.9 31.3 38.9 37.5 64.8 
             
Capitalisation               
Fitch Core Capital/risk-weighted risks 12.5 10.9 15.4 15.4 16.7 n.a. 15.6 13.9 24.2 25.2 22.3 23.1 
Regulatory core tier 1 (N 1.1) 10.2 11.7 9.5 9.0 15.0 n.a. 8.5

b
 7.6

b
 12.3 9.7 14.4 n.a. 

Regulatory total CAR (N1) 13.4 13.2 13.2 12.4 15.1 17.4 14.8
b
 13.5

b
 12.7 11.4 14.7 17.3 

Tangible common equity/tangible assets 12.2 10.2 11.2 10.6 14.9 15.3 12.8 10.7 11.5 12.2 20.9 22.4 
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Peer Comparison Table (Cont.) 

In % if not otherwise stated 

UCB 
(BBB-/Negative/bbb-) 

RBRU 
(BBB-/Negative/bbb-) 

CITI 
(BBB-/Negative/bbb-) 

RBª 
(BBB-/Negative/bb+) 

DCB 
(BBB-/Negative/bb+) 

RFB 
(BBB-/Negative/bb+) 

  1H15 2014 1H15 2014 2014 2013 1H15 2014 1H15 2014 2014 2013 

Risk weighted assets/total assets 98.0 93.3 72.2 69.7 89.2 n.a. 82.0 76.5 47.4 48.3 93.4 97.0 
Cash dividends paid & declared/net income 0.0 0.0 127.5 139.2 16.6 52.3 0.0 0.0 0.0 72.2 42.9 58.6 
Internal capital generation 10.2 13.3 -6.7 -3.0 10.3 7.7 -10.4 2.5 9.2 4.7 5.4 4.9 

ª Consolidated reporting for RB Group 
b
 Stand-alone  

c 
Cash, due from banks and unpledged government securities 

d 
Including funding from RB 

e 
Includes a portion of parent group funding other than subordinated debt 

Source: Banks' IFRS financial statements, management data, Fitch calculations 
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