
Fitch Affirms Six Russian Foreign-Owned Banks

Fitch Ratings-Moscow/London-22 January 2018: Fitch Ratings has affirmed the Long-Term Issuer Default Ratings (IDRs) of
AO Raiffeisenbank (RBRU), AO UniCredit Bank (UCB), AO Citibank (Citi), Rosbank (RB), Rusfinance Bank (RFB) and
DeltaCredit Bank (DCB) at 'BBB-'. The Outlooks on RBRU and UCB are Stable, and the Outlooks on the other four banks are
Positive. A full list of rating actions is at the end of this commentary. 

KEY RATING DRIVERS  
IDRS, SUPPORT RATINGS AND SENIOR UNSECURED DEBT 

The banks' IDRs and Support Ratings are underpinned by the potential support they may receive from their foreign
shareholders. RBRU is a 100%-subsidiary of Raiffeisen Bank International AG, UCB is 100%-owned by UniCredit S.p.A. (UC;
BBB/Stable/bbb) and Citi is fully owned by Citigroup Inc. (A/Stable/a). RB and its retail subsidiaries DCB and RFB are
ultimately owned by Societe Generale S.A. (SG; A/Stable/a; SG holds a 99.95% stake in RB, which in turn owns 100% of DCB
and RFB). 

The IDRs of Citi, RB, RFB and DCB and, where assigned, their senior unsecured debt ratings, are constrained by the Russian
Country Ceiling of 'BBB-'. The Positive Outlooks on Citi, RB, RFB and DCB reflect the potential for the Russia's Country
Ceiling to go up, given the Positive Outlook on Russia's 'BBB-' sovereign rating. The Country Ceiling captures transfer and
convertibility risks and limits the extent to which support from the foreign shareholders of these banks can be factored into their
Long-Term Foreign Currency IDRs. 

The Long-term IDRs of RBRU and UCB would be unlikely to be upgraded if Russia's Country Ceiling is raised, as potential
support from their parent institutions is already fully factored into their ratings at the 'BBB-' level.  

RBRU, UCB and Citi's Long-Term IDRs are also underpinned at 'BBB-' by their intrinsic strength, as expressed in their 'bbb-'
Viability Ratings (VRs). 

The affirmation of the six banks' support-driven ratings reflects Fitch's view that their parents will continue to have a strong
propensity to support their subsidiaries given (i) the continued strategic importance of the Russian market for the parent
institutions; (ii) the high level of operational and management integration between the banks and their parents; (iii) majority
ownership and common branding (except for SG's subsidiaries); (iv) high reputational risks in case of subsidiary defaults; and
(v) the subsidiaries' generally small size relative to their parents, limiting the cost of potential support.  

The banks' senior unsecured debt is rated in line with their IDRs. Fitch is withdrawing RBRU's expected senior debt rating of
'BBB-(EXP)' as the debt issuance is no longer expected to convert to final ratings. 

VRs  
The affirmation of the banks' VRs reflects their stable asset quality, strong capital and liquidity buffers, and conservative risk
appetite and management, which benefit from close integration with higher-rated parent banks. The banks' 'bbb-' (RBRU,
UCB, Citi) and 'bb+' (RB, RFB, DCB) VRs remain among the highest in Russia and reflect their strong credit profiles compared
with most local peers. 

RB's one-notch lower rating relative to UCB, RBRU and Citi reflects its sluggish pre-impairment performance, driven by
weaker cost efficiency and higher funding costs, and somewhat greater focus on unsecured retail lending, which may expose
RB's credit losses and bottom line to more volatility through the credit cycle compared with the other three banks. RFB and
DCB are also rated one notch lower than UCB, RBRU and Citi. This is because of their solely retail focus and niche
franchises, less diversified funding profiles and considerable dependence on parent funding. 

RBRU, UCB, CITI, RB 

Non-performing loans (NPLs, loans more than 90 days overdue) remain below sector average levels and have been quite
stable in recent years, despite an economic downturn and subsequent sluggish growth (NPL ratios at end-3Q17: RBRU 3.4%,
UCB 7.0%, Citi 0.3%, RB 7.8%). Reserve coverage of existing NPLs has been solid (over 90% across the board). Resilient
asset quality is also implied by low NPL origination ratios (calculated as the growth in NPLs plus write-offs), ranging from 0.5%
(Citi) to 2.1% (RBRU) of average performing loans in 9M17 (annualised). 

We believe that downside asset quality risks for all four banks are limited. The banks are exposed to the strongest Russian
corporate borrowers, as these are either multinational clients or leading domestic corporates with healthy performance and
reasonable leverage. Underwriting standards in retail lending are generally conservative across the board, with a primary
focus on secured retail products (except for Citi). At end-3Q17, the banks' exposure to unsecured retail loans ranged from 0.4x
(UCB) to 0.9x (RB) Fitch Core Capital, although these are largely extended to upper mass market or affluent borrowers,
reducing credit risks to an extent.  



The performance of RBRU and Citi has been particularly strong to date due to low funding costs (annualised 2.4% for Citi and
2.6% for RBRU in 9M17), good cost control and only moderate loan impairment charges, allowing both banks to post robust
bottom line results in 9M17 (annualised ROAE: RBRU 26%, Citi 23%). Fitch believes that the performance of both banks
should remain strong in the near term. UCB's profitability is weaker due to slightly higher funding costs (around 4%) and
mostly corporate business focus, which constrains margins. However, UCB's ROAE (annualised 10% in 3Q17) has been
stable in the past few years and we expect this to persist.  

RB's performance is its major rating weakness, as the bank has struggled to improve operating efficiency and faces pressures
from a higher cost of funding (5.7% annualised in 3Q17) and low-margin corporate lending. Fitch anticipates only limited
progress in these areas in the near term. RB's annualised ROAE climbed to 7.4% in 3Q17 from 2.6% in 2016 after being
negative in 2015, but this was mostly due to the improved performance of the retail business. Future performance is likely to
depend to a significant degree on loan impairment charges in the retail portfolio.  

Capitalisation has been solid across the board, as expressed by banks' high FCC ratios, ranging from 16.5% (RB) to 21%
(RBRU). The banks' capital adequacy is supported by reasonable appetite for growth, which we expect to stay lower than
internal capital generation capacity at all four banks. Regulatory Tier 1 capital ratios are tighter due to more stringent risk-
weighting, although in Fitch's view, all four banks maintain sufficient headroom over the prudential minimums, including
applicable buffers. 

All four banks are mainly customer-funded and the reliance on wholesale funding is very limited except for RB, as it has a
significant proportion of debt funding on a consolidated basis (18% of total liabilities). Near-term refinancing needs are limited
for Citi, RBRU and UCB and slightly higher for RB. The latter's consolidated wholesale debt repayments (including put options
on bonds) in 4Q17-2018 were equal to 10% of end-3Q17 liabilities.  

Banks' liquidity profiles benefit from solid buffers of liquid assets, fast loan turnover, decent asset quality and availability of
parent funding upon request. Funding concentrations have been moderate except for UCB. At end-3Q17, UCB's 10 largest
customer depositors equalled a high 43% of total customer funding, although concentration risks for UCB are mitigated by the
historical funding stability.  

RFB 

The NPL origination rate in RFB's retail book declined to a modest 0.6% (annualised) in 9M17 from 1.1% in 2016 (2015: 4.4%)
against the backdrop of the stabilising economic environment and tighter loan underwriting. The share of NPLs amounted to a
high 10% of gross retail loans at end-3Q17 due to the bank's slow write-off policy, but reserve coverage of NPLs was a solid
94%. 

Despite the improving operating environment and lower cost of risk (1.2% in 1H17), RFB's profitability metrics are only
moderate with a 1% annualised ROAA in 1H17. Pre-impairment profitability has been pressured by a narrowing net interest
margin, which declined to 7.8% in 1H17 from 9.3% in 2016, as market loan yields decrease more rapidly than the bank's
funding gets repriced. We expect RFB's margins to improve moderately in 2018, helped by increasing loan production
volumes, stable loan yields and lower funding cost.  

RFB's capitalisation is strong with a high 23% FCC ratio at end-1H17. The lower regulatory Tier 1 capital ratio of 13.4% at end-
11M17 reflects mainly a higher operational risk charge. RFB is highly dependent on funding from Rosbank and other related
parties (46% of end-1H17 liabilities), while the bank also benefits from well-established access to domestic capital markets,
with wholesale debt placements making up a further 34% of liabilities. The bank's refinancing needs are manageable in light of
fast loan book turnover and potential liquidity support from the parent. 

DCB 

At end-3Q17, DCB's NPLs amounted to a moderate 3.3% of gross loans, half of which relate to the bank's legacy US dollar
mortgage portfolio. Reserve coverage of NPLs was an adequate 60%. In addition to NPLs, Fitch considers loans with loan-to-
value ratios (LTVs) above 100% to be high risk due to weak collateral coverage. At end-3Q17 these amounted to a further 6%
of gross loans (50% of FCC) and mainly included loans originally issued in US dollars and converted into Russian roubles
following the sharp depreciation of the local currency.  

DCB's profitability metrics recovered in 2017 after the bank recognised a sizeable RUB2.3 billion loss in 2016, driven by the
significant provisions DCB had to create against the legacy US dollar book and following the conversion of US dollars
mortgages into roubles, with principal haircuts and lower interest rates. In 9M17, DCB reported a healthy annualised 16%
ROAE, supported by a low 0.1% cost of risk. However, pre-impairment profitability is pressured by intensified competition
(particularly from state banks) and the declining interest rate environment. As a result, Fitch expects the bank's so far
reasonable net interest margin (3.3% in 9M17) to narrow in the medium term. 

The bank's capital cushion is robust, with a high 25% FCC ratio at end-3Q17, supported by the RUB2.5 billion equity injection
in the bank in June 2017 and improved internal capital generation. The regulatory Tier 1 capital ratio at end-11M17 was a
lower, but also adequate, 11%, reflecting primarily higher risk weights for the mortgage loan book. Wholesale market



placements have historically dominated the bank's funding base (48% of end-3Q17 liabilities), although funding from the
parent contributed a further sizeable 46% of liabilities. Near-term refinancing needs appear reasonable, supported by the
bank's adequate liquidity position and the availability of ordinary support from the parent. 

RATING SENSITIVITIES 

IDRS, SENIOR UNSECURED DEBT RATINGS AND SUPPORT RATINGS 

The IDRs of Citi, RB, RFB and DCB and their senior unsecured debt ratings (where assigned) will likely be upgraded if Russia
(BBB-/Positive) is upgraded, as expressed by the Positive Outlooks on the four banks' ratings. Conversely, a revision of the
sovereign Outlook to Stable would lead to similar action on the banks. 

The Stable Outlooks on the IDRs of RBRU and UCB indicate that these banks would not be upgraded in case of a sovereign
upgrade. Upgrades of RBRU and UCB would require either (i) an improved ability of their parent institutions to support these
banks; or (ii) an upgrade of the VRs of RBRU and UCB.  

VRs  
Fitch expects to upgrade Citi's VR in case of a sovereign upgrade, as in the agency's view Citi's credit profile (particularly in
terms of asset quality and performance) is closely correlated with Russian sovereign risk.  

An upgrade of the VRs of UCB and RBRU would probably require an improvement in Russia's economic environment,
although an extended track record of resilient asset quality, strong performance and robust capital and liquidity buffers may
also lead to moderate upside potential for these ratings. This is more likely in the case of RBRU, due to its stronger
performance and more granular and cheaper customer funding. 

For RB, an upgrade of the VR would require a significant improvement in performance and an extended track record of stable
asset quality in unsecured retail lending. Upside potential for RFB and DCB is constrained by the banks' niche franchises as
retail lenders and limited deposit collection capacity.  

The VRs of all six banks could be downgraded in case of a material weakening of the operating environment if this results in a
marked deterioration in the banks' asset quality, performance and capital adequacy. This scenario is currently viewed as
unlikely by Fitch.  

The rating actions are as follows:  

AO Raiffeisenbank 

Long-Term Foreign- and Local-Currency IDRs: affirmed at 'BBB-'; Outlooks Stable 

Short-Term Foreign-Currency IDR: affirmed at 'F3' 
Viability Rating: affirmed at 'bbb-' 
Support Rating: affirmed at '2' 
Senior unsecured debt: affirmed at 'BBB-' 
Senior unsecured debt: 'BBB-(EXP)'; withdrawn 

AO UniCredit Bank 

Long-Term Foreign- and Local-Currency IDRs: affirmed at 'BBB-'; Outlooks Stable 

Short-Term Foreign- and Local-Currency IDRs: affirmed at 'F3' 
Support Rating: affirmed at '2' 
Viability Rating: affirmed at 'bbb-' 

AO Citibank 

Long-Term Foreign- and Local-Currency IDRs: affirmed at 'BBB-'; Outlooks Positive 

Short-Term Foreign-Currency IDR: affirmed at 'F3'  
Viability Rating: affirmed at 'bbb-' 
Support Rating: affirmed at '2' 

Rosbank 

Long-Term Foreign- and Local-Currency IDRs: affirmed at 'BBB-'; Outlooks Positive 

Short-Term Foreign-Currency IDR: affirmed at 'F3' 
Viability Rating: affirmed at 'bb+' 
Support Rating: affirmed at '2' 
Senior unsecured market linked securities Long-Term rating: affirmed at 'BBB-(emr)' 
Senior unsecured debt Long-Term rating: affirmed at 'BBB-'  
Senior unsecured debt Short-Term rating: affirmed at 'F3' 

Rusfinance Bank 

Long-Term Foreign- and Local-Currency IDRs: affirmed at 'BBB-'; Outlooks Positive 

Short-Term Foreign-Currency IDR: affirmed at 'F3' 



Viability Rating: affirmed at 'bb+' 
Support Rating: affirmed at '2' 
Senior unsecured debt: affirmed at 'BBB-' 

DeltaCredit Bank  
Long-Term Foreign- and Local-Currency IDRs: affirmed at 'BBB-'; Outlooks Positive 

Short-Term Foreign-Currency IDR: affirmed at 'F3' 
Viability Rating: affirmed at 'bb+'  
Support Rating: affirmed at '2' 
Senior unsecured debt: affirmed at 'BBB-' 
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