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DeltaCredit Bank
Update following rating action

Summary
On 29 January 2018 we upgraded DeltaCredit Bank’s backed senior secured local currency bond
rating to Baa2 from Baa3 following the revision of Russia’s local currency bond ceiling to Baa2
from Baa3. This rating is now in line with its guarantor’s, Societe Generale (SocGen, deposits
A2/A2 stable; baa2), Baseline Credit Assessment (BCA) of baa2 and carries a stable outlook, in
line with the guarantor’s senior unsecured debt ratings’ stable outlook.

DeltaCredit Bank's (DeltaCredit) Ba1 local-currency deposit rating incorporates (1) the bank's
ba3 BCA; and (2) our assessment of a high probability of support from the bank's ultimate
shareholder, SocGen. This support assessment is based on DeltaCredit's deep integration into
SocGen and results in a two-notch rating uplift from DeltaCredit's BCA.

DeltaCredit's ba3 BCA reflects (1) the bank's robust capital adequacy; (2) its good pre-provision
profitability; and (3) the financial backing by its parent, SocGen. Concurrently, the bank’s BCA
is constrained by (1) the undiversified monoline nature of the bank's franchise, and (2) strained
profitability owing to contracting NIM.

Exhibit 1

Rating Scorecard - Key financial ratios
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Credit strengths

» The bank's capital adequacy provides a comfortable buffer against potential credit losses.

» The bank's refinancing risk is mitigated by good access to the local bond market and
credit lines from JSB Rosbank (Rosbank, deposits Ba1/Ba2 stable; BCA ba3).

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1109364
https://www.moodys.com/credit-ratings/Societe-Generale-credit-rating-684250
https://www.moodys.com/credit-ratings/JSB-Rosbank-credit-rating-600060959?emsk=2&isMaturityNotDebt=0&isWithDrawnIncluded=0&emvalue=JSB%20Rosbank
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Credit challenges

» Strained profitability because of a contracting net interest margin (NIM) amid declining interest rates and tight competition in the
mortgage market

» Heightened reliance on wholesale funding

Rating outlook
All the ratings of DeltaCredit carry a stable outlook, which reflects our view that the operating conditions for Russia’s financial sector are
gradually leveling off and the pressure on DeltaCredit's financial metrics is alleviating.

Factors that could lead to an upgrade

» A sustainable improvement in the bank’s profitability and a reduction in problem and restructured loans could result in upward
pressure on the bank's standalone assessments and supported ratings.

Factors that could lead to a downgrade

» The erosion of risk-absorption capacity and financial fundamentals if the country’s macroeconomic conditions deteriorate
substantially from current levels, although, in our view, the likelihood of this scenario is low

» If we believe that the strategic importance of Russian operations to SocGen is declining, leading to a reassessment of our parental
support assumptions

» If SocGen's BCA is adjusted downward

Key indicators

Exhibit 2

DeltaCredit Bank (Consolidated Financials) [1]
9-172 12-162 12-152 12-142 12-132 CAGR/Avg.3

Total Assets (RUB billion) 174 160 157 136 101 15.74

Total Assets (USD billion) 3 2.6 2.1 2.3 3.1 -0.34

Tangible Common Equity (RUB billion) 17 13 16 16 14 6.24

Tangible Common Equity (USD billion) 0.3 0.2 0.2 0.3 0.4 -8.64

Problem Loans / Gross Loans (%) 3.3 3.6 3.4 1.0 0.6 2.45

Tangible Common Equity / Risk Weighted Assets (%) 25.4 20.0 19.7 25.2 27.3 23.56

Problem Loans / (Tangible Common Equity + Loan Loss Reserve) (%) 24.2 29.8 25.1 7.1 4.0 18.05

Net Interest Margin (%) 2.9 3.0 4.3 4.4 4.9 3.95

PPI / Average RWA (%) 5.0 4.0 6.7 6.7 7.7 6.06

Net Income / Tangible Assets (%) 1.4 -1.4 0.8 2.0 2.6 1.15

Cost / Income Ratio (%) 40.0 40.6 28.4 30.8 29.3 33.85

Market Funds / Tangible Banking Assets (%) 86.3 88.4 86.8 85.2 83.4 86.05

Liquid Banking Assets / Tangible Banking Assets (%) 15.4 14.3 16.0 8.6 6.8 12.25

Gross Loans / Due to Customers (%) 2,668.1 3,075.8 3,516.4 4,032.2 3,869.6 3,432.45

[1] All figures and ratios are adjusted using Moody's standard adjustments [2] Basel I; IFRS [3] May include rounding differences due to scale of reported amounts [4] Compound Annual
Growth Rate (%) based on time period presented for the latest accounting regime [5] Simple average of periods presented for the latest accounting regime. [6] Simple average of Basel I
periods presented
Source: Moody's Financial Metrics

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Profile
Headquartered in Moscow, DeltaCredit is a commercial bank whose core business is mortgage lending. As of 30 September 2017, the
bank reported a consolidated assets of RUB174.1 billion ($3.0 billion). According to Interfax, the bank was ranked 47th by total assets
as of the end of September 2017.

DeltaCredit was founded in 1998 as a closed joint-stock company. Up to January 2011, the bank's sole shareholder was DC Mortgage
Finance Netherlands B.V., which, in turn, was fully owned by SocGen. As part of the asset consolidation process initiated by the ultimate
parent, the bank was fully acquired by Rosbank on 17 January 2011. The latter was 99.95% owned by SocGen as of year-end 2017.

As of 30 September 2017, the bank had two representative offices, in Nizhny Novgorod and Samara, and offered its products to retail
customers through diversified network of outlets located in different cities of the Russian Federation.

Detailed credit considerations
Asset quality has stabilized recently, following decreased foreign-currency mortgage exposure
Amid the heightened exposure to foreign-currency-denominated lending, remarkable local-currency devaluation and falling household
real disposable income, DeltaCredit's asset quality materially deteriorated in 2015-16. Following launched conversion program to reduce
foreign-currency exposure and contain credit risk, the bank’s net amount of foreign-currency loans fell more than 5 times to $92 million
as of 30 September 2017 from $530 million as of year-end 2014. As a result, the share of these loans fell to 3.6% of the net loan book.

The bank's nonperforming loans (defined as impaired loans past due by more than 90 days) amounted to 3.3% of gross loans as of 30
September 2017 from 3.4% and 1.0% as of year-end 2015 and 2014, respectively. In addition, restructured loans, which otherwise would
have been past due or impaired, accounted for another 6.7% of gross loans as of 30 September 2017, up from 5.7% and 0.6% as of year-
end 2015 and year-end 2014, respectively. Although these loans are not deemed to be nonperforming under our methodology, they may
nevertheless bear increased credit risk.

Exhibit 3

Asset quality has materially deteriorated since year-end 2014
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Over the first nine months of 2017, the cost of risk decreased to 0.1%, driven by a material reduction in foreign-currency loans. As of
30 September 2017, the coverage of problem loans by loan-loss reserves slightly decreased to 59.9% from 71.9% as of year-end 2016.
Nevertheless, the coverage level is deemed robust, given the well-collateralized nature of the loan book, with an average loan-to-value
ratio of 47%.
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Exhibit 4

Share of foreign-currency loans in the mortgage portfolio over the past three years
Net foreign-currency loans as a percentage of the total net loan book
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The peak of loan book quality deterioration was passed, owing to conversion and restructuring programs and materially lower foreign-
currency mortgage exposure. Based on a portfolio vintage analysis, we expect the problem loan ratio to not exceed 4% of gross loans in
the next 12-18 months. The bank's assigned Asset Quality score of ba2 is the same as its Macro-Adjusted historical score.

Profitability is strained by a contracting NIM
After net losses of RUB2.3 billion in 2016, DeltaCredit posted a net income of RUB1.9 billion over the first nine months of 2017, which
translated into an annualized return on average assets of 1.5%. In 2016, the bank's profitability was strained by (1) an elevated cost of
credit risk, (2) the loss from the refinancing of US dollar-denominated mortgages, and (3) a lower NIM.

On a pre-provision basis, the bank's profitability is still good, with a pre-provision income of 2.0% of average total assets over the first nine
months of 2017, although the NIM has been on a declining trend since 2015-16. The NIM contraction was driven by (1) the refinancing of
foreign-currency mortgages at rates below the market level, (2) an elevated cost of debt borrowings compared with customer deposits,
(3) a lower return on liquid assets, and (4) a negative interest margin on the US dollar excessive liquidity and breakage costs paid for the
early repayment of the US dollar borrowings. In addition, we see increased competition in the housing market, which exerts downward
pressure on new mortgage interest rates and NIM.

We believe that provisioning charges will be at pre-crisis levels, at 10-30 basis points, in the next 12-18 months; however, reliance on
relatively more expensive wholesale funding and high competition in the mortgage market will keep the bank's NIM under pressure. The
bank's net financial results will be positive in the next 12-18 months, although weaker than in pre-crisis years, owing to a lower NIM in
the mortgage market niche. The assigned Profitability score is ba2, in line with the expected trend.

Capital adequacy provides a comfortable buffer against unexpected losses
DeltaCredit has historically reported robust capitalization, with its Basel I total capital adequacy ratio and Tier 1 ratio standing at 31.3%
and 28.3% as of the end of September 2017, respectively (year-end 2016: 26.6% and 23.3%).
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Exhibit 5

Capital adequacy over the past five years
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In 2016, the bank increased additional Tier 1 equity through the issue of two perpetual subordinated debts of RUB2.3 billion. In 2017, the
bank's immediate shareholder, Rosbank, injected RUB2.5 billion into its Tier 1 capital.

Taking into account DeltaCredit’s current robust provisioning level, the bank's capital provides a sufficient buffer to absorb potential losses.
In addition, the bank holds high-quality capital, with neither exposure to related parties nor material non-core investments. We assign
a baa1 score for Capital, in line with the historical Macro-Adjusted score.

Heightened reliance on wholesale funding, although refinancing risk is mitigated by access to the local bond market and
Rosbank's credit lines
DeltaCredit's funding structure has diversified in recent years. The objective established by SocGen for its Russia-based subsidiary was to
gradually substitute SocGen funding with the sources available from local markets and from Rosbank. As a result, DeltaCredit's dependence
on funding provided by SocGen gradually declined to 0% of the bank's liabilities as of 30 September 2017 from 44% as of year-end 2012.

Parental funding over recent years has been mainly replaced by domestically issued debt instruments, including unsecured and covered
bonds. Issued bonds accounted for 56.7% of total non-equity funding as of the end of Q3 2017 compared with 2.7% for international
financial institutions. The share of customer accounts remains immaterial and amounted to less than 3.6% of the bank's non-equity
funding.

The assigned Funding Structure score of ba2 was adjusted upward to reflect (1) a well-matched asset-liability structure (mortgages versus
long-term liabilities); (2) market funding quality (around 60% are local long-term bond placements largely secured by mortgages); and
(3) a notable share of funding from Rosbank.

The bank maintains a sufficient liquidity buffer, with cash, cash equivalents and amounts due from Rosbank standing at 15.4% of total
assets as of 30 September 2017. On the one hand, being wholesale funded, DeltaCredit is immune to a deposit run; on the other hand,
short-term liquidity support could be provided by the parent bank, in case of need. The additional three-notch upward adjustment to the
assigned Liquidity score of ba2 is owing to the proven access to committed credit lines from Rosbank, the centralized treasury of SG Russia.

Support and structural considerations
Lack of diversification reflects the monoline nature of the bank's business model
The bank's monoline nature, with a focus on mortgages, renders it vulnerable to sector risks because any adverse changes in the volatile
operating and regulatory environment in Russia may impair the bank's healthy performance. We apply a one-notch downward qualitative
adjustment to reflect the bank’s lack of business diversification, owing to its high reliance on mortgage lending.

Affiliate support
DeltaCredit's Ba1 long-term GLC deposit rating incorporates our assessment of a high probability of support to DeltaCredit from its
ultimate controlling shareholder, SocGen. This support assessment is based on DeltaCredit's deep integration into SocGen group and
results in a two-notch rating uplift from DeltaCredit's ba3 BCA.
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Foreign-currency deposit ratings
DeltaCredit's foreign-currency deposit rating of Ba2/NP is constrained by Russia's foreign-currency deposit ceiling.

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

The Baa2 long-term rating assigned to DeltaCredit's local-currency backed senior secured debt, which benefits from an explicit and
irrevocable guarantee issued by SocGen is in line with its guarantor’s BCA of baa2 and carries a stable outlook in line with the guarantor’s
senior unsecured debt ratings’ stable outlook.

Counterparty Risk (CR) Assessment
We have assigned a CR Assessment of Baa3(cr)/P-3(cr) to DeltaCredit. CR Assessments are opinions of how counterparty obligations are
likely to be treated if a bank fails and are distinct from debt and deposit ratings in that they (1) consider only the risk of default rather than
both the likelihood of default and the expected financial loss suffered in the event of default, and (2) apply to counterparty obligations
and contractual commitments rather than debt or deposit instruments. The CR Assessment is an opinion of the counterparty risk related
to a bank's covered bonds, contractual performance obligations (servicing), derivatives (for example, swaps), letters of credit, guarantees
and liquidity facilities.

The CR Assessment is positioned one notch above the Adjusted BCA of ba1 and, therefore, above senior unsecured and deposit ratings,
reflecting our view that its probability of default is lower than that of senior unsecured debt and deposits. We believe senior obligations
represented by the CR Assessment will be more likely preserved to limit contagion, minimize losses and avoid disruption of critical
functions.

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 throughout the document, we refer 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 document titled
Financial Statement Adjustments in the Analysis of Financial Institutions published on 13 June 2017.

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.

6          5 February 2018 DeltaCredit Bank: Update following rating action
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Rating methodology and scorecard factors

Exhibit 6

DeltaCredit Bank
Macro Factors
Weighted Macro Profile Weak + 100%

Factor Historic
Ratio

Macro
Adjusted

Score

Credit
Trend

Assigned Score Key driver #1 Key driver #2

Solvency
Asset Risk
Problem Loans / Gross Loans 3.3% ba2 ← → ba2 Expected trend

Capital
TCE / RWA 25.4% baa1 ← → baa1 Expected trend

Profitability
Net Income / Tangible Assets 0.7% b1 ↓ ba2 Expected trend

Combined Solvency Score ba1 baa3
Liquidity
Funding Structure
Market Funds / Tangible Banking Assets 88.4% caa3 ← → ba2 Market

funding quality
Maturity

transformation
Liquid Resources
Liquid Banking Assets / Tangible Banking Assets 14.3% b2 ← → ba2 Access to

committed facilities
Expected trend

Combined Liquidity Score caa1 ba2
Financial Profile ba1

Business Diversification -1
Opacity and Complexity 0
Corporate Behavior 0

Total Qualitative Adjustments -1
Sovereign or Affiliate constraint: Ba1
Scorecard Calculated BCA range ba1-ba3
Assigned BCA ba2
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
Counterparty Risk Assessment 1 0 baa3 (cr) 0 Baa3 (cr) --
Deposits 0 0 ba1 0 Ba1 Ba2
Senior unsecured bank debt 0 0 ba1 0 Ba1 --
Source: Moody's Financial Metrics
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Ratings

Exhibit 7
Category Moody's Rating
DELTACREDIT BANK

Outlook Stable
Bank Deposits -Fgn Curr Ba2/NP
Bank Deposits -Dom Curr Ba1/--
Baseline Credit Assessment ba3
Adjusted Baseline Credit Assessment ba1
Counterparty Risk Assessment Baa3(cr)/P-3(cr)
Senior Secured -Dom Curr Ba1
Senior Unsecured -Dom Curr Ba1

ULT PARENT: SOCIETE GENERALE

Outlook Stable
Bank Deposits A2/P-1
Baseline Credit Assessment baa2
Adjusted Baseline Credit Assessment baa2
Counterparty Risk Assessment A1(cr)/P-1(cr)
Senior Unsecured A2
Subordinate Baa3
Jr Subordinate Ba1 (hyb)
Pref. Stock Non-cumulative Ba2 (hyb)
Commercial Paper P-1
Other Short Term (P)P-1

Source: Moody's Investors Service
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