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Summary
Alfa-Bank's (Alfa) long-term deposit ratings of Ba1 capture its ba2 Baseline Credit Assessment
(BCA) and our assumption of a high probability of support from the Government of Russia
(Baa3 stable). The support assumption is based on Alfa's status as a systemically important
bank and results in a one-notch rating uplift.
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Please see the ratings section at the end of this report
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reflect information as of the publication date.

Alfa's BCA is underpinned by the bank's firmly established banking franchise in Russia with
good business diversification; sound capital adequacy on a consolidated level, which provides
a buffer against potential losses; robust recurring profitability, underpinned by good cost
efficiency; and stable liquidity and funding. The bank's BCA is constrained by high singlename credit concentrations, which makes its asset quality and profitability sensitive to oneoff losses. The BCA also factors in the challenging operating environment in Russia, which is
vulnerable to external macroeconomic shocks, terms of trade and geopolitical shocks.
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Credit strengths
» Firmly established business footprint in all major banking segments
» Robust recurring profitability and good cost efficiency
» Sound capital adequacy at the group level
» Ample liquidity buffer and limited refinancing risk

Credit challenges
» Challenging operating environment in Russia
» High single-name credit concentrations

Outlook
The stable outlook on Alfa's long-term deposit ratings reflects our expectations that the bank's solvency and liquidity metrics will
remain broadly stable over the next 12-18 months.

Factors that could lead to an upgrade
Alfa’s BCA could be upgraded if the bank strengthens its financial profile with reduction of single-name credit concentration and lower
share of foreign-currency loans, while maintaining good profitability with sustained return on average assets (ROAA) above 2% and
robust capital buffer.

Factors that could lead to a downgrade
Downward rating pressure could emerge if the bank's asset quality weakens significantly for an extended period, resulting in higherthan-expected credit losses and erosion of profitability and capital metrics.

Key indicators
Exhibit 2

Alfa-Bank (Consolidated Financials) [1]
Total Assets (USD Billion)
Tangible Common Equity (USD Billion)
Problem Loans / Gross Loans (%)
Tangible Common Equity / Risk Weighted Assets (%)
Problem Loans / (Tangible Common Equity + Loan Loss Reserve) (%)
Net Interest Margin (%)
PPI / Average RWA (%)
Net Income / Tangible Assets (%)
Cost / Income Ratio (%)
Market Funds / Tangible Banking Assets (%)
Liquid Banking Assets / Tangible Banking Assets (%)
Gross Loans / Due to Customers (%)

12-202

12-192

12-182

12-172

12-163

CAGR/Avg.4

61.3
7.5
4.0
14.1
19.2
3.8
4.7
2.1
37.0
11.5
25.8
97.8

58.8
6.9
4.1
13.6
20.2
4.2
3.4
1.1
47.7
11.7
27.4
96.2

46.6
6.0
3.4
13.8
14.9
4.3
4.5
2.7
42.0
11.6
28.1
95.2

44.2
5.4
7.2
13.3
33.1
4.3
2.9
1.8
52.2
14.0
28.4
96.6

37.6
4.8
8.8
15.3
35.8
4.0
3.7
1.4
49.5
19.8
29.3
110.0

13.05
12.15
5.56
14.07
24.66
4.16
3.87
1.86
45.76
13.76
27.86
99.26

[1] All figures and ratios are adjusted using Moody's standard adjustments. [2] Basel III - fully loaded or transitional phase-in; IFRS. [3] Basel I; IFRS. [4] May include rounding differences
because of the scale of reported amounts. [5] Compound annual growth rate (%) based on the periods for the latest accounting regime. [6] Simple average of periods for the latest
accounting regime. [7] Simple average of Basel III periods.
Sources: Moody's Investors Service and company filings

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
Alfa-Bank (Alfa) is a Moscow-based universal bank operating in all banking sectors of the Russian financial markets, including interbank,
corporate and retail loans and deposits, foreign-exchange operations, debt and equity trading. With total consolidated assets of $61.3
billion (after derivatives netting adjustment) as of 31 December 2020, Alfa is the largest privately owned bank in Russia and the fourthlargest bank in terms of assets. The bank's strong franchise is underpinned by its wide branch network that covers all major regions and
cities in the country and its broad product mix.
Alfa is beneficially owned by seven shareholders. As of 31 December 2020, the bank's three largest shareholders were Mikhail Fridman
(32.86% of the bank's capital), German Khan (20.97%) and Alexei Kuzmichev (16.32%). Alfa's shareholders also own other Russian
assets, including large stakes in X5 Retail Group N.V. (Ba1 stable), the leading Russian grocery chain, and VEON Ltd. (Ba2 positive), an
international telecommunication holding that controls the third-largest Russian mobile operator. While the bank offers a wide range
of products to companies owned by Alfa's shareholders, business relations are primarily based on market terms. The bank targets to
expand its retail client base through partnership with companies affiliated with Alfa's shareholders.
For further information on the bank's profile, see Alfa-Bank: Key Facts and Statistics - H1 June 2020, published September 2020.

Detailed credit considerations
Moderate asset risk pressured by high single-name concentrations
We assign b1 Asset Risk score to Alfa, which is one notch lower than the initial score of ba3, based on historical data. This reflects our
forecasted moderate increase in Alfa's problem loans to around 5% in the next 12-18 months following seasoning of its loan book in
the aftermath of the pandemic. In addition, the assigned score factors in high single-name concentrations in the loan portfolio, which
make asset quality sensitive to one-off losses.
Alfa demonstrated sound asset quality metrics in 2020 despite the coronavirus-induced economic disruption with reported problem
loans (measured as Stage 3 loans under IFRS) at 4.0% of gross loans as of December 2020, down from 4.1% reported as of yearend 2019, underpinned by continued lending growth and limited exposure to the vulnerable sectors. At the same time, the bank's
nonperforming loans (NPLs; overdue more than 90 days) increased to 2.5% as of end 2020 from 1.4% in 2019 driven by one legacy
corporate borrower. Concurrently, Alfa built up loan loss reserves with improved coverage of problem loans at 85% in December 2020
from 73% in December 2019 (see Exhibit below).
Exhibit 3

Alfa demonstrated sound asset quality metrics in 2020 despite the pandemic
Problem loans / Gross loans

NPL 90+

Loan loss reserves / Problem loans
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7.2%
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7%

70%
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4.2%
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4.1%
40%
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50%

4.0%

40%

3.4%
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1.4%

30%
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Problem loans for 2016-17 are measured as all impaired corporate loans and overdue more than 90 days retail loans. Since 2018, problem loans have been represented by Stage 3 loans
under IFRS 9.
Source: Alfa's IFRS reports

Alfa's restructured loans comprised 5.3% of corporate loans and 1.4% of retail loans as of end 2020, according to the bank's
management data. Stage 2 loans under IFRS increased to 12% of gross loan book as of end 2020 from 5% in 2019. We expect
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slight rise in the bank's problem loans in the next 12-18 months following partial migration of the weak restructured borrowers to
problematic category.
Alfa remains predominantly corporate focused with exposure to large corporates comprising 61% and mid-size companies - 8% of
its loan book as of end 2020. This includes local blue chip corporates and systemically important state-owned enterprises. According
to management data, less than 10% of the bank’s corporate loans were issued to companies from sectors most vulnerable to the
coronavirus pandemic, such as transport, nonfood retail and shopping malls. A breakdown of the bank's loan book by industries reveals
its good granularity, with limited exposure to high-risk sectors. In particular, the real estate and construction industries, which are
cyclical and prone to volatility, ranks fifth in terms of economic sector risk concentration and accounted for marginal 6% of gross loans
as of December 2020.
At the same time, Alfa has high single-name concentration in its loan book, which renders its sensitive to performance of a single
borrower. As of December 2020, the top 20 borrowers accounted for 28% of gross loans and 158% of the bank's tangible common
equity (TCE), compared with 29% and 167%, respectively, in 2019. The bank has also material exposure to foreign-currency loans
at 28% of the loan book (one of the highest among its peers), while around 3% of loans were granted to borrowers without export
revenue, which partially mitigates the risk.
In recent years, Alfa rapidly expanded its retail lending segment, which comprised 27% of total loan book as of end 2020. In 2020,
retail lending was mainly concentrated in mortgages. The share of mortgages increased to 26% of gross loans to individuals as of end
2020 from 17% at the beginning of the year. However, the retail portfolio is still dominated by unsecured consumer loans, which poses
potential risks to the bank's asset quality in the aftermath of the economic slump, which led to increased unemployment and reduced
household disposable income.
Sound capital buffer at the group level supported by profit retention
Alfa has sound capital metrics at the consolidated group level (ABH Financial Limited), underpinned by the bank's robust bottom-line
profitability and modest dividend payouts. Furthermore, Alfa's capital is protected against local-currency devaluation because of the
currency structure of its balance sheet.
We assign a Capital score of ba1. This reflects our expectation that the bank's capital position will remain broadly stable, with
forecasted Moody's-calculated TCE/risk-weighted assets (RWA) at around 14.0% in the next 12 months, while expected lending growth
amid economic recovery will be supported by internal capital generation.
As of 31 December 2020, the bank's TCE/RWA amounted to 14.1%, while TCE/total assets was 12.3%, indicating moderate nominal
leverage. Both ratios increased from 13.6% and 11.7%, respectively, as of year-end 2019, underpinned by good retained earnings.
The bank has robust regulatory capital adequacy ratios (CAR). As of 1 April 2021, Alfa reported a regulatory Tier 1 capital ratio (N1.2)
of 12.0% and total CAR (N1.0) of 13.5% under local GAAP on a standalone basis. Both ratios are comfortably above the fully loaded
Basel III minimum requirements applicable to systemically important Russian banks set at 9.5% and 11.5%, respectively. The planned
implementation of internal ratings-based (IRB) approach to calculate credit risk since 2021 will further support Alfa's regulatory capital
adequacy. The total CAR is also underpinned by the periodical issuance of hybrid subordinated debt given the bank's good access to
capital markets. The recent USD350 million tier-2 eurobond placement in April 2020 will increase bank's total CAR by around 50bps.
Robust recurring profitability with good cost efficiency able to absorb heightened credit losses
Alfa's profitability has been consistently strong, with an average return on assets of 1.8% over the past five years. The good profitability
is driven by robust recurring revenue generation, sound net interest margin (NIM) and good cost efficiency. As for most of its peers,
Alfa's profitability is likely to be strained by the narrowing NIM and heightened credit costs throughout 2021. Nevertheless, we assume
that Alfa's pre-provision earnings will be sufficient to absorb expected credit costs and the bank will report ROAA close to 1.8% in the
next 12-18 months, which is consistent with the assigned baa3 score for Profitability.
In 2020, Alfa reported net income of $1.3 billion, which is equivalent to the ROAA of 2.2%, up from 1.2% in 2019. The bank's bottomline results are sensitive to currency rate fluctuations given its reporting in USD. If we take into consideration other comprehensive
income, which includes results from foreign-currency translations, the annualised return on assets will be lower at 1.5% in 2020 and
higher at 1.9% in 2019.
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The bank's NIM narrowed to 3.8% in 2020 from 4.3% in 2019 following the sector trend and growth in lower-yielding mortgage
lending. While net interest income (NII) remained virtually flat, fees and commissions income (F&CI) increased by 19% (or 32% in
RUB) in 2020 supported by growth of transactional business. Commissions coverage of operating expenses increased to high 97% in
2020. In aggregate, NII and F&CI accounted for 92% of net revenue indicating good quality of the bank's earnings. Concurrently, net
revenue was underpinned by a foreign-currency gain of $217 million amid local-currency devaluation. However, last year, the rouble
strengthened against the dollar, which resulted in a net foreign-currency loss of $225 million.
Exhibit 4

Alfa demonstrates robust profitability metrics
Pre provision income / Average total assets

Loan loss provisions / Average gross loans
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Source: Alfa's IFRS reports

Alfa reports good efficiency indicators with cost-to-income ratio at 37% in 2020, which is a reflection of its corporate focus and tightly
managed costs. From 2016, the bank's operating expense-to-total assets ratio has been below 3.0%, and it was 2.3% in 2020.
Credit costs measured as loan loss provisions to average gross loans amounted to 1.7% in 2020, compared with the five-year average
of 1.2%. We expect credit costs to remain elevated at around 1.5% in the next 12 months because of the seasoning of the loan book in
the aftermath of the pandemic. At the same time, the bank's pre-provision earnings are able to absorb heightened credit costs.
Ample liquidity buffer and limited refinancing risk
Alfa is primarily reliant on deposit funding. As of December 2020, customer deposits accounted for 82% of total liabilities, and were
almost evenly spread between corporate and individual deposits. While a significant proportion of the bank's deposits are either on
demand or with short-term maturities, they traditionally remained stable even during periods of crisis. Alfa's concentration in customer
accounts has been decreasing over the past few years. As of December 2020, the aggregate balance of the 10-largest customers
reduced to 11% of total customer accounts, down from 14% as of year-end 2019.
The bank's gross loan-to-deposit ratio was 98% as of December 2020, a marginal increase from 95% as of year-end 2019. The bank's
share of market funding amounted to 11.5% of tangible banking assets as of end 2020, down from its peak of 38% as of year-end
2014, and was in line with the system average. Following the bank's plan to decrease senior unsecured bond issuance, we expect
market funds ratio to gradually reduce further up to 10% in the next 12 months.
Alfa has ample liquidity buffers to cover its refinancing risk. The bank's liquidity buffer, including investments in liquid fixed-income
securities, comprised 26% of total assets as of December 2020. This is slightly below the average 28% reported over the past four
years, but still sufficient to maintain financial flexibility.
We expect Alfa's funding profile and liquidity to remain broadly stable in the next 18 months, which is reflected in the assigned ba2
combined Liquidity score.
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Alfa's BCA is constrained by Russia's weak Macro Profile
As a predominantly domestic bank, Alfa is heavily influenced by the operating environment in Russia, a country with a Weak+ Macro
Profile, which is a constituent factor in determining its BCA. The relatively low assessment of Russia's macro environment reflects the
country’s fiscal and economic dependence on the oil and gas sector, weak institutions and high susceptibility to event risk.
Russia’s economy contracted by 3% in real terms in 2020 according to Rosstat’s data. Although this was a relatively mild fall in output
compared to other G20 economies, the country's growth potential remains subdued and we expect modest recovery in 2021 with real
GDP growth forecasted at 2.3%.

ESG considerations
In line with our general view on the banking sector, Alfa has low exposure to environmental risks and moderate exposure to social risks
(see our environmental risk heat map and social risk heat map for further information).
The most relevant social risks for banks in Russia arise from the country’s adverse demographics, which affect the banks’ customer
base and weigh on the growth prospects of both the banking system and the broader economy (for more details, see Sovereigns
- Commonwealth of Independent States: Divergence in working-age population trends will shape credit profiles, published 9 July
2018). We also regard the pandemic as a social risk under our environmental, social and governance (ESG) framework because of the
substantial implications for public health and safety.
Governance is highly relevant for Alfa, as it is to all entities in the banking industry. Corporate governance weaknesses can lead to a
deterioration in a bank’s credit quality, while governance strengths can benefit its credit profile. For Russian banks, we have identified
key-person and related-party risks as the key governance risks. These risks are manifested in, but are not limited to, heavy relatedparty loan concentrations and banks’ heavy dependence on single individuals for business, which often gives rise to weak corporate
governance and lax underwriting standards. Fraud and weak risk management have recently caused multiple bank closures and
restructurings in Russia.
Governance risks are largely internal rather than externally driven. For Alfa, we do not have any particular governance concern, and we
do not apply any Corporate Behaviour adjustment to the bank. Alfa has not shown any significant governance shortfall in recent years,
and its risk-management framework is commensurate with its risk appetite. Nonetheless, corporate governance remains a key credit
consideration and requires ongoing monitoring.

Support and structural considerations
Government support
Taking into consideration Alfa’s systemically important status and Russian authorities' track record of supporting large failed banks,
we incorporate a high probability of government support for depositors and senior unsecured creditors in our Ba1 deposit and senior
unsecured debt ratings. This probability translates into one notch of rating uplift from the bank’s Adjusted BCA of ba2.
Subordinated debt
We assign B1(hyb)/B2(hyb) ratings to the bank's subordinated instruments issued in accordance with Basel III regulations. The notching
down from the bank's BCA of ba2 reflects the subordination, coupon-skip mechanism and ability to bail-in debtholders.
Counterparty Risk Ratings (CRRs)
CRRs are opinions of the ability of entities to honour the uncollateralised portion of non-debt counterparty financial liabilities (CRR
liabilities) and also reflect the expected financial losses in the event such liabilities are not honoured. CRR liabilities typically relate to
transactions with unrelated parties. Examples of CRR liabilities include the uncollateralised portion of payables arising from derivatives
transactions and the uncollateralised portion of liabilities under sale and repurchase agreements. CRRs are not applicable to funding
commitments or other obligations associated with covered bonds, letters of credit, guarantees, servicer and trustee obligations, and
other similar obligations that arise from a bank performing its essential operating functions.
Alfa's CRRs are positioned at Baa3/P-3

We consider Russia a jurisdiction with a nonoperational resolution regime. For nonoperational resolution regimes, the starting point for
the CRR is one notch above the bank's Adjusted BCA, to which we then typically add the same notches of government support uplift as
applied to the CR Assessment.
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Counterparty Risk (CR) Assessment
CR Assessment are opinions of how counterparty obligations are likely to be treated if a bank fails, and is distinct from debt and deposit
ratings in that it consider only the risk of default rather than expected loss, and 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.
Alfa's CR Assessment is positioned at Baa3(cr)/P-3(cr)

In most cases, the starting point for the CR Assessment is one notch above the bank's Adjusted BCA, to which we then typically add the
same notches for government support uplift as applied to deposit and senior unsecured debt ratings.

Note on data
This Credit Opinion was prepared on the basis of consolidated financial statements of ABH Financial Limited, prepared under IFRS. ABH
Financial Limited is the holding company that consolidates Alfa-Bank (Russia), Alfa Capital Holdings Ltd (the bank's investment unit
incorporated in Cyprus) and a number of smaller financial companies, including Amsterdam Trade Bank (a 72.7%-owned subsidiary of
the Russian bank incorporated in the Netherlands).
Unless noted otherwise, all figures shown in this report are sourced from the bank's latest annual and interim financial reports and
Moody's Banking Financial Metrics. These metrics are based on our own chart of account and are adjusted for analytical purposes
according to standard adjustments for institutions that we rate. Please refer to Financial Statement Adjustments in the Analysis of
Financial Institutions, published 9 August 2018.
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Methodology and scorecard
About Moody's Bank Scorecard
Our scorecard is designed to capture, express and explain in summary form our Rating Committee's judgement. When read in
conjunction with our research, a fulsome presentation of our judgement 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.

Rating methodology and scorecard factors
Exhibit 5

Alfa-Bank
Macro Factors
Weighted Macro Profile

Weak +

100%

Factor
Solvency
Asset Risk
Problem Loans / Gross Loans
Capital
Tangible Common Equity / Risk Weighted Assets
(Basel III - transitional phase-in)
Profitability
Net Income / Tangible Assets

Historic
Ratio

Initial
Score

Expected
Trend

Assigned Score

Key driver #1

4.0%

ba3

↓

b1

Single name
concentration

14.1%

ba1

↔

ba1

Stress capital
resilience

1.9%

baa3

↔

baa3

Expected trend

Combined Solvency Score
Liquidity
Funding Structure
Market Funds / Tangible Banking Assets

ba2
11.5%

ba2

↔

ba2

Liquid Resources
Liquid Banking Assets / Tangible Banking Assets

25.8%

ba2

↔

ba2

Combined Liquidity Score
Financial Profile
Qualitative Adjustments
Business Diversification
Opacity and Complexity
Corporate Behavior
Total Qualitative Adjustments
Sovereign or Affiliate constraint
BCA Scorecard-indicated Outcome - Range
Assigned BCA
Affiliate Support notching
Adjusted BCA
Instrument Class
Counterparty Risk Rating
Counterparty Risk Assessment
Deposits
Senior unsecured bank debt
Dated subordinated bank debt

ba2

ba2

Loss Given
Failure notching
1
1
0
0
-1

ba2
ba2
Adjustment
0
0
0
0
Baa3
ba1 - ba3
ba2
0
ba2

Additional Preliminary Rating
Assessment
notching
0
0
0
0
-2

Key driver #2

ba1
ba1 (cr)
ba2
ba2
b2

Government
Support notching

Local Currency
Rating

1
1
1
1
0

Baa3
Baa3(cr)
Ba1
Ba1

Foreign
Currency
Rating
Baa3
Ba1
B2 (hyb)

[1] Where dashes are shown for a particular factor (or sub-factor), the score is based on non-public information.
Source: Moody’s Investors Service
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Ratings
Exhibit 6

Category
ALFA-BANK

Outlook
Counterparty Risk Rating
Bank Deposits
Baseline Credit Assessment
Adjusted Baseline Credit Assessment
Counterparty Risk Assessment
Senior Unsecured -Dom Curr
Subordinate

Moody's Rating

Stable
Baa3/P-3
Ba1/NP
ba2
ba2
Baa3(cr)/P-3(cr)
Ba1
B2 (hyb)

Source: Moody's Investors Service
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