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Research Update:

Russian JSC Alfa-Bank Outlook Revised To
Positive On Resilient Risk Profile And Capital
Buffers; Ratings Affirmed
Overview
• We note that JSC Alfa-Bank has maintained a higher quality risk profile
in recent years that has proved to be more resilient than peers', despite
the ongoing economic problems in Russia.
• In November and December 2016, the bank also strengthened its capital
buffers through the issuance of perpetual subordinated debt totalling
$700 million.
• We are therefore revising the outlook on Alfa-Bank to positive from
stable and affirming our 'BB/B' global scale and 'ruAA' national scale
ratings.
• The positive outlook reflects that we could raise our long-term rating on
the bank in the next 12-24 months if it continues to improve its risk
profile, despite challenging economic conditions.

Rating Action
On Feb. 20, 2017, S&P Global Ratings revised its outlook on Russia-based JSC
Alfa-Bank to positive from stable. We affirmed our 'BB/B' long- and short-term
counterparty credit ratings on the bank.
We also affirmed our 'ruAA' Russia national scale rating on the bank.
At the same time, we revised the outlook on ABH Financial Ltd. (ABHLF),
Alfa-Bank's Cyprus-based owner, to positive. We also affirmed our 'B+/B' longand short-term counterparty credit ratings on ABHLF.

Rationale
The outlook revision reflects our opinion that Alfa-Bank has maintained a
higher quality risk profile in recent years that has proved to be more
resilient than peers', despite the ongoing economic problems besetting the
Russian economy. We believe that the bank's credit costs will be about 1.7% in
2017-2018 and will likely stay below the system average of 3.5%-4.5%, given
its well-ingrained risk-management procedures and controls, its proactive
reaction in terms of collateral foreclosure, our expectation that no material
problem loans will arise, and our view the majority of problem loans are well
provisioned. Nonperforming loans (NPLs; overdue more than 90 days) at the
group level were at 6.5% at end-June 2016, down from 7.1% at year-end 2015,
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mostly due to write-offs. On a stand-alone basis, Alfa-Bank's share of NPLs
was 4.5% at end-June 2016, compared with a system average of 10%.
The bank does, however, maintain a significant single-party concentration in
loans, in our view, with top-20 loans to the total loan portfolio hovering at
around 42%-44% over the last several years, which somewhat reflects its large
corporate financing focus. At the same time, we understand that when the
economy decelerates, Alfa-Bank's loan portfolio shrinks and the bank tends to
rely more on large borrowers with higher-than-average credit quality.
We also observe that the group's exposure to Ukraine reduced significantly
over last several years due to significant provisions for loan impairment, as
well as debt repayments.
At the end of 2016, Alfa-Bank issued $700 million perpetual subordinated
loans, which strengthened the bank's capitalization and improved its capital
buffers.
The subordinated loans contain the following provisions: (i) a noncumulative
interest-cancellation that can be executed at the bank management's
discretion, and (ii) a mandatory noncumulative interest and principal
write-down, in accordance with the requirements of Russian Central Bank
Regulation No. 395-P.
We think that the optional interest cancellation feature provides the bank
with loss-absorption capacity as long as the bank is a going concern, which is
consistent with our assignment of intermediate equity content to this
instrument. We understand that Alfa-Bank has full flexibility to cancel
interest payment at its discretion. We understand that the central bank allows
Alfa-Bank to include the respective subordinated loan amount in the
calculation of its regulatory capital, qualifying as outstanding additional
Tier 1 capital (specifically, additional capital of the bank's core capital).
There are no step-up clauses and the instrument is perpetual. Any repayment of
the loan is not allowed in the first five years and will require prior consent
of the central bank. The interest rate is set at 8%.
Therefore, we regard such perpetual subordinated loans as having intermediate
equity content and include it into calculation of our total adjusted capital.
We believe that, despite still-difficult operating environment in Russia,
Alfa-Bank will be profitable over the next two years and continue to show
internal capital generation capacity that is better than domestic peers'. We
also expect Alfa-Bank's asset quality will remain better than the system
average and envisage credit costs of about 1.7% (which is below the system
average of 3.5%-4.5%). As a result, we expect its risk-adjusted capital (RAC)
ratio will strengthen in the next two years to 9.0% from 7.2% as of end-2015,
but remaining adequate and a neutral factor to our ratings on Alfa-Bank.
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Outlook
The positive outlook on Alfa-Bank and its holding company ABHFL reflects the
possibility that we could raise our long-term rating on the bank in the next
12-24 months if we observed the group, despite the still difficult operating
environment in Russia, managing to continue to improve its risk metrices and
preserve its risk profile strengths compared to peers.
A positive rating action would require that Alfa-Bank continues to benefit
from sound capitalization (with its RAC ratio standing sustainably above 7%
over 2017-2018), maintains prudent risk management with better asset quality
than the industry average, and does not allow concentrations higher than
current levels or engage in aggressive acquisitions.
We could revise the outlook to stable if we observed significant changes in
the group's risk appetite that could result in asset quality deterioration to
system-average levels, higher than currently envisaged credit costs, or if we
were to believe that the group's capital is no longer sufficient to cover the
risks it bears.
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Ratings Affirmed
JSC Alfa-Bank
Russia National Scale
Senior Unsecured[1][2]
Subordinated[2]
Commercial Paper[1][3]

ruAA/--/-BB
B
B

Alfa Holding Issuance PLC
ABH Financial Ltd.
Senior Unsecured[4]

B+

[1]Guaranteed by ABH Financial Ltd.
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[2]Co-issued by Alfa Bond Issuance PLC.
[3]Co-issued by Alfa Debt Market Ltd.
[4]Issued by Alfa Holding Issuance PLC and ABH Financial Ltd.

Additional Contact:
Financial Institutions Ratings Europe; FIG_Europe@spglobal.com

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific meanings ascribed
to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further
information. Complete ratings information is available to subscribers of
RatingsDirect at www.globalcreditportal.com and at spcapitaliq.com. All
ratings affected by this rating action can be found on the S&P Global Ratings'
public website at www.standardandpoors.com. Use the Ratings search box located
in the left column. Alternatively, call one of the following S&P Global
Ratings numbers: Client Support Europe (44) 20-7176-7176; London Press Office
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;
Stockholm (46) 8-440-5914; or Moscow 7 (495) 783-4009.
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