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Research Update:

Outlook On Russian Broker FG BCS And
Subsidiaries Revised To Positive On Stronger
Capitalization; Ratings Affirmed

Overview

* FG BCS has been gradually diversifying away fromits Russia-focused
operations and developing its risk nanagenent framework to manage the
i ncreasing conplexity of its operations.

* The group has al so denonstrated a track record of sustainable earnings
generation capacity, which has helped it to enhance its capital buffers.

W are therefore revising the outlook on FG BCS Ltd. and its subsidiaries
to positive fromstable. W affirmed the ratings on FG BCS Ltd. at 'B-/B
and the ratings on its subsidiaries at 'B+/ B'.

 The positive outlook reflects our expectation that over the next 12-18
nonths FG BCS will be able to manage the risks associated with the
vol atil e geopolitical environnment and increasing conplexity of its
operations, successfully transformits business, and increase its
geogr aphi cal diversification.

Rating Action

On Nov. 22, 2018, S&P d obal Ratings revised to positive fromstable its

outl ook on FG BCS Ltd. and its subsidiaries BrokerCreditService (Cyprus) Ltd.
Broker CreditService Structured Products PLC, and BCS Prine Brokerage Ltd. W
affirmed the long- and short-termratings on FG BCS Ltd. at 'B-/B and the
rati ngs on the operating subsidiaries at 'B+/ B'.

Rationale

The outl ook revision reflects our view of BCS inproved diversification and
capital position, and our belief that the conpany will be able to manage the
ri sks associated with its increased operational conmplexity and rapid
expansi on. FG BCS has gradually becone a nore diversified group on the back of
its devel opnent of prime brokerage activities via its U K -based subsidiary
and expandi ng access to the U S. nmarket. W think that these initiatives my
reduce BCS' exposure to Russian country risk, which we consider to be positive
froma credit perspective.

We have changed our approach for cal culating FG BCS' capitalization. W now
use a regular value-at-risk (VaR) netric rather than liquidity-adjusted VaR to
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achi eve better conparability with gl obal peers. On a consolidated basis, we
expect FG BCS' risk-adjusted capital ratio to stay at 13% 15% goi ng forward,
whi ch i s higher than our previous base-case expectation of 9% 10% In our
view, this supports a strong assessnment of the group's capitalization

al ongsi de strong earnings that consistently exceed 200% of our risk-wei ghted
assets. This has hel ped the group to achieve a return on equity of 24.5% on
average between 2014 and the first half of 2018.

At the same tinme, we note that the group ains to expand or reshape its
operations in various business lines. Notable initiatives include:

* BCS Prine Brokerage Ltd.'s application for a proprietary |icense, which
will lead to increased regulatory scrutiny.

» The issuance of structured products will be nore reliant on derivatives
to manage ri sks on the bal ance sheet of BCS. This is likely to require
| ess whol esal e funding, inproving BCS Iliquidity position

» The group's intention to clearly separate its retail and investnent
banki ng arns, resulting in an increased nunber of regulated entities.

We have therefore revised BCS risk position assessnent to noderate from
adequate. This reflects the fact that our capital nodel does not capture the
additional price risk associated with the lowliquidity of the markets BCS is
exposed to (Russia in particular). The change also reflects the conplexity
associated with BCS newinitiatives, as well its historically aggressive
grow h, as evidenced by the expansion of the group's bal ance sheet by 27.5%
per year on average between 2014 and the first half of 2018 even though this
has somewhat slowed down over the past year

BCS has historically been fairly successful in managing complexity risk and
rapi d geographi ¢ expansi on, however. Its cost of risk has been contai ned and
its performance has generally been good, as backtesting has w tnessed a numnber
of VaR breaches in line with nodel paraneters.

We continue rating FG BCS Ltd. two notches | ower than the group credit
profile. This reflects the structural subordination of the hol ding conpany's
liabilities relative to liabilities of operational entities.

Outlook

The positive outlook on the ratings on FG BCS Ltd. and its core subsidiaries
Broker Credi t Service (Cyprus) Ltd., BrokerCreditService Structured Products
PLC, and BCS Prinme Brokerage Ltd. reflects our view that we could raise the
ratings in the next 12-18 nonths if the group denonstrated the ability to
operate effectively and manage all the risks associated with the increasing
conplexity of its operations, while maintaining a sufficient capital buffer

W are likely to raise the ratings if we see the BCS group mai ntaining strong
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capitalization while adequately managi ng risks associated with its grow h,
changes in corporate structure, and hedgi ng strategy. W could al so consi der
raising the ratings if the BCS group achi eves stronger geographi cal

di versification, which may cone fromits expandi ng prine brokerage activities.

W nay revise the outlook to stable if, contrary to our expectations, the
group's RAC ratio decreased to bel ow 10% and earni ngs declined to a |level we
no | onger considered strong. W nmay al so revise the outlook to stable if we
see group's risk profile deteriorating.

Ratings Score Snapshot

FG BCS Ltd.
To From
| ssuer Credit Rating B-/ Positivel/B B-/ Stabl e/ B
GCP b+ b+
Anchor b b
Busi ness Position Strong (+1) Strong (+1)
Capital and Earnings Strong (+1) Adequat e (0)
Ri sk Position Moderate (-1) Adequat e (0)
Fundi ng and Liquidity Aver age and Aver age and
Adequat e- H gh (0) Adequat e- H gh (0)
Conpar abl e Rati ngs Anal ysis 0 0
Suppor t 0 0
CGRE Support 0 0
G oup Support 0 0
Sover ei gn Support 0 0
Addi tional Factors -2 -2

Related Criteria

e Criteria - Financial Institutions - General: Risk-Adjusted Capital
Framewor k Met hodol ogy, July 20, 2017

e Ceneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e Criteria - Financial Institutions - General: Nonbank Fi nanci al
Institutions Rating Methodol ogy, Dec. 9, 2014

e General Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

e Criteria - Financial Institutions - Banks: Banking Industry Country Ri sk
Assessnent Met hodol ogy And Assunptions, Nov. 9, 2011

e Ceneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009
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Ratings List

Ratings Affirmed; Qutl ook Action
To From
FG BCS Ltd
| ssuer Credit Rating B-/ Positivel/B B-/ St abl e/ B

BCS Prine Brokerage Ltd.
Broker Credi t Service Structured Products PLC
Br oker Credit Servi ce (Cyprus) Ltd.
| ssuer Credit Rating B+/ Positivel/ B B+/ St abl e/ B

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of
RatingsDirect at ww. capitalig.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the followi ng S& d obal Ratings nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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