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Research Update:

Outlook On BrokerCreditService (Cyprus) Revised
To Positive On Better Group Funding Profile; 'B/B'
Ratings Affirmed

Overview

e BCS Group, which includes FG BCS Ltd. and its core subsidiary BCS Cyprus,
has strengthened its funding profile, in our view by adding stable
fundi ng sources.

* W are consequently revising our outlook on BCS Cyprus to positive and
affirm ng our ratings on BCS Cyprus and on FG BCS, the nonoperating
hol di ng conpany of the group

 The positive outl ook on BCS Cyprus reflects the possibility of an upgrade
if we perceive the strengthening of the funding profile to be sustainable
and if, at the same tine, the group maintains sufficient capitalization
and liquidity.

Rating Action

On Nov. 24, 2016, S&P d obal Ratings revised its outl ook on Cyprus-based
securities firmBrokerCreditService (Cyprus) Ltd. (BCS Cyprus) to positive
fromstable. At the sane tine, we affirmed our 'B/B" |ong- and short-term
counterparty credit ratings on BCS Cyprus.

W also affirned our 'B-/C ratings on FG BCS Ltd., the nonoperating hol di ng
conpany of the group. The outl ook on this entity renmains stable.

Rationale

The outl ook revision reflects the inprovenent in the funding profile of BCS
Group, with higher reliance on stable funding sources such as equity,
deposits, and structured products. It also follows our reassessment of the
group's gross stable funding ratio, with the new treatnent capturing better
the stabl e funding sources provided by structured products sold to customers.
Fol | owi ng a successful capital preservation strategy in 2014 and increased
profitability in 2015-2016, along with a pick-up in structured product
transactions, the growh in stable funding sources outpaced growth in stable
fundi ng needs. Consequently, the gross stable funding ratio inproved to 93.8%
as of June 30, 2016, fromthe 60% 70% range observed in 2013-2014, while the
share of short-term whol esal e funding reduced to 30% 35% of assets, from

50% 60% We understand that the group expects to maintain the current funding
profile in 2017-2018.
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We note that the group maintains adequate liquidity, with liquid securities
and cash covering 70% of short-term whol esal e funding and our liquidity
coverage netric of sources to uses of liquidity standing at around 144% as of
m d-2016. However, we note that the group's gradual expansion to prine

br okerage business via its U K subsidiary may create additional liquidity
contingent needs. W will also closely nonitor the group's plans to devel op
its debt and equity underwiting operations, as they could increase liquidity
needs in a stress scenario, in our view.

The ratings on BCS Cyprus reflect its status of a core subsidiary of the group
and are therefore equalized with the group credit profile. The ratings on FG
BCS Ltd. reflect its status of a nonoperational hol ding conmpany and are
consequently notched down fromthe group credit profile.

Outlook

The positive outl ook on BCS Cyprus reflects that we could raise the ratings if
we perceive the strengthening of the funding profile to be sustainable and if,
at the sanme tine, the group maintains sufficient liquidity and capitalization

We nay upgrade BCS Cyprus if we see that the group's reliance on stable
funding is sustainable in the long run and is not a short-lived phenonenon
Anot her trigger for an upgrade would be a further consistent inprovenent in
profitability supported by strong capitalization--with a risk-adjusted capita
rati o above 10% In that case, a positive rating action would also likely be
contingent on an inprovenent of operational conditions in Russia, including

i ntroduction of a nore robust and credi ble regulatory reginme.

We may revise the outl ook on BCS Cyprus to stable if the inprovenment in the
funding profile proves to be short-lived or if we see that the group's

i ncreased risk appetite in prime brokerage weakens the liquidity risk profile.
We coul d take a negative rating action if we saw a di sruption of market
confidence in the group or creation of barriers for liquidity transfer between
the group operating entities. Finally, we could also take a negative rating
action on BCS Cyprus if we saw its inportance for the group di m nishing. That
scenario is renote in our view though

The stable outlook on FG BCS Ltd. reflects our view on structura
subordination of its liabilities to those of regulated entities, including
those with nore stringent regul ation regimes such as the U K or |icensed
banking in Russia. A positive rating action is unlikely in the short term but
may take place if we see the group's creditworthiness inproving dramatically.
We coul d take a negative rating action on the holding conpany if we were
projecting significant risks of default in the next 12 nonths.
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Ratings Score Snapshot

FG BCS Ltd.
To From
| ssuer Credit Rating B-/Stable/C B-/Stable/C
GCP b b
Anchor b b
Busi ness Position Strong (+1) Strong (+1)
Capital, Leverage,
and Earni ngs Adequat e (0) Adequat e (0)
Ri sk Position Adequat e (0) Adequat e (0)
Fundi ng Moderate (-1) Moderate (-1)
and Liquidity and Adequat e- Hi gh and Adequat e- Hi gh
Peer Conpari son Adj ust nent (0) (0)
Support (0) (0)
ALAC Support (0) (0)
GRE Support (0) (0)
Group Support (0) (0)
Sover ei gn Support (0) (0)
Hol di ng Co. Not chi ng (-1) (-1)

Br oker Credit Servi ce (Cyprus) Ltd.

To From
| ssuer Credit Rating B/ Positive/ B B/ St abl e/ B
GCP b b

Related Criteria

e Criteria - Financial Institutions - General: Nonbank Financi al
Institutions Rating Methodol ogy, Dec. 09, 2014

e CGeneral Criteria: Group Rating Methodol ogy, Nov. 19, 2013

* CGeneral Criteria: Criteria For Assigning 'CCC+, 'CCC, 'CCC-', And 'CC
Ratings, Cct. 01, 2012

e Criteria - Financial Institutions - Banks: Revised Market Ri sk Charges
For Banks In Qur Ri sk-Adjusted Capital Franework, June 22, 2012

e Criteria - Financial Institutions - Banks: Banking Industry Country Ri sk
Assessnent Met hodol ogy And Assunptions, Nov. 09, 2011

e Criteria - Financial Institutions - Banks: Bank Capital Methodol ogy And
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Assunptions, Dec. 06, 2010

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

e Criteria - Financial Institutions - Banks: Comercial Paper |: Banks,
March 23, 2004

Ratings List

Ratings Affirned; CreditWtch/Qutlook Action

To From
Br oker Credi t Servi ce (Cyprus) Ltd.
Counterparty Credit Rating B/ Positive/ B B/ St abl e/ B
Ratings Affirmed
FG BCS Ltd
Counterparty Credit Rating B-/Stable/C B-/Stable/C

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 neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitaliqg.com All
ratings affected by this rating action can be found on the S& G obal Ratings'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum. Alternatively, call one of the follow ng S& G obal

Rati ngs numbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-4009.
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