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Research Update:

Russian BCS Holding International Ltd. Assigned
'B-/C' Ratings; Outlook Stable

Overview

« W have assessed Russian BCS Hol ding International Ltd. (BCS Hol di ng)
under our criteria for rating nonoperating hol ding conpani es and based on
t he stand-al one creditworthiness of the consolidated operati ng BCS Group
to which we assign a notional group credit profile (GCP) of 'b'.

* W are therefore assigning 'B-/C long- and short-term counterparty
credit ratings to BCS Hol di ng.

» The stable outl ook reflects our expectations that BCS Holding wll
generate positive incone fromits core retail brokerage business and will
increase its profits frominstitutional brokerage over the nediumterm

Rating Action

On Cct. 29, 2012, Standard & Poor's Ratings Services assigned its 'B-/C |ong-
and short-termcounterparty credit ratings to Russian BCS Hol di ng
International Linmted (BCS Holding). The outlook is stable.

Rationale

The ratings on BCS Holding reflect our assessnent of the creditworthiness of
the wi der BCS Fi nancial G oup (BCS Group) and its status as a nonoperating
hol di ng conpany (NOHC) within the group. BCS Holding, registered in the
British Virgin Islands (BVI), is the 100% owner of several conpanies that form
BCS Fi nanci al G oup.

According to our criteria, we typically view the creditworthiness of an NOHC

as marginally weaker than that of its operating conpanies. W assign a

noti onal group credit profile (GCP) of 'b' to BCS Goup and rate BCS Hol di ng

one notch below. Qur assessnent of the group's GCP is constrained by our view
of the vulnerability of its earnings to a potential decline in trading

vol unes, its confidence-sensitive funding base, its conpl ex--although typica

for the industry--group structure, and its fragmented regul atory supervi sion.

These factors are partly mtigated by the conpany's well-established franchise
in retail brokerage in Russia, an experienced and i nnovative nmanagenent team
and our assessnent of adequate capitalization for the current ratings. W do
not factor any extraordinary parental support into our assessnent of BCS
Group's GCP, as we consider this support to be uncertain. BCS Group's
president, O eg M khasenko, is the founder and the sole owner of the group
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Founded in 1995, BCS Goup is one of the largest Russian retail brokers with
nore than 100, 000 clients. W understand that the group has a | eading position
on the Mdscow I nterbank Currency Exchange. In Septenber 2012, BCS G oup's
equity trade turnovers were anong the highest for retail brokers in Russia,
turning over Russian ruble (RUB) 192 billion for the nonth. Its overal

trading volunme was RUB3.4 trillion in 2011. BCS Group had RUB49 billion ($1.5
billion) of assets and RUB9.4 billion ($286 mllion) of capital at md-year
2012.

BCS Group has a conplex international group structure, conprising a nunber of
entities in Russia and abroad, nost of which carry the BCS brand nane. BCS
Group's main operating conpanies in Russia are BrokerCreditService LTD, OO

I nvest mnent Managenent Conpany Brokercreditservice, and JSC "BCS — | nvest nent
Bank". BCS Group currently carries out operations with international investors
t hrough BCS (Cyprus) Ltd., but plans to transfer those to U K -based BCS Prine
Brokerage Ltd., which was established in April 2012.

Until 2008, BCS Group was a pure retail broker, but, after the financial
crisis, reconsidered its strategy and noved from bei ng the nonoline provider
of retail brokerage for mddle-class clients toward becom ng a financi al
conpany with a full range of investnent and advi sory products, suitable for
existing retail customers, high-net-worth individuals, and institutiona
clients. As of year-end 2011, retail brokerage accounted for 64% of tota
operating revenues of RUB4.7 billion, institutional brokerage nade up 28% of
revenues, and the rest was primarily rental income. W expect the share of
revenues frominstitutional brokerage to increase to half of the group's tota
revenues in the next two to three years.

BCS Group's risk profile is domnated by market and liquidity risks, followed
by credit risks, and high operational risks, exacerbated by the unstable
operati ng environment.

Counterparty risk mainly comes fromthe group's repurchase agreenents (repos),
mar gi n | endi ng operations, and cash pl acenents. Brokerage transactions are
settled on a DVP (delivery versus paynent) basis, which we believe sonewhat
reduces the conpany's settlenent credit risk. BCS is heavily involved in
margin lending to its clients, accounting for 11% of BCS Group's assets (55%
of equity) at md-year 2012. Margin lending ternms are in line with the

i ndustry average, w th nmaxi mum | everage of one to three. Counterparty

si ngl e-nane concentrations are noderate: the top-20 repo counterparties
accounted for 37% of total receivables at md-year 2012.

In addition to margin | ending, BCS Group provides repo loans to its own
counterparties, which made up a sizable 23%of its own assets at June 30,

2012. BCS Group applies fairly conservative haircuts on repo and margi n | oans,
mtigating potential credit and market | osses. Mreover, haircuts on nost of
its repo borrowings are generally lower than for its repo |l ending, which, to a
certain extent, protects the conpany from adverse market devel opnents.

BCS Group's exposure to market risk stens fromthe above-nentioned nargin
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| ending activities and proprietary securities portfolio of RUB14 billion as of
June 30, 2012. This portfolio conprises 28% of BCS G oup's assets and 148% of
its equity as of the sane date. We understand that the group follows a
conservative trading strategy, focusing on fairly liquid bonds rated 'B-' or
above. Long equity positions accounted for 21% of the total portfolio at

m d-year 2012. Single-nane issuer concentrations are high, reflecting the
[imted nunber of available investnents on the market, which in our view nay
suit the group's Iimted risk appetite.

The structure of BCS Group's short-termfunding reflects the short-term
maturity profile of its assets. Custonmer brokerage accounts nade up 38% of
total liabilities at md-year 2012. BCS G oup uses these on-demand resources
for overnight nargin | ending. W deem custoner accounts to be volatile and
noderately concentrated, with the top-20 custoners accounting for 26% of tota
br okerage accounts as of June 30, 2012. At the sane date, repo borrow ngs and
customer deposits in the BCS subsidiary bank (JSC "BCS — | nvestnent Bank")
funded 21% and 15% of total liabilities, respectively. Another 20% of
liabilities were represented by financial instrunments at fair val ue through
profit or loss, which is nmostly short position in equities. These short equity
positions are hedged by | ong futures positions so that the group captures the
interest rate differential between the interest rate inplied in the equities
futures contracts and the repo rate. W believe, however, that these
strategi es could potentially make the group vul nerable to a sharp drop in the
val ue of stock prices as it would have to post additional margins on its |ong
futures position (thus putting pressure on liquidity).

In our view, BCS Group's profitability largely depends on the performance of
the Russian stock nmarket. In the autum of 2008, the company's nonthly trading
vol umes declined by half, thus putting pressure on the group's bottomline
results. At the sane tine, we note that the diversification of BCS Goup's
custonmer base provi des sonme protection from adverse market devel opnents (the
top-20 retail clients accounted for 7% of operating revenues as of June 30,
2012.)

Wth total equity of RUB9.4 billion and adjusted total equity to adjusted
assets of 18% on June 30, 2012, BCS G oup has a good cushion to absorb further
potential nmarket or credit |losses, in our view. The quality of capital is

rel atively good because it only conprises Tier 1 capital. Mreover, there is
no debt at the hol di ng conpany | evel.

Outlook

The stable outlook reflects our expectations that BCS Goup will conclude the
stream ining of its business and the start-up of its new business lines within
the next 12 nmonths, in line with its new strategy. The outl ook also reflects
our belief that the group will generate positive income fromits core retai

br okerage business, and will increase its profits frominstitutional brokerage
over the mediumterm
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We could raise the ratings on BCS Holding if we see inprovenments in the
group's business line diversification, higher operating efficiency, and the
group's ability to sustain operating performance throughout market cycles. W
could | ower the ratings, however, if the conpany's liquidity or capita
positions were to weaken significantly or if the conpany exhibits a higher
proprietary risk appetite. Substantial counterparty confidence disruption, or
anot her prol onged narket downturn, could also |ead to negative rating action

Conversely, the sustainable inprovenent in the Russian operating environment
could potentially result in positive rating action, provided that the group
keeps its risk appetite under control

Related Criteria And Research

* Anal ytical Approach To Assessing Nonoperating Hol di ng Conpani es, March
17, 2009

» Broker-Deal ers: Rating Securities Conpanies, June 9, 2004

e Group Rating Methodol ogy And Assunptions, Nov. 9, 2011
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(46) 8-440-5914; or Mscow 7 (495) 783-4009
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