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Research Update:

BrokerCreditService (Cyprus) And BCS Structured
Products Upgraded To 'B+' On Improved Group
Funding; Outlook Stable

Overview

* W believe the funding structure of BrokerCreditService (BCS) group has
i nproved, owing to reduced reliance on unstable funding sources, as shown
by stronger stable funding ratios.

« W& consequently now assess the group's funding profil e as adequate rather
than noderate and the group credit profile at 'b+ conpared with 'b'
previously.

W are therefore raising our long-termratings on core group entities
Br oker Credit Service (Cyprus) Ltd. and BrokerCreditService Structured
Products PLCto 'B+ from'B and affirming our 'B short-termratings.

e« W are affirmng our 'B-/B'" ratings on the hol ding conpany FG BCS Ltd.

» The stable outlooks reflect our view that BCS group will be able to
mai ntai n adequate funding and capitalization in the next 12-18 nonths.

Rating Action

On Sept. 15, 2017, S&P dobal Ratings raised its long-termcounterparty credit
rati ngs on BrokerCreditService (Cyprus) Ltd. (BCS Cyprus) and

Br oker Credit Service Structured Products PLC (BCS Structured Products) to ' B+
from'B and affirmed the 'B' short-termcounterparty credit ratings.

At the sane tinme, we are affirmng our 'B-/B counterparty credit ratings on
nonoper ati ng hol di ng conpany FG BCS Ltd.

The outl ooks on all ratings are stable.

Rationale

The rating actions stemfromour view that the BCS group's funding profile has
i mproved, due to higher reliance on equity, deposits, and notes issued under
structured products in the funding m x rather than on short-term whol esal e
funding. This is reflected in the stable funding ratio, which has inproved to
around 100%in 2016-2017 fromless than 70%in 2013-2014. W consequently
consider the group's funding profile to be adequate, as we do that of BCS
retail-focused peers globally. Qur assessnent is further supported by the
group's access to collateralized facilities fromthe Central Bank of Russia
via its subsidiary bank if needed, which sonewhat differentiates it from nost
donestic peers. As a result, we have revised our assessment of the group
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credit profile (GCP) to 'b+ from'b'.

BCS' liquidity profile is adequate to high, in our view The group maintains a
robust buffer in the formof securities and cash, which results in liquidity
coverage in excess of 150% Although we understand that the group's

devel opnent of prinme brokerage activities in London will increase its need for
cash buffers, we do not consider this business to be material enough to change
our assessnment at this stage.

W believe BCS' capital and |l everage position is only noderate. The group has
a relatively high risk-adjusted capital (RAC) ratio, which we forecast will
stay at 8% 9% in the next 12-18 nonths (a slight decline from9.0% at year-end
2016). However, we note that the group's capital is dispersed across nultiple
I icensed and unlicensed bal ance sheets, and various jurisdictions. W also
bel i eve that restatenents of BCS financials conplicate the assessnment of
capitalization. At the sane tine, we recognize BCS strong and stable track
record of earnings, with the three-year average ratio of core earnings to

ri sk-wei ghted assets exceedi ng 200 basis points, a high level conpared with
that of BCS global peers. Overall, we view BCS capital, |everage, and

earni ngs position to be adequate.

Qur ratings on FG BCS are two notches |ower than the 'b+ GCP to reflect the
structural subordination of the nonoperating holding conpany's liabilities to
t hose of the operating conpanies.

Outlook

The stable outlooks reflect our view that the group can nmaintain an adequate
funding profile and capitalization in the next 12-18 nonths.

A negative rating action may follow if we see BCS capitalization declining,
with the RAC ratio dropping bel ow 7% and ear ni ngs decreasi ng bel ow strong

| evel s. Increased reliance on short-termwhol esale funding may al so trigger a
negative rating action. W may al so |ower the ratings on BCS Cyprus and BCS
Structured Products if we no |longer consider these entities to be core
subsi di aries of the group.

A positive rating action is remote at this stage, in our view, since it would

be contingent on inprovenment of economic conditions in Russia as well the
regul atory framework in this market, which is core for BCS

Ratings Score Snapshot

| ssuer Credit Rating B+/ St abl e/ B B/ Positivel/ B
GCP b+ b
Anchor b b
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Busi ness Position Strong +1 Strong +1
Capital, Leverage, and Earnings Adequate 0 Adequate 0O
Ri sk Position Adequat e 0 Adequate O
Fundi ng and Adequat e and OModerate and -1
Liquidity Adequat e- H ghAdequat e- Hi gh
Peer adj ustnent notch 0 0
Suppor t 0 0
GRE Support 0 0
Group Support 0 0
Sover ei gn Support 0 0
Hol di ng conpany not chi ng -2 -1

Related Criteria

e Criteria - Financial Institutions - General: Risk-Adjusted Capital

Framewor k Met hodol ogy, July 20, 2017

* General 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: Group Rating Methodol ogy, Nov. 19, 2013

» CGeneral Criteria: Criteria For Assigning 'CCC+, 'CCC, 'CCC-', And 'CC

Ratings, Cct. 1, 2012

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

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009
Ratings List
Upgr aded; Ratings Affirned
To From

Br oker Credi t Servi ce (Cyprus) Ltd.
Br oker Credit Service Structured Products PLC

Counterparty Credit Rating B+/ St abl e/ B B/ Positive/B
Rati ngs Affirned
FG BCS Ltd

Counterparty Credit Rating B-/ Stabl e/ B B-/ Stabl e/ B
Additional Contact:
Financial Institutions Ratings Europe; FIG_Europe@spglobal.com
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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. st andardandpoors. 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& d obal Ratings'
public website at ww. st andar dandpoors.com Use the Ratings search box | ocated
in the left colum. Alternatively, call one of the follow ng S& G obal

Rati ngs nunbers: 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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