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Research Update:

U.K.-Based BCS Prime Brokerage Ltd. Assigned
'B+/B' Ratings; Outlook Stable

Overview

e BCS Prine Brokerage Ltd. is a wholly owned subsidiary of FG BCS Ltd., one
of the largest and nost diversified securities firms in Russia.

e W believe that BCS Prine Brokerage plays a key role in FG BCS' strategy
i mpl ement ation, acting as a prine broker and providing institutiona
i nvestors access to the Russian stock narket.

e W are assigning our 'B+/B long- and short-termratings to BCS Prine
Br oker age.

e The stable outlook reflects our opinion that BCS Prine Brokerage w |l
maintain its high |l evel of operational integration with FG BCS and
continue to be a core entity for devel oping the group's internationa
i nvest ment banki ng pl atform over the next 12-18 nont hs.

Rating Action

On Dec. 27, 2017, S&P d obal Ratings assigned its 'B+/ B long- and short-term
i ssuer credit ratings to U K -based BCS Prinme Brokerage Ltd. (BCS UK). The
outl ook is stable.

Rationale

The ratings on BCS UK reflect its core status for its parent, FG BCS Ltd. (the
group), which owns 100% of BCS UK. The group's focus is on beconing a | eading
execution platform providing international investors access to Russian

mar ket s and Russi an investors access to gl obal narkets. Headquartered in
London, BCS UK inplenents the group's strategic vision, providing prine

br okerage services for institutional clients and professional investors who
trade financial instrunents in Russia and globally. BCS UK naintains close
strategi c and operational integration with the group.

Qur assessnent of BCS UK's stand-alone credit profile (SACP) is "b+' . This is
based on the 'bb' anchor, reflecting the conpany's geographic mx and the
industry risk related to securities firns in the U K, where the conpany is

i ncorporated. The exposure m x, measured as a percentage of bal ance sheet
exposures, is 36%in Cyprus, 15%in Russia, 23%in UK , and the renmaining 26%
is spread across devel oped econom es in Europe. The anchor for securities
firms is two notches lower than for a bank with a simlar geographic m x
because of securities firms' |ack of access to central bank funding, a tougher
conpetitive environment, and | ooser regul ation
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We consider the conpany's business position to be weak, although energi ng. BCS
UK has a linmted size, concentrated clientele, and focus on prinme brokerage
services for institutional clients and professional investors. Mst of the
conpany's operations target the Russian market, which is relatively small and
less liquid than gl obal securities markets. At the sane time, the company
benefits frombeing a part of a larger and well-diversified group, as it is
able to provide its clients an infrastructure to operate at the Mdscow St ock
Exchange. W regard BCS UK s corporate governance as satisfactory, in line
with the group's.

Qur assessnment of BCS UK's capital, |everage, and earnings is adequate. The
conpany's risk-adjusted capital ratio (RAC) stood at 14.1% on Sept. 30, 2017,
after the parent nade a substantial capital injection earlier this year
(additional $37 million Tier 1 capital). However, we believe that the RAC
ratio will reduce to 8% 10% wi thin the next 12-18 nonths, since the conpany
will expand its business activities and utilize its excess capital to align
its capitalization levels with the group's levels. W consider earnings to be
noderate. Wile the conpany is developing rapidly, its track record of

consi stent earnings generation is limted. Over the past three years, the
conpany's net inconme was narginally around zero. At the same tinme, we believe
that the company's profit-generating potential is relatively good, because its
revenues are conm ssion based and have | ow sensitivity to market novenents.

W believe that BCS UK's risk position is adequate, reflecting a devel oped

ri sk nanagenent franmework and oversight, which should enable the conpany to

of fset the risks associated with its planned growmh over the next 12-18

nont hs. The conpany has no proprietary trading operations and maintains fairly
hi gh standards of risk nanagenent policies and procedures, with good interna
processes and conprehensive risk oversight. The conpany's risk appetite is
clearly defined for each risk type and remains relatively | ow.

BCS UK's funding and liquidity are adequate. W believe that the conpany
benefits fromthe group's ongoi ng support, which partly offsets relatively
high funding and liquidity risks that are usually associated with prinme

br okerage busi ness. The conpany's assets and liabilities are short term which
is characteristic for a prime brokerage busi ness nodel. The gross stable
funding ratio stood at 67.75% on Sept. 30, 2017, and we expect it to remain
bel ow 90% in the next 12-18 nonths. At the same time, the conpany is not fully
utilizing the available limts (we expect the utilization ratio to be

mai nt ai ned at 25% 30%, and it perforns regular stress tests in accordance
with the U K regulator's requirenments. The liquidity coverage netric is also
relatively low, at 87% as of Sept. 30, 2017.

Outlook

The stable outlook on BCS UK mirrors that on its parent FG BCS. W al so
i ncorporate our expectation that BCS UK will mamintain its high | evel of
operational integration with FG BCS and will rermain core to the group's

strategy of developing its international investnment banking platformin the
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next 12-18 nont hs.

Any negative or positive rating action on BCS UK would reflect a simlar
action on FG BCS. However, we could |ower the ratings on BCS UK if we observe
a deterioration in the conpany's inmportance for the group. This, however, is
not our base case.

A positive rating action is currently renote. W would not rate the conpany
hi gher than the group even if BCS UK's SACP were to inprove.

Ratings Score Snapshot

| ssuer Credit Rating B+/ St abl e/ B
SACP b+
Anchor bb
Busi ness Position Weak (-2)
Capital, Leverage and Earnings Adequat e (0)
Ri sk Position Adequat e (0)
Fundi ng and Adequat e and
Liquidity Adequat e (0)
Suppor t 0
GRE Support 0
G oup Support 0
Sover ei gn Support 0

Addi ti onal Factors 0

Related Criteria

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

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

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

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

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

e Ceneral Criteria: Use O CreditWatch And Qutl ooks, Sept. 14, 2009

Ratings List

New Rat i ng
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BCS Prine Brokerage Ltd.
Counterparty Credit Rating B+/ St abl e/ B

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. 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 the S& 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 follow ng S& d obal Ratings nunbers:
Client Support Europe (44) 20-7176-7176; London Press O fice (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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