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Promsvyazbank (Consolidated Financials)[1]
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Tangible Common Equity (RUB billion)
Tangible Common Equity (USD billion)
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Problem Loans / (Tangible Common Equity + Loan Loss
Reserve) (%)
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Gross Loans / Total Deposits (%)
Source: Moody's
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[1] All figures and ratios are adjusted using Moody's standard adjustments [2] Basel I; IFRS [3] Compound Annual
Growth Rate based on IFRS reporting periods [4] IFRS reporting periods have been used for average calculation
[5] Basel I & IFRS reporting periods have been used for average calculation

Opinion

RECENT CREDIT DEVELOPMENTS
On 25 February 2015, Moody's Investors Service has taken rating actions on six Russian banks including
Promsvyazbank (PSB). These actions reflect the deterioration in the operating environment in Russia (Ba1
negative) and conclude the review for downgrade initiated on 23 December 2014.
PSB's standalone BCA was lowered to b1 from ba3 and the long-term deposit ratings to B1 from Ba3 with a
negative outlook .

SUMMARY RATING RATIONALE
We assign long-term global local-currency deposit ratings of B1 to Promsvyazbank (PSB) which is at the same
level as the bank's baseline credit assessment (BCA) of b1. The BCA reflects the bank's 1) macro profile of
weak+ ;2) weak capital position; 3) expected growing pressure on its asset quality and profitability; and 4) resilient
liquidity position and stable funding profile.
PSB's RATING IS CONSTRAINED BY RUSSIA'S MACRO PROFILE OF WEAK+
Russian banks face a very challenging operating environment and high likelihood of a sharp economic contraction
in 2015, that Moody's expect to extend into 2016, followed by a weak recovery. The country's susceptibility to
shocks or event risk is high, given geopolitical tensions in the region. The country's institutional strength is low,
reflecting Russia' weak levels of governance, rule of law and transparency.
Funding conditions remain difficult; access to international capital markets is restricted and the domestic cost of
funding has substantially increased, while recent volatility in the rouble exchange rate increases foreign-currency
mismatch risk. However, the system principally relies on domestic sources of funding, with the Central Bank of
Russia in particular acting as a major creditor to banks, funding more than 10% of the system's liabilities.
Credit conditions in Russia are influenced by rapid growth in the past, although growth rates have moderated since
mid-2013. We expect subdued loan growth in 2015 and into 2016 given the economic slow-down. Our assessment
also incorporates high levels of single-name borrower concentrations and the potential for rapid formation of new
nonperforming loans, as occurred during the 2008/09 crisis.
In terms of industry structure, Russia's banking industry is more concentrated than most other emerging-market
peers; the three largest government-owned banks together account for about 50% of total banking assets.
However, the rest of the system is competitive and there is no evidence of overcapacity in the industry.

Rating Drivers
- Weak capital buffer
- Asset quality pressure
- High risk of loss making performance
- Sound liquidity profile and well-diversified funding mix

Rating Outlook
PSB's long-term global-scale ratings carry a negative outlook.

What Could Change the Rating - Up
Moody's considers that upward pressure on the ratings is unlikely in the near term because of the weakening
PSB's credit profile due to the severe and rapid deterioration in the domestic operating environment in Russia. The
outlook on the long-term debt and deposit ratings could be changed to stable if there are improvements in the
operating environment conditions.

What Could Change the Rating - Down
Moody's could downgrade the bank's ratings if there is any further erosion of its standalone credit profile.

DETAILED RATING CONSIDERATIONS

WEAK CAPITAL BUFFER
The bank's relatively low Tier 1 capital ratio of 8.01% (as reported under Basel III as at end-December 2014) will
continue to face significant pressures because of the inflation in risk-weighted assets following the currency
depreciation, expected asset-quality deterioration and high probability of losses in 2015.
The bank's total capital adequacy ratio of 12.88% (reported under Basel III as at end-December 2014) benefited
from its Tier 2 component largely comprised of FX denominated subordinated debt.
Thanks to regulatory forbearance measures recently introduced by the Central Bank of Russia (CBR), PSB
reported (under local GAAP) a total regulatory capital adequacy ratio (N1) of 12.38% as at 1 March 2015 up from
12.32% as at 1 January 2015. We also expect PSB to receive a capital support of around RUB30 billion in tier 2
capital as a part of recently announced government anti-crisis measures. We note that the support package is
available to banks with regulatory capital exceeding RUB25 billion that agree to boost lending by at least 12%
annually in different economic sectors pre-approved by the government.
Under its capital rising plan, PSB managed to raise a total of $533 million both in additional Tier 1 and Tier 2 capital
in 2014 - both from the market and existing shareholders.
ASSET QUALITY PRESSURE
We expect that the severe deterioration in the operating environment in Russia will lead to a lasting deterioration in
PSB's credit profile, adversely affecting bank's asset quality.
In particular, we note the increased risks related to the bank's relatively high single-borrower concentration and
sizable exposure to loans denominated in foreign currency (42% of net loans as at end-2014). Specifically, an
accelerated inflation and low salary growth will reduce the creditworthiness of retail borrowers and weaken
consumption, negatively affecting bank's asset quality in the retail, SME, construction and real-estate segments. In
addition, a substantial devaluation of the Russian ruble has affected the debt-service capacity for borrowers with
loans denominated in foreign currencies and, given the expected substantial contraction in imports, will negatively
weigh on the creditworthiness of importers and trade companies.
During 2014, PSB's problem loans which include non-performing loans (NPLs, defined as overdue by more than
90 days) and impaired corporate and SME loans (that are either not past-due, or less than 90 days past due)
increased to 13.43% of gross loans from 9.6% at year-end 2013 while NPL's remained at a relatively low level of
2.9% of gross loans (3.6% at year-end 2013).
Although loan loss reserves provided sufficient coverage 165% of NPLs as of year-end 2014 (132% in Q32014) we consider that their current level (4.8% of gross loans as of year-end 2014) is somewhat low in the context of
the bank's other impaired loans and our expectation of asset quality deterioration in 2015.
The high volatility of PSB's asset quality metrics is partly attributed to its significant credit risk concentration. As at
year-end 2014, top-20 borrowers accounted for 280% of PSB's Tier 1 compared to 174% at year-end 2013.
The bank has been historically strong in corporate banking, where it targets mid- and upper-mid-sized companies,
and recently increased its focus on large Russian blue chip companies. PSB's corporate banking activities are
fairly well diversified as the bank offers a full range of services to clients. In particular, PSB is a recognized leader
in factoring (holding 21% of Russia's factoring market in year-end 2014, according to Association of Factoring
Companies), and a visible player in international trade finance business (with 13,9% market share in export letters
of credit (LCs) and 9,2% market share in import LCs in Russia in 2014, according to The SWIFT Institute).
Segment breakdown indicates that corporate banking remains PSB's major business line: at year-end 2014, this
segment accounted for around 61% of the bank's total assets and 53% of total operating income for 2014. During
2014, the bank's corporate loan book (excluding loans to SMEs) grew by 51.5% and accounted for around 80% of
the bank's gross loan book. The recent growth of the corporate loan book was primarily driven by the growing
exposure to large high-profile borrowers, as the current unfavorable environment in international debt capital
markets encourages such borrowers to increasingly resort to domestic banks for funding.
PSB's retail and SME loans accounted for 10.3% and 9.9% of gross loans respectively at end-2014. Slowing the
pace of retail lending growth in 2014 vs. 2013 was due to tightening the underwriting standards, reflects
implementation of a more prudent strategy to focus almost exclusively on payroll customers, existing clients and
corporate sales channel. Amid adverse macroeconomic conditions PSB intentionally reduced its gross SME loans
by 10% in 2014 and focused on transactional business.

HIGH RISK OF LOSS MAKING PERFORMANCE
An elevated interest-rate environment, which is likely to remain in place for the near future, has contributed to
increased funding costs in the banking system which will result in a contraction of net interest income and,
consequently, operating revenues. Overall, the operating revenue contraction combined with substantially
increased cost of risk is likely to generate a loss-making year for the bank.
In 2014, PSB reported a net profit of RUB2.3 billion ( 2013: RUB4.0 billion ) which translated to a relatively low
return on average assets of 0.27%) we, however, note that bottom line profitability has been supported by gains
from one-off transactions (investment in associates , purchase of subsidiaries and revaluation of investment
property) which accounted for around 12% of total operating income in 2014.
SOUND LIQUIDITY PROFILE AND WELL-DIVERSIFIED FUNDING MIX
PSB benefits from a diversified liability structure thanks to its established positions in the corporate segment and
on the wholesale debt markets (both domestic and international), as well as improved brand recognition among
retail depositors. The bank funds its operations mainly through client accounts (66.5% of total liabilities at end2014), and since 2010 it has consistently operated at a comfortable gross loan-to-customer deposit ratio of 100%130% (YE2014: 120%).
The share of retail funding in total customer funds declined to 36% at end-December 2014, from 41% at year-end
2013.
Wholesale market funding attracted by PSB includes Eurobonds, domestic bonds, promissory notes, syndicated
loans, as well as trade finance facilities. PSB has limited exposure to refinancing risks in 2015-2016 and these
risks are mitigated both by high granularity of installments that are to be repaid, and by a sizeable portion of liquid
assets (as of year-end 2014, cash and cash equivalents, due from banks and securities holdings accounted for
around 19% of total assets). Overall, we do not see immediate risks for the bank's liquidity. We note that a bulk of
high quality corporate loans can be pledged as collateral for central bank funding, thus providing additional support
to PSB's liquidity needs. As at end-December 2014, PSB reliance on the central bank's funding was moderate and
below the system average - 7% of total liabilities.
Note on Data
Unless noted otherwise, all figures shown in this report are sourced from the bank's latest annual and interim
financial reports and additional information from the bank. In addition, where indicated thought the document we
use reference to Moody's Banking Financial Metrics which are based on our own chart of account, and are
adjusted for analytical purposes. Please refer to the documents entitled "Financial Statement Adjustments in the
Analysis of Financial Institutions" published on 19 December 2013.

Foreign Currency Deposit Rating
The B1 (Negative outlook) /Not Prime foreign currency deposit ratings of PSB are at the same level as its GLC
deposit ratings and are not constrained by Russia's country ceiling for foreign currency deposits.
About Moody's Bank Scorecard
Our Scorecard is designed to capture, express and explain in summary form our Rating Committee's judgment.
When read in conjunction with our research, a fulsome presentation of our judgment is expressed. As a result, the
output of our Scorecard may materially differ from that suggested by raw data alone (though it has been calibrated
to avoid the frequent need for strong divergence). The Scorecard output and the individual scores are discussed in
rating committees and may be adjusted up or down to reflect conditions specific to each rated entity.
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