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Management Summary 
With a surface area of over 17 million square kilometres Russia is by far the largest country 
on Earth and in terms of surface area it is about 50 times as big as Germany and more than 
four times bigger than all 25 EU countries put together. Its wealth in natural resources is 
enormous. Russia is the world�s largest gas producer and its second-largest producer of 
crude oil. The economy is growing rapidly and between 2003 and 2005 Moody�s, Fitch and 
S&P set the country�s rating at BBB, thus back at investment grade level. The Russian 
securitisation market is still in its infancy, a fact which is relatively obvious due to the 
limited number of transactions so far executed. In the course of this study we analyse not 
only the status quo, and thus also the reasons for the limited scope of past securitisation 
activities, but in particular also the future potential. 

As far as we are aware there have so far been four Russian future flow transactions and 
four smaller securitisation transactions of �existing� local assets. The future flow 
transactions involved the securitisation of credit card receivables, diversified payment rights 
and export receivables. The ABS transactions involve consumer loans (Eurasia Structured 
Finance No. 1 and Russian Consumer Finance No.1), private car loans (Russian Auto Loans 
Finance), and leasing receivables due from the Russian state railway company (Red Arrow 
International Leasing). In all cases offshore SPVs were used and the purchase of claims took 
place pursuant to English law.  

The Russian securitisation market is struggling with the typical problems of an emerging 
market. Increased macroeconomic risks naturally inherent in an ABS transaction can be 
structurally compensated for � in particular by means of appropriate credit enhancement. 
However, event risks, such as transfer and convertibility risk in particular, ultimately place 
an upward limit on the potential rating of a transaction. In terms of structuring this results 
in the challenge referred to as �piercing the country ceiling�.  

The regulatory framework of the Russian securitisation market requires a great deal of 
improvement, though this is acknowledged by the Russian government. The first steps in 
this direction have already been made with the announcement in 2003 of the �MBS Act�. 
Extensive lists of improvement proposals have already been made by experts, for example 
by the International Finance Corporation.  

The Russian credit market is growing extremely rapidly, and as a result many banks will in 
future be struggling to meet the (regulatory) equity capital requirements. However, for 
historical reasons the initial level is relatively low and transactions continue to be processed 
in cash. In particular in order to stimulate the market for real estate loans, as early as 1997 
the �Agency for Housing Mortgage Lending� was formed, which is a Fannie Mae-type 
institution.  

We believe the future holds great potential for the Russian securitisation market in the 
�consumer-related� types of asset such as general consumer and car loans and, in 
particular, private real estate loans. We anticipate CMBS transactions in the corporate 
market. By way of conclusion, the currently available asset basis is likely to be securitised 
relatively quickly. Given the dynamic rate of growth at all levels, however, it is in any case 
worthwhile getting involved at an early stage in this attractive country.  

 

Big is beautiful? 

Track record 

Country ceiling 

Legal framework  

Credit market 

Big will be beautiful! 
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General Economic Situation 
Summary of the Russian economy  

Basic data 

 Map of the Russian Federation 

  

 
Source: Wikipedia 

  
 
With a surface area of over 17 million square kilometres, Russia is the largest country on 
Earth by far. By way of comparison it is approximately 50 times the size of Germany. All 25 
of the EU countries put together do not even cover a quarter of its surface area. However, 
with around 145 million inhabitants � of whom 73% live in cities � the population density 
is low. About two-thirds of the population is concentrated in the smaller European part of 
the country, which extends more or less to the Ural Mountains. Nevertheless, the country�s 
natural resources are concentrated in the Asian part. In particular these include oil and gas. 
In addition, there are large deposits of coal, precious metals, diamonds and uranium to be 
found within Russia�s borders. The structure of the population is heterogeneous; it is made 
up of a multitude of different nationalities. By far the largest percentage of the population 
consists of Russians, accounting for 79.8%, followed by Tatars (3.8%) and Ukrainians 
(2.0%). In total there are about 160 different ethnic groups. The capital, Moscow, is also 
the largest city (10.4 million inhabitants). Saint Petersburg (4.6 million) and Novosibirsk 
(1.4 million) are the second and third largest cities. 

Largest country on Earth 

National flag National coat of 

arms 



DZ BANK    ABS & STRUCTURED CREDITS � SECURITISATION IN RUSSIA    25.4.2006 

 

1) � 9) Important: Please read the references to possible conflicts of interest and disclaimers/disclosures at the end of this report. 4

 

 Comparison of Russia�s Key Statistics 

 Russian Federation USA EU-25 Germany

area (km², million) 17,1 9,8 3,9 0,35

Population (million) 145 292 454 82

population density (residents/km²) 8 29 117 234

GDP 2005 (EURbn) 634 9.493 10.793 2.245

GDP per capita (EUR) 3.100 29.300 22.400 26.300  
 
Source: Foreign Office, Eurostat 

  
 
Political situation 
The Russian Federation was created in 1991 from the former Soviet Union. The present 
constitution came into force in 1993 by means of a plebiscite. In this presidential democracy 
with a federal structure the president has wide-ranging powers, a situation which restricts 
democratic freedom and political competition, so the term �managed democracy� is often 
used to describe it. The incumbent president, Vladimir Putin, was elected at the end of 
1999. He has wide support among the population. Federal elements of the state are the 
Federation Council, which is made up of representatives of the individual regions, and the 
State Council, formed by the governors. In the parliament, the State Duma, the fraction led 
by the president, �United Russia�, holds 304 of the 450 seats.  

Since the disintegration of the Soviet Union Russia has been and is still in a difficult process 
of economic and social transformation. However, since President Putin assumed office, the 
situation has become much more stable. In particular he has intervened in the organisation 
of the state and initiated market reforms. Additional measures have been improvement of 
the tax and social systems as well as of the health and education systems. Overall the 
political situation is stable. The next parliamentary elections are scheduled to be held in 
2007 and the next presidential election will be in 2008. However, there is no clear 
successor at present.  

Despite the unquestionable successes, there is regular criticism of various aspects of Putin�s 
administration, also from abroad. For example the state�s influence on the media. The most 
important national TV broadcasters are state-owned or are under state control. 
Nevertheless, independent private broadcasters have meanwhile come to act as a certain 
counterweight. The smouldering conflict in Tchetchenia continues to provide grounds for 
criticism. Moreover, isolated instances of direct intervention by the President are seen as 
problematic � for example in the case of Yukos. Recently the EU feared for the stability of 
Europe�s long-term energy supply due to the gas dispute with the Ukraine.  

Economic development 
The Russian economy, which has to a large extent already completed the transition to a free 
market economy, has exhibited strong growth in the years since the economic crisis (from 
1999). We anticipate that the gross domestic product (GDP) growth rate will slow down � 
though the annual increase we expect for 2006 and 2007, in excess of five per cent, con-
tinues to be comparatively high however. The following charts show the development of 
Russian GDP (left) and an international comparison (right). It is clear that the rate of Rus-
sian economic growth is high even compared to other east European states. On the other 
hand the gap between Russia and the 25 EU countries is impressive. The most important 
economic sectors in the Russian Federation are retail and services, which account for 58.9% 
of gross domestic product, and industry, accounting for 27.6%. 

President Putin has wide-ranging 
powers in the �managed 
democracy�  

Stable government � next 
presidential election in 2008  

But also criticism of Putin�s 
administration 

We forecast GDP growth of over 
5% in 2006 and 2007  
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 GNP Growth of the Russian Federation  GNP Growth (Three-year Average) 

    

 
Source: IMF, DZ BANK                                         e = expected/forecast 

 
Source: Eurostat, DZ Bank 

  
However, one is impressed not only by the rate of growth of GDP, which reached an abso-
lute figure of EUR 634bn in 2005, but also by per capita income, which � as indicated by 
the chart below left � is growing strongly. We expect that growth will continue to be strong 
in 2006 and 2007. The business climate is being driven in particular by private consumption 
due to a large increase in real wages. In 2006 we anticipate � due to the population�s high 
consumption level � double-digit percentage growth in private consumption (see chart be-
low right). 

 Growth in Per-capita Income (EUR)  Growth in Private Consumption (Per Cent) 

    

 
Source: DZ BANK                                                      e = expected/forecast 

 
Source: DZ BANK 

  
A further important contributory factor to the growth is the high level of receipts from oil 
and gas production, which have generated correspondingly high export revenues as a result 
of the large increase in prices and high production volumes since 2004. Russia is not only 
the world number one in gas production, it is in addition the world�s second-largest crude 
oil producer. However, the growth rate for oil production was surprisingly low last year at 
1.8% compared to 9% in 2004. This can be attributed to declining investment in new wells 
and prospection for new sources. Even so, given the high price of oil and gas due to de-
mand, raw material revenues are likely to remain high even without expansion of produc-
tion. In any case the following charts illustrate impressively how the rising oil price has im-
pacted on oil exports and thus also on total export volume. 

Private consumption is driving 
the economy  

Oil and gas production brings in 
high export revenues  
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 Oil Price Since 2000 (USD per Barrel Brent)  Growth of Export Volume 

    

 
Source: Bloomberg 

 
 

  
As a result of the doubling of the oil price over the past two years (chart above left) from 
USD 30 to around USD 60, revenues from oil exports doubled from about USD 12bn per 
quarter at the beginning of 2004 to around USD 24bn at the end of 2005 (chart above 
right). Export revenues for gas rose over the same period by 60% to approximately USD 
9bn per quarter. Thus not only has export volume increased to approximately USD 69bn per 
quarter, the percentage of exports accounted for by oil and gas has sharply increased from 
around 39% in 2000 to the current level of just over 47%. The downside of this develop-
ment from Russia�s point of view is the country�s continuing heavy dependence on its oil 
and gas business. 

 Growth of Current Account Surplus  Growth of Foreign Exchange Reserves 

    

 
Source: IMF 

 
Source: IMF, DZ BANK 

  
The high level of receipts from oil and gas result in high current account surpluses (see chart 
above left). It is true that the sharp increase in imports resulting from the strong consumer 
demand is having a counter-effect on the current account balance. Nevertheless, we 
anticipate another high current account surplus in 2006 of around 10% of GDP. 
Correspondingly foreign exchange reserves increased significantly � last year by just over 
25% � to approximately USD 168bn (see chart above right). This results in a ratio of 
reserves to foreign debt of 218%. In 2003 this figure was only around 74%. We expect it 
to rise further by a substantial amount to 350% by 2007.  

A further consequence of the high energy prices is greatly increased tax revenues. Thanks to 
this Russia is in a position to make a significant reduction in its foreign debt. Already in 
2005 debts amounting to USD 15bn were repaid ahead of schedule to the creditor states of 
the �Paris Club�. The debt figures will be further improved if an additional USD 12bn is 
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repaid to the same creditors this year as planned. However, the Russian budget surplus will 
reduce this year because it is planned that part of the tax revenues will flow into the social 
security systems in the form of social spending.  

The positive development of the economy as a whole has favourably impacted the employ-
ment situation. We forecast an unemployment rate of under eight per cent in 2006 (see 
chart below left). Nevertheless, the level of unemployment varies greatly according to re-
gion. Whereas there is a shortage of qualified specialists in agglomerations such as Moscow 
and Saint Petersburg, the unemployment rate is well above average in structurally weak 
areas. Although the annual growth rate of real wages has fallen over the past few years, as 
the chart below right shows it is still at a relatively high level. From December 2004 to De-
cember 2005 the real wage increased by over 12%. 

 Unemployment Rate and Development of Real Wage  Development of Consumer Prices 

    

 
Source: Federal State Statistics Service, DZ BANK 

 
Source: Federal State Statistics Service 

  
Nevertheless, the strong economic growth and high consumer demand are having a major 
impact in terms of prices. Over the past few years prices have consistently risen by a double-
digit percentage (see chart above right). Thus the Russian Central Bank has failed to 
achieve its objective of reducing inflation to a level under 10%.  

Given past economic performance and the potential for the future, the high level of interest 
in Russian assets is not surprising. The high inflows of capital are clearly apparent both 
from the increase in direct foreign investment and the performance of the Russian RTS 
Share Index � see the charts below. Direct investments, which were at an annual level of 
about USD 4bn between 1999 and 2002, more than tripled to USD 13bn in 2005. The Rus-
sian RTS Index has risen massively, in particular since January 2005. In 2005 the Index rose 
by approximately 96%. From the beginning of 2006 to the beginning of April the RTS rose 
by a further 23%. 

Unemployment is falling � real 
wages are rising  

The downside:  
continued high rate of inflation 
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 Growth in Direct Investments Since 1999  RTS Share Index Performance Since 2000 

    

 
Source: Federal State Statistics Service, Bloomberg 

 
Source: Bloomberg 

  
The positive development of the economy and the strong reduction of government debt has 
also been recognised by the ratings agencies. During the Russian crisis the agencies sub-
stantially reduced their ratings. Moody�s and Fitch downgraded Russia to C-grade. In 1999 
S&P even rated the country as �selective default�. However, since 2001 the ratings have 
developed positively again. Moody�s was the first agency to award Russia an investment-
grade rating again, in 2003, and Fitch and S&P followed suit in November 2004 and Janu-
ary 2005 respectively. The current rating of S&P and Fitch is BBB, and the Moody�s rating is 
in line with this at Baa2. The left-hand chart overleaf shows the rating history; the right-
hand chart shows Russia�s five-year CDS. In line with the rating improvement is the narrow-
ing of the spread level from over a thousand basis points at the beginning of 2001 to the 
historic all-time low of 55 basis points at the beginning of April 2006. 

 Rating Development Russia  CDS Russia, 5 Years 

    

 
Source: ratings agencies 

 
Source: Bloomberg 

  
 
Social situation 
The pleasing improvement in the economic situation in Russia described above should not 
be allowed to obscure the fact that the social situation of many inhabitants gives cause for 
concern. Although the percentage of the population receiving an income below the mini-
mum necessary for survival fell to an all-time low of 20.8% in 2005, this figure is still very 
high. The percentage of the population receiving a very low per-capita income fell consis-
tently between 2001 and 2004, and the percentage receiving a high income grew consis-
tently (see chart below left). Even though real income has risen fast over the past few years, 
the average salary of about EUR 240 (2005) still represents a relatively low level of prosper-
ity. Moreover, the income differential is very large. The 20% of the population with the 
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smallest share of income only receive about 5.6% of total income, while the 20% with the 
highest income account for approximately 46% of the total (see chart below right). 

 Per-capita Income in Roubles, 2001 to 2004  Shares of Total Income Accounted for by Population 
Groups 

    

 
Source: Federal State Statistics Service; Note: 1 euro corresponds to about 34 roubles 

  
 
Russian real estate market 

Until 1991 the Russian residential property market was highly regulated. Up to this point in 
time the construction, administration and financing of residential property was monopolised 
by the state. The transformation process that has meanwhile begun is still not very 
advanced. In its most recent country report the European Commission points out that the 
regulatory framework for the acquisition of land and property continues to be very 
inadequate. For example, private investors buying a new residential unit receive nothing like 
the necessary protection against bankruptcy of the builder. The buyer of an older property, 
on the other hand, bears the incalculable risk of a hidden deficiency in its modernisation. 
The commission also points out that the Russian construction regulations are in no way in 
line with the safety standards prevailing throughout Europe.  

The Russian real estate market continues to be dominated by a shortage of supply even 15 
years after the end of the planned economy. One reason for this is the inadequate 
regulatory framework already referred to. In past years this has led to some large fraud 
scandals resulting in many private individuals losing their entire savings. A further reason 
for the scarcity of residential property is the fact that large areas of the real estate business 
are monopolised. There is no serious competition either in the building materials trade or in 
building construction. Last year, for example, a cement dealer � who had a market share of 
approximately 40 per cent � suddenly increased his prices by 80 per cent. Building plots in 
Moscow cannot be purchased, they can only be leased from the city for 49 years. The latter 
shares its favours among five or so large construction companies, which do not view each 
other as competitors.  

The leading Russian real estate market is Moscow. Here, in an area roughly equivalent to 
that of Berlin, live approximately 10.4 million people. About three-quarters of total real 
estate sales are accounted for by Moscow. The prices of residential property have fluctuated 
a great deal over the past ten years, as shown by the chart below. Since 2001, though, a 
clear upward pricing trend has emerged. Prices increased by almost 40 per cent in 2004, 
and the rise last year is likely to have been even greater. 
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 Residential Property Prices and Consumer Prices in %  Residential Property Prices and Monthly Income in % 

    
 
 

 
Source: European Commission (real estate prices for Moscow), Goskomstat 

 
Source: European Commission (real estate prices for Moscow), Feri 

  
 
For a residential unit matching western standards, the price is currently USD 1,400 to 1,700 
per square metre. For luxury real estate, which is in great demand in Moscow, the asking 
price is USD 3,000 to 10,000 per square metre. Experts have identified a connection 
between the oil price and the price of residential property in Moscow. By their judgement 
there is a time-lag of two to three months. The reason for this is said to be the large 
number of speculative purchases by non-Muscovites who earn their income in the gas or oil 
business.  

Rents have also risen sharply in recent years. Thus for a well-equipped newly-constructed 
apartment with two bedrooms Muscovites pay a monthly rent of around USD 500, 
compared to the average wage of EUR 240 (2005). However, there is also very large 
demand for luxury houses, which cost USD 1,000 to 20,000. A large number of high-rise 
buildings are currently being built in Moscow which contain not only office space, but also 
residential units. These constructions, which in many cases have 20 to 30 storeys, are often 
built in the immediate proximity of existing houses which frequently decline in value as a 
result. In addition, as a rule the infrastructure of the individual urban districts is not 
adequate for such a population density. The safety of these high-rise buildings has also 
been called into question by experts, as has the long-term demand for such residential 
tower blocks.  

In the country�s second-largest property location � St. Petersburg � the prices of residential 
property are only half those of Moscow. But even in this city of almost five million 
inhabitants, prices have increased by approximately 90 per cent since the financial crisis in 
1998. The regulatory framework governing property acquisition is investor-friendly and 
there is an information system covering the individual city districts and planned projects.  

Last year about 44 million square metres of new residential surface area was constructed in 
Russia. Thus, following a period of decline, the last high of 1995 was exceeded for the first 
time. In spite of the shrinking Russian population it is likely that the trend �away from the 
large family � towards smaller households� will lead to a rise in the number of private 
households over the next few years. The Moscow real estate market is experiencing very 
heavy demand due to the high level of migration from other parts of the country. About 
twenty per cent of Russian gross domestic product is generated in the capital. According to 
official figures the unemployment rate is below two per cent there compared to the national 
average of approximately eight per cent. 

Speculative purchases drive real 
estate prices in Moscow 

Rents have also risen sharply, 
numerous residential tower 
blocks have risen up in Moscow 

Price level in St. Petersburg is 
half that of Moscow  

Newly-constructed residential 
surface area in Russia last year 
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 Commercial Property Markets in Europe: Available Sur-
face Area per Inhabitant 

 Office Rents in Europe per Square Metre 

    
 

 
Source: Colliers International 

 
Source: Colliers International 

  
 
Overall the data situation in respect of the Russian real estate market can only be described 
as very rudimentary. For various reasons, sales are only transacted in cash as a rule. For 
example many Russians are unwilling to take out loans because they have to state their 
income in the credit analysis process. They fear that this data will be passed on to the tax 
authorities. In the commercial property sector the figures vary considerably, but they 
nevertheless make a market assessment possible.  

The Moscow market for office buildings is growing very fast. This relates both to its size and 
its quality. The quantity of usable office space in Moscow is much too small. It currently 
corresponds to that of the smaller east European capitals such as Prague, Warsaw and 
Budapest. Nevertheless, supply has almost doubled in Moscow since 2002 and can be 
expected to rise by another 40 per cent by the end of next year. By that time Europe�s 
highest office building is scheduled for construction in Moscow. The building is being 
constructed in the new business district, known as �Moscow City�: there, in an area of 90 
hectares, is situated what is currently Europe�s largest construction project. Thanks to 
investments totalling approximately USD 12bn, fifteen new skyscrapers should be built in 
this quarter by 2012.  

 Available Surface Area and Unoccupied Rate for Office Buildings (Class B) 

  
 

 
Source: Colliers International 

  
 

At about five per cent, Moscow�s commercial property market has the lowest unoccupied 
rate in Europe. Even in the tight markets of Paris and Barcelona the rate is slightly higher. 
The unoccupied rate has fallen sharply in the Russian capital over the past three years due 
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to the heavy demand for top real estate (Class A). At the end of 2005 only two per cent of 
the surface area was empty in this market segment. However, about two-thirds of the 
marketable real estate is Class B, in which the unoccupied rate is much higher at 
approximately seven per cent. Nevertheless, the figure in this segment, too, is lower than 
the western European average of around nine per cent.  

According to the forecasts of real estate agents, the supply of office space in Moscow will 
increase by approximately two million square metres in the next two years. If the rate of 
economic growth slackens, this could mean a rise in the unoccupied rate which could put 
pressure on real estate prices and rents.  

 

Russian banking sector and credit market 

Following the financial crisis of 1998 the Russian banking sector has undergone a 
remarkable recovery. The market is characterised by rising volumes and sparkling profits. 
The main reason for this positive development has been Russia�s strong economic growth 
over the past few years. In spite of this the crisis of 2004 made it clear just how vulnerable 
the sector still is.  
Current structure of the Russian banking sector 
The Russian banking market is characterised by a clear two-way split. On the one hand the 
market is dominated by Sberbank, which is far larger than any other bank, and the other 
three state-controlled institutions (Vneshtorgbank, Gazprombank, and the Bank of 
Moscow). The share of the market accounted for by state-controlled banks is probably 
higher than indicated by the figures shown below. The number of smaller institutions under 
the influence of regional administrations or influenced by other state institutions cannot be 
determined. On the other hand the private banking sector is still extremely fragmented. No 
one institution has a share of the total market for deposits and loans greater than three per 
cent. Even though the market shares of the private banks in Russia are still small in terms of 
total volume, in the growth markets such as point-of-sale loans and credit cards private 
banks like Russian Standard Bank and Home Credit and Finance Bank are the market 
leaders.  

 Distribution of Deposits  Distribution of the Credit Market 
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59%other state-
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private banks
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Source: Central Bank of Russia 

  
Overall the share of the Russian market held by foreign banks is still low. Their share of 
total assets is under 10%. Having previously played a dominant role in particular in the 
capital market, in syndicated lending and in trade financing, foreign institutions are now 
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making a growing commitment to corporate and private client business. International 
Moscow Bank, which is controlled by HVB and Nordea, and ZAO Raiffeisenbank Austria, a 
subsidiary of the Austrian-based Raiffeisen, number amongst the ten leading banks in 
Russia. A change in strategy has recently taken place here. Their focus is no longer just on 
support of their own international clients and large Russian joint-stock companies, but also 
increased penetration of the Russian corporate client market and in particular of the private 
client market.  

The number of financial institutions in Russia fell from 1,299 to 1,253 in 2005. Despite the 
reduction in the number of market participants, the private banking sector in Russia is still 
heavily fragmented even in comparison to other emerging markets in eastern Europe. 
However, in respect of the ability to operate profitably in the market on a long-term basis, 
size is increasingly important. Growing competitive pressure, above all from the leading 
market participants, will increasingly tend to push aside the smaller institutions. A speedy 
consolidation of the market is likely to improve its stability and quality. Tightening-up of the 
regulatory requirements, in particular in respect of capital requirements, could speed up the 
process of concentration.  

The merger of Uralsib Banking Group with Nikoil Financial Corporation to form Uralsib 
Financial Corporation, which includes a merger of a total of five banks and the integration 
of the private-client-based business of OVK Group with its associated institution Rosbank, 
are the first steps towards the establishment of private banking groups as a counterweight 
to the state-run banks, which dominate the market.  

A genuine transfer of the weighting away from the state-run banks will hardly be possible 
despite this, as the state-run Vneshtorgbank (VTB), in particular, is playing an important 
role in the process of concentration. In an emergency transaction initiated and financially 
supported by the Central Bank (CBR) in July 2004, VTB acquired an 86% share of Guta 
Bank, which had got into financial difficulties during the financial crisis of the summer of 
2004. In March 2005 VTB acquired 25% plus a single share in Industrial and Construction 
Bank of St. Petersburg, which is one of the ten largest Russian banks. With these 
transactions VTB secured itself excellent access to the potentially lucrative private client 
business. Given the aggressive expansionary policy of VTB, a scaling-down of government 
influence on the banking sector is hardly likely.  

The importance of the banks for the Russian national economy as a whole is still very small 
despite the growth of the past few years. Lending volume as a percentage of gross 
domestic product is way below average in comparison to other emerging market countries 
in central and eastern Europe. According to an estimate by Moody�s, 42% of savings 
account balances are outside the banking sector and are held as cash, and 90% of the 
population have never taken out a bank loan. The reason for this is the low level of 
confidence the Russian population has in the stability of the banks. Apart from the crises of 
the past few years, the lack of a proper code of conduct among the management of the 
banks is the reason for this. Thus due to the reform initiatives of the Central Bank a 
consciousness of the importance of a stable financial system for achieving economic success 
is developing in the management ranks. 

On the other hand this situation offers enormous growth opportunities. Driven by the strong 
growth of Russian industry and commerce, the banking sector has established a 
tremendously high growth rate and has substantially increased its importance to the 
Russian economy, albeit at a low level.  
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 Russian Banks Still Very Small by Comparison   Total Lending as a Percentage of GDP 
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The private client is becoming increasingly important  
In the past the focus has been on business with companies. However, in a business climate 
dominated by falling interest rates and growing competition, it is increasingly difficult to 
maintain the yields previously generated in this business area. For this reason almost all the 
banks have begun to develop their business models further. Private client business is 
increasingly the focus of interest. Driven by the economic upturn, the Russian population�s 
desire to consume is growing. Thus the market for consumer financing has experienced 
unbelievable growth rates over the past few years and the first suppliers, concentrating 
exclusively on the financing of private clients, have already emerged. In spite of the very 
positive economic environment, the private client business still involves considerable 
operational and credit risks. In addition, most market participants would require extensive 
infrastructural investment. In contrast to corporate business, in which only the large Russian 
banks have competed with the foreign houses, in the private client segment smaller and 
regional institutions are also trying to secure market shares.  

The interest in private client business is driven by the enormous growth rates in lending to 
private individuals, which has been the strongest growing segment over the past few years. 
The high rate of growth, the volume having increased from EUR 3.5bn at the end of 2002 
to EUR 6.7bn at the end of 2003 and EUR 13.9bn at the end of 2004, will continue in the 
medium term. At the end of last year lending to private individuals already totalled EUR 
29.3bn. As the indebtedness of private households is still very low, credit quality has not 
deteriorated despite the high growth.  
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 Growth in Lending to Private Clients 

 Bank 01.01.2004 01.01.2005

Sberbank  RUBm 144.856 301.193

Russian Standard Bank  RUBm 13.752 35.171

Home Credit and Finance  RUBm 5.329 18.994

Raiffeisenbank Austria  RUBm 4.186 10.298

Uralsib  RUBm 3.205 7.959

Central OVK  RUBm 2.967 7.174

MDM-Bank  RUBm 1.935 7.005

Bank of Moscow  RUBm 2.061 5.495

Siberian OVK  RUBm 2.418 5.333

Gazprombank  RUBm 2.395 4.936  
 
Source: Russian Standard Bank Annual Report 2004 

  
The growth is characterised above all by its enormous breadth. In 2004, every bank 
involved in lending to private individuals experienced a growth rate of more than 100%. 
Market participants concentrating on this market alone and aligning their business models 
accordingly, such as Russian Standard Bank and Home Credit and Finance, achieved growth 
rates as high as 200%. There is unlikely to be an increase in the level of competition over 
the next few years due to rapidly growing demand and the high potential for new clients. 

State-run banks also dominate with private clients to a large extent  
In private client business Sberbank is also dominant for historical reasons. Of loans to 
private clients 50% are accounted for by the state-run bank and it has a 60% share of 
private deposits. This undisputed leadership is the result of its 60% share of current account 
lending volume, which is by far the most popular form of lending in Russia. Besides this, 
with a market share of 50%, it also dominates the real estate financing segment, which 
represents market volume of EUR 1.6bn in Russia. Sberbank is also market leader in motor 
vehicle financing (market volume: EUR 1.5bn) with a market share of 23%, though its 
position is not as dominant as in the other two sub-markets.  

 Real Estate Lending by Supplier  Motor Vehicle Lending by Supplier 
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In the consumer lending segments characterised by small-volume lending such as point-of-
sale lending (market volume: EUR 2bn) and credit card transactions (market volume EUR 
1bn), private commercial banks like Russian Standard Bank (RSB), Home Credit and Finance 
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Bank, and Rosbank lead the market. As distribution of these lending products does not 
require a nationwide branch network, the state-run banks have no historical competitive 
advantage giving them better market access. For this reason, in these as yet immature and    
very dynamic markets the innovative private institutions, which mostly specialise in 
consumer lending, have a clear advantage due to their well-developed lending processes 
and more dynamic distribution strategies. 

 Market Shares in Point-of-Sale Lending  Market Shares in Credit Cards 
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Structure of the Russian credit market  
The volume of borrowing by companies and private households in Russia has grown 
enormously in recent years. Nevertheless, the absolute level of outstanding loans is (as yet) 
low in view of the size of the country and of its gross domestic product. As at November 
2005 Russian banking statistics indicated a total volume of about EUR 170.5bn (see chart 
below left).  

 Growth of the Lending Volume of Russian Banks  Growth of Real Estate Lending Volume 

    

 
Source: Central Bank of Russia 

 
 

  
 
Around EUR 120bn (70%) of this is accounted for by companies, EUR 32bn (19%) by 
private households, and EUR 18.7bn (11%) by other borrowers. These relatively low 
volumes � in particular relating to private households � are largely due to the as yet low 
level of market penetration of banking services.  
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Business in Russia today is for the most part still transacted in cash. This does not only 
apply to goods of low value � even real estate is paid for in cash. The population does not 
have a great deal of confidence in banks, so many households are hesitant to entrust their 
money to a financial institution or place it in a bank account. However, without an account 
as an anchor product for additional banking services, clients do not as a rule have access to 
loans. In addition to this there is a certain reticence to take out loans because to do so 
would mean being obliged to disclose one�s income. Given the existence of a relatively 
strong black economy many citizens also fear that the authorities have access to this 
information and that disclosure could lead to disadvantages for borrowers.  

The large gap compared to western European countries in respect of lending volume is 
brought into sharp relief by means of a comparison with Germany. While the gross 
domestic product of the Federal Republic of Germany is approximately five times the size of 
that of the Russian Federation, the lending volume reported by the Bundesbank (EUR 
2,635bn) is about 15 times the comparable figure reported by the Russian Central Bank. 
With real estate lending the gap is even more pronounced. The volume of real estate 
lending in Russia in the third quarter of 2005 was just under EUR 3bn (see chart above); 
the figure of EUR 1,144bn reported by the German Bundesbank is almost 400 times as 
large.  

With loans to both companies and to private households about half the volume � as the 
two charts below illustrate � is accounted for by the five largest institutions. The 50 largest 
banks have a combined market share of almost 80%.  

 Share of Lending to Companies (Left) and Private Individuals (Right) by Size of Financial Institution 

    

 
Source: Central Bank of Russia 

 
  

  
 
Due to the relatively high level of interest rates in many emerging market states, many 
borrowers � in particular if they receive foreign currency income � opt for a loan in a foreign 
currency. This phenomenon is also present in Russia (see left-hand chart overleaf). As a rule 
loans are taken out in US dollars, or in some cases in euros. Among private households they 
account for about 15% of lending volume. Nevertheless small-volume bank loans and 
point-of-sale loans are almost always denominated in local currency, while the percentage 
of foreign currency loans for financing of real estate and car purchases is higher. With 
companies, given their foreign exchange receipts from export business, the percentage of 
loans in foreign currencies is naturally higher. At 28%, the figure is almost double that for 
private households.  
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 Currency Structure of Loans  Term Structure of Corporate Loans 

    

 
Source: Central Bank of Russia 

 
  

  
 
In respect of corporate loans it is noticeable that the greater share (57%) of the just under 
EUR 120bn of lending volume is extended on a short-term basis of up to one year (see chart 
above right). However, in contrast to medium- and long-term investment loans, such short-
term working capital loans are of limited suitability for securitisation, in particular where 
loan commitments without any fixed repayment structure are involved. Only around 29% 
have terms of one to three years. Longer terms only account for 14% of the loans. Purely on 
the strength of this factor, what is at first glance relatively large potential for corporate 
loans is significantly reduced to approximately EUR 17bn in loans which, with a term of 
over three years, are in fact attractive for term deals. However, the high growth rate for 
corporate loans can be expected to continue unabated for the foreseeable future. The 
driving force behind this trend, besides the strong overall economic growth, is a gigantic 
requirement for investment in new and replacement plant, machines and real estate.  

The figure for the extension of loans to small and medium-sized companies, at 
approximately EUR 4bn, is relatively low measured in terms of total lending volume to 
companies. Nevertheless, here too the growth rate is very high. The clear market leader in 
this segment, with a share of about 34%, is Sberbank. There are various reasons for the 
surprisingly low volume. A relatively large number of small and medium-sized companies � 
according to estimates about 40% � are not officially registered, merely operating in the 
black economy. They neither keep books nor pay taxes. Against this backdrop these 
operations cannot expect to be able to take out loans. Moreover, the small and medium-
sized segment is considered in banking circles to be risky and associated with high 
processing costs � the institutions therefore consider it preferable to extend one sizeable 
loan instead of a large number of small ones. In addition to this, many small and medium-
sized companies are unable to meet the tough loan collateral requirements.  

By contrast with the outstanding lending volume in Russia, growth rates are very high and 
the growth potential, in particular in the consumer credit business, is enormous. A 
comparison with other countries on the basis of the figures for �loans to private households 
relative to gross domestic product (GDP)� illustrates this development opportunity. The 
chart below left shows that in Russia private loans only account for about four per cent of 
GDP, whereas the equivalent figure for other east European and Baltic states tends to be 
between 10% and 20%. It is true that the figures for Kasakhstan and the Ukraine are at a 
similarly low level; nevertheless, the level of economic development of these countries is 
lower. In the euro zone, on the other hand, private debt is at the other end of the scale at 
over 50% of GDP.  
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 Loans to Private Households Relative to GDP  Annual Growth of Lending Volume (2003 to 2005)  

    

 
Source: Central Bank of Russia 

 
 

  
 
In our opinion there are three factors which will lead to a strong increase in lending volume, 
in particular in the consumer lending business. (1) First of all the low level of market 
penetration of banking services. Payment is predominantly made in cash. This offers the 
banks enormous potential for acquisition of new customers without competitive crowding 
out occurring. (2) Besides broadening the client base, economic growth will increase income 
and the desire to consume and also the percentage of existing customers demanding loans. 
(3) Thirdly we anticipate that the currently still very low average size of individual loans will 
increase sharply. Strong growth is already visible today. Whereas the average annual 
growth rate for loans to companies is about 40%, the rate of lending to private households 
is growing at a rate in excess of 90% (see chart above right). The growth rate for real 
estate loans is particularly impressive, at around 160%. Nevertheless the low current 
absolute level needs to be taken into account.  

In an appendix to this study we have presented brief profiles of selected Russian banks. 
Besides the �Top 3� institutions, namely Sberbank, VTB and Gazprombank, we also 
examine the originators of previous Russian ABS transactions, namely Alfa Bank, Rosbank, 
HCFB and RSB (Future Flow and Consumer ABS).  

The results of our structural analysis of the Russian lending market we have presented here 
will be looked at again later in the course of an analysis of the potential of the Russian 
securitisation market.  

 

Legal Environment 
Summary 

In Russia there is no specific, comprehensive legislation on securitisation as there is in 
Germany. Judgement on legal questions in connection with securitisation transactions is 
usually based on general legal rules such as the Civil Law or the Bankruptcy Code (see 
table).  
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 Law  Date

 The Civil Code of the Russian Federation As the legislation 
currently stands 

 The Tax Code of the Russian Federation As the legislation 
currently stands 

 Federal Law No. 152-FZ On Mortgage Backed Securities (the MBS Law) 11 November 2003

 Federal Law No. 102-FZ On Mortgage (Pledge of Real Property) 16 July 1998 
 Federal Law No. 395-1 On Banks and Banking Activities 2 December 1990 
 Federal Law No. 39-FZ On the Securities Market 22 April 1996 
 Federal Law No. 127-FZ On Insolvency (Bankruptcy) 26 October 2002 
 Federal Law No. 40-FZ On Insolvency (Bankruptcy) of Credit Organisations 25 February 1999 
 Federal Law No. 173-FZ On Currency Regulation and Currency Control 10 December 2003
 Instruction No. 110-I �On Mandatory Ratios for Credit Organizations� 16 January 2004 
 Instruction No. 112-I of the Central Bank of Russia �On Mandatory Ratios for 
Credit Organizations Issuing Mortgage-Backed Bonds� 

31 March 2004 

 Source: DZ BANK 
 
On the other hand, for the real estate securitisation asset class there is the specific MBS Act 
of November 11, 2003 (Federal Act No. 152-FZ on Mortgage-backed Securities). This Act 
was conceived by the Russian government in respect of its strategy to create a suitable legal 
framework for securitisation transactions, as the necessity for this was recognised. This 
strategy was established in the Russian Federation�s government programme on medium-
term social and economic development (2003-2005). The most important elements of the 
MBS Act are shown in the chart below: 

 Summary of MBBs and MPCs Pursuant to the Russian MBS Act of 2003  

  

 
Source: DZ BANK  

  
 
With the MBS Act a legal framework was created that can be seen as a mixture of the 
(German) Mortgage Bond Act, the classical RMBS legal framework and French �titrisation� 
standards. It is certainly a step in the right direction for the development of structured 
products, be it in the form of bonds (MBBs) or fund units similar to French FCC units 
(MPCs). Nevertheless, there are many questions still outstanding, as shown in detail in the 
tabular summary in the next section. 
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At this point only the most important points are highlighted. First of all, even the MBS Act 
does not guarantee �watertight� insolvency protection, because under certain 
circumstances the underlying mortgage pool can be accessed ex post despite a pledge of 
the bankruptcy proceeds of the originator. The issuer is not necessarily an SPV, but can also 
be a bank, and so the financial instrument should be seen as a covered bond rather than an 
MBS. Moreover, the SPV is not an SPV in the classical sense, not least because it is set up 
as a �normal� company for tax purposes. Important structural elements of ABS, in 
particular credit collateralisation, such as tranche breakdown/ subordination and escrow 
accounts, are not provided for or are not made possible. With MBBs � in contrast to the 
situation with MPCs � the trust concept is lacking, i.e. no provision is made for a trustee in 
the structure, so that in the event of default the individual bond investors must assert their 
claims against the issuer. Conclusion: A great deal remains to be done to achieve �domestic 
Russian RMBS�. The MBS Act has not yet been used, though some issues have been 
announced for the current year. In addition, according to our information a new bill on 
securitisation transactions is being drafted.  

At least for a transitional period it will be necessary just to live with the current legal 
framework, and we will see many more transactions based on it. Irrespective of the legal 
framework, all the participants � in particular the originators, but also the regulatory 
authorities � need time to acquaint themselves with what is for them a relatively new 
instrument. It can also be asked whether it is absolutely necessary to make securitisation 
solutions possible through local SPVs, or whether the current �offshore� solutions are not 
sufficient. Some of the legal (tax) problems referred to in this chapter can be avoided in this 
manner. Ultimately, in some western European countries foreign special-purpose companies 
are frequently used for securitisation transactions. Frictions naturally occur where domestic 
structurers and investors have to (or should) concern themselves with foreign legal 
standards. ABS issued by foreign SPVs are not classed as securities under Russian law. 
However the political intention is clearly that for certain purposes, for example in 
connection with pensions, Russian financial instruments are also available as means of 
investing.  

 

Problem areas for securitisation transactions 

As things appear at present, however, the road to a fully-functioning securitisation market 
with an adequate regulatory framework which guarantees both arrangers and in particular 
investors sufficient security in their planning is long and arduous. An initial impression of 
the status quo is provided by the following passages from the Presale Report of Moody�s on 
the current Russian Consumer Finance No. 1 of March 13, 2006:  

MBS Act still leaves many 
outstanding questions  

Where there�s a will there�s a 
way  

Current example: �Russian 
Consumer Finance No. 1� 
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 Location  Moody�s Commentary 

 Page 2 �(�) Unpredictable and untested legal environment for securitisation transactions in Russia, in particular in respect of the bankruptcy 
code.� 

 Page 4 �It is important to see that in general and in particular in respect of this new form of financing the Russian regulatory framework is 
relatively unpredictable in comparison to the jurisdictions of western Europe and the US. Some of the concepts used in a securitisation 
transaction, in the same way as securitisation itself, have not yet been examined by a Russian court.�  

 Page 21 �Moody�s stresses that due to the risks arising from a possible bankruptcy of the seller/originator (in particular commingling risk, which 
is difficult to quantify and can under certain circumstances be considerable) the rating of the ABS bonds exhibits a high degree of 
correlation (higher than with most consumer ABS) with the rating of the seller/originator. (�) Moody�s similarly establishes that the 
transaction rating is capped in respect of Russia�s foreign currency rating, as it dependent on the convertibility of the rouble into euros 
and vice versa.� 

 Source: Moody�s  
 
Below we present in tabular form what are in our opinion important legal problem areas for 
Russian securitisation transactions as well as the Russian legal provisions relating to them 
according to the law as it stands at present. The sets of circumstances are complex, as are 
the legal standards that govern them. Moreover, the latter are currently in a state of flux, so 
we would urge interested parties to consult specialised legal firms with branches in Russia 
in order to clarify areas of doubt and questions of formulation.  

Not without consulting my 
lawyer  
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 �Securitisation Aspect� Current Situation 

 Sale and transfer/assignment of the securitised receivables  

 Principle A true sale of receivables is possible in principle under Russian law even though the exact requirements 
needing to be met for this cannot be specified in detail within the meaning of a �safe haven�. In 
principle there is a risk that the sale will be requalified ex post as a different legal transaction by a 
Russian court, for example a commission transaction or a hypothecation. In the literature reference is 
made in this respect among other things to the decision of the Federal Arbitration Court of the Central 
District No. A14-7090-01/21 of February 20, 2002, as well as to the decision of the Federal Arbitration 
Court of the Uralskiy District No. F09-1894 / 2000-AK of January 12, 2001. 
Regarding the previously executed Russian true sale transactions there are corresponding legal opinions 
on the validity of the true sale, and the rating agencies also ultimately make use of these. In the presale 
of Moody�s to Russian Consumer Finance No. 1 the commentary is rather succinct in our opinion: �The 
Russian law legal opinion reviewed by Moody�s opines on the true sale nature of the assignment of the 
loan receivables, as being legal, valid, binding and enforceable against the originator and any third party 
(including the administrator or liquidator of the originator), subject to reservations and qualifications 
which Moody�s views as standard for such transactions�. 
 

 Form requirements The transfer/assignment must take the same form as that underlying the individual claim, thus for 
example in writing (as a rule), notarial, or publicly certified.  

 Disclosure/ reporting duty The transfer of receivables from originator to buyer can be made effective without the approval of the 
debtor. Nevertheless, written notification of the latter is necessary. To that point the claim can also be 
settled by means of payment by the debtor to the originator (Note: In current transactions such as 
Russian Consumer Finance No. 1 there was no ex-ante notification of the more than 2 million borrowers, 
instead a trigger controlled by so-called �notification events� was implemented. These include, for 
example, the bankruptcy of the originator or a downgrade below B1 on the Moody�s scale). 

 Identification For the effective transfer of receivables the following minimum specifications are necessary: debtor, legal 
grounds for the claim, due date, and amount. The literature states that an agreement on the transfer of 
all receivables due from a specific debtor within a specific period is inadequate. 

 Future receivables A transfer is only possible if the claim has come into existence before the transfer and it is uncontentious 
and the assigner has met all the contractual obligations underlying the claim so that the debtor has no 
outstanding claims against the latter. 

 Collateral transfer In order to transfer rights of lien or transfers of title by way of security which constitute the 
collateralisation of a claim, separate assignment/ transfer of the securities has to take place. Claims 
under insurance policies are transferred by the insurer after he has received written notification of the 
transfer of the claim.  

 Real estate loans secured by mortgage lien  For a transfer to take place, an assignment agreement must be concluded for the mortgage lien. A 
notarial document and a property register transfer must be made. The property register adjustment does 
not apply where the transfer of receivables and encumbrances on real property has been carried out in 
separate contracts and no property register entry is necessary for the business transaction underlying the 
claim to be transferred.  
In principle the compulsory execution relating to a mortgage lien requires a corresponding court decision 
and realisation takes place by means of a public auction. In the literature the anticipated period required 
for the realisation of a real estate asset is given as being 4-24 months.  

Servicing 
 Orginator In principle the originator can act as servicer. Nevertheless, a Russian court will not necessarily 

acknowledge the transfer of claims. There is a particular risk if the originator is still economically 
associated with the transferred receivables through a credit link.  

 Banking licence For the servicing of non-bank receivables no banking licence is necessary. The requirement in the case of 
bank receivables is disputed.  

Insolvency 
 Receipt of payments According to the consensus opinion, payments relating to transferred receivables of the originator cannot 

be allocated to the bankruptcy proceeds.  
 Clawback Under Russian law an insolvency administrator can under certain circumstances contest the transfer of 

receivables (�clawback�), for example if the transfer will obstruct or hinder the restructuring/liquidation 
of the insolvent originator.  
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 �Securitisation Aspect� Current Situation 

 Choice of legal system  
 Russian vs. foreign law  Here the Russian Civil Code follows the Rome Convention of 1980 in respect of the applicable law for 

contractual obligations and allows the sale of receivables to be executed on the basis of foreign legal 
standards if there is sufficient purchasing from foreign suppliers. In the event of a cross-border 
transaction with a foreign SPV this requirement is met. However, this can also lead to these legal 
standards being used as the basis for other sets of circumstances, such as the ongoing business 
relationship between originator and purchaser of receivables or a compulsory execution arising from the 
transferred receivables.  
However, it is important to see that important questions, such as the relationship between SPV and 
borrower, the fundamental transferability of receivables, or whether the borrower meets his obligations, 
are judged on the basis of the legal system upon which the receivables are based, thus as a rule on 
Russian law.  

 ABS structural elements 
 Custodial accounts Escrow accounts are not permitted under Russian law.  
 Issue of ABS in tranches  Russian law does not recognise ABS as known in western European law. Instruments similar to corporate 

bonds can be issued � but no tranche breakdown is recognised for practical purposes. In the event of the 
bankruptcy of the SPV, all the tranches are considered to be of equal status irrespective of rating and 
seniority.  

 SPVs  
 Concept In the framework of the MBS Act of 2003 the first attempt was made to introduce into Russian law the 

concept of a special-purpose company for securitisation transactions. The law speaks here of a 
�mortgage agent� as a legal entity which may be used exclusively in connection with the securitisation 
of real estate loans. The formation of �onshore� SPVs for the purchasing of receivables is thus possible 
under Russian law.  

 Domicile, legal form Joint-stock company or limited company are the two permissible legal forms. A �fund-like� formulation 
of the SPV without use of a legal entity (such as a Spanish or French securitisation vehicle) is not 
possible. 

 Ringfencing If in the framework of the MBS Act an MPC structure is selected, then the MPC investors have joint 
ownership of the securitised portfolio, which in the event of the default of the issuer will thus not form 
part of the bankruptcy proceeds. In the case of an MBB structure the situation is not clear. The literature 
states at least that pursuant to the law as it currently stands ringfencing should be guaranteed (�should 
thus be excluded from the estate of the issuer in the event of its insolvency�).  

 Banking licence For the acquisition/securitisation of non-bank receivables no banking licence is required by the SPV. In 
respect of bank receivables, the situation is disputed and surrounded by uncertainties.  

 Capitalisation Under Russian law the share capital including collateral received from third parties must not be lower 
than the nominal value of all the bonds issued by the SPV.  

 Hedging It is disputed whether hedging agreements of the SPV are recognised as collateralisation of interest rate 
and foreign exchange risks or whether they are requalified as bets or gambles, so corresponding claims 
under them are not enforceable.  

 Tax treatment 
 Value-added tax The sale of receivables is not subject to value-added tax. Servicing of the receivables is in principle 

subject to value-added tax if it is not carried out by an originator which is not a Russian bank.  
 Taxes on earnings  In Russia SPVs are subject to tax on earnings, as are all companies with this legal form � there are no 

special rulings. This applies to onshore SPVs. According to the consensus opinion no tax liability is 
induced for offshore SPVs through the servicing of the originator.  

 Capital gains tax Payments on the ABS bonds are subject in principle to capital gains tax, unless there is a double taxation 
treaty.  

   
 
 

After this situation review, we shall attempt to give a perspective view of the future. Here 
we would in particular refer the reader to a study published in March 2005 by the 
International Finance Corporation (IFC), a unit of the World Bank, entitled �Securitisation in 
Russia � Ways to Expand Markets and Reduce Borrowing Costs�. It is the result of project 

Improvement proposals 
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sponsored by the IFC intended to help create the regulatory framework for a properly-
functioning Russian securitisation market. In the study extensive proposals are made for the 
reform of Russian legal standards, and we summarise these in a heavily abbreviated form in 
the appendix entitled �List of Measures of the IFC�.  

 

Excursus: Bankruptcy Code 

The value of a system of bankruptcy law can be measured by its capacity to meet the 
requirements of the two most important interest groups in a lending market, the creditors 
and debtors. The European Bank for Reconstruction and Development (EBRD) has analysed 
this capacity in the course of several surveys of two parameters: extensiveness and 
effectiveness. In simplified terms, extensiveness refers to the degree to which the legal 
system of an east European country corresponds to international standards. In other words 
an investigation is made into whether formal rules exist to an adequate extent at all. 
Besides this, however, a practical test was also carried out to determine the extent to which 
the formal rules are actually applied and are enforceable. While the extensiveness was 
determined and measured by experts in the framework of a general analysis of the 
corresponding legal standards, the assessment of efficiency was carried out by means of 
two �test cases� (Case 1: bankruptcy application initiated by a creditor; Case 2: debtor files 
for bankruptcy) which were sent for assessment to experts in the respective countries.  

In order to assess the extensiveness, the bankruptcy code (law and jurisdiction) of the 
respective country was classified in one of five categories. What was potentially the highest 
level of development (�very high compliance�) should not be interpreted as being a �state-
of-the-art� bankruptcy code. The benchmark is lower and merely means that all the 
minimum requirements of an up-to-date, fully-functioning bankruptcy code are being met. 
In spite of this, this �quality grade� was not achieved by any of the countries. Russia is 
placed in the middle of the field.  

 To what extent do the bankruptcy codes of east European states correspond 
to international standards?  

  

 
Source: EBRD 
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�effectiveness� of east European 
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Initiative 

C/D Efficiency Factor Explanation/question from the perspective of the initiator of bankruptcy  

 C/D Access and formality  How easy is it for me to file for bankruptcy?  

 C/D Application of the law Is the judge bound by a clear and transparent legal framework?  

 C Insolvency administration/ involvement of 
creditors/ competence of the trustee  

Are creditors generally well informed and do they have a high level of confidence in the 
insolvency administrator?  

 C/D Complexity Will the proceedings be so complex that they will be of little or no benefit to me?  
 C/D Costs How expensive will the bankruptcy proceedings be?  
 D Involvement of creditors Are the creditors well informed about the restructuring plan and are meetings of the 

relevant participants easy to organise?  
 C/D Identification of the court  How easy is it to identify the competent court for my bankruptcy and how specialised are 

the judges who will presumably be responsible for my case?  
 D Debtor protection As a debtor striving to restructure my business, will I be given protection both initially and 

on an ongoing basis so that I reorganise my business undisturbed?  
 C/D Predictability/competence Is the behaviour of the competent insolvency judge so variable and inconsistent that it 

makes the outcome of the proceedings largely uncertain and difficult to predict? How 
sensitive are the proceedings to political intervention, corruption or bribery?  

 C Insolvency administration  As a debtor with the aim of restructuring my business, how much confidence can I have in 
the insolvency administrator working on my company?  

 C/D Speed How long does it take for me to gain access to the system and ultimately obtain help 
and/or find a solution to the legal dispute? How easy is it for the opposing party to 
obstruct, delay or block the legal proceedings?  

 Source: EBRD, our own representation; Note: C=creditor, D=debtor 
 
Below we present by way of example the detailed result of the EBRD efficiency analysis for 
Russia as a cobweb diagram, showing both creditor-induced and debtor-induced 
bankruptcy scenarios. The factors are graded on a scale of 0-100%, with 100% being the 
maximum achievable figure. Thus the more colour there is in the diagram, the higher the 
total efficiency of the bankruptcy code.  

 Efficiency in Creditor-induced Bankruptcies (Russia, in % 
of the Maximum Value) 

 Efficiency in Debtor-induced Bankruptcies (Russia, in % 
of the Maximum Value) 

    
 

 
Source: EBRD 
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Thus the efficiency of the Russian legal system is considerably greater with a debtor-induced 
bankruptcy than with a creditor-induced bankruptcy. The situation is similar in most of the 
countries looked at. A possible reason for this is that frequently creditors have to force 
debtors into bankruptcy proceedings, which makes the entire process significantly more 
time-consuming and expensive. Overall only three out of 27 states (Armenia, Poland and 
Slovenia) are judged to be fast, efficient and transparent from the point of view of both 
creditors and debtors. The level of all the states in respect of predictability and transparency 
in respect of the court proceedings is extremely low.  

In summary, in its comparison of extensiveness and efficiency the EBRD reaches the 
following conclusions:  

• There is a high degree of correlation between the relative quality of the formal 
bankruptcy code system of a given country and its efficiency (the blue and orange 
columns are never very far from each other).  

• With most countries actual implementation/application lags behind the procedural 
quality of the bankruptcy code system, and this phenomenon is referred to as the 
�implementation gap�.  

 Comparison of the Extensiveness and Efficiency of East European Bankruptcy Code Systems  

  

 
Source: EBRD 
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The plans of the Russian Central Bank are currently as follows: By 2008 or 2009 the 
standard approach to the measurement of lending risk should have been implemented. In 
the medium term, though, it is intended to introduce the IRB approach, after extensive and 
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reliable credit risk databases have been built up and the banks� risk management 
operations have been improved further.  

Although very condensed in form, the charts below show clear growth in the Russian 
banking sector during the past few years. On the one hand there is a dramatic expansion of 
regulatory risk assets � on the other hand a similarly dramatic reduction in the regulatory 
equity ratio. Even though the average figure of approximately 16% is still very comfortable, 
there is a strong argument at the moment that over the next few years the equity capital of 
the Russian banks will increasingly lag behind the rate of growth of the lending business, 
which creates a certain amount of �potential for securitisation�. 

 Development of (Relative) Regulatory Equity Capital  
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 Development of Risk Assets  
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Russian Securitisation Market � Now and in 
Future 
Track record 

Summing the situation up in a single sentence, the Russian structured finance market is 
now at a relatively early stage in its development, though it has enormous potential. Thus 
both the volume and the number of Russian securitisation transactions has until now been 
limited. At first glance there appears to be a whole series of transactions. The 
overwhelming majority of these are not ABS, however, but instead �camouflaged� bond 
issues of Russian banks issued through a special-purpose company abroad. Under such a 
scenario a Russian bank, as originator, receives a loan from the special-purpose company in 
the amount of the issued bond and at the same time guarantees interest and repayment. 
Thus servicing of the bond is not dependent on a separate asset portfolio, but exclusively on 
the solvency of the originating bank. For this reason we shall not be looking at transactions 
of this type in this study. For the sake of completeness, however, we have summarised 
them in the table below.  

�Potential for securitisation� 

The Russian structured finance 
market is still in its infancy  
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 Issues by Russian Banks Through Foreign Special-purpose Companies  

 issue date transaction BB ticker originator currency volume (m)
02/2006 VTB Capital VTB Corp Vneshtorgbank (VTB) EUR 500
06/2005 Eurasia Capital HCFB Corp Home Credit & Finance Bank USD 275
06/2005 VTB Capital VTB Corp Vneshtorgbank (VTB) USD 1.000
04/2005 Russian Standard Finance RUSB Corp Russian Standard Bank USD 300
02/2005 VTB Capital VTB Corp Vneshtorgbank (VTB) USD 750
02/2005 Eurasia Capital HCFB Corp Home Credit & Finance Bank USD 150
12/2004 VTB Capital VTB Corp Vneshtorgbank (VTB) USD 350
10/2004 VTB Capital VTB Corp Vneshtorgbank (VTB) USD 450
10/2004 Promsvyaz PROMBK Corp Promsvyaz Finance S.A. USD 200
07/2004 VTB Capital VTB Corp Vneshtorgbank (VTB) USD 300
03/2004 NIKoil Loan Particip. Notes NIKOIL Corp NIKoil Bank USD 150
12/2003 VTB Capital VTB Corp Vneshtorgbank (VTB) USD 550
10/2003 Gazinvest Luxembourg GAZPRU Corp Gazprombank USD 1.050

 

 
Source: DZ BANK, Bloomberg 

 

  
 
Securitisation transactions in the emerging market segment have previously mostly been 
formulated as future flow transactions. Even the first Russian securitisation transaction of all 
� �Gazprom International Series 1� � was a transaction of this type. Future flow 
transactions (see appendix entitled �Future Flow ABS�) are characterised by the fact that 
future claims against foreign debtors with good creditworthiness (for example banks and 
credit card companies) are used for collateralisation of the bonds as well as for payment of 
interest and capital. Crucial to the risk classification of transactions of this type, therefore, is 
in particular the ongoing ability of the originator to generate such claims in sufficient 
volume during the term of the transaction. If the ongoing development of the business 
underlying the claims is judged by the rating agencies to be good enough, is it possible to 
achieve a bond rating above the �country ceiling� of the respective country or the credit 
rating of the respective originator. Thus the funding costs can be reduced accordingly, in 
particular if it is possible to receive a credit rating in the investment grade classification.  

In the Gazprom transaction already referred to above, the cash flow is generated by means 
of claims under two gas supply contracts with foreign utilities. By contrast, the second 
Russian future flow transaction, of Rosbank, is based on credit card transactions of 
foreigners in Russia. The claim here is against the credit card companies. The third 
transaction involves a subsequent issue by Rosbank. The fourth transaction � the originator 
is Alfa Bank � is based on �diversified payment rights�. EUR and US-dollar-denominated 
claims of Alfa Bank against foreign debtors are securitised and processed in the SWIFT 
international electronic clearing system. The following table summarises the four 
transactions.  

Future flow technology as a 
standard with emerging market 
ABS 

Four Russian future flow 
transactions until now  



DZ BANK    ABS & STRUCTURED CREDITS � SECURITISATION IN RUSSIA    25.4.2006 

 

1) � 9) Important: Please read the references to possible conflicts of interest and disclaimers/disclosures at the end of this report. 30

 

 Russian Future Flow Securitisation Transactions 

 cur- volume
issue date transaction BB ticker originator asset type rency (m) maturity coupon Moody's S&P Fitch

03/2006
Alfa Diversiefied Payment Rights 
Finance Co. Series 2006-A

ALFARU Corp Alfa Bank
diversified payment rights 

(DPR)
USD 350 03/2011

3mL+
160 bps

Baa3 NR NR

02/2005 Russia International Card Finance 2 ROSBNK Corp JSCB Rosbank
future flow (credit card 

receivables)
USD 75 09/2009 9,750% Ba3 NR B+

11/2004 Russia International Card Finance ROSBNK Corp JSCB Rosbank
future flow (credit card 

receivables)
USD 225 09/2009 9,750% Ba3 NR B+

07/2004
Gazprom International S.A.,
Series 1

GAZPRU Corp Gazprom
future flow (export, trade 

receivables)
USD 1.250 02/2020 7,201% NR BBB BBB

rating

 
Source: Bloomberg, rating agencies 

  
 
With the above transactions, however, the �future flow� concept has not yet become 
permanently established in Russia. A reason for the relatively low number of Russian future 
flow transactions � for example in comparison to Turkey � is explained by the 
predominantly weak credit ratings of the Russian banks which in most cases act as 
originators of this form of transaction. With an average rating among the institutions of 
�B� or �BB�, it is not possible as a rule to achieve an investment-grade rating for the 
issued bonds, so that economic refinancing by means of future flow ABS is only possible to 
a limited extent. This is also shown by the above table. Only the Gazprom transaction of 
2004 and the current Alfa transaction have ratings in the investment grade classification.  

In contrast to the situation in many other emerging market states, ABS structures 
securitising local assets have gained a foothold in Russia. The first transaction, in 2005, 
involved an automotive ABS. Given the generally existing limitation of the maximum 
possible rating of an ABS transaction with local assets to the �country ceiling� of the 
respective country, where these transactions originate in states with a rather weak credit 
rating they are hardly economically viable. With a current investment grade rating 
classification of Baa2/BBB/BBB (Moody�s/S&P/Fitch), even now Russia meets the 
requirements for an ABS transaction based on local assets being given an investment grade 
rating.  

We have outlined the four previous transactions on the basis of local assets in the following 
brief profiles. These involve the securitisation of consumer loans and car loans extended to 
private clients as well as leasing receivables due from the Russian state railway company. 
None of the previous transactions, however, involve special-purpose companies as 
recognised by Russian law, but rather �offshore� SPVs in Europe outside Germany (so far 
the Netherlands and Luxembourg). The purchase of claims takes place under English law. 
This structure means that a situation is avoided in which unpredictable factors and risks 
arising from the immaturity of the Russian legal framework could have a negative impact on 
the transactions. We take a detailed look at the regulatory and legal background as well as 
the emerging development trends from a securitisation point of view in the section entitled 
�Legal Environment�. In the following brief profiles we briefly present the three outstanding 
transactions of 2005 and 2006.  

Russian Auto Loans Finance 
This transaction involves the very first securitisation in Russia with local assets. The 
originating bank is the non-rated Soyuz. This relatively small institution specialises in the 
financing of vehicles in Greater Moscow and has achieved good market positioning. The 
bank also acts as a servicer. The back-up servicer is Russian Standard Bank. The issuer of 

Weak creditworthiness of the 
banks hinders future flow 
activities  

2005 sees first ABS with local 
assets  

Local assets � �offshore� SPVs 

Very first Russian ABS  

Bloomberg RUSAL 1 Mtge

asset class auto-ABS

originator Bank Soyuz

closing 07/2005
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the ABS bond is a Dutch special-purpose company. Purchase of the claims is subject to 
English law. The credit enhancement is based on subordination. The following table shows 
the tranche breakdown of the transaction.  

 Tranche Breakdown of �Russian Auto Loans Finance� 

  

 
Source: Bloomberg, rating agencies 

  
 
Through the combination of Class A1 with Tranche A2, which is structured as an inverse 
floater, a constant coupon of 8.75% is paid on the two tranches taken together. 

The portfolio contains 3,679 loans for the financing of what by Russian standards are 
premium-quality foreign passenger vehicles. The borrowers are private individuals with 
sound creditworthiness and, by the nature of the business area of the bank, are 
predominantly based in the Moscow area. The relationship between the size of the loan 
and the vehicle value is about 70% on average. The remaining term of the loans is 35 
months. No provision is made for a revolving period. The loans are denominated exclusively 
in USD, so the transaction involves no foreign exchange risk.  

Eurasia Structured Finance No. 1 
In the second Russian ABS with local assets, consumer loans for the financing of purchases 
of consumer goods are securitised. The originator is Home Credit & Finance Bank, which 
Moody�s awards a Ba3 rating. It is one of the leading institutions in Russia in point-of-sale 
lending (POS). It belongs to the PPF Group, one of the largest financials in the Czech 
Republic. The bank also acts as a servicer; International Moscow Bank is back-up servicer. 
In this transaction, too, the special-purpose company issuing the ABS bond has its 
registered offices abroad (Luxembourg). Here too, purchase of the claims is subject to 
English law. The credit enhancement is based on subordination. Moreover, a liquidity 
facility is available. The following table shows the tranche breakdown of the transaction. 
The issue takes place in two phases. First of all EUR 126.5m is issued, and this sum is 
increased within nine months of closing by an additional EUR 165.5m.  

 Tranche Breakdown of �Eurasia Structured Finance No. 1� 

  

 
Source: Bloomberg, rating agencies 

  
 
Tranche A2 is worthy of note, as compared with western European transactions it bears the 
substantially greater �commingling risk� of the transaction and reduces this accordingly in 
relation to classes A1 and B. The risk is caused by the predominant cash payment of the 

Combination with inverse floater 

Portfolio description 

Second ABS securitises consumer 
loans  

High �commingling risk� 

WAL original CE orig.

class original current factor (years) (%) Moody�s S&P Fitch coupon
A1 43,73 25,30 0,58 0,9 12,2 Baa3 NR NR 1mL$+175 bps *)

A2 0,10 0,06 0,58 0,9 12,2 NR NR NR inverse floater **)

B 3,98 3,98 1,00 2,1 4,2 B2 NR NR 8,75%

C 1,99 2,08 1,04 2,4 0,2 NR NR NR 8,75%

49,80 31,42 0,63 *) cap at 8,75%, **) calculation: -437,3 x 1mL$ + 3.069,8%

volume (USDm) rating original

Bloomberg EURAS 1 Mtge

asset class consumer-ABS

originator Home Credit & 
Finance Bank

closing 12/2005

WAL orig. CE orig.

class original current factor (years) (%) Moody�s S&P Fitch coupon
A1 230,00 230,00 1,00 n/a *) 20,9 NR NR NR 1mE + 250 bps

A2 33,00 33,00 1,00 n/a *) 9,6 NR NR NR 1mE + 525 bps

B 28,00 28,00 1,00 n/a *) n/a Ba3 NR NR 1mE + 500 bps

291,00 291,00          *) legal maturiy 05/2012

volume (Eurm) rating original
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loan instalments, which give rise to a constant average credit balance of approximately 
10% of the total lending volume. In the event of bankruptcy of the servicer, there is a risk 
that these instalments already paid are no longer passed on to the transaction account (also 
see the section entitled �Legal Environment�). 

The portfolio consists of a multitude (more than a million) of very small consumer loans for 
the financing of a diverse range of consumer goods such as home electronics, computers 
and mobile phones. The entire loan is not securitised, only the last eight instalments in each 
case. The portfolio is well diversified geographically. The Moscow region accounts for about 
11% of the portfolio. The foreign exchange risk from the RUB-denominated loans is hedged 
on a rolling basis. However, this does not mean that it is fully eliminated.  

Russian Consumer Finance No. 1 
In the third Russian ABS, too, consumer loans are securitised for the financing of purchases 
of consumer goods. Moreover, this is the first Russian ABS transaction publicly offered to a 
wider investor group. The originator is Russian Standard Bank RSB, which S&P awards a B+ 
rating and Moody�s a Ba2 rating. In order to achieve a higher level of acceptance among 
investors, in contrast to the preceding transactions, which only have a single rating, the 
bonds are rated by two agencies (Moody�s and S&P). RSB concentrates on the retail 
banking business and is very well positioned in the consumer segment with a market share 
of 42% in point-of-sale lending and 66% in credit cards. The bank reaches 93% of the 
population and has 10.4 million customers in Russia. RSB also acts as a servicer. The 
backup servicer is VTB Retail Financial Services. Here, too, the special-purpose company 
issuing the ABS bond has its registered offices in Luxembourg. Purchase of the claims is 
similarly subject to English law. The following table shows the tranche breakdown of the 
transaction.  

 Tranche Breakdown of �Russian Consumer Finance No. 1� 

  

 
Source: investor presentation 

  
 
Exactly as with �Eurasia Structured Finance No. 1�, in this transaction, due to the 
predominant cash payment of borrowers there is a comparatively high �commingling risk�, 
which here, too, is absorbed by Class A2. The credit enhancement comprises a 
subordinated loan as well as subordination. In addition a liquidity facility is available in the 
amount of 8.5% of the issued bond volume. Here too, the foreign exchange risk from the 
rouble-denominated loans is hedged on a rolling basis. However, this does not mean that it 
is fully eliminated. 

The portfolio has a volume of RUB 12.7bn (about EUR 380m) and is made up of over 2.1 
million small loans. The average seasoning is 4.6 months. The average remaining term is six 
months. The interest rate on the loan ranges between 12% and 38% (average 24%). The 
portfolio predominantly consists of loans for the financing of household appliances (18%), 
home electronics (15%), and mobile phones (14%). The portfolio is well diversified from a 

Portfolio description 

A wide investor group addressed 
for the first time  

Commingling risk and  
credit enhancement 

Portfolio description 

Bloomberg RUSCF 1 Mtge

asset class consumer-ABS

originator Russian Standard 
Bank

closing 03/2006

WAL orig. CE orig.

class (years) (%) Moody�s S&P Fitch expected legal coupon
A1 228,30 76,1% 3,0 31,7 Baa2 BBB NR 03/2009 01/2012 1mE+165 bps

A2 39,30 13,1% 3,0 18,6 Ba2 BB- NR 03/2009 01/2012 1mE+350 bps *)

B 32,40 10,8% 3,0 7,8 Ba2 BB- NR 03/2009 01/2012 1mE+325 bps *)

300,00 100,0% *) pre-placed

23,40 7,8% subordinated loan

rating original

volume (EURm)

maturity



DZ BANK    ABS & STRUCTURED CREDITS � SECURITISATION IN RUSSIA    25.4.2006 

 

1) � 9) Important: Please read the references to possible conflicts of interest and disclaimers/disclosures at the end of this report. 33

 

regional perspective. The Greater Moscow area accounts for about 17%. The lending 
decision is based on an automatic scoring system. As would be expected, the arrears and 
default rates of the POS loans are relatively high.  

Red Arrow International Leasing 
Unlike the three other Russian ABS, in this transaction it is not loans, but first-time leasing 
receivables, that have been securitised. Moreover, the issue is denominated in roubles. The 
lessee is the Russian state railway company, �Russian Railways (JSC)�. The subject matter 
of the lease contracts are new elements of the rolling stock due to be purchased. At 88%, 
this predominantly involves freight wagons. The remaining 12% comprises locomotives, 
passenger vehicles and buses. The total value of the leased items is stated at RUB 14.2bn 
(EUR 420m). The leasing receivables also include the value-added tax (VAT) on the vehicle 
purchases. According to Moody�s this is the first leasing transaction rated by the agency 
which includes a value-added tax element. The table below shows the capital structure of 
the transaction.  

 Tranche Breakdown of �Red Arrow International Leasing� 

 WAL orig. issuing

class (RUBm) (EURm) share (years) Moody�s S&P Fitch maturity Kupon price
A 12.570 372 91,6% 4,0 Baa2 BBB- NR 06/2012 8,375% 101,2520

B 1.030 30 7,5% 6,3 NR NR NR 06/2012 11,000% n/a

C 130 4 0,9% n/a NR NR NR 06/2012 0,125% n/a

13.730 406 100,0%

rating originalvolume

 
 
Source: rating agencies, Bloomberg 

  
 
The agencies essentially base their rating classifications of the only rated tranche on the 
rating of Russian Railways � Baa2 from Moody�s and BBB- from S&P � being the sole 
lessee. The bonds are being issued through an Irish special-purpose company. Settlement of 
Class A is in US dollars. All capital and interest payments are therefore denominated in US 
dollars. Conversion takes place at the prevailing spot rate.  

The following chart shows the simplified transaction structure in which, besides the Irish 
issue SPV (RAIL), a second special-purpose company in Luxembourg (RAL) is involved, the 
latter acquiring the lease contracts and vehicle fleet. The refinancing is effected by means of 
a loan by the bond-issuing SPV RAIL, which is in turn refinanced from the issue proceeds. 
The lease payments are made directly to the Luxembourg-based special-purpose company 
(RAL).  

First Russian lease ABS 

Rating classification is based on 
credit rating of �Russian 
Railways� 

Structure with two SPVs 

Bloomberg RAIL Corp

asset class lease-ABS

originator 3 leasing firms:
Magistral Finance,
Investment Partner,
FC Incorporated 
Depositors

closing 03/2006
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 Simplified Transaction Structure of �Red Arrow International Leasing� 

  

 
Source: ratings agencies 

  
 
The transaction allows the participating leasing companies better refinancing conditions. 
Class A was placed with more than 30 investors. Russian investors acquired 27% of the 
volume. The joint lead managers, besides Morgan Stanley as book runner, were two 
Russian banks, CIT Finance Investment Bank and TransCreditBank.  

 

27% of the bond volume was 
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Excursus: Emerging market ABS and the country ceiling 

Securitisation transactions from emerging market states differ from those from established 
markets in particular due to the fact that they are exposed to greater volatility of the 
respective economic, political and legal environment, which means in turn that emerging 
market (EM) ABS transactions are subject to particular risks. In general a distinction needs 
to be made between specific macroeconomic risks and event risks, of which, in relation to 
an EM ABS transaction, the effects are ex ante very different.  

In principle, macroeconomic risks, such as movements of interest rates, exchange rates, 
prices and unemployment, can be compensated for in an ABS transaction in the course of 
the rating process through the provision of additional credit enhancements. In the run-up 
period to a transaction they influence the forecasting of default probabilities and recovery 
rates of the securitised assets and in the course of the transaction they impact on the 
performance of these assets and thus of the transaction as a whole. Such compensation will 
of course only take place provided that the ABS transaction does not become uneconomic 
due to the resulting additional costs. Nevertheless, it should be noted that the maximum 
attainable rating of the ABS transaction is not automatically limited by a �cap�.  

However, the effects of event risks are more far-reaching. They include transfer and con-
vertibility risks, the risk of a general banking crisis, increased legal risks (e.g. due to lower 
standards, the difficulty of enforcing legal claims, etc.), and the risk of political interference, 
such as cases of expropriation. Such event risks are very difficult to quantify in the run-up 
period and can have far-reaching consequences for the basic functioning of an ABS transac-
tion even if the performance of the securitised assets is good. Ultimately these event risks 
act as a bottleneck in the awarding of the ratings, because they cannot be fully compen-
sated for by means of additional credit enhancement. 

 Risks Determine the Structure and Rating of an ABS 

  

 
Source: Fitch, our own representation 

  
 
Among the event risks transfer and convertibility risk is of crucial importance as it comes 
into play in all cross-border foreign exchange transactions, thus in the case of Russia in a 
securitisation of Russian rouble-denominated assets in combination with the issue of 
foreign currency-denominated ABS, with USD or EUR being preferred as a rule. The risk can 
manifest itself among other things through restrictions in respect of the conversion of local 
currency cash flows into the required foreign currency � for example for interest and 
redemption payments on the bonds. Besides this a transfer prohibition may be pronounced 
preventing the transfer of the respective foreign currency from the local � juristic � 

The economic, political and legal 
environment in EM states is 
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Macroeconomic risks can be 
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Event risks determine rating cap 

Transfer and convertibility risk is 
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sovereign territory to a foreign country. The transfer and convertibility risk should be viewed 
in direct connection with the foreign currency rating of the respective EM state, as in the 
most extreme case the government of the latter may pronounce appropriate discretionary 
sanctions blocking the payment streams of an ABS transaction. In principle the risk of such 
sanctions increases as the creditworthiness worsens, � the latter being expressed in the 
rating � reaching its most extreme form where it becomes necessary to avert a possible 
default of the EM state.  

Until a few years ago the rating agencies used a somewhat simplified method to set the 
upper limit for the rating of an EM ABS transaction and thus the so-called �country ceiling� 
� which worked as a �rating cap� for the ABS � in a foreign currency rating for the relevant 
EM state. Their procedures have since become much more differentiated, and it is now 
possible for an ABS transaction to break through the country ceiling (one talks of the 
possibility of �piercing the country ceiling�). The procedures used by the rating agencies are 
not uniform and they differ in the matter of how the country ceiling is defined. While 
Moody�s defines the foreign currency rating of the EM state as a country ceiling and as the 
�starting point in the analysis of cross-border transfer risk�, Fitch differentiates at this 
juncture between the foreign currency rating and the country ceiling, which can in 
individual cases most certainly be higher than the foreign currency rating, as illustrated by 
the chart on the next page.  

At this point we merely wish to explain the basic principle. For a detailed description we 
would refer the reader in particular to the appropriate reports of FitchRatings  
(�Existing Asset Securitisation in Emerging Markets � Sovereign Constraints�) and Moody�s 
(�Piercing the Country Ceiling: An Update�) and to our detailed study of the monoline 
insurers, which are important in this connection (�Beyond the Monoline�). 

Fitch makes the assumption that in generally liberal EM states even in crisis or default sce-
narios it is not seen as necessarily being a last resort to intervene in the economic cycle by 
means of force and state sanctions. Examples from the more recent past here are Pakistan, 
Ecuador, Uruguay, the Ukraine, and not least Russia. To this extent the country ceiling of 
the EM state can most certainly be higher than the foreign currency rating, says Fitch. This 
is initially the upper limit for a possible ABS rating unless it is possible to compensate for 
the transfer and convertibility risk by means of structural measures in the course of the ABS 
transaction. Possible examples are offshore reserve accounts, offshore liquidity lines, and 
insurance policies (�political risk insurance�, PRI). Depending on the period for which these 
compensation measures are activated, the ABS rating can be up to three notches above the 
country ceiling, thus piercing it. 

 

Piercing the country ceiling 

Explanation of the basic principle 

The approach of Fitch 
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 Country Rating, Country Ceiling and ABS Rating According to Fitch 

  

 
Source: Fitch, our own simplified representation 

  
 
According to the methodology of Fitch, the rating cap for the ABS transaction is ultimately 
determined in most cases by means of another event risk already referred to, namely that of 
political interference, e.g. though expropriation. In the most favourable case this risk is 
rated as low, on which basis the ABS rating can be up to a maximum of three notches 
above the country ceiling. In the worst case (�high�), a rating cap must be set at the level 
of the country ceiling.  

Leaving aside for a moment the consideration of event risks, in respect of the economic 
risks and their possible influence on pool performance Fitch applies stress factors such as 
�default multipliers� to the transactions in order to determine ratings. Compared to ABS 
from established markets, the stress factors relating to EM ABS are nevertheless quite a bit 
more conservative.  

As mentioned, Moody�s first sets the foreign currency rating of the EM state as the country 
ceiling. According to this the possibility of piercing depends on three factors, namely (1) the 
credit rating of the structure on a stand-alone basis, (2) the probability that in the event of 
a default by the EM state a general moratorium will be imposed, and (3) the probability 
that the doubtful ABS transaction will also be included in the moratorium.  

In algebraic terms, the possibility of piercing the country ceiling can be determined as de-
scribed below. It is important to see that the results depend on a number of parameters 
which need to be set and all of which are listed in the following chart. As is often the case, 
it is also true here that the formula-based representation initially suggests precision, though 
variation of the parameters included greatly varies the results obtained. 
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 Piercing the Country Ceiling and Joint-default Analysis According to Moody�s 

  
 
 
 

 
Source: Moody�s, DZ BANK 

  
 

 (1) Joint-default Probabilities  

  

 (2) Ratings Based on the Joint-default Probabilities 

  

 
Source: DZ BANK 

  
 
The example shown in the above two tables respectively assumes a figure of 0.5 for 
correlation W and the probabilities of C and M. Assuming a rating of A3 and a rating of 

Example 

L / H Aaa Aa1 Aa2 Aa3 A1 A2 A3 Baa1 Baa2 Baa3 Ba1 Ba2 Ba3 B1 B2 B3 Caa-C
Aaa Aa1
Aa1 Aa1 Aa2
Aa2 Aa1 Aa2 Aa3
Aa3 Aa2 Aa2 Aa3 A1
A1 Aa2 Aa3 Aa3 A1 A2
A2 Aa3 A1 A1 A1 A2 A3
A3 A1 A1 A1 A2 A2 A3 Baa1
Baa1 A2 A2 A2 A2 A3 A3 Baa1 A3
Baa2 A2 A2 A2 A3 A3 Baa1 Baa1 Baa1 Baa3
Baa3 Baa1 Baa1 Baa1 Baa1 Baa1 Baa2 Baa2 Baa2 Baa3 Ba1
Ba1 Baa2 Baa2 Baa2 Baa2 Baa2 Baa3 Baa3 Baa3 Baa3 Ba1 Ba2
Ba2 Baa3 Baa3 Baa3 Baa3 Baa3 Baa3 Baa3 Baa3 Ba1 Ba1 Ba2 Ba3
Ba3 Baa3 Baa3 Baa3 Ba1 Ba1 Ba1 Ba1 Ba1 Ba1 Ba2 Ba2 Ba3 B1
B1 Ba1 Ba1 Ba1 Ba1 Ba1 Ba1 Ba1 Ba1 Ba2 Ba2 Ba3 Ba3 B1 B2
B2 Ba1 Ba1 Ba1 Ba2 Ba2 Ba2 Ba2 Ba2 Ba2 Ba2 Ba3 B1 B1 B2 B3
B3 Ba2 Ba2 Ba2 Ba2 Ba2 Ba2 Ba2 Ba2 Ba2 Ba3 Ba3 B1 B2 B2 B3 Caa-C
Caa-C B1 B1 B1 B1 B1 B1 B1 B1 B1 B1 B2 B2 B3 B3 Caa-C Caa-C D

L / H Aaa Aa1 Aa2 Aa3 A1 A2 A3 Baa1 Baa2 Baa3 Ba1 Ba2 Ba3 B1 B2 B3 Caa-C
Aaa 0.00%
Aa1 0.01% 0.03%
Aa2 0.02% 0.04% 0.08%
Aa3 0.04% 0.06% 0.09% 0.16%
A1 0.07% 0.09% 0.12% 0.19% 0.29%
A2 0.12% 0.14% 0.18% 0.24% 0.34% 0.53%
A3 0.19% 0.21% 0.24% 0.31% 0.41% 0.59% 0.82%
Baa1 0.28% 0.30% 0.33% 0.40% 0.50% 0.68% 0.91% 0.69%
Baa2 0.40% 0.42% 0.45% 0.52% 0.62% 0.80% 1.03% 0.81% 1.77%
Baa3 0.77% 0.79% 0.82% 0.89% 0.99% 1.17% 1.40% 1.17% 2.14% 3.42%
Ba1 1.32% 1.35% 1.38% 1.44% 1.55% 1.73% 1.95% 1.73% 2.69% 3.97% 5.91%
Ba2 2.11% 2.13% 2.16% 2.23% 2.33% 2.51% 2.73% 2.50% 3.47% 4.74% 6.67% 9.37%
Ba3 2.97% 2.99% 3.02% 3.09% 3.19% 3.37% 3.59% 3.36% 4.32% 5.59% 7.51% 10.20% 13.17%
B1 4.03% 4.06% 4.09% 4.15% 4.25% 4.43% 4.65% 4.42% 5.38% 6.64% 8.54% 11.22% 14.17% 17.81%
B2 5.18% 5.20% 5.24% 5.30% 5.40% 5.57% 5.80% 5.56% 6.52% 7.77% 9.66% 12.32% 15.25% 18.87% 22.76%
B3 6.76% 6.79% 6.82% 6.88% 6.98% 7.16% 7.38% 7.14% 8.09% 9.33% 11.20% 13.84% 16.74% 20.32% 24.18% 29.52%
Caa-C 12.19% 12.21% 12.24% 12.30% 12.40% 12.57% 12.78% 12.53% 13.47% 14.67% 16.49% 19.03% 21.84% 25.31% 29.05% 34.21% 51.87%

P (L or H | M, C) = P(H) + P(L) x P(M) x P(C) - P (L and H) x P (L and H )x P (M) x P(C)

with:

P(L and H) = W x P(H) + (1-W) x P(L) x P(H)

and

L = Event that domestic sovereign defaults

H = Event that Issuer/Transaction defaults

L or H = Event that domestic sovereign or Issuer/Transaction are defaulting

L and H = Joint Default-Event that domestic sovereign and Issuer/Transaction are defaulting

W = Korrelation between default of L and H

M = Event that a moratorium on payments will be imposed

C = Event that transaction H will be gripped by a moratorium on payment

P(+1 or +1 | *1,*2) = Conditional probability of event �+1� or �+2� occuring, if events �*1�
and �*2� have occured
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Ba3 for the state for the transaction on a stand-alone basis, the overall result is a rating of 
Ba1, which is two notches above this country ceiling. If, for example, we reduce the 
probability C of the transaction being included in the moratorium to 10% instead of 50% in 
our initial scenario, given otherwise constant parameters the derived rating immediately 
improves significantly to Baa2. 

Ultimately it can be said in respect of the approach of Fitch that the foreign currency rating 
of the EM state or the country ceiling derived from it acts like a magnet on an ABS 
transaction undergoing the rating process, the strength of the force of attraction depending 
on the asset class. Thus the probability of political interference in connection with the 
residential property market, which is generally important in terms of the national economy, 
or even out of personal interest in connection with state securitisation transactions, should 
be estimated as being substantially higher than in the case of securitisation of consumer 
loans.  

 

Analysis of potential 

In this section we present our expectations for the future potential of Russian securitisation 
transactions. This chapter is divided by asset type according to the chart below. Below we 
examine in particular the possibilities for the securitisation of consumer and corporate loans 
and in an excursus we take a look at the �Agency for Housing Mortgage Lending� (AHML), 
which could play a role in connection with future MBS transactions. Finally we briefly look 
at �other securitisation transactions� such as Lease ABS and other future flow transactions.  

 Summary of Securitisation Potential by Asset Type  

  

 
Source: DZ BANK 

  
 

Equity capital is becoming scarce  
The existing low level of market penetration of banking products, strong economic growth 
and the accompanying investment by companies, combined with growing demand from 
consumers, offers the banks enormous growth potential in the lending business. 
Nevertheless, the situation of the institutions in respect of equity capital is already now 
relatively weak. If the banks are to be able to exploit the opportunities in the market, 
ultimately there are two tools available to them. They can procure additional equity capital 
or better utilize the existing equity capital by reducing risk assets with the help of loan 
securitisation. Nevertheless, access to additional equity capital is difficult for many Russian 
banks (for more information on the situation of the financial institutions, see also the 
section entitled �Russian Banking Sector and Credit Market�). Against this backdrop we 
anticipate that we will be seeing a high level of securitisation activity on the part of the 
Russian banks.  

Conclusion: �magnetism� 
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Securitisation of consumer loans  
The range of possible assets relating to consumer-oriented loans is very wide. It extends 
from small point-of-sale loans for the purchase of consumer goods (for example home 
electronics) through instalment credits for the financing of high-priced goods (for example 
furniture and cars) to real estate loans. Current account loans have the largest market 
volume at present, though due to the variable level of demand for them and uncertain 
repayment behaviour they are unsuitable for securitisation. The following chart presents a 
summary of the credit products suitable for ABS utilised in private client business. The lower 
part of the chart shows the transaction types derived from them. Following the summary 
the individual forms of ABS are presented in greater detail. 

 Alternative Loan Securitisation Assets in Private Client Business  

  
 

 
Source: Russian Standard Bank, Sberbank, Central Bank of Russia, rating agencies, Home Credit & Finance Bank 

  
 
Due to the very short term of credit card receivables they can only be securitised if they are 
purchased on a permanent basis via an appropriate platform. Besides this, stringent 
requirements have to be met if the overall process and servicing is to be trouble-free � so 
the start-up investment of the originator is correspondingly large. The high level of 
expenditure linked to credit card ABS is therefore only justified if a large volume of claims 
can be securitised once the platform has been installed. As a rule, therefore, Mastertrust 
structures are used, which make continuous sequential transactions possible. Overall credit 
card ABS have become established in particular in well developed structured finance 
markets such as the United States and Great Britain. Due to the low volume and the fact 
that the ABS market is only just developing, we do not expect to see any Russian credit card 
transactions over the next few years. However, the statements made here do not apply to 
future flow ABS. Here we most certainly anticipate credit card-based transactions (cf. 
section on this subject below).  

 

Credit products and ABS types 

Credit card ABS 

Credit Card
Receivables

�Point of Sale�
Loans

Auto Loans
Mortgage

Loans

Volume of a
single claim

very low low mid to high very high

Usual maturity very short up to 36 month up to 36 month up to 15 years

Repayment current instalment instalment instalment

Collateral n/a n/a good gut

Purpose use of credit cards
purchase of goods, loan

origination directly in a shop
car purchase

real estate purchase/
renovation

Expected market
volume

approx. 1,0 EURbn approx. 2,0 EURbn approx. 1,5 EURbn approx.1,6 EURbn

Asset class Credit Card-ABS Consumer-ABS Auto-ABS RMBS

Complexity low low mid high

Portfolio revolving purchase
static or

revolving purchase
static or

revolving purchase
static

Product Features

Asset classes of ABS

Current
Feasibility

no yes yes unsicher

Potential low high high very high

Future 
transactions

unlikely yes yes yes, but not in the short run

Market leader
RSB 

Home Credit
RSB 

Home Credit
Sberbank Sberbank

Credit Card
Receivables

�Point of Sale�
Loans

Auto Loans
Mortgage

Loans

Volume of a
single claim

very low low mid to high very high

Usual maturity very short up to 36 month up to 36 month up to 15 years

Repayment current instalment instalment instalment

Collateral n/a n/a good gut

Purpose use of credit cards
purchase of goods, loan

origination directly in a shop
car purchase

real estate purchase/
renovation

Expected market
volume

approx. 1,0 EURbn approx. 2,0 EURbn approx. 1,5 EURbn approx.1,6 EURbn

Asset class Credit Card-ABS Consumer-ABS Auto-ABS RMBS

Complexity low low mid high

Portfolio revolving purchase
static or

revolving purchase
static or

revolving purchase
static

Product Features

Asset classes of ABS

Current
Feasibility

no yes yes unsicher

Potential low high high very high

Future 
transactions

unlikely yes yes yes, but not in the short run

Market leader
RSB 

Home Credit
RSB 

Home Credit
Sberbank Sberbank



DZ BANK    ABS & STRUCTURED CREDITS � SECURITISATION IN RUSSIA    25.4.2006 

 

1) � 9) Important: Please read the references to possible conflicts of interest and disclaimers/disclosures at the end of this report. 41

 

Small-scale POS loans with terms of up to 36 months are very suitable for securitisation. It 
is not surprising, therefore, that the two leading institutions in this segment, Russian 
Standard Bank and Home Credit & Finance Bank, with a joint market share of 66%, have 
already securitised loans of this type and consequently also have the corresponding 
infrastructure. If both banks make a positive review of their experiences with the 
outstanding transactions, it can be expected that they will seek to execute further 
transactions as soon as enough mass has accumulated in the balance sheets out of the new 
business. In view of the strong growth in the POS business area this should be possible for 
the two market leaders in the foreseeable future. The third-largest supplier in this segment, 
with a market share of 12%, is Rosbank, which, in view of its expected growth, we also 
believe has sufficient portfolio volume for the purpose of securitisation.  

The very first Russian securitisation transaction with local assets was an automotive ABS. In 
exactly the same way as consumer loans, motor vehicle loans are also suitable underlying 
assets for ABS. Moreover, the collateralisation provided by the vehicle is advantageous. 
Besides this we assume that a large part of the loan is denominated in foreign currency, so 
exchange rate hedging within the transaction is greatly facilitated. For example, the 
automotive ABS of Bank Soyuz referred to above exclusively involved loans in US dollars. By 
contrast, the relatively low level of market concentration in this segment is problematic, so 
the individual portfolios are relatively small. It is true that the market leader, the state-
owned Sberbank, has a 20% share in respect of car loans. However, with a total market at 
present of approximately EUR 1.5bn, on the basis of the market structure we consider it to 
be rather unlikely that, besides the financial institution referred to, there will be other 
sufficiently large portfolios available for publicly-offered ABS in the near future. For 
example, the transaction of Bank Soyuz referred to only has a � for many investors too low 
� transaction volume of about USD 50m.  

Due to the high loan values, an intensive creditworthiness check is mandatory with real 
estate loans. In addition to this, real estate buyers usually have above-average incomes. In 
the same way good collateralisation through the real estate assets ensures high collateral 
revenues. Thus real estate loans are highly suitable for securitisation. Not without reason, 
RMBS have by far the largest share of the structured finance market. Nevertheless, the 
requirements in terms of credit processes and loan management are very stringent here. In 
the same way the legal enforceability of the claims against borrowers with defaulted loans 
plays a major role. Thus the requirements needing to be met for RMBS have to be tougher 
than with consumer and car loans. In addition, with a current estimated total lending 
volume of about EUR 1.6bn � of this the state-owned Sberbank holds a share of about 
50% � the basis for RMBS is currently still very limited. For the reasons stated, therefore, in 
the near future we envisage at most individual small-volume transactions.  

On the other hand, in the medium term we expect to see heavy demand for real estate 
loans. The present frequently unsatisfactory living conditions of a large part of the 
population accompanied by rising incomes will create a corresponding demand for 
renovation measures and real estate purchases, which means that substantial growth in 
lending volume can be anticipated in this segment. Transactions secured by real estate are 
in principle already possible under Russian law. Mortgage-backed bonds (MBB) can be 
issued by banks and special mortgage agencies. They have to be registered with the Federal 
Service for Financial Markets (FSFM). Interest and capital payments are secured by means of 
hypothecation of the loan portfolios. Alternatively it is naturally also possible, instead of 
through a domestic special-purpose company, to process an RMBS through an �offshore 
SPV� (in this connection see also the section entitled �Legal Environment�). On this basis, 

Point-of-sale (POS) loans  

Car loans  

Real estate loans very well suited 
to securitisation  

An attractive segment in the 
medium term however 
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according to rumours at least Vneshtorgbank is aiming this year to issue an RMBS in a 
volume of USD 100 to 200m.  

 

Excursus: �Agency for Housing Mortgage Lending� (AHML) 
In connection with the developing market for real estate loans and refinancing through 
RMBS, the activities of the �Agency for Housing Mortgage Lending� (AHML) are 
interesting. AHML is state-owned and was formed in 1997 on the basis of a decree issued 
by the President of the Russian Federation.1 It began its activity in 2001 in order to 
standardise real estate loans, implement a secondary market for refinancing, and to 
improve the regulatory framework of the real estate market. It already has refinancing 
agreements with a series of banks. The chart below left shows AHML�s refinancing model. 
The loans are either directly transferred to AHML or bundled into portfolios through 
regional servicers. It is intended that refinancing through the capital market be made 
through three channels. These are state-guaranteed bonds, investment funds and 
securitisation transactions through MBB. The table on the right shows the current loan 
portfolio of AHML.  

 AHML Refinancing Model   AHML Loan Portfolio (01/2006) 

   portfolio volume 343,3 USDm
number of loans 23.639
average loan size 14.800 USD
average maturity 16 years
weighted average life (WAL) 6 years
weighted average loan-to-value (LTV) 60%
weighted average payment-to-income (PTI) 40%
share of defaulted loans 0,34%
as of 01.01.2006  

 
Source: AHML 

 
 

  
 
So far the agency has for the most part obtained refinancing through the issue of state-
guaranteed bonds with a total volume of USD 365m. A loan purchase with the significantly 
higher total volume of USD 760m is already planned for 2006 however. The greater part of 
the refinancing should, as previously, be raised by means of state-guaranteed bonds 
(USD 490m) as well as equity capital (USD 130m). In addition, the first loan securitisation 
transaction is planned for the second half of this year, to be carried out using Russian 
mortgage-backed bonds worth USD 100m as a funding instrument. The chart below left 
shows the planned structure of the MBB issue. The chart on the right shows the AHML 
volume plan. A cumulative purchase volume for loans � extended by the banks with which 
refinancing agreements exist � of over USD 44bn and a cumulative issue volume of 
approximately USD 19bn is shown for the period up until 2010. Irrespective of the accuracy 
of the forecast, it clearly indicates the enormous potential of future transactions involving 
the securitisation of real estate loans. Other regional mortgage agencies include the First 

                                                             
1 Presidential Decree No. 2281 On Development and Introduction of Non-budget Forms of Investing Into the 
Housing Sector, December 24, 1993 
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Mortgage Company and the Moscow Mortgage Agency (MMA), which belongs to the city 
of Moscow and operates in the urban area as an AHML agent. For example DeltaCredit 
Bank, which specialises in real estate lending, co-operates in refinancing with MMA. 

 AHML Mortgage-backed Bonds � Transaction Structure   AHML Future Plan 

    

 
Source: AHML 

 
 

  
 
Securitisation of corporate loans 
In respect of the securitisation of unsecured corporate loans, in our opinion SME-CLOs, 
whose portfolios include loans to small and medium-sized companies, are of primary 
interest. Nevertheless, we do not anticipate any Russian transactions of this type for the 
foreseeable future. For the time being the available lending volume is too low and 
unsuitable for a securitisation transaction. It is true that the loans extended to companies 
add up to approximately EUR 120bn. As already mentioned, however, this predominantly 
involves short-term working capital loans. The share of long-term loans with terms of over 
three years is relatively small by contrast, at 14%. The volume of small and medium-sized 
loan financing packages, at just over EUR 4m, is only a fraction of the total corporate loans 
and moreover consists almost entirely of short-term working capital loans, so SME-CLOs are 
not viable for the time being.  

In our view it is more likely that secured corporate loans will be initiated in the form of 
CMBS transactions whose portfolios then consist at least partly or even fully of commercial 
Russian real estate loans or properties. Not only the real estate asset used as security 
reduces risk. The credit rating appraisal is greatly facilitated if it is possible to take into 
account one or more solvent main tenants � for example state organisations or domestic 
and foreign groups with strong credit ratings. Constant strong growth in the area of 
commercial real estate and consequently also in the financing of the same is in any case 
very probable. The frequently obsolete small business and office properties no longer meet 
requirements, so a high level of real estate investment and a high financing requirement 
can be expected to reflect this. Consequently CMBS are suitable as an instrument for 
financing, risk transfer and for relieving pressure on capital ratios.  

Securitisation of other assets, in particular leasing 
Leasing volume, in the same way as lending volume, has grown strongly in Russia over the 
past few years. From 2001, when it was about USD 1.7bn, up to 2004 it increased around 
three-fold to approximately USD 5.5bn. In view of the enormous requirement for new and 
replacement investments this growth can be expected to continue unabated over the next 
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few years, so that there will also be a high level of demand for inflow of capital on the 
refinancing side. Nevertheless, the leasing volume is divided between more than 250 
suppliers, so very few leasing companies have sufficiently large receivables portfolios. 
Moreover, in some cases these are subsidiaries of international leasing providers which 
effect their refinancing within their respective corporate group. The foundation of data in 
this segment is unfortunately very unsatisfactory, so reliable statements are barely possible. 
In principle, due to the mostly high percentage of commercial lessees in combination with 
the risky small and medium-sized Russian companies, a comparatively high default risk can 
be expected in respect of the receivables. Overall, though, at least in the medium term we 
expect to see some Russian lease ABS transactions.  

Future flow transactions 
Due to the constant flow of foreign tourists and business people visiting Russia, due to their 
credit card usage Russian banks have a high level of receivables due from the respective 
credit card companies. Rosbank already made use of this potential in 2004 and 2005 with 
�Russian International Card Finance�. In addition there are extensive claims against foreign 
banks arising from the export business of their customers (�diversified payment rights� � 
DPR), so we also anticipate future flow transactions based on the asset referred to.  

A series of Russian banks nevertheless suffer a disadvantage from their predominantly 
relatively weak credit rating of B or BB. While it is true that by means of future flow 
technology the bond rating can be set up to six notches higher than the credit rating of the 
originator, assuming relatively weak rating classifications it will not be possible in every 
case to achieve an investment grade rating with correspondingly attractive funding costs. 
Nevertheless, a non-investment-grade rating classification is not an insurmountable 
obstacle � even the �Russian International Card Finance� transaction already cited is only 
rated Ba3 and B+ (Moody�s and Fitch).  

Nevertheless, an improvement of the relatively weak equity capital ratio of many Russian 
institutions due to the strong asset growth cannot be achieved with future flow 
transactions, as the risk asset volume is not thus reduced.  

The Russian Federation�s wealth of natural resources is of enormous importance both for 
the past and for the future economic development of the country. In particular oil and gas 
form the backbone of the exports. We have already demonstrated their importance as 
Russia�s economic mainsprings. The enormous volume of raw material exports with 
correspondingly high currency inflows provides a good foundation for future flow 
transactions, in particular on the basis of oil and gas export revenues. On the other hand, 
due to the large rise in the oil price since 2004, the revenues from raw materials exploration 
have increased dramatically. For example, oil export revenues in the third quarter of 2005 
are as high as those generated in the whole of 2001. Due to the cash inflows resulting from 
the constantly high oil and gas prices we currently consider it somewhat unlikely that there 
will be a requirement for a future flow transaction in this segment.  

There is future potential for 
future flow transactions in 
Russian banks  

The relatively weak ratings of 
many institutions are 
disadvantageous  

Future flow does not improve 
the equity capital ratio  

Future flow transactions based 
on raw materials rather unlikely.  
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Appendix 1: List of Measures of the IFC  

 Problem Measure 

 The number of securitisable receivables is (legally) strictly limited  
 Russian courts are reluctant to recognise the 
transfer/assignment of receivables portfolios.  

Section 24 of the Civil Code should be amended to the extent that a transfer of receivables is expressly allowed if the 
latter are accruable but not if they have already been accrued.  

Section 24 of the Civil Code should be amended to the extent that a transfer of future receivables is expressly allowed 
if there are outstanding claims between borrower and originator.  

 Russian courts do not recognise the validity of the 
transfer/assignment if the borrower has contractually 
excluded it (�anti-assignment clause�).  

Section 24 of the Civil Code should be amended to the extent that assignment is expressly allowed even if the 
borrower has excluded it in an individual contract.  

 True sale of receivables cannot be guaranteed  

 The risk of ex-post requalification of a true sale 
transaction cannot be excluded as the law stands at 
present.  

The Securitisation Act should unambiguously describe the concept and functioning of a (true sale) securitisation 
transaction.  

 

 Currently a true sale can under certain circumstances 
be cancelled ex-post in the event of bankruptcy of the 
originator.  

The Securitisation Act should contain a ruling that in the absence of refutation by an insolvency administrator it is to 
be assumed that a securitisation transaction has been executed under market conditions and that individual 
bondholders of the originator have not received preferential treatment.  

The status of the purchaser of receivables is unclear 
 As the law stands at present it is not clearly defined 
which legal form the purchaser of the receivables 
may take.  

The Securitisation Act should define which legal form should be used for the establishment of the purchaser of 
receivables.  

 As the law stands at present it does not guarantee 
any insolvency protection for the purchaser of 
receivables.  

The Securitisation Act should (1) limit the capacity of the purchaser of receivables, (2) limit the right of the purchaser 
of receivables to file for voluntary liquidation or restructuring before the securitisation transaction is concluded, and 
(3) recognise exclusion of claims and limited rights of recourse where these are contractually agreed by the contractual 
partners with the purchaser of receivables.  

 Russian courts are reluctant to allow the transfer of 
receivables by means of factoring if the purchaser of 
receivables is not a financial institution.  

A clause of Article 825 of the Civil Code which requires licensing of the activities of the factor should be abolished.  

Classical credit enhancement mechanisms are not available  
 The hypothecation of cash at bank and custodial 
accounts are not approved under Russian law.  

The Russian statutory basis should be supplemented by regulations allowing the use of cash at bank for the 
collateralisation of loans. A working group for the development of statutory general terms and conditions for the 
hypothecation of cash at bank is due to discuss possible reforms.  

 As Russian law stands at present it is not permissible 
for the parties to a securitisation transaction to insure 
the risks of default on receivables.  

The clause contained in Article 932 of the Civil Code which restricts the possibility of insurance of risks in connection 
with the breach of contractual obligations should be abolished.  

 As Russian law stands at present ranking of creditors 
in accordance with the tranches in which they have 
invested is not allowed.  

The bankruptcy code should be improved in this respect so that the tranche breakdown of asset-backed securities is 
taken into account accordingly in the event of bankruptcy of the purchaser of receivables.  

 Russian courts tend to view hedge transactions as 
bets, and so they do not enjoy legal protection. 

Russian laws should explicitly recognise the practicability of hedge transactions. A working group for the development 
of a legal framework for derivatives is due to discuss possible reforms.  

Commingling risk cannot be avoided  
 As Russian law stands at present no measures are 
offered for the reduction of commingling risk, i.e. the 
risk that return payment flows from the securitised 
receivables become mixed with other assets of the 
originator, who acts as servicer.  

Section 53 of the Civil Code should be amended so that administration of the receivables by a trustee is allowed. The 
Securitisation Act should provide mechanisms (e.g. special-purpose accounts) which ensure that cash received by the 
servicer is immediately allocated to the receivables and is immediately transferred to the purchaser of receivables.  

 As the law stands at present it does not guarantee 
any insolvency protection for the purchaser of 
receivables.  

The Securitisation Act should (1) limit the capacity of the purchaser of receivables, (2) limit the right of the purchaser 
of receivables to file for voluntary liquidation or restructuring before the securitisation transaction is concluded, and 
(3) recognise exclusion of claims and limited rights of recourse where these are contractually agreed by the contractual 
partners with the purchaser of receivables. 

 Russian courts are reluctant to allow the transfer of 
receivables by means of factoring if the  
purchaser of receivables is not a financial institution. 

A clause of Article 825 of the Civil Code which requires licensing of the activities of the factor should be abolished. 

No adequate form of asset-backed security is available  
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 Problem Measure 

 The security types available under the existing law 
cannot be effectively used for the purposes of 
securitisation.  

(1) The Securitisation Act should provide an instrument that can be used for the purposes of securitisation and should 
list assets (besides real estate and securities) that may be used to secure these instruments. (2) The law on joint-stock 
companies, the law on limited companies and the Securities Act should be improved so that burdensome restrictions 
on companies wanting to issue bonds are abolished. (3) The Hypothecation Act should be improved to allow the 
hypothecation of receivables to secure the performance of asset-backed securities.  

 The purchaser of receivables cannot be formed as a tax-neutral unit; the transfer of assets to the SPV has negative fiscal implications for 
the originator  

 Tax law does not allow tax-neutral execution of 
securitisation transactions.  

The tax laws should be modified as follows: (1) Asset sales should be viewed for tax purposes as being pure financing 
transactions for both originator and SPV and thus neutral in respect of value-added tax and taxes on earnings. (2) The 
concept of a financing unit (SPV) which is both neutral and transparent in respect of tax should be introduced.  

 There are risks associated with the precise technical application of the rules for transfer prices for tax purposes   

 Precise technical application of the rules for transfer 
prices can lead to a loss of tax neutrality.  

The fiscal regulations on interest withholding tax should be modified in order to allow legally associated companies 
appropriate tax neutrality.  

 There are risks due to the various ways of interpreting the fiscal regulations in respect of the use of financial instruments in hedging  

 The various ways of interpreting the current tax laws 
can result in considerable tax-related risks for the 
investor.  

The tax laws governing the use of financial instruments for hedging transactions should be modified accordingly.  

 The securitisation of consumer loans is surrounded by uncertainties  

 Russian consumer protection law can complicate the 
securitisation of consumer loans.  

A working group on the further development of Russian consumer protection law should discuss possible 
modifications.  

 Source: International Finance Corporation: �Securitisation in Russia�, March 2005 
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Appendix 2: Future Flow ABS 
The financial instrument known as �securitisation� has been in use in emerging market 
states since the end of the 80s. Even though the underlying assets, such as receivables from 
raw materials shipments, diversified payment rights, and credit card receivables are very 
varied in their nature, in principle these transactions can all be reduced to the basic �future 
flow securitisation� structure. The reason for this is that with this concept a significant 
hurdle for originators from emerging market states � namely the limitation imposed by the 
country rating � can be overcome. With the ratings of many emerging market states in the 
non-investment grade classification, however, it would barely be possible to place the ABS 
bonds issued and there would moreover be high funding costs. The basic requirement for a 
future flow securitisation of this type is that the originator has a sufficiently high volume of 
future receivables due from foreign debtors of high credit rating, so that the interest and 
capital from a bond issue can be repaid.  

We illustrate the method of functioning of a future flow transaction using the example of a 
credit card transaction (see chart below). The originator in this case is a bank in an 
emerging market state. The assets to be securitised are receivables due from foreign credit 
card companies, which usually have a favourable credit rating. The receivables due from the 
credit card companies arise when foreign tourists and travelling business people pay 
invoices � for example in a hotel � with their credit cards and submit them to their bank. 
The rights to these future claims are sold to an offshore special-purpose company, which 
issues a secured bond, as a rule in US dollars. The issue proceeds go to the originator. It is 
important that a sufficient volume of these receivables can be generated during the term of 
the transaction.  

 Example: Future Flow Securitisation of Credit Card Receivables 

  

 
Source: DZ BANK 

  
 
The credit card company settles the card payments submitted on an ongoing basis in the 
currency of the emerging market country. However, it does not make payment directly to 
the bank, but instead directs the cash flow to a settlement account. The part required for 
repayment of the interest and principal is converted into US dollars and paid to the special-
purpose company. As a rule the settlement account receipts are substantially higher than 
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necessary for servicing of the bond. A situation is thus avoided in which risks, due for 
example to the exchange rate and to fluctuations in the receivables inventory (for example 
due to seasonal effects in tourism), lead to a cover shortfall vis-à-vis the payment 
obligations. The part exceeding the current liability (excess cash flow) goes to the 
originator.  

The above structural diagram illustrates that the emerging market risk only relates to a 
small part of the transaction (box outlined by broken blue line). In the example, in the most 
extreme set of circumstances a politically unstable situation could have a severely negative 
impact on tourism and thus wreck the transaction. In contrast to a �normal� ABS 
transaction the assets do not yet exist, but they will materialise in the future. This 
�operational� risk of a future flow transaction � the business model of the originator must 
not lose its effective functioning during the term � is an important element of the rating 
process (see summary below). Whereas the credit rating assesses the probability of default 
� the company is no longer able to service financial liabilities on time or in full �, with 
future flow transactions the continuation aspect is the dominant feature. Even an insolvent 
company can at least maintain parts of its business operations and can thus also continue 
to generate receivables. Thus there is a realistic chance that the income stream from the 
transaction will not cease even after the company�s default. With a future flow transaction, 
though, neither this business risk nor the emerging market risk can be fully eliminated. 
However, negative effects from this can be reduced significantly � for example by means of 
high cash flow cover.  

The above chart also shows that the greater part of the transaction takes place outside of 
the emerging market state (area outlined by broken orange line). Of particular importance is 
the fact that the credit rating of the borrower � in this case the credit card company � is not 
impaired by the emerging market state. The same applies to the processing of payments 
and the special-purpose company. Due to this separation it is possible that the transaction 
is better rated than the country of origin of the originator. The most important rating criteria 
are shown in the following breakdown.  

 Significant Rating Criteria for a Future Flow Transaction 

  

 
Source: Fitch 

  
 
With most future flow transactions, based on the transaction structure and asset quality, a 
rating in the range from BBB to A is awarded. With a large number of future flow 
transactions, however, the rating is improved to triple-A with the help of guarantees. 
Monoline insurance companies such as Ambac and MBIA act as guarantors.  

�Business model� is the main risk  

Trick: transaction takes place in a 
higher-rated foreign country  

Rating improvement by means of 
�monoliner� guarantees  

Going Concern Assessment of the Originator: The main risk is not the default of the
originator because the timely payment on bonds depends primarily on the generation of future
cash flows. In many cases companies could be in default of their debt but still be able to continue
to operate at least key parts of their business and to generate furthermore receivables.

Generation of Receivables: An essential issue is the forecast to what extent during lifetime of 
the transaction the company is able to generate sufficient future receivables to pay timely interest
and principal. The originator should have an established business and a very good position on the
relevant market. Obligor Risk: Obligors (i.e. credit card networks) in a future flow 

transaction should be domiciled in countries with sovereign ratings equal to 
or higher than the securitisation rating.

Currency Risk: Provided that the cash flows are not denominated in the
currency of the bonds, cashflows must be exchanged to pay investors. If
there is no hedge of the currency risk the conversation rates must be
stressed.

Early Amortisation Trigger/Covenants: A failure in the fulfillment of a particular trigger
would result in early amortisation or mandatory redemption. An example for such trigger is the
Debt Service Coverage Ratio (DSCR). DSCR is typically measured as collected receivables in a 
period divided by the maximum debt service in this period. The DSCR-trigger is breached if the
ratio drops below the required amount (i.e. 5,0x). Examples for covenants are minimum rating 
requirements or the insolvency of the originator.

Sovereign Risk: The sovereign risk in a future flow transaction is mitigated
but not eleminated. Risks may arise from changes in export regulations or
form limitations of currency exports.

Credit Enhancement: This includes structured finance features like reserve
accounts or excess debt service coverage.

Going Concern Assessment of the Originator: The main risk is not the default of the
originator because the timely payment on bonds depends primarily on the generation of future
cash flows. In many cases companies could be in default of their debt but still be able to continue
to operate at least key parts of their business and to generate furthermore receivables.

Generation of Receivables: An essential issue is the forecast to what extent during lifetime of 
the transaction the company is able to generate sufficient future receivables to pay timely interest
and principal. The originator should have an established business and a very good position on the
relevant market. Obligor Risk: Obligors (i.e. credit card networks) in a future flow 

transaction should be domiciled in countries with sovereign ratings equal to 
or higher than the securitisation rating.

Currency Risk: Provided that the cash flows are not denominated in the
currency of the bonds, cashflows must be exchanged to pay investors. If
there is no hedge of the currency risk the conversation rates must be
stressed.

Early Amortisation Trigger/Covenants: A failure in the fulfillment of a particular trigger
would result in early amortisation or mandatory redemption. An example for such trigger is the
Debt Service Coverage Ratio (DSCR). DSCR is typically measured as collected receivables in a 
period divided by the maximum debt service in this period. The DSCR-trigger is breached if the
ratio drops below the required amount (i.e. 5,0x). Examples for covenants are minimum rating 
requirements or the insolvency of the originator.

Sovereign Risk: The sovereign risk in a future flow transaction is mitigated
but not eleminated. Risks may arise from changes in export regulations or
form limitations of currency exports.

Credit Enhancement: This includes structured finance features like reserve
accounts or excess debt service coverage.
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Receivables from export business are also well suited to future flow transactions. This 
applies in particular to countries which, as is the case with the Russian Federation, produce 
sought-after raw materials such as oil and gas. The originator in this case is the company 
producing the raw material. In the course of settlement of the export business the exporter 
receives prefinancing for his exports from his domestic bank. When he receives his shipment 
the importer pays a foreign bank jointly agreed upon by the parties. In this process the 
prefinancing creates a claim by the exporter�s bank against the foreign bank. This claim is 
securitised by �trade payment rights�. The chart below left shows the fundamental 
transaction structure. In order to achieve timely repayment of interest and principal of the 
ABS bond is it necessary that these claims arise in sufficient volume at the local bank in the 
framework of the export financing process. Thus the key risk is that the volume of claims is 
not large enough. For example this can arise due to export restrictions or a sharp fall in raw 
materials prices.  

 Simplified Export Transaction  Simplified DPR Transaction 

    

 
Source: DZ BANK 

 
 

  
 
A further variation on the securitisation theme is based on claims in international electronic 
funds transfer. The originator here is a local bank in the emerging market state. The 
prerequisite for a transaction of this type is that the customers of the local bank receive 
payments from abroad. The payments can arise in a variety of different ways. Examples are 
(1) the export business of the commercial customers (e.g. cash against documents), (2) 
wage payments to customers working abroad, and (3) private individuals receiving 
payments from family members who have emigrated. The payments flow into the local bank 
though foreign correspondent banks. This creates a claim by the local bank against the 
correspondent bank which is then securitised in the course of a future flow transaction. The 
chart above right illustrates this. These payments are processed through the international 
SWIFT funds transfer system as �payment orders� under the reference MT103. Alternatively 
the claim may be based on the presentation of cheques at the correspondent bank in favour 
of customers of the local bank. The claims arising for various different reasons are 
frequently securitised under the collective term �diversified payment rights� (DPR). A key 
criterion in a DPR transaction is that during the transaction term the local bank must have a 
sufficiently high volume of international payment transactions due to the size of its 
customer base and to its market positioning.  
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Appendix 3: Profiles of Selected Russian Banks 
Sberbank (Savings Bank of the Russian Federation) 

 Sberbank at a Glance � Rating Classification/Outlook: Baa2 Stable (Moody�s) � BBB Stable (Fitch) 

 2000 2001 2002 2003 2004
Assets EURm 28.433 27.013 29.519 39.077 55.625
Loans to customers EURm 14.209 13.328 14.032 20.957 37.597
Deposits/funds (customers) EURm 24.088 21.987 24.324 31.475 47.914
Equity EURm 2.148 3.141 3.343 3.568 4.377
Net profit EURm 578 1.265 551 368 559
Capital adequacy ratio - Tier I % n/a 14,3 14,7 12,7 10,1
Capital adequacy ratio - total capital % 9,0 15,6 16,0 13,8 11,0
Equity ratio (equity/assets) % 7,6 11,6 11,3 9,1 7,9
Provisions (loans to customers) % 2,9 2,4 2,4 1,9 1,2
Non-performing loans (to customers) % 2,4 1,9 1,9 1,6 1,4
Branches/outlets number 217.789 20.064 20.142 20.188 20.222
Employees number 197.122 197.076 205.477 219.048 228.531

 
Source: Sberbank 
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With a balance sheet total of EUR 55.6bn, Sberbank is by far the largest Russian bank. 
Thanks to its role as the central deposit-taking institution in the Soviet Union, it still has an 
extensive branch network and very good market access throughout the country. The 
Russian Central Bank CBR owns 60.6% of Sberbank. According to information supplied by 
the bank the proportion of foreign investors is 17%. The remainder of the shares are in free 
float. Under Russian law the percentage of Sberbank held by the CBR must not fall below 
50% plus one share. The Russian government has no plans for any changes to these 
ownership rules in the framework of the planned reforms in the banking sector up to 2008. 
Sberbank is one of the few institutions that is listed on the stock exchange and is the only 
banking sector share in which there is any trading worthy of note.  

Due to its historic role it towers above the other market participants and its balance sheet 
contains approximately a quarter of the total banking assets in Russia. As at the end of 
2004 Sberbank accounted for a third of the total lending volume in Russia. Its share of total 
client deposits in the market was 60%, which was due above all to its former role in the 

State has its hand firmly on the 
helm at Russia�s largest bank 

Market leadership is historically 
based 
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Soviet Union. It is one of the few Russian banks in a position to extend high-volume loans 
to the leading Russian companies off its own bat. 

In private client business Sberbank dominates the market, with 50% of lending and an even 
more impressive 60% of deposits. Its extensive existing branch network and the residual 
trust factor from which it benefits even after expiry in 2004 of the state guarantee for 
deposits, play a significant role. In terms of lending to private consumers, the strengths of 
Sberbank are in the traditional products such as current account loans and real estate 
loans, in which it has 60% and 50% market shares respectively. It is also leader in the 
motor vehicle financing segment, with a 23% market share. In POS consumer loans and 
credit cards, by contrast, the flagship of the Russian banking sector has left the field entirely 
open to private competitors.  

The high rate of growth of the lending volume in 2004, by 79% to EUR 37.6bn, led to a 
further reduction in the total capital ratio. Due to the already very high rate of credit growth 
in 2003, the total capital ratio has fallen from 16% to 11% since the end of 2002. The 
buffer with respect to the 10% mark required by the regulatory authorities has thus become 
very small. In order to strengthen its total capital ratio, in February 2005 Sberbank issued a 
subordinated bond worth USD 1bn, which is classed as Tier 2 capital. Given the expected 
continuation of the high growth rate in lending and in respect of the still high operating 
risks in Russia and the high levels of loan concentration on the books, additional measures 
to strengthen the total capital ratio are likely to become necessary.  

 

Vneshtorgbank (VTB) 

 Vneshtorgbank (VTB) at a Glance � Rating Classification/Outlook: Baa2 Stable (Moody�s) � BBB Stable (S&P and Fitch) 

 2000 2001 2002 2003 2004 6/2005
Assets EURm 4.962 5.839 5.774 8.263 14.711 18.571
Loans to customers EURm 1.081 2.094 2.395 3.538 8.288 10.442
Deposits/funds (customers) EURm 1.467 1.699 1.935 3.142 4.920 6.966
Equity EURm 1.798 1.748 1.682 1.751 2.171 2.306
Net profit EURm 191 295 207 195 -35 123
Capital adequacy ratio - Tier I % n/a n/a n/a n/a n/a n/a
Capital adequacy ratio - total capital % n/a 22,1 26,1 19,6 12,0 13,8
Equity ratio (equity/assets) % 36,2 29,9 29,1 21,2 14,8 12,4
Provisions (loans to customers) % n/a 8,2 0,6 1,6 1,3 1,3
Non-performing loans (to customers) % n/a 6,0 6,0 4,2 1,6 1,7
Branches number n/a n/a n/a 119 182 200
Employees number 3.669 4.750 5.840 6.892 13.132 15.384  

 
Source: Vneshtorgbank, S&P, Fitch 
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With a balance sheet total of EUR 18.6bn, Vneshtorgbank is the second-largest Russian 
bank and is 100%-owned by the Russian state. During the Soviet era VTB was responsible 
for financing foreign trade and heavy industry. The government plan to abolish direct 
holdings by the Central Bank in commercial banks led in 2002 to the transfer of the CBR�s 
shares to the government. Thanks to the constant budgetary improvements of the Russian 
state, the opportunities for providing government financial support to the second most 
important bank in the country have increased steadily. In December 2005 this was 
demonstrated by means of a capital increase from state funds in the amount of USD 1.3bn, 
the largest individual investment to date in a bank in Russia.  

VTB is one of the leading institutions in corporate banking and has a market share of 7% in 
the lending market. The lending volume increased almost tenfold since 2000 from 
EUR 1.1bn to over EUR 10.4bn in mid-2005. In order to drive its growth onwards, VTB is 
attempting to expand its operations into other areas such as the private client segment, 
business with small and medium-sized companies, and investment banking. The bank is 
growing in particular though acquisitions, and it is benefiting from its continued close 
proximity to the CBR and strong support from the government. The transfer of the business 
of two banks in London and Paris from the CBR to VTB and the takeover of the Industry 
and Construction Bank St. Petersburg mean a volume of USD 6bn in additional assets for 
the bank. The CBR also played a critical role in the takeover of Guta Bank, one of the 20 
largest banks in Russia. Thanks to the provision of cheap liquidity by the CBR, during the 
crisis of the summer 2004 VTB was able to take over the distressed Guta Bank, with a 
balance sheet total of USD 0.7bn, for a nominal RUB 1m (USD 34,000). Guta Bank provides 
VTB with a platform for its retail business. In this way the bank improved its access to the 
increasingly important private client market.  

At least partial privatisation of VTB was mooted in the course of the reforms and the 
opening up of the banking sector. However, the high level of investment and what has to 
be seen as heavy strategic influence by the government make privatisation appear unlikely 
in the medium term. The importance of the bank for the growth and the stability of the 
banking sector is much too great for the government to be prepared to give up the control 
it has over VTB.  

VTB is the government favourite 

Strong growth through 
acquisitions  

Privatisation not anticipated in 
the medium term.  
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The enormous growth in credit has also impacted relative capitalisation at VTB. Thus its 
total capital ratio almost halved from 26.1% to 13.8% between the end of 2002 and the 
middle of 2005. However, difficulties due to future high growth are hardly likely at VTB in 
view of its capital backing. Firstly, the total capital ratio is well in excess of the requirements 
in comparison to other leading banks. Secondly, the bank can rely on its owner and strong 
partner, the Russian government.  

 

Gazprombank 

 Gazprombank at a Glance � Rating Classification/Outlook: Baa2 Stable (Moody�s) � BBB Positive (Fitch) 

 2000 2001 2002 2003 2004 6/2005
Assets EURm 3.244 3.580 3.920 5.140 8.755 10.414
Loans to customers EURm 1.549 1.602 1.881 2.312 4.166 4.871
Deposits/funds (customers) EURm 1.461 1.988 2.056 2.450 4.137 5.337
Equity EURm 727 680 661 743 1.120 1.137
Net profit EURm 28 77 92 145 332 81
Capital adequacy ratio - Tier I % n/a n/a n/a n/a 14,9 13,7
Capital adequacy ratio - total capital % 28,0 28,6 27,5 19,2 20,9 18,2
Equity ratio (equity/assets) % 22,4 19,0 16,9 14,5 12,8 10,9
Provisions (loans to customers) % 0,0 5,0 2,1 0,0 2,0 0,4
Non-performing loans (to customers) % 1,7 4,6 1,1 2,2 0,9 0,6
Branches number 175 200 260 270 414 n/a
Employees number 2.700 3.100 3.600 4.000 4.600 5.000  

 
Source: Gazprombank 
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With a balance sheet total of EUR 10.4bn and a lending volume of EUR 4.9bn, 
Gazprombank is the no. 3 Russian bank. Its share of total lending volume in Russia is 3.4%. 
Gazprombank was formed in 1990 by Gazprom, the Russian state gas monopolist and the 
world�s largest gas producer. Since 1998 Gazprombank has been the leading financial 
services provider for Gazprom and its group units, its responsibilities being, for example, the 
wage accounts of 300,000 employees. The bank administers 90% of the gas group�s 
foreign funds transfers and 75% of its domestic funds transfers.  

No capital bottlenecks thanks to 
government support  

Principal bank of Gazprom, the 
Russian state-owned gas giant  
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Its role within the Gazprom Group means that the bank is well placed to provide the other 
large Russian industrial conglomerates with the financial services they require. Since 2002 
lending products for private clients also form part of its product range, though this business 
area will bring no great strategic benefit for the bank. In our opinion a figure of 5% of the 
balance sheet total will not be exceeded in the medium term.  

The quality of the assets greatly depends on Gazprom�s creditworthiness. As at September 
2004 Gazprom was liable for 33% of the bank�s assets, a reduction compared to the figure 
of 43% at the end of 2003. Thus the strategy embarked upon in 2002 to diversify the loan 
book by means of attracting new clients among Russia�s industrial groups is already 
beginning to bear fruit. Measured in terms of NPLs to loans, a figure of 0.6%, 
Gazprombank�s portfolio exhibits the best credit quality among the leading banks in Russia.  

Gazprombank�s capitalisation is above-average compared to other Russian banks with a 
similar risk profile. High trading profits in 2004 strengthened the equity capital. 
Gazprombank�s total capital ratio of 18.2% is significantly higher than that of other leading 
institutions. The high concentration of risk in the loan book combined with the planned 
asset growth will create pressure to strengthen the capital base in the medium term. The 
last large capital increases, between 1997 and 2000, were carried out in connection with 
the financing of large investment projects for Gazprom. Gazprom wishes to reduce its 
holding in the bank to 51% over the next two to three years and for this reason is planning 
an independent reinforcement of the capital base of its subsidiary. As far as Gazprombank 
is concerned, this state of affairs could mean insufficient supply of capital and medium-term 
problems with the continuation its growth strategy, as loan growth rates are clearly 
outstripping earnings growth.  

Alfa Bank 

 Alfa Bank at a Glance � Rating Classification: Ba2 (Moody�s) - B+ (Fitch) - BB- (S&P) 

 2000 2001 2002 2003 2004 6/2005
Assets EURm 2.116 2.597 3.270 4.341 5.803 6.879
Loans to customers EURm 992 1.350 1.937 2.557 3.387 4.125
Deposits/funds (customers) EURm 953 1.363 1.586 2.509 3.710 3.958
Equity EURm 141 265 342 404 585 654
Net profit EURm 87 81 83 78 126 73
Capital adequacy ratio - Tier I % 5,2 8,7 9,4 10,0 10,3 9,6
Capital adequacy ratio - total capital % n/a 10,0 10,3 10,4 10,4 9,7
Equity ratio (equity/assets) % 6,6 10,2 10,5 9,3 10,1 9,5
Provisions (loans to customers) % 5,0 2,0 2,2 1,6 0,6 1,1
Non-performing loans (to customers) % 9,5 8,2 3,5 2,9 0,8 0,9
Branches number 25 35 31 32 32 32
Employees number 4.859 7.071 6.358 6.256 4.919 5.431  

 
Source: Alfa Bank, Moody�s, Fitch, S&P 

  
 

Focus on business with industrial 
groups  

Risk diversification in the loan 
book successful  

Capitalisation still above-average 
� but no prospect of new capital  
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With a balance sheet total of EUR 6.9bn, Alfa Bank is the largest private bank in Russia and 
the country�s fourth-largest bank. Alfa Bank is part of the Alfa Group Consortium (AGC), a 
conglomerate, which also comprises several financial services providers in Germany and 
abroad as well as numerous industrial companies from a wide range of sectors. Alfa Bank 
also has operations abroad, namely Amsterdam Trade Bank N.V. in the Netherlands, a bank 
in Kasakhstan, and a bank in the Ukraine. The focal point of its business is corporate 
banking. Its client base includes numerous large and medium-sized industrial companies in 
Russia. Its private client business and its business with smaller and medium-sized 
companies is growing very rapidly. The bank currently counts 70,000 companies and 1.1 
million private clients in its customer base.  

The bank�s shares and those of the entire Alfa Group are held by a total of seven persons 
through a dense network of participation companies in Germany and abroad, of which four 
hold more than 90% of the shares. Besides the extensive business contacts of the owners, 
of which the bank makes use, this state of affairs causes a high degree of dependence on 
the future financial strength of its shareholders.  

Alfa Bank positions itself as a universal bank and by means of an aggressive expansionary 
policy is also trying to gain large market shares in the investment banking sector. It intends 
to achieve this objective by means of high quality of service and a wide product range. To 
this end it is planning extensive investment, in particular in IT and highly-qualified top-
quality foreign staff. The most important business areas include retail banking. It is planned 
to complement the previous range of services, including deposit-taking business and basic 
retail banking services, with a wide range of private lending products. In order to do justice 
to the rapidly growing market for consumer lending, a special unit was formed specifically 
to handle this business area. In this manner Alfa Bank intends to achieve its aggressive 
growth targets in the point-of-sale lending and credit card business areas. Expansion of 
private client business should contribute to stabilising income, which has in the past been 
heavily dependent on earnings from trading. In the current trading environment the bank 
appears to be able to cope with the growing operational risks and credit risks arising from 
the extremely rapid rate of growth of retail banking. However, in the view of rating agency 
S&P, if there is a deterioration in the macroeconomic situation the bank�s strategy could go 
awry.  

Alfa Bank, no. 1 among the 
private banks  

In the power of the industrial 
magnates 

Expansion of business areas 
should increase growth  
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Besides the quality of assets, a factor with which all the Russian banks have to struggle, the 
concentration of risk at Alfa Bank is even more pronounced than the market average. 
Relaxation of the situation in the near future is unlikely due to the strategic focus on key 
accounts. Even though considerable growth can be anticipated in retail banking thanks to 
the extensive investment, the volume extended to private individuals will account for no 
more than five per cent of Alfa Bank�s total lending volume in the medium term. There is no 
significant diversification in the loan book as yet due to this. 

The capital base is inadequate measured in terms of the risk profile, which is higher than 
average for Russian banks. Given that the total capital ratio has fallen from 10.4% at the 
end of 2004 to its current level of 9.7%, which is below the regulatory minimum of 10%, 
there is urgent need for action at Alfa Bank. The reason for this situation is the strategy of 
the owners, who are using the bank as a financing vehicle for investments in the industrial 
companies in the conglomerate. They are striving merely to meet the minimum regulatory 
requirements and prefer to invest in more profitable industrial companies within the 
consortium. This is confirmed by the total capital ratio since 2001, which has always been 
just above the required rate of 10.0% during this period. Strengthening of the capital base 
has been achieved almost exclusively from retained earnings. As the rate of growth of the 
risk assets is higher than the increase in retained earnings, last year Alfa Bank introduced 
measures to strengthen the equity capital base. Besides full retention of earnings this list of 
measures also includes the issue at the end of 2005 of a subordinated bond with a volume 
of USD 225m and a placement of new shares in the first half of 2006. Given the power 
structure among the original shareholders it is unlikely that new owners will be found. The 
extent to which the latter will be prepared to invest new capital in the bank is difficult to 
estimate.  

Russian Standard Bank ZAO (RSB) 

 Russian Standard Bank at a Glance � Rating Classification/Outlook: Ba2 Stable (Moody�s) - B+ Stable (S&P) 

 2000 2001 2002 2003 2004 6/2005
Assets EURm 48 75 155 404 1.210 1.574
Loans (customers) EURm 27 61 134 359 1.089 1.247
Deposits/funds (customers) EURm 11 16 31 72 123 139
Equity EURm 23 30 33 95 220 254
Net profit EURm -5 -3 5 36 127 72
Capital adequacy ratio (Tier I) % n/a n/a n/a n/a n/a n/a
Capital adequacy ratio (Total Capital) % n/a n/a n/a 20,2 15,6 n/a
Equity ratio (equity/assets) % 48,4 40,1 21,5 23,6 18,2 16,2
Loss provision (customers) % n/a n/a 3,9 4,4 5,7 11,6
Overdue loans (customers) % n/a n/a 2,1 3,1 4,0 4,7
Branches/outlets number n/a n/a n/a n/a n/a 29
Employees number 257 642 1.367 2.630 5.826 9.287  

 
Source: RSB, Moody�s, S&P 

  
 

High level of risk due to key 
account business 

Improvement of the weak equity 
capital base targeted  
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RSB was formed in 1999 as a result of the takeover of Aggroopttorgbank by Roust Trading 
Ltd., a holding company with registered offices in Bermuda. Roust Trading renamed the 
institution Russian Standard Bank ZAO and designed a new business strategy with a clear 
focus on retail banking. Until 2003 the shares of RSB were held exclusively by companies in 
the Roust Group. In March 2003 International Finance Corporation acquired a 10.4% share 
in RSB. In October 2003 the Roust Group increased its holding in RSB to 93.6% by means 
of a capital increase.  

RSB is one of the few banks in Russia which concentrates exclusively on lending to private 
clients. In the consumer lending segment RSB sets the standards in Russia and it was the 
first institution to introduce scoring procedures and to offer consumer loans authorised 
immediately at the point of sale. RSB has grown faster than the market average in 
consumer lending on the basis of these structures, which are innovative by Russian 
standards, and with a market share of 41% in point-of-sale loans it is one of the market 
leaders. Nevertheless, as most Russian banks are increasingly focusing on private client 
business, it will be very difficult to maintain this market share in future. The management is 
striving to achieve a 25% share of the consumer lending business in the medium term. 
However, on the whole the enormous growth potential due to the market�s lack of 
development gives RSB, being the market leader, considerable growth opportunities for the 
coming years.  

With a market share of over 60%, RSB has a firm hold on the Russian market for credit card 
transactions. Besides its own brand RSB also distributes Mastercard, and since December 
2005 it has been the exclusive partner of American Express. The bulk of the institution�s 
own credit cards are only issued to customers who have already successfully repaid an 
instalment credit with RSB or who have a current loan and are not in default.  

The strategy is focused on strong growth in the consumer lending sub-market. The aim is to 
use the distribution of consumer loans as a platform for the sale of other strategically 
important credit products, in particular credit cards. The critical element in this growth 
strategy is the acquisition of sufficient funds to finance the planned credit growth. 
Borrowing is mainly through the capital market. Due to the underdeveloped state of the 
Russian capital market, RSB is tying to attract foreign investors. In 2005 it placed two 

Retail banking as the key to 
success 

Standardisation of the credit 
process as a success factor  

Unqualified leader in credit cards  

Financing of growth abroad 
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eurobonds with a total volume of EUR 800m, and with Russian Consumer Finance 1 the 
first Russian consumer loan ABS transaction with a volume of EUR 300m.  

RSB is concentrating heavily on highly standardised short-term credit products aimed at the 
wider population with high interest margins to compensate for the high level of risk 
inherent in these products. The credit quality depends very heavily on the economic and 
regulatory framework. Based on the continued instability in the business climate, the non-
performing loan rate fell sharply in the second half of 2005 after a steady rise since 2002. 
In the first few months of 2005 NPLs increased to a peak of 4.7% and the loan loss 
provisions, at 12% of lending volume, exceeded the 10% limit for the first time. RSB 
succeeded in countering this in the second half of the year by means of more effective 
standards in lending and debt collection. The proportion of NPLs fell to 3.5% at year-end. 
Compared with competitors with a similar business model, such as Home Credit and 
Finance, the NPL rate is outstanding.  

The capital base, at 15.6% at the end of 2004, is still well in excess of the regulatory 
requirements measured in terms of the high rate of growth of risk assets. The reasons for 
the total capital ratio being higher than that of other banks are the high rate of earnings 
growth and the regular investments in the equity capital of the bank by its owners. Due to 
the conservative dividend policy and the high rate of earnings growth, in the medium term 
RSB is in a position to meet the regulatory capital requirements without large external 
capital increases.  

Home Credit and Finance Bank (HCFB) 

 Home Credit and Finance Bank (HCFB) at a Glance � Rating Classification: Ba3 Stable (Moody�s) - B- (S&P) 

 2002 2003 2004 6/2005
Assets EURm 9 216 748 1.157
Loans (customers) EURm 2 138 532 750
Deposits/funds (customers) EURm 4 4 57 89
Equity EURm 5 31 80 250
Net profit EURm -1 -6 12 9
Capital adequacy ratio (Tier I) % n/a 20,2 14,1 27,4
Capital adequacy ratio (Total Capital) % n/a 20,2 21,2 32,2
Equity ratio (equity/assets) % 58,7 14,5 10,7 21,6
Loss provision (customers) % n/a 2,9 5,2 13,3
Overdue loans (customers) % n/a 0,7 5,5 13,9
Branches/outlets number n/a n/a n/a n/a
Employees number 187 1.570 2.920 5.400

 
Source: HCFB 

  
 

Non-performing loans appear to 
be back under control  

Capital base above average  
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The Innovation Bank Technopolis, which was formed in order to supply the Russian 
microelectronics industry, was so named following its takeover by the Home Credit Group in 
2002. The Home Credit Group, which specialises in consumer loans in the Czech and Slovak 
Republics, belongs to the PPF Group, a conglomerate with registered offices in the 
Netherlands which is mainly active in the insurance, consumer financing and asset 
management businesses. Following the acquisition the strategy of HCFB was also focused 
on consumer financing. Thus emerged, alongside Russian Standard Bank, one of the few 
institutions in Russia which limits its activities almost exclusively to consumer financing. The 
growth of the loan portfolio is driven solely by point-of-sale lending, and with a market 
share of 23% HCFB ranks behind Russian Standard Bank, the market leader. Since the end 
of 2004 credit card business also forms part of the range of services of HCFB.  

The inclusion in a group of financial service providers with international operations is a 
great advantage compared to other competitors in Russia, as the group has already gained 
several years� experience in the same segment in other east European countries. It is 
therefore to be assumed that the bank receives sufficient support in respect of financing, 
capital and reserves, and management resources. Bottlenecks in the implementation of the 
growth strategy, as can be expected with competitors which form part of industrial 
conglomerates, appear to be rather unlikely at HCFB due to its inclusion in a financial 
services group.  

Despite a strategy which continues to be focused on aggressive growth with the objective 
of significantly expanding its market share in consumer loans, HCFB is paying increasing 
attention to the performance of its loans. Due to a riskier strategy in respect of the 
awarding of loans, including a growing volume of loans for the purchase of mobile phones, 
credit quality deteriorated greatly in the first half of 2005. The percentage of receivables 
over 90 days in arrears more than doubled to 12.6% of the loan portfolio. In 2005 the NPL 
rate increased from 5.5% to 13.9%. Loan loss provisions developed in an almost identical 
manner, and with a jump from 5.2% to 13.3% were almost three times as high. In order to 
combat this development, the criteria in the awarding process were made more stringent 
last year. Nevertheless, HCFB was unable last year to achieve a level of success similar to 
that of Russian Standard Bank in the management of its credit quality.  

Part of the international Home 
Credit Group since 2002  

Experience of the parent brings 
success in retail banking  

Problems due to aggressive 
credit growth 
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Last year HCFB reorganised its financing methods, and it no longer uses financing sources 
within the group, instead turning increasingly to the capital market as an issuer. Thus last 
year the bank obtained the bulk of its borrowings in the capital market.  

With a total capital ratio of 32.2%, HCFB has by far the best capitalisation of all the leading 
Russian banks, meeting the regulatory requirement by more than 300%. The competitive 
advantage of HCFB due to its inclusion in an international financial group becomes 
apparent here, as unlike the industrial magnates behind the other private Russian banks, 
the group pushes forward the growth strategy and, by means of continuous capital 
injections, creates the basis for further growth.  

Rosbank 

 Rosbank at a Glance � Rating Classification/Outlook: Ba3 Stable (Moody�s) - B- Stable (S&P) - B Stable (Fitch) 

 2001 2002 2003 2004 6/2005
Total assets (lhs) EURm 1.618 1.544 2.425 3.472 4.289
Loans to customers (lhs) EURm 846 914 1.511 1.516 2.728
Deposits/funds (customers) EURm 970 915 2.129 1.703 2.866
Equity EURm 239 216 237 241 275
Net profit EURm -19 5 11 26 13
Capital adequacy ratio (Tier I) % 18,7 17,2 10,8 11,4 8,2
Capital adequacy ratio - BIS (rhs) % 19,6 18,2 12,1 13,0 9,4
Equity ratio (equity/assets) % 0,0 0,0 0,0 0,0 0,0
Provisions (loans to customers) % 0,0 0,5 0,7 2,7 0,3
Non-performing loans (to customers) % 1,3 1,5 0,9 1,2 2,5
Branches/outlets # 12 13 14 67 76
Employees # 2.023 2.183 2.365 5.056 14.346

 
Source: Rosbank, S&P 
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Rosbank is one of the five largest Russian private banks. It belongs to the Interros Group, 
the only large Russian industrial conglomerate without operations in the energy sector. 
Following the financial crisis of 1998 Rosbank was transformed from a financial services 
provider for the companies of the Interros Group to a bank with a broad-based market 
presence, increasingly acquiring its customers outside the Group. In accordance with this 

Financial independence from the 
group 

Sufficient capital for aggressive 
growth 

Retail banking as a new support 
base 
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strategic objective, corporate banking, investment banking and, through the integration of 
the OVK Group, to an increasing extent also retail banking belong to the main areas of 
business.  

Rosbank is traditionally one of the leading houses in corporate banking. According to 
information issued by the bank, 100 of the 300 largest Russian companies number among 
its clients. Following completion of the integration of the OVK Group, Rosbank now has 
wide access to the high-growth market for retail banking. In the course of the integration a 
total of ten institutions were merged to form a single unit. The promising market position in 
retail banking is reflected in the market shares in consumer financing. In point-of-sale 
loans, with a market share of 12% Rosbank ranks at number three, and in credit cards, 
with a 6% share it ranks in second position behind the dominant market leader Russian 
Standard Bank.  

Thanks to an increased share of loans to private clients to a quarter of the total loan 
portfolio, the integration of the OVK Group has led to improved diversification in the 
portfolio. In spite of this the loan portfolio of Rosbank, as is the case with most Russian 
banks, still features a strong concentration on just a few large borrowers. The credit quality 
measured in terms of NPLs deteriorated in the first half of 2005. The NPL rate increased 
from 1.2% to 2.5% during this period.  

Due to the strong credit growth the total capital ratio of Rosbank has weakened steadily 
over the past few years. Due to growth in the lending volume of 80% in the first six months 
of 2005 the total capital ratio fell from 13.0% to 9.4% and thus below the 10% required 
by the Russian Central Bank. Capital increases through retained earnings could not keep 
pace with the tremendously rapid growth in assets. There is still a requirement for the group 
parent company to strengthen the equity capital in order to secure future growth. 

 

Corporate banking traditionally 
the focal point  

New business area improves 
portfolio diversification 

Capital requirements no longer 
being met  
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Responsible Supervisory Authority 

Bundesanstalt für Finanzdienstleistungsaufsicht, Lurgiallee 12, 60439 Frankfurt am Main, Germany 

 

Responsible Company 

DZ BANK AG Deutsche Zentral-Genossenschaftsbank, Platz der Republik, 60265 Frankfurt am Main, Germany 

 

Certification 
Each DZ BANK research analyst who is involved in the preparation of this research report certifies that: 

a) the views expressed in the research report accurately reflect such research analyst´s personal views about the subject securities and issuers; and

b) 
 

that no part of his or her compensation was, is, or will be directly or indirectly related to the specific recommendations or views contained in 
the research report. 

 

The numerical annotations in the text refer to the numbering of the notes below 

DZ BANK and/or its respective affiliate(s) 

1) beneficially owns 1% or more of any class of common equity securities of the subject company, 
2) has managed or co-managed a public offering of securities of the subject company within the past 12 months, 
3) beneficially makes a market in, or undertakes the designated sponsor  responsibilities of, the subject company. As such, the market 

maker may have an inventory position, either "long" or "short", in the relevant security and may be on the opposite side of orders e-
xecuted on the relevant exchange, 

4) beneficially has received during the past 12 months compensation for investment banking services from the company, its parent, or its 
wholly owned or majority-owned subsidiary, 

5) holds a trading position, as that term is defined by German law, in shares of the company whose securities are subject of the research, 
6) entered into an agreement concerning the preparation of financial analysis with issuers of financial instruments, if these or financial 

instruments issued by them are the subject of the financial analysis, 
7) beneficially expects to receive or intends to seek compensation for investment banking services in the next 3 months from the com-

pany, its parent, or its wholly owned or majority-owned subsidiary. 
8) The author, or an individual who assisted in the preparation, of the report or a member of their respective households serves as an 

officer, director or advisory board member of the subject company. 
9) The author, or an individual who assisted in the preparation, of the report or a member of their respective households has a direct 

ownership position in securities issued by the subject company or derivatives thereof.  

Further information and compulsory data regarding financial analyses can be found under www.dzbank.de. 
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Disclaimer 

1. This report has been prepared and/or issued by DZ BANK AG Deutsche Zentral-Genossenschaftsbank AG and/or one of its affiliates (�DZ BANK�) and has been approved by DZ BANK 
AG Deutsche Zentral-Genossenschaftsbank AG, Frankfurt am Main, Germany in connection with its distribution in the European Economic Area and other such locations as noted below.  

The suitability of our recommendations for each investor depends to a great extent on the investment objectives, context and financial situation of the investor concerned. The recommen-
dations and opinions contained in this report constitute the best judgement of DZ BANK at this date and time and are subject to change without notice as a result of future events or re-
sults. This report is for distribution in all countries only in accordance with the applicable law and rules and persons into whose possession this report comes should inform themselves 
about and observe such law and rules. This report constitutes an independent appraisal of the relevant issuer or security by DZ BANK; all evaluations, opinions or explanations contained 
herein are those of the author of the report and do not necessarily correspond with those of the issuer or third parties. 

This report is being furnished to you solely for your information and may not be reproduced, redistributed or published in whole or in part, to any other person.  

DZ BANK has obtained the information on which this report is based from sources believed to be reliable, but has not verified all of such information. Consequently, DZ BANK, DZ Financial 
Markets LLC and/or their respective affiliates do not make or provide any representations or warranties regarding the completeness or accuracy of the information or the opinions contained 
in this report. Further, DZ BANK assumes no liability for losses incurred as a result of distributing and/or using this report or for any losses which are in any way associated with the distribu-
tion and/or usage of this report. Any decision to effect an investment in securities should be founded on independent investment analysis and processes as well as other reports including, 
but not limited to, information memoranda, sales prospectuses or offering circulars rather than on the basis of this report. Whilst DZ BANK may provide hyperlinks to web sites of entities 
mentioned in this report, the inclusion of a link does not imply that DZ BANK endorses, recommends or approves any material on the linked page or accessible from it. DZ BANK accepts no 
responsibility whatsoever for any such material, nor for any consequences of its use.  

DZ BANK may have investment banking and other business relationships with the company or companies that are the subject of this report. DZ BANK� s research analysts also provide 
important input into the investment banking and other business selection processes. Investors should assume that DZ BANK, DZ Financial Markets LLC and/or their respective affiliates are 
seeking or will seek investment banking or other business from the company or companies that are the subject of this report and that the research analysts who were involved in preparing 
this material may participate in the solicitation of such business.  

Research analysts are not compensated for specific investment banking transactions.  The author(s) of this report receive(s) compensation that is based on (among other factors) the overall 
profitability of DZ BANK, which includes earnings from the firm�s investment banking and other businesses. DZ BANK generally prohibits its analysts, persons reporting to analysts, and 
members of their households from maintaining a financial interest in the securities or futures of any companies that the analysts cover. 

2.The securities/ADRs discussed in this report are either listed on a US exchange, traded in the US over-the-counter, or traded only on a foreign exchange. Those securities that are not 
registered in the US, subject to certain exceptions, may not be offered or sold, directly or indirectly, within the US or to US persons (within the meaning of Regulation S and under the 
Securities Act). This report does not constitute an offer or solicitation with respect to the purchase or sale of any security within the meaning of Section 5 of US Securities Act and neither 
this report nor anything contained herein shall form the basis of, or be relied upon in connection with, any contract or commitment whatsoever. DZ Financial Markets LLC (a wholly owned 
subsidiary of DZ BANK) is a registered broker dealer in the United States and has accepted responsibility for the distribution of this report in the United States and, subject to the limitations 
of any local registrations, in Canada under applicable requirements. This report is intended for distribution in the United States to qualified institutional buyers (within the meaning of Rule 
144A under the Securities Act) and to institutional accredited investors (within the meaning of Regulation D under the Securities Act) and to US Persons (within the meaning of Regulation 
S under the Securities Act) outside the United States that are qualified institutional buyers or institutional accredited investors. In Canada it may only be distributed to persons who are 
resident in Canada to whom trades of the securities described herein may be made exempt from the prospectus requirements of applicable provincial or territorial securities laws. 

3.This report is for distribution in the United Kingdom only to persons who are of a kind described in the Financial Services and Markets Act 2000 (Financial Promotion Order 2005, Articles 
19 and 49). It is directed exclusively to market counterparties and intermediate customers. It is not directed at private customers and any investments or services to which the report may 
relate are not available to private customers. No persons other than a market counterparty or an intermediate customer should read or rely on any information in this report. DZ BANK does 
not deal for, or advise or otherwise offer any investment services to private customers in the United Kingdom.  

4.DZ BANK Research � Recommendation Definitions  

(Except as otherwise noted, expected performance within the 12 month period from the date of the rating): 

Buy:  greater than 5% increase in share price 

Hold:  price changes between +5% and -5% 

Sell: more than 5% decrease in share price 

Any price targets shown for companies discussed in this report may not be achieved due to multiple risk factors, including, without limitation, market volatility, sector volatility, corporate 
actions, the state of the economy, the failure to achieve earnings and/or revenue projections, the unavailability of complete and accurate information and/or a subsequent occurrence that 
affects the underlying assumptions made by DZ BANK or by other sources relied upon in the report.  

DZ BANK may also have published other research about the company during the period covered that did not contain a price target but that discussed valuation matters. The price targets 
shown should be considered in the context of all prior published research as well as developments relating to the company, its industry and financial markets. 

By accepting this report, you agree to be bound by the foregoing limitations. Additional information on the contents of this report is available on request..  

 

DZ BANK Research � all covered companies 

Percentage of companies within each category for which 
DZ BANK, DZ Financial Markets LCC and/or respective 
affiliates have provided investment banking services 

within the previous 12 months 

Buy 71.8%   Buy 6.9%
Hold 7.8%   Hold 4.5%
Sell 20.4%   Sell 1.7%
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