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Bank NCC (JSC)

Credit rating components

Business profile

First stage A
Second stage a+
Key risk factors (+2)
SCA aa
Adjustments
Systemic 0
Individual 0
Support

Systemic importance +3
Group support 0
State support 0
Credit rating AAA(RU)
Outlook Stable

Strong business profile, which is reflected in key role of Bank NCC (JSC) (hereinafter —
NCC, Bank) as a clearing organization and central counterparty, with almost monopolist
market position. The business profile assessment is also supported by high corporate
governance standards implemented in Moscow Exchange Group.

Strong capital adequacy position is achieved due to NCC's ability to build up capital
(within the 250-350 bps range, on average) through stable income generation with
moderate dividend payout.

Significant amount of assets exposed to market risk (2.5x the volume of Tier-1 capital)
exerts pressure on the aggregate risk profile of NCC, but is compensated in the rating
structure by practically minimal credit risk of counterparty defaults. This is achieved
through a well-structured system of risk management, central counterparty default
waterfall (including dedicated capital) and default localization principles in place.

NCC'’s critical systemic importance for the Russian financial market. In our opinion, a
default (termination of activities) of NCC may lead to a systemic crisis in most Russian
financial market segments, which in turn might have a significant negative impact on
financial stability and economic condition of the entire country.

Stable outlook assumes that the rating will most likely stay unchanged within the 12 to
18-month horizon.

A negative rating action may be prompted by:

e a significant deterioration of the NCC's capital adequacy as a result of profitability
decline or aggressive dividend policy;

e deterioration of the liquidity position related to a thinning highly liquid asset cushion
on the NCC balance.
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Brief information about
the bank

Rating assessment factors

As a subsidiary of Moscow Exchange Group, NCC performs functions of a clearing
organization and central counterparty on the Russian financial market. Moscow Exchange
Group operates Russia's only multifunctional exchange for trading stocks, bonds,
derivatives, currencies, money market instruments and goods. As a result, NCC is Russia's
largest clearing house, which acts as a central counterparty. The key markets that NCC
serves are the currency, stock, cash, and term markets. As a central counterparty, NCC
assumes trading transaction risks, acting as an intermediary (i.e. as a seller for every buyer
and as a buyer for every seller).

NCC holds a banking license (#3466), which provides it with access to Bank of Russia
refinancing instruments and imposes obligations pertaining to observance of prudential
requirements and banking regulation. NCC is the only qualified central counterparty in
the Russian Federation.

Business profile (a+)

NCC's position on the Russian financial market as a key clearing organization that also
acts as a central counterparty provides for an exceptionally high business profile
assessment of the bank. By clearing transactions made by market participants trading in
key segments of the Moscow Exchange, the NCC gains an almost monopolist position, as
Moscow Exchange Group is Russia’s major exchange with a leading position in the global
stock exchange ranking in terms of trading volumes on the bond and derivative contract
markets (as of September 2016, the trading volume amounted to RUB 2,073.4 bln on the
stock market, RUB 9.7 trillion on the term market, and RUB 27.6 trillion on the currency
market). The volume of transactions with the central counterparty reached RUB 17.4
trillion in September 2016, which exceeds the total volume of Russian banks' investments
in securities. By our estimates, Moscow Exchange Group has one of the strongest brands
on the Russian financial market, which reflects upon the reputation of NCC as an integral
part of the group.

Figure 1. NCC operating income structure (6M2016), %
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A high franchise factor assessment of NCC is also supported by a significant absolute
capital amount (this indicator places NCC in the top 30 of the Russian banks). Coupled
with high capital adequacy, this ensures a comfortable operating environment for
counterparties when dealing with NCC, as the latter shows a potentially high ability to
absorb possible losses due to defaults of clearing participants.

A relatively weak element in the business profile assessment is the low operating income
before loan loss provisioning diversification estimate (the Herfindahl-Hirschman index is
stable, hovering in the range of 0.35-0.4), even despite a relatively low risk associated with
this income. The drawback is partly compensated by NCC's stable operating income
(compound annual growth rate, CAGR, since 2011 — 55.2%).

ACRA assesses the strategy and management quality of NCC as exceptionally high in the
context of the Russian financial market. This assessment is mainly based on the following:
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e High corporate governance standards adhered to by Moscow Exchange Group. The
latter's development strategy translates into corresponding development directions
of NCC and boasts high efficiency (NCC showed return on average equity, ROAE, of
around 45% in 2015 and is expected to maintain this level on the 12 to 18-month
horizon) with low risk assumed.

e Astable top management with a profound expertise specifically in the field of clearing
activities.

e A 'binary’ regulatory control by the Bank of Russia, since NCC is regulated as both a
banking institution and an entity that makes up part of the financial market
infrastructure. We do not expect that NCC's legal transformation into a non-banking
credit institution — central counterparty (slated at end 2017) will result in lighter
regulatory requirements and lower business process quality.

The ownership structure of NCC is assessed as transparent: the bank is a 100% subsidiary
of Moscow Exchange, which is a public entity (largest free float on the Russian market).

Key risk factors

Capital adequacy

ACRA assesses capital adequacy of NCC as strong due to bank’s considerable power in
terms of potential loss absorption and its exceptionally strong ability to generate capital.

Figure 2. Capital adequacy and generation
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As of end June 2016, Tier-1 capital adequacy of NCC (excluding central counterparty’s
assets, net of central counterparty’s dedicated capital) equaled 13.7%. Taking into account
dividend payments, we expect the bank’s Tier-1 capital adequacy to exceed 11% and
remain at this level in 2017, which will continue to provide a comfortable margin for
covering losses due to default of counterparties and potential market volatility. High
capital adequacy is supported by NCC's ability to generate sustainable income, which will
slightly decrease due to a profitability decline in certain market segments and expected
dividend payments, but, nevertheless, will remain in the comfortable 250-350 bps range
on the 12 to 18-month horizon (averaged capital generation ratio, ACGR).

As a result of net interest margin decline (which will continue in 2017 and is projected
within the range of 3.5-4%) NCC's 2017 financial result will be slightly below the 2016 level
(RUB 13-15 bln). The income structure of NCC is supported by a very low level of
administrative expenses (the average cost to income indicator, CTI, for the past three years
is 6%), which is achieved through NCC's deep operational integration into the Moscow
Exchange structure and some specifics of expense items allocation in financial statements.
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According to a stress test run by ACRA, NCC is able to withstand an asset portfolio
impairment (resulting from counterparty defaults or market volatility) equivalent to 350-
400 bps of cost of risk in annual terms (around RUB 33 bin), with Tier-1 capital adequacy
not falling below 6%.

Risk profile

A serious pressure on the NCC's risk profile is exerted by a significant amount of assets
exposed to market risk, primarily the interest-related one (247% of Tier-1 capital as of end
June 2016). This is largely due to a significant (compared to Tier-1 capital) portfolio of
debt securities (primarily OFZ), mostly characterized by high credit quality, on the NCC's
balance sheet.

That said, ACRA notes a high quality of the risk management system and adequate risk
policies implemented by NCC in in course of its activities. The counterparty risk, which is
essential for clearing business and central counterparty operations, is offset by
qualification criteria, constant monitoring of participants, a strict margining policy
(envisaging obligation execution enforcement and individual clearing collateralization)
and by additional provisioning for position concentration and daily revaluation of
positions at market value. These mechanisms and the right to raise collateral requirements
in case of a stress scenario provide for NCC having virtually no unsecured clearing member
positions and its track record is devoid of substantial counterparty bankruptcy losses.

Figure 3. Central counterparty default waterfall

«Individual clearing collateral (including stress collateral)

- Contributions to guarantee funds

*NCC's dedicated capital

» Guarantee fund

+NCC's additional capital (optional, within the regulatory level)

«Central counterparty liability limitation mechanism

-
Vv
v
v

Source: NCC

Concentration of major credit risks of NCC as a bank (not broken down by clearing
members) is moderate (10 largest investments equaled 150% of Tier-1 capital as of June
30, 2016) and represented by investments in high credit quality corporate and bank
bonds, as well as by correspondent account balances in the largest (mostly state-owned)
Russian credit institutions. The planned inclusion of Russia’s largest corporations on the
list of clearing members (mainly for conducting direct operations on the forex and money
markets) will not lead to a material change in the NCC's risk profile due to a high credit
quality of these counterparties, strict qualification criteria and the individual clearing
collateral policy in place.

Moscow Exchange Group invests heavily in its IT-infrastructure development, aiming among
other things to improve automation and reliability of the systems and reinforce business
continuity. This factor, as well as the quantitative assessment (operating risk charges do not
exceed the volume of Tier-1 capital), allow us to qualify operating risk as moderate.
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Additional adjustments

Support

Funding and liquidity

The NCC's balance structure does not involve “classical” bank debt (term borrowed funds
in the liability structure) and, in conjunction with a substantial liquid assets reserve, it
determines the assessment of this factor as a strong one.

ACRA assessed funding and liquidity without taking into account the central
counterparty’s assets and liabilities, as their economic nature does not affect NCC's own
liquidity position.

In ACRA's view, NCC is able to sustain clients’ funds outflow within the framework of base
case and stress scenarios: STLSI (short-term liquidity shortage indicator) remained positive
(RUB 386 bln in reserve) even in stress. Due to the absence of a minimum amount of long-
term (or economically close to that) assets on the NCC's balance (under RUB 5 bln), its
LTLSI (long-term liquidity shortage indicator) is equal to comfortable 156% and, according
to our expectations, will be above 100% according to ACRA's base case scenario.

Aside from its own liquidity cushion, NCC has the access to the Bank of Russia's
refinancing instruments (owing to its regulated status — possession of banking license)
including repo operations, currency swap (overnight, volume depends on the Bank of
Russia’s position regarding a specific currency at a certain time period) and to additional
ruble liquidity (equal up to the triple amount of the NCC's capital) for an overnight term.

The NCC's current funding structure is assessed as balanced, no borrowings from the
regulator. Loan portfolio concentration (even taking into account the central counterparty
obligations) is low, with approximately 2% taken up by the largest obligation, and 10
largest obligations accounting for 5% thereof. The central counterparty obligations are
mostly countercyclical in nature (due to NCC's high credit quality), hence an outflow of
these resources in case of financial market stress is unlikely to happen.

In ACRA’s opinion, the "Repo with CPC" (clearing participation certificates) project
launched in February 2016 will not lead to significant changes in debt structure of NCC,
as CPC redemption is performed during property issuance out of the property pool at the
discretion of a pool participant or NCC. This virtually represents an on-call obligation to
return property which was put in the pool earlier. The use of CPC is limited with repo
transactions with the central counterparty and the Bank of Russia.

Systemic

We expect the key indicators of the Bank's operating environment to be stable within
12 to 18-month horizon. Consequently, there are no grounds for applying a negative
systemic adjustment towards Russian banks, including NCC.

Individual

There are no grounds for applying individual adjustments.

Systemic importance

The NCC's level of systemic importance is assessed as critical. In our opinion, a default
(termination of activities) of NCC may lead to a systemic crisis in most of Russian financial
market segments, which in turn might have a significant negative impact on financial
stability and economic condition of the entire country. NCC acts as a clearing center in
relation to over 95% of transactions performed in the main segments of the Russian
financial market and to most repo transactions with the central counterparty.
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Issue ratings
Rating history

Regulatory disclosure

NCC is on the list of systemically important infrastructure institutions of the financial
market (pursuant to the criteria of importance for the single national monetary policy and
financial market).

Group support

The Bank is a subsidiary of Moscow Exchange Group characterized by a profound
operating and financial integration of member companies. In accordance with Moscow
Exchange Group creditworthiness assessment, ACRA’'s base case scenario does not
envisage using the NCC's resources for supporting other group members. Therefore, the
standalone creditworthiness assessment (SCA) has not been adjusted in terms of group
support.

State support

The Bank is not a government-related organization; hence no additional support notches
have been added to the SCA.

No outstanding issues have been rated.

October 31, 2016 — AAA(RU), outlook Stable.

The credit rating has been assigned under the national scale for the Russian Federation
and is based on the Methodology for Credit Ratings Assignment to Banks and Bank
Groups Under the National Scale for the Russian Federation and the Key Concepts Used
by the Analytical Credit Rating Agency Within the Scope of Its Rating Activities.

The credit rating has been assigned to Bank NCC (JSC) for the first time. The credit rating
and its outlook are expected to be revised within one year following the rating action
(October 31, 2016).

The assigned credit rating is based on the data provided by Bank NCC (JSC), information
from publicly available sources, as well as ACRA’s own databases. The credit rating is
solicited and Bank NCC (JSC) participated in its assignment.

No material discrepancies between the provided data and the data officially disclosed by
Bank NCC (JSC) in its financial report have been discovered.

ACRA provided no additional services to Bank NCC (JSC). No conflicts of interest were
discovered in the course of credit rating assignment.
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Appendix

Table 1. Consolidated balance sheet items, RUB min

Assets 209,652 360,474 1,362,388 1,658,929 1,901,642
Cash and equivalents 158,175 224,361 1,102,762 936,243 574,903
Mandatory reserves with the Bank of Russia 70 1,558 1,976 1,792 2,305
Receivables from banks and financial institutions 4,104 20,464 31,736 40,214 53,610
Debt securities 44,128 66,927 85,901 161,143 204,310
Central counterparty assets 2,818 47,009 139,610 518,509 1,064,516
Intangible assets and goodwiill 41 63 71 76 72
Capital 1 8 14 21 13
Deferred tax assets 66 16 - - 331
Other assets 218 57 250 910 1,176
Liabilities 196,072 331,631 1,324,753 1,597,030 1,838,176
Clearing member funds 178,659 277,640 1,173,454 1,064,832 764,305
Other raised funds 14,306 6,700 9,922 11,143 8,962
Central counterparty liabilities 2,818 47,009 139,610 518,509 1,064,516
Other liabilities 289 283 1,247 876 393
Capital 13,580 28,842 37,635 61,899 63,467
Charter capital 6,170 15,170 16,670 16,670 16,670
Additional capital 21 21 347 347 347
Real estate revaluation fund

Revaluation fund for financial assets available for sale or -34 -73 -1,087 864 1,837
hedging

Retained earnings 7,423 13,712 21,673 43,972 44,580

Source: NCC IFRS statements

Table 2. Consolidated profit and loss statement items, RUB min

Interest income 4,095 6,493 11,665 23414 11,357
Interest expenses -411 -439 -889 -282 -179
Net interest income 3,684 6,054 10,776 23,132 11,179
Impairment provision change - - - - -
Net interest income after impairment provision 3,684 6,054 10,776 23,132 11,179
Fee and commission income 2,555 3,408 4,531 5,630 3,221
Fee and commission expenses - - - - -
Net operating income 6,239 9,462 15,307 28,762 14,440
Other income net of expenses -708 -330 -672 198 361
Net income (expenses) 5,531 9,132 14,636 28,960 14,761
Administrative and other operating expenses -1,272 -1,458 -1,191 -1,419 -726
Income (loss) before taxes 3,382 6,126 10,813 22,271 11,377
Income tax expenses -878 -1,548 -2,631 -5,270 -2,658
Income (loss) after taxes 3,382 6,126 10,813 22,271 11,377
Other aggregate income 330 -38 -1,015 1,951 973
Aggregate income for the period 3,712 6,087 9,798 24,222 12,350

Source: NCC IFRS statements
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Table 3. Key ratios

Capital adequacy

Tier-1 CAR 16.9% 21.7% 9.6% 7.8% 13.7%
Capital generation, bps 423 462 270 552 18
ACGR, bps - - - 433 285
Leverage 6.5% 9.2% 23% 2.7% 5.1%
NIM 8.6% 6.5% 5.5% 47% 22%
CTI 23.0% 16.0% 8.1% 4.9% 4.9%
Risk profile

Market risk 150.5% 137.5% 152.0% 233.7% 247.4%
Operating risk 23.2% 20.1% 44.6% 76.9% 90.9%
Concentration of related parties 0% 0% 0% 0% 0%
Funding and liquidity

STLSI Base case, RUB min - - - - 654.381
STLSI Stress, RUB min 358.793
LTLSI - - - - 156%
Share of the largest funding source in total liabilities, % 92.4% 97.5% 99.0% 98.7% 98.8%
Share of the largest client’s (group of clients) funds, - - - - 1.9%

excluding funds borrowed from the Bank of Russia

(as of September 30, 2016)

Share of 10 largest clients’ (client groups’) funds, - - - - 5.7%
excluding funds borrowed from the Bank of Russia

(as of September 30, 2016)

Source: ACRA
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The Analytical Credit Rating Agency (ACRA) was founded in 2015, with its 27 shareholders representing major Russian corporate and financial
institutions and its authorized capital exceeding RUB 3 bn. ACRA’s main objective is to provide the Russian financial market with high-quality rating
products. Methodologies and internal documents of ACRA are developed in compliance with the Russian legislation and with regard to global rating
industry best practices.

The provided information, including, without limitation, credit and non-credit ratings, rating assessment factors, detailed credit analysis results,
methodologies, models, forecasts, analytical reviews and materials, as well as other information placed on the ACRA website (further referred to as
Information), coupled with the ACRA website software and other applications, are intended for information purposes only. Information must not be
modified, reproduced or distributed by any means, in any way or form, either in whole, or in part, in marketing materials, as part of public relations
events, in news bulletins, in commercial materials or reports without a prior written consent from, and reference to, ACRA. Any use of Information in
violation of these requirements or the law is prohibited.

ACRA credit ratings reflect ACRA's opinion about the ability of a rated entity to meet its financial obligations or about the credit risk of individual
financial obligations and instruments of a rated entity at the time of publication of the relevant Information.

Non-credit ratings reflect ACRA's opinion about certain non-credit risks assumed by interested parties interacting with a rated entity.

The assigned credit and non-credit ratings reflect all material information pertaining to a rated entity and known by ACRA (including the information
received from third parties), the quality and reliability of which ACRA considers appropriate. ACRA shall not be responsible for the accuracy of
information provided by clients or relevant third parties. ACRA does not audit or otherwise verify the provided data and shall not be held responsible
for their accuracy and completeness. ACRA conducts rating analysis of information provided by customers using its own methodologies, with the texts
thereof available on ACRA’s website — www.acra-ratings.com/criteria.

The only source that reflects the latest Information, including the one about credit and non-credit ratings assigned by ACRA, is ACRA's official website
— www.acra-ratings.com. Information is provided on an "as is" basis.

Information shall be considered by users exclusively as ACRA's statement of opinion and must not be regarded as advice, recommendation or
suggestion to buy, hold or sell securities or other financial instruments of any kind, nor shall it be viewed as an offer or advertisement.

Neither ACRA, nor its employees and persons affiliated with ACRA (further referred to as the ACRA Parties) provide any direct or implied guarantee
expressed in any form or by any means regarding the accuracy, timeliness, completeness or applicability of Information for making investment and
other decisions. ACRA does not act as a fiduciary, auditor, investment or financial advisor. Information must be regarded solely as one of the factors
affecting an investment decision or any other business decision made by any person who uses ACRA's information. It is essential that each of such
persons conduct their own research and evaluation of a financial market participant, as well as an issuer and its debt obligations that may be regarded
as an object of purchase, sale or possession. Users of Information shall make decisions on their own, involving their own independent advisors, if they
deem it necessary.

ACRA Parties shall not be responsible for any action taken by users based on Information provided by ACRA. ACRA Parties shall under no circumstances
be responsible for any direct, indirect or consequential damages or losses resulting from interpretations, conclusions, recommendations and other
actions taken by third parties and directly or indirectly connected with such information.

Information provided by ACRA is valid only as of the date of preparation and publication of materials and may be amended by ACRA in the future.
ACRA shall not be obliged to update, modify or supplement Information or inform anyone about such actions, unless the latter was recorded separately
in a written agreement or is required by the legislation of the Russian Federation.

ACRA does not provide advisory services. ACRA may provide additional services, if this does not create a conflict of interest with rating activities.

ACRA and its employees take all reasonable measures to protect all confidential and/or material non-public information in their possession from
fraud, theft, unlawful use or inadvertent disclosure. ACRA provides protection of confidential information obtained in the course of its business
activities as required by the legislation of the Russian Federation.
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