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Research Update:

Russia's Gazprombank Upgraded To 'BB+/B'
And 'ruAA+' On StandAlone Credit Profile Rise
To 'b+'; Outlook Stable

Overview

e« Gazpronbank's asset quality and funding profile are inproving and conpare
well with those of donestic peers.

e The bank has substantially lowered its trading risk appetite, and nade
significant progress in divesting noncore assets in 2010. W expect this
process to continue in 2011, leading to the rel ease of econom c capita
to be reallocated to commercial banking activities.

W are raising our long-termrating on Gazpronbank to 'BB+ from'BB',
and our Russia national scale rating to 'ruAA+ from'ruAA

« The stable outl ook reflects our expectation that Gazpronbank's financi al
profile will gradually inprove in ternms of quality and earni ngs, wthout
material deterioration in asset quality indicators that we expect wll
remai n better than the average for the Russian banki ng system

Rating Action

On Aug. 11, 2011, Standard & Poor's Ratings Services raised its long-term
counterparty credit rating on Russia's third-1argest bank, Gazpronbank, to
'"BB+' from'BB, affirned its short-termrating at 'B', and raised its Russia
national scale ratings to 'ruAA+ from'ruAA . The outl ook is stable.

Rationale

The upgrade reflects our view that Gazpronbank's stand-alone credit profile
has inproved to '"b+ from'b', because of its inproved credit portfolio,
decreased appetite for market risk, and enhanced fundi ng position. During
times of crisis the bank's credit portfolio was resilient and perfornmed better
than peers'. After peaking at 3.9%in 2009, Gazpronbank's gross nonperform ng
loan-to-total loan ratio fell to 2.1%in 2010. Credit risk cost remained at
low to noderate | evels throughout the crisis. The bank is less reliant on

mar ket funding, and its funding m x has inproved substantially, with deposits
accounting for 77%of its funding base at the end of 2010 conpared with 45%in
2008. W believe the bank has substantially reduced its trading risk appetite
since it incurred severe | osses in 2008.

In 2010 the process of divesting noncore assets gained nomentumw th

Gazpronmbank's sale of a stake in SIBUR Hol ding (decreasing its ownership to
noncontrolling) and of its controlling stake in Sibneftegaz. W believe the
group mght sell the remaining 49.98% of SIBUR Holding it still owns in 2011
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We consider Gazpronbank to be a governnent-related entity (GRE). In accordance
with our criteria for rating GREs, our view of the "high" Iikelihood of tinmely
and sufficient extraordi nary governnent support is based on our assessnent of
Gazpronbank's "very inportant” role as a bank of high systenic inportance, its
significant role in government support initiatives for the donestic banking
sector and econony, and its role in servicing Gazprom s operations. W believe
it has "strong" links with the Russian Federation through Gazprom s

owner ship, as denonstrated by a consistent track-record of government support.
Based on our nethodol ogy for GREs, Gazpronbank's long-termrating incorporates
a three-notch uplift above its stand-alone credit profile.

The ratings on Gazpronbank also reflect the follow ng constraining factors:

» Weak capitalization with a Standard & Poor's risk-adjusted capital ratio
(RAC) of 3.8%after adjustnents for concentration risk on Dec. 31, 2010.
Gazpronbank has a strategic plan in place to maintain its No. 3 ranking
anong Russi an banks--it had total assets of Russian ruble (RUR)1.952
billion at the end of 2010--by grow ng steadily. However, w thout
external capital support, capitalization will remain a weakness. W
understand that the plan is aimng for bal anced growth of assets and
equity. This inplies that various scenarios are under consideration
i ncludi ng the possi bl e conversion of subordinated |oans into equity. W
al so understand the plan is for projected profitability to allow the

internal generation of capital, in a context of prudent credit policy and
noder at e divi dend policy.
e Astill vulnerable and volatile earnings structure with a significant

share of revenues coning fromtrading activities and nonrecurring
operations. This was proved in 2010 when a RUR37.7 billion net profit

from di sconti nued petrochem cal operations and a RUR30.7 billion gain
fromthe disposal of shares in Sibneftegas, Novatek, and utilities
conpani es were the main contributors to the RUR66.3 billion net profit.

Gazpronbank's 2010 operating performance was affected by a difficult and
conpetitive environnent, meaning operating profit from continuing
operations fell to RUR38.5 billion, including a RUR23.9 billion gain from
the sale of shares in Sibneftegaz, from RURS56.7 billion in 2009.

* Some concentration risk was present at the end of 2010, with
state-controll ed conpani es accounting for 42.3% of total custoner
deposits and the 10 | argest exposures accounting for RUR320.5 billion, or
30% of the gross loan portfolio and 195% of total adjusted capital. This
was partially offset by high-quality corporate borrowers, a substanti al
liquidity cushion, a low |evel of short-term debt, and whol esal e narket
sensitive funding.

Outlook

The stable outl ook reflects our expectation that Gazpronbank's asset quality
indicators will renmain better than the Russian banki ng system aver age,
adequate nmeasures will be undertaken to increase the equity of the bank in

proportion to the growth of risky assets, and earnings structure wll
gradual Iy inprove as core commercial banking revenues increase and volatility

www.standardandpoors.com/ratingsdirect 3



Research Update: Russia's Gazprombank Upgraded To 'BB+/B' And 'ruAA+' On StandAlone Credit Profile Rise To
'b+'; Outlook Stable

and market risk decrease.

We could take a positive rating action if the bank sizably inproved its
capitalization while nmaintaining other mgjor financial indicators at current
| evel s or higher. Further sales of noncore assets and a substantia

i mprovenent in the revenue structure toward a hi gher share of recurring
revenues from conmerci al banking activities would al so be positive rating
factors.

We woul d consider |lowering the ratings on the bank if current |evels of
capitalization fell and asset quality and profitability dropped. O her
potentially negative devel opnents woul d be a significant weakening in the risk
profile of the bank and the return of high market risk appetite or any kind of
change that would weaken its ties with and support fromthe Russian

gover nnent .

Related Criteria And Research

 FI Criteria: Bank Rating Anal ysis Methodol ogy Profile, March 18, 2004

e Criteria: Bank Capital Methodol ogy and Assunptions, Dec. 6, 2010

« Rating Government-Related Entities: Methodol ogy and Assunptions, Dec 9,
2010

 Stand-Alone Credit Profiles: One Conponent Of A Rating, Cct. 1, 2010

Ratings List
Upgr aded; Credi tWatch/ Qutl ook Action; Ratings Affirnmed

To From

Gazpr ombank

Counterparty Credit Rating BB+/ St abl e/ B BB/ Positive/ B
Nat i onal scale rubA+/ --/-- rubA/ --/--
Seni or Unsecured BB+ BB
Nat i onal scal e r uAA+ r uAA
Certificate OF Deposit BB+ BB

Conmrer ci al Paper B

GPB Eur obond Fi nance PLC

Seni or Unsecur ed* BB+ BB
Gazl nvest Finance B. V.

GPB Fi nance PLC

Conmrer ci al Paper ** B

Seni or Unsecur ed** BB+ BB

* Borrowed by Gazpronbank
** Guar ant eed by Gazpronbank

Additional Contact:
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Financial Institutions Ratings Europe;FIG_Europe@standardandpoors.com

Conplete ratings information is available to subscribers of RatingsDirect on
the A obal Credit Portal at www. gl obalcreditportal.com Al ratings affected
by this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box |ocated in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Cient Support Europe (44) 20-7176-7176; London Press O fice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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