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Rating Action: Moody's upgrades Kazakhstan-based ForteBank JSC's deposit rating to B3 

and senior unsecured debt rating to Caa1 

Global Credit Research - 27 Sep 2016 

London, 27 September 2016 -- Moody's Investors Service has today upgraded ForteBank JSC's 
long-term local- and foreign-currency deposit ratings to B3 from Caa1 and its senior unsecured 
debt ratings to Caa1 from Caa2. The outlook on these ratings is stable. Furthermore, the 

subordinated debt rating was upgraded to Caa2 from Caa3 and the short-term foreign-currency 
deposit rating was affirmed at NP. ForteBank's baseline credit assessment (BCA) and adjusted 

BCA were upgraded to caa1 from caa2, reflecting reduced corporate governance risks, improved 
profitability and progress in the recovery of problem loans. The long-term Counterparty Risk 
Assessment (CRA) was upgraded to B2(cr) from B3(cr) and the short-term CRA was affirmed at 

NP(cr). 
RATINGS RATIONALE 

The upgrade of ForteBank's ratings reflects reduced concerns related to the complex integration of 
the group's three predecessor banks following their merger in early 2015 and its limited track 
record of operations. Since the completion of the merger, the bank has demonstrated stable 

operational performance with progress in the recovery of problem loans, improved recurring 
profitability and reduced refinancing risks. At the same time, the high level of problem loans and 

low provisioning coverage remain rating constraints, despite the high reported capital ratios. 
The bank's new management completed an operational merger of three banks in Q1 2015, with a 
newly installed IT system providing smooth data transfer. The completed branch network 

optimization reduced coverage in overlapping and non-core regions from 236 to 149 outlets and 
cut the bank's headcount. 

According to the new development strategy, ForteBank is focused on retail and small and medium-
sized (SME) business development with a moderate risk appetite, as well as continued recoveries 
of legacy problem loans. The bank's loan recovery process has been enhanced since 2014, with the 

creation of a separate business division with a headcount of around 300. Within two years, the 
bank recovered KZT135 billion or 15.5% of its total legacy problem loans, of which KZT84 billion 

(around 10% of problem loans) in cash. Total problem loans managed by the "Heritage" division 
accounted for KZT872 billion as of H1 2016, among which KZT732 billion were loans already 
fully written off. Proceeds from recoveries of written-off loans reduce the bank's impairment 

charges and consequently boost profitability. Following the implementation of a new retail scoring 
system, the 

quality indicators of the bank's new loan issues have improved, demonstrating better vintages and 
reduced first payment defaults. However, this still needs to be further tested as both the bank's 
systems and the loan books season further. 

ForteBank's pre-provision income has also recovered since 2014 (previously negative, it returned 
to 3% of total assets in 2015) due to improved reported net interest margin (NIM), an increase in 

fees and commissions income following business development, as well trading gains. However, 
because the bank continues to accrue interest on non-performing loans, the NIM is overstated 
relative to received interest and therefore reported earnings are of weaker quality. Over time, the 

reported NIM will fall as problem loans are written off, thus decreasing the gap between accrued 
and received interest income. Rising funding costs exacerbate pressure on the NIM, as depositors 

convert their savings from foreign currency to local currency to benefit from higher interest rates, 
although this will also reduce the bank's currency mismatch. 



ForteBank continues to decrease its use of market funds, reducing refinancing risks, while 
maintaining adequate liquidity. Following its predecessor Alliance Bank's debt restructuring in 
December 2014, the proportion of tangible assets financed by wholesale funding decreased further 

to 12.9% as of June 2016, from 18% at December 2014. The bank repurchased KZT11.8 billion 
of its eurobonds in 2015 given excess liquidity, and targets a further gradual buy back of more 

expensive market debt replacing it mainly with customer deposits. 
Remaining constraints on the BCA are the bank's high share of problem loans and low provisioning 
coverage, which are partially mitigated by relatively good loan recovery prospects. ForteBank's 

problem loans (individually impaired plus overdue more than 90+ days) amounted to 36% of gross 
loans, while total nonperforming loans (NPLs) 90+ accounted for 29% of gross loans as of June 

2016 under IFRS. Loan loss reserves (LLRs) covered only 20.5% of total problem loans or 25% 
coverage of NPLs 90+ as of June 2016. The bank's low problem loan coverage is driven by its 
expectations of a recovery of most problem loans based on existing collateral. Moody's uses a 

more conservative approach in its assessment of future recoveries in Kazakhstan, as it is a long-
term process and sale of foreclosure collateral may take several years. At the same time, the rating 

agency acknowledges the positive track record of the new management team in the problem 
loan workout process to date. Although ForteBank's current capitalization ratios appear strong 
with a Tier 1 of 19.7% and total capital adequacy (CAR) of 22.5% as of June 2016, the bank's 

capital buffer may be eroded by the need to increase LLR coverage of problem loans. The rating 
agency takes this into account in its assessment of the bank's capitalization. 

GOVERNMENT SUPPORT 
Moody's incorporates one notch of government support uplift into ForteBank's deposit ratings 
given the rating agency's assessment of a moderate probability that government support would be 

extended to the bank's deposit holders. This assessment is based on the Kazakhstan government's 
historical track record of bailing out bank depositors and imposing losses on debt holders. As of 1 

September 2016, the bank had a material market share of 4.8% in total banking system assets and 
customer deposits, and evidence of state support given that it is in part financed by deposits from 
government vehicle Samruk-Kazyna. 

WHAT COULD MOVE THE RATINGS UP/DOWN 
ForteBank's ratings could be upgraded given a sustainable trend in robust financial performance, 

including further progress on loan recoveries, an improvement in both profitability and earnings 
quality, lower NPLs, better loan loss reserves coverage, as well as the maintenance of strong loss-
absorption capacity. 

The bank's ratings could be downgraded in case of a material deterioration of its asset quality, a 
decrease in recurring profitability, a substantial rise in credit losses and a drop in capitalization 

beyond Moody's current expectations. 
The principal methodology used in these ratings was Banks published in January 2016. Please see 
the Ratings Methodologies page on www.moodys.com for a copy of this methodology. 

REGULATORY DISCLOSURES 
For ratings issued on a program, series or category/class of debt, this announcement provides 

certain regulatory disclosures in relation to each rating of a subsequently issued bond or note of 
the same series or category/class of debt or pursuant to a program for which the ratings are derived 
exclusively from existing ratings in accordance with Moody's rating practices. For ratings issued 

on a support provider, this announcement provides certain regulatory disclosures in relation to the 
credit rating action on the support provider and in relation to each particular credit rating action 

for securities that derive their credit ratings from the support provider's credit rating. For 
provisional ratings, this announcement provides certain regulatory disclosures in relation to the 
provisional rating assigned, and in relation to a definitive rating that may be assigned subsequent 

to the final issuance of the debt, in each case where the transaction structure and terms have not 
changed prior to the assignment of the definitive rating in a manner that would have affected the 

rating. For further information please see the ratings tab on the issuer/entity page for the respective 
issuer on www.moodys.com. 



For any affected securities or rated entities receiving direct credit support from the primary 
entity(ies) of this credit rating action, and whose ratings may change as a result of this credit rating 
action, the associated regulatory disclosures will be those of the guarantor entity. Exceptions to 

this approach exist for the following disclosures, if applicable to jurisdiction: Ancillary Services, 
Disclosure to rated entity, Disclosure from rated entity. 

Moody's considers a rated entity or its agent(s) to be participating when it maintains an overall 
relationship with Moody's. On this basis, the rated entity or its agent(s) is considered to be a 
participating entity. The rated entity or its agent(s) generally provides Moody's with information 

for the purposes of its ratings process. Regulatory disclosures contained in this press release apply 
to the credit rating and, if applicable, the related rating outlook or rating review. 

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the 
Moody's legal entity that has issued the rating. 
Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory 

disclosures for each credit rating. 
Maria Malyukova 

Asst Vice President - Analyst 
Financial Institutions Group 
Moody's Investors Service Limited, Russian Branch 

7th floor, Four Winds Plaza 
21 1st Tverskaya-Yamskaya St. 

Moscow 125047 
Russia 
Nicholas Hill 

MD - Banking 
Financial Institutions Group 

JOURNALISTS: 44 20 7772 5456 
SUBSCRIBERS: 44 20 7772 5454 
Releasing Office: 

Moody's Investors Service Ltd. 
One Canada Square 

Canary Wharf 
London E14 5FA 
United Kingdom 

JOURNALISTS: 44 20 7772 5456 
SUBSCRIBERS: 44 20 7772 5454 

© 2016 MooНв’s CorporКtТon, MooНв’s InvОstors SОrvТМО, InМ., MooНв’s AnКlвtТМs, InМ. КnН/or 
their licensors and КППТlТКtОs (МollОМtТvОlв, “MOODВ’S”). All rТРСts rОsОrvОН. 


