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Overview

- We believe that Kazakh banks will continue to show elevated credit losses for longer than we

previously expected.

- However, we expect a positive trend in Kazakhstan-based ForteBank JSC's asset quality will

continue due to better-than-system-average asset quality in the loan portfolio generated over

the past five years, and a steady track record of recovery of legacy problem loans.

- We are therefore affirming our 'B+/B' issuer credit ratings on ForteBank.

- The stable outlook on ForteBank reflects our expectation that the bank's business and financial

position will remain resilient over the next 12 months to more challenging economic

environment in Kazakhstan than we previously expected.

Rating Action

On Oct. 14, 2019, S&P Global Ratings affirmed its 'B+/B' issuer credit ratings on

Kazakhstan-based ForteBank JSC. The outlook is stable.

At the same time, we affirmed our 'kzBBB' long-term Kazakhstan national scale rating on the

bank.

Rationale

We believe Kazakh banks will continue to display higher credit losses for a longer period than we

previously expected. We anticipate provisions for credit losses in the system will increase to about

5% of total loans in 2019, and remain at elevated levels of 3%-4% in 2020. We expect provisions

will return to normal levels of about 2.0% in 2021, similar to the 2.2% seen in 2018. In the first

seven months of 2019, provisions for credit losses were 4.7% of total loans, mainly as a result of a

significant increase in provisions at First Heartland Jusan Bank (formerly Tsesnabank).

We anticipate the asset quality review for the largest 14 banks in Kazakhstan, which covers over

85% of banking system assets and is expected to finish by year-end 2019, is likely to indicate the

need to increase provisions at some banks. We estimate average systemwide Stage 3 loans at

about 20%-25% of gross loans at year-end 2018 based on Kazakh banks' International Financial

Reporting Standards accounts. Provisions cover these loans by about 50% on average.
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Our assessment of ForteBank's stand-alone credit profile (SACP) remains 'b', reflecting our

opinion that the bank will remain resilient against a more challenging economic environment than

we previously expected.

We now believe the bank's risk-adjusted capital (RAC) ratio, our main measure of a bank's

capitalization, will weaken to 6.3-6.8% in 2019-2021 from 7.3% in 2018 due to more challenging

economic environment in the Kazakh banking system than we previously anticipated. Still, we

believe the bank's modest balance sheet growth will be accompanied by decent profit generation.

In first-half 2019. ForteBank maintained return on assets of 1.7%, the same level as in 2018.

We also believe the quality of Fortebank's newly generated loans has strengthened over the past

five years since it acquired defaulted Alliance Bank and Temirbank. We expect a positive trend in

asset quality will continue over the next two years, supported by management's demonstrated

ability to manage credit risks in the loan portfolio generated over the past five years, to recover

legacy problem loans, and sustain risks in the newly generated loan portfolio, which they plan to

expand only moderately. We expect ForteBank's (without recently acquired Bank Kassa Nova)

gross Stage 3 loans and gross Stage 3+2 loans will reduce to about 20% and 22% respectively by

year-end 2020, from 23.8% and 26.4% at midyear 2019. This is comparable with our estimated

average gross Stage 3 loans in the Kazakh banking system at 20%-25% at year-end 2018.

The majority of Stage 3 loans at ForteBank relate to legacy problem loans acquired from Alliance

Bank and Temirbank in October 2014. In the Heritage portfolio (loans acquired from Alliance and

Temirbank), Stage 3 loans were 78% at midyear 2019. ForteBank's Stage 3 loans, at 7.8% of loans

(provided after Oct. 1, 2014), compare favorably with those of rated Kazakh banks at midyear

2019. We now consider ForteBank's risk profile more in line with that of peer banks operating in

Kazakhstan and other countries with a similar economic risk environment, such as Azerbaijan,

Belarus, Egypt, Mongolia, and Vietnam.

We consider the bank's loan loss provisioning rate as one of the lowest among Kazakh banks we

rate. The bank reported a ratio of provisions to total loans of 8.7% as of midyear 2019, which

resulted in only 34% coverage of loans over 90 days overdue by provisions. We consider provisions

to be low, in view of the long recovery process andmany fraud cases acquired from Alliance Bank

and Temirbank. Provisions in the loan portfolio generated after Oct. 1, 2014, accounted for only

2.9% of total loans as of midyear 2019.

The long-term rating on ForteBank is one notch higher than its 'b' stand-alone credit profile,

reflecting our view that the bank has moderate systemic importance in Kazakhstan and our

assumption that the government is supportive of the domestic banking sector.

Outlook

Our stable outlook on Kazakhstan-based ForteBank reflects our expectation that the bank's

business and financial position will remain resilient over the next 12 months against a more

challenging economic environment in Kazakhstan than we previously expected.

Downside scenario

We could downgrade ForteBank if its asset quality materially worsens through a significant

increase in Stage 3 and 2 loans or a reduction in the ratio of provisions to problem loans. We could

also take a negative rating action if we thought that the government would no longer be willing to

provide the bank with timely extraordinary support at a time of stress.
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Upside scenario

An upgrade is unlikely over our 12-month forecast horizon because it would likely require a

meaningful improvement in the bank's capitalization and/or further improvements in asset

quality.

Ratings Score Snapshot

ForteBank--Rating Score Snapshot

To From

Issuer credit rating B+/Stable/B B+/Stable/B

SACP b b

Anchor b+ b+

Business position Adequate (0) Adequate (0)

Capital and earnings Moderate (0) Adequate (+1)

Risk position Moderate (-1) Weak (-2)

Funding and liquidity Average and Adequate (0) Average and Adequate (0)

Support +1 +1

GRE support 0 0

Group support 0 0

Sovereign support +1 +1

ALAC support 0 0

Additional factors 0 0

Related Criteria

- General Criteria: Group Rating Methodology, July 1, 2019

- General Criteria: Hybrid Capital: Methodology And Assumptions, July 1, 2019

- General Criteria: Methodology For National And Regional Scale Credit Ratings, June 25, 2018

- Criteria | Financial Institutions | General: Risk-Adjusted Capital Framework Methodology, July

20, 2017

- General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017

- Criteria | Financial Institutions | Banks: Quantitative Metrics For Rating Banks Globally:

Methodology And Assumptions, July 17, 2013

- Criteria | Financial Institutions | Banks: Banks: Rating Methodology And Assumptions, Nov. 9,

2011

- Criteria | Financial Institutions | Banks: Banking Industry Country Risk Assessment

Methodology And Assumptions, Nov. 9, 2011

- General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009
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Ratings List

Ratings Affirmed

ForteBank JSC

Issuer Credit Rating B+/Stable/B

Kazakhstan National Scale Rating kzBBB/--/--

Senior Unsecured B+

Kazakhstan National Scale Rating kzBBB

Subordinated kzBB+

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,

have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such

criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. Complete ratings

information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating

action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search

box located in the left column. Alternatively, call one of the following S&P Global Ratings numbers: Client Support

Europe (44) 20-7176-7176; London Press Office (44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49)

69-33-999-225; Stockholm (46) 8-440-5914; or Moscow 7 (495) 783-4009.
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