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Research Update:

Black Sea Trade and Development Bank Ratings
Affirmed At 'A-/A-2'; Outlook Stable

Overview

« Black Sea Trade and Devel opnent Bank (BSTDB) inproved its market presence
through its maiden Swiss franc issue in 2012.

e W are affirmng our long- and short-termissuer credit ratings on BSTDB
at 'A- /A 2.

» The stand-alone credit profile for BSTDB is 'a-', reflecting our
assessnent of its "very strong" financial profile and "noderate" business
profile, as our criteria define these terns.

e The stable outlook reflects our viewthat the credit strengths of the
bank will endure.

Rating Action

On Sept. 17, 2013, Standard & Poor's Ratings Services affirnmed its "A-'
long-termand 'A-2' short-termforeign currency issuer credit ratings on Bl ack
Sea Trade and Devel opment Bank (BSTDB). The outl ook is stable.

Rationale

The ratings on BSTDB refl ect our assessment of its "noderate" business profile
and its "very strong" financial profile, as our criteria define these terms.
The conbi nati on of a "nobderate" business profile and a "very strong"” financi al
profile results in an "a-' stand-alone credit profile (SACP) under our
criteria for multilateral lending institutions (MISs).

We do not give any ratings uplift for extraordi nary sharehol der support, as we
rate all of BSTDB's sovereign sharehol ders | ower than the bank itself.

BSTDB' s mandate is to accel erate econom ¢ devel opnent in, and pronote econonic
cooperation anong, its 11 nenber countries, which are contiguous to or near
the Bl ack Sea. Headquartered in Thessal oni ki, G eece, the bank was established
in 1994 and commenced operations in 1999. BSTDB s nenber countries conprise
(in order of size of capital contribution) the Russian Federation, Turkey,
Greece, Romani a, Wkraine, Bulgaria, Azerbaijan, Al bania, Arnenia, Ceorgia, and
Mol dova.

We assess BSTDB's business profile as "noderate." The bank is relatively small
conpared to other MlIs. Although it registered an 18%increase in its tota
assets in 2012, to €984 mllion, the bank actually reduced the anpbunt of new
approved and signed operations, as it prioritized projects already in the
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di sbursenent phase. W expect the economic recession in sonme of the BSTDB's
nmenber countries to lead it to revise downward its growh targets for the
out standi ng portfolio in 2013-2014.

Shar ehol ders denonstrated their support in 2007 by a general capital increase
(C&Cl) in the bank's authorized capital to Special Drawing Rights (SDR) 3
billion (€3.5 billion) from SDRL billion

O the voted SDR2 billion increase, SDRL billion was offered to and subscri bed
by menbers, thereby increasing the subscribed capital to SDR2 billion. O

this, SDR300 million was to be paid in nine instalnments: SDR100 nillion in
2010 and the remainder in eight equal annual instalnents of SDR25 million

bet ween 2011 and 2018. The first paynent deadline of Dec. 31, 2010, was
extended to June 30, 2011 to accommpdate sone nenbers. Three nenbers still did
not nmeet the extended deadline: Ukraine, Al bania, and Ml dova. In addition
nei t her Ukrai ne nor Al bania nade the 2011 paynent, but both have cleared part
of their capital contribution arrears: the Ukraine in June 2012 and March
2013, and Al bania in May 2013. Though they had not conpletely elimnated them
by end-2012, they have provided the bank with a paynent schedule for the next
five years, which the bank's board approved in 2013. W expect to see Ukraine
and Al bani a adhere to this revised schedul e and conpl ete paynment of their
capital contributions commtnents by 2018.

BSTDB' s | arger sharehol ders appear to be comitted to maintaining their shares
of subscribed capital. However, support fromsnall shareholders is |ess
certain. In 2004, three of the smaller sharehol ders--Arnenia, Georgia, and

Mol dova- -requested that their portion of subscribed capital be halved, from 2%
to 1% of the initial authorized capital. The BSTDB board approved this request
and the resulting 3% of authorized capital remained unallocated until 2008.
Fol | owi ng the 2007 GCl, Azerbaijan subscribed to the 3% unal |l ocated capital
whi | e Ronmani a subscribed to Georgia's allocation of new shares of 0.5% In
2011, the board of governors approved Ml dova's request to reduce its portion
of subscribed capital by half, to 0.5%

Fol | owi ng an anmendnent to the bank's Establishing Agreenent that becane
ef fective in June 2013, the board changed the bank's unit of account to euros
and all authorized capital was then redenoninated in euros.

As a young institution, the bank has no experience with preferred creditor
treatment (PCT) on its sovereign exposure, or preferential treatnent on the
remai nder of its loan portfolio.

BTSDB focuses on lending to private-sector borrowers, a large proportion of
which is then on-lent to smaller conpanies in nenber states using |oca
financial institutions as internediaries (known as second-floor |ending).

The bank's enphasis on project and trade financing is strong. Its |oan
portfolio has historically perforned well, with inpaired | oans staying bel ow
10% of total outstanding |oans. At year-end 2012, five | oans were inpaired,
with a total exposure of €69 nillion, representing 9% of the outstanding |oan
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portfolio. An anpbunt of €33 million was set aside for provisioning. BSTDB s

second-floor lending makes it nore exposed to financial sector systemc risk
than idi osyncratic corporate credit risk (see Banking Industry Country Ri sk

Assessments, in Related Criteria and Research section).

BSTDB' s capitalization is the cornerstone of its "very strong" financial
profile. Its baseline risk-adjusted capital (RAC) ratio was an estinmated 33%
on Dec. 31, 2012. Due partly to capping of the risk weight to high risk
exposures as per our MI criteria, the RACratio after MI adjustments is

hi gher, at an estinmated 38%

G ven BSTDB's relatively small size and its strong capitalization, it rarely
i ssues in the bond narkets. Therefore, sharehol ders' capital has represented
an inportant portion of funds for operations and, additionally, the bank has
relied on a conbination of syndicated | oans, bi-lateral |oans, a U S. dollar
bond issued in 2009, and a second BSTDB |l ong-termissuance--a Swi ss franc 200
mllion bond--made in the third quarter of 2012. The bank al so issues U. S.
dol I ar comrerci al paper in the European market. Qutstanding euro conmercia
paper totaled US$51 nmillion at year-end 2012.

The bank has anple liquidity; although disbursenments have increased in 2012,
the bank's liquidity has remained confortable and its liquidity ratios have
been reinforced (in part due to the decline in approved but undi sbursed

[ oans). Unlike many other M.Is, the bank does not benefit fromunilatera
credit support annexes on its derivatives contracts, and therefore woul d have
to post collateral against positions with a negative nmark-to-narket val ue
above set thresholds. There was no such posted collateral as of year-end 2012.

Outlook

The stable outlook indicates our view that risks to our ratings on BSTDB are
evenly bal anced. W could raise the ratings if we see substantial inprovenents
to the bank's institutional arrangenments or its financial profile. W could
lower the ratings if BSTDB experiences significant additional delays fromits
menbers on its GCl. W could also lower the ratings if, contrary to our
expectations, we see marked deterioration in the bank's |oan underwiting

st andards or perfornmance.

Related Criteria And Research

e Principles O Credit Ratings, Feb. 16, 2011

 Bank Capital Methodol ogy And Assunptions, Dec. 6, 2010

 Miultilateral Lending Institutions And Ot her Supranational Institutions
Rati ngs Met hodol ogy, Nov. 26, 2012

e Banking Industry Country Ri sk Assessnent Update: Septenber 2013, Sept. 6,
2013

* How An Erosion OF Preferred Creditor Treatnment Could Lead To Lower
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Ratings On Multilateral Lending Institutions, Aug. 26, 2013

e Banking Industry Country Ri sk Assessnment: Ukraine, July 19, 2013

e Banking Industry Country Ri sk Assessnent: Turkey, July 10, 2013

* Banking Industry Country Ri sk Assessnent: Russia, May 15, 2013

e Supranationals Special Edition 2012, My, 2013

e Banking Industry Country Ri sk Assessnment: Geece, April 22, 2013

e Banking Industry Country Ri sk Assessnent: Azerbaijan, Sept. 3, 2012

e Banking Industry Country Ri sk Assessnent: Bulgaria, July 20, 2012

e Banking Industry Country Ri sk Assessnent: Ceorgia, July 19, 2012

* Banking Industry Country Ri sk Assessnment On Republic of Romania Raised To
Goup 7, Aug. 4, 2008

Ratings List

Ratings Affirmed

Bl ack Sea Trade and Devel opnent Bank

| ssuer Credit Rating

Forei gn Currency A-/ Stablel A-2
Seni or Unsecured A-

Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal creditportal.comand at spcapitalig.com Al ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

ww. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (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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