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10/04/2018
Ratings of PJSC “PRIVATBANK” are updated 
April 10, 2018 at the meeting of the rating committee of RA “Standard-Rating” it was decided to update the ratings of PJSC “CB “PRIVATBANK” (14360570) according to the national scale: 
· Long-term credit rating of PJSC “CB “PRIVATBANK” at the level uaAA according to the national scale with positive outlook. The Bank or the separate bond instrument with rating uaAA is characterized by a very high solvency compared to other Ukrainian borrowers or bond instruments. 
· Short-term credit rating of PJSC “CB “PRIVATBANK” at the level uaK1 according to the Agency’s national scale. 
· Rating of deposits of PJSC “CB “PRIVATBANK” is confirmed at the level ua.1 according to the scale of RA «Standard-Rating». 
The decision to update the ratings of PJSC “CB “PRIVATBANK” is taken according to the analysis results of the Bank’s activity for the 12 months of 2017, as well as data of the Bank’s statistical statements for the 2017 year and January-February, 2018. 

Balance sheet indicators
Dynamics of the Bank’s key balance sheet indicators during the 12 months of 2017 has demonstrated the following trends:
1. As of 31.12.2017 the Bank’s shareholders’ equity has amounted to UAH 25,608 bn. The increase in shareholders’ equity deserves a positive assessment and became possible, mostly, due to the readiness of the Bank’s shareholder – State of Ukraine – to provide it with support. The Bank’s authorized capital has also increased in 4,06 times: from UAH 50,695 bn. up to UAH 206,06 bn.
Table 1 

Key balance sheet indicators of PJSC «CB «PRIVATBANK», mln. UAH, %, p.p.  
	Indicators
	31.12.2017
	31.12.2016*
	Growth rate, %

	
	mln. UAH
	%
	mln. UAH
	%
	

	Debt to NBU
	12394
	4,78%
	18047
	8,26%
	-31,32%

	Debt to banks and financial organizations 
	234
	0,09%
	2651
	1,21%
	-91,17%

	Funds of clients
	208566
	80,51%
	180952
	82,78%
	15,26%

	Total liabilities:
	233454
	90,12%
	207714
	95,02%
	12,39%

	Authorized capital of the bank 
	206060
	79,54%
	50695
	23,19%
	306,47%

	Total shareholders’ equity:
	25608
	9,88%
	10885
	4,98%
	135,26%

	Cash and its equivalents and mandatory reserves 
	19697
	7,60%
	31117
	14,23%
	-36,70%

	Financial assets at fair value through profit or loss
	34435
	13,29%
	27044
	12,37%
	27,33%

	Funds in other banks
	7937
	3,06%
	2179
	1,00%
	264,25%

	Customer credits and debt
	38118
	14,71%
	54671
	25,01%
	-30,28%

	Securities at fair value through other total income 
	90224
	34,83%
	64409
	29,46%
	40,08%

	Securities at amortized cost
	39175
	15,12%
	0
	0,00%
	-

	Other financial assets
	11483
	4,43%
	10748
	4,92%
	6,84%

	Other assets
	17992
	6,95%
	28430
	13,01%
	-36,71%

	Total assets:
	259062
	100,00%
	218599
	100,00%
	18,51%


Source: Bank’s statements according to NBU data, if there is a noticeable difference with data after the annual audit, the rating can be revised by a particular decision of the Agency. 
*  - data on 31.12.2016 was changed to the NBU data, including annual correction transactions, on the opposite to previous updates of the rating. 
2. Customer credits and debt of the Bank, excluding reserves for the 2017 year, have fallen by 30,28% down to UAH 38,118 bn that is related to the a considerable additional formation of reserves by the Bank. For the first half of 2017 customer credits and debt of the Bank have amounted to UAH 44,291 bn., and for the 9 months of 2017 – UAH 47,835 bn.
However, one should note that at the beginning of 2018 over 60% of the Bank’s assets were represented by securities in the form of BISL (Bonds of the Internal State Loan), most of which appeared at the Bank after nationalization due to the replacement of non-served loans. In Ukraine the BISL, as securities, are identified as an asset with the lowest rate of risk. Thus, even with the availability of the loan portfolio of bad quality, in general the Bank’s asset quality can be considered as quite suitable to ensure its continuous operation and customer demand for liquidity. 
3. Debt of PJSC “CB “PRIVATBANK” to NBU for the first half of 2017 has decreased by 28,45% down to UAH 12,912 bn, and for the 9 months – by 33,44%, already down to UAH 12,012 bn. In general, according to the results of 2017 the Bank’s debt to NBU has reduced by 31,32%: from UAH 18,047 bn. down to UAH 12,394 bn. The Agency reminds that from the Bank’s statements at June 30, 2017, which was published at the NBU web-site, it is clear that the Bank has delayed the return of NBU refinancing. In the Agency’s opinion, this information should be classified as technical actions of the Bank aimed at reducing legal risks, since the refinancing, issued by NBU, is guarantees (obligations) concerning the redemption from the previous shareholders of the Bank. Instead, the Agency considers the decrease of debt to NBU from the quarter to the quarter on the part of the Bank as the fact of decrease in the Bank’s dependence on NBU that indicates the positive trends in the Bank’s management after nationalization. 

Normative indicators

Regulatory capital normative of PJSC “CB “PRIVATBANK” as of 02.01.2018 has amounted to UAH 17,569 bn with the limit value, set by NBU, in the amount of UAH 200 mln. Current amount of the Bank’s N1 ratio indicates the fact that PJSC “CB “PRIVATBANK” fully fulfils new NBU requirements to the N1 ratio and has a very great reserve to this normative. The probability of the Bank’s non-compliance of this normative in the near future is zero. 
As of 01.01.2017 the regulatory capital adequacy normative has amounted to 2,10%, but later the Bank has been additionally capitalized and on 01.03.2017 the Bank’s N2 ratio has already amounted to 10,43%. According to the results of the 12 months of 2017 the Bank’s N2 ratio has reached 17,33%, and on 01.03.2018 has already amounted to 20,06%.

[image: image2]
Overall, during the analysis period, the dynamics of the Bank’s N2 ratio was unstable and, as predicted, the level of Bank's provision with regulatory capital initially depended on external support of the Bank's shareholder – the State of Ukraine. The shareholder in time has provided the equity of PJSC “CB “PRIVATBANK”, preventing the deficit of equity throughout a long time. For the 12 months of 2017 the Bank’s N2 ratio has fluctuated within the limits allowed by the NBU, but from time to time has been below the established normative. At the end of July, 2017 the Bank’s N2 ratio has exceeded 16% and further this normative of the Bank has demonstrated an upward trend, having increased up to 20,06%. In fact, the Bank’s N2 ratio has been stabilized since July, 2017 and throughout over 7 months it didn’t drop below 15,93%.
Liquidity ratios of PJSC “CB “PRIVATBANK” for the period from 01.01.2017 to 01.01.2018 have demonstrated the following dynamics:
· Instant liquidity ratio (N4) has decreased from 63,52% down to 32,47%;

· Current liquidity ratio (N5) has increased from 146,13% up to 155,54%;

· Short-term liquidity ratio (N6) has increased from 76,07% up to 99,76%.

Table 2 

Key norms of PJSC «CB «PRIVATBANK», mln. UAH, %, p.p.
	Indicator
	Normative indicator
	01.01.2018
	01.01.2017

	
	
	on the system
	bank
	on the system
	bank

	
	
	
	
	
	

	Norm of regulatory capital adequacy (N2)
	>10%
	16,10%
	17,33%
	12,69%
	1,55%

	Norm of instant liquidity (N4)
	>20%
	55,55%
	32,47%
	60,79%
	63,52%

	Norm of current liquidity (N5)
	>40%
	108,08%
	155,54%
	102,14%
	146,13%

	Norm of short-term liquidity (N6)
	>60%
	98,37%
	99,76%
	92,09%
	76,07%

	Norm of the maximum amount of credit risk per one counterparty (N7)
	<25%
	20,29%
	5,70%
	21,48%
	142,17%

	Norm of large loan risks (N8)
	<800%
	208,31%
	0,00%
	308,27%
	1251,39%


Note: if there is no calculation of the normative at the first of each months, the Agency provides data of the closest working day in the reported month 
Source: NBU data and data of the Bank’s statistical statements

Therefore, the Bank has maintained a very good reserve of liquidity ratios. The Bank’s N5 and N6 ratios on 01.01.2018 have exceeded not only the limit values, set by NBU, but also the averages of these normative indicators on the Ukrainian banking system. PJSC “CB “PRIVATBANK” has entered March, 2018 with the following ratios: N4 – 37,41%, N5 – 153,98%, N6 – 97,54%. Thus, the Bank has been very well provided with liquidity throughout the 2017 year and the first two months of 2018. 
Revenues and expenses
For the 12 months of 2017 PJSC “CB “PRIVATBANK” has received a loss of UAH 22,966 bn that is by 86,04% lower than a loss for the same period of 2016. The Bank’s unprofitable activity refers to a negative factor, but the amount of loss didn’t affect the stability of the Bank’s activity if there is support from the shareholder. As well, one should take into consideration that losses for the 2017 year are mostly due to significant deductions in asset reserves formed prior to nationalization. 
Positive trends include: the increase in the accrued net interest income of the Bank, and most importantly – the increase in net commission income (table 3).
Table 3

Data on key articles of income and expenses of PJSC «CB «PRIVATBANK», mln. UAH, %
	Indicator
	2017 
	2016 
	Change
	Growth rate, %

	Interest income
	23037
	33086
	-10049
	-30,37%

	Interest expenses
	18374
	29376
	-11002
	-37,45%

	Net interest income
	4663
	3710
	953
	25,69%

	Commission income
	14610
	10924
	3686
	33,74%

	Commission expenses
	3017
	2205
	812
	36,83%

	Administrative and other operating expenses
	22935
	9325
	13610
	145,95%

	Profit / (loss)
	-22966
	-164472
	141506
	86,04%


Source: Bank’s statements according to NBU data, if there is a noticeable difference with data after the annual audit, the rating can be revised by a particular decision of the Agency. 
*  - data for the 2016 year was changed to the NBU data, including annual correction transactions, on the opposite to previous updates of the rating. 

Additionally, one should take into consideration that the amount of loss received for the 2017 year is in times less than a loss of 2016. The Agency considers that the Bank’s activity is operationally balanced, the generation of losses is due to those factors resulted in the Bank’s nationalization and the Bank’s management still works over preventing the impact of these factors. 

Other factors
PJSC “CB “PRIVATBANK” through the scales of its activity continues to remain a strategic interest of the State Ukraine. The state’s participation in the equity of PJSC “CB “PRIVATBANK” provides the basis for a stable functioning of the banking system. A strategic role of PJSC “CB “PRIVATBANK” for a state is confirmed by facts of the Bank’s additional capitalization by UAH 107 bn in December, 2016, by UAH 9,8 bn – in February, 2017, by UAH 22,5 bn – in summer of 2017, and by UAH 16 bn – in December, 2017. After nationalization the Bank’s key shareholder on practice proved its ability to additionally capitalize the Bank within required volumes that confirmed its high level of external support. 

The analysis of court disputes that continues around the procedure for nationalization of PJSC CB "PRIVATBANK" has shown that in most cases, the main claims of plaintiffs concern the procedure for nationalization and recognition of the circle of related persons. As before, the Agency assumes that a part of court disputes may create an additional burden on the Bank's liabilities, but the Bank has sufficient liquid funds and a guaranteed, verified in practice support from the shareholder so that the said risks do not affect its long-term credit rating. 

In addition, the Agency reminds that a long-term credit rating of PJSC CB “PRIVATBANK” according to the national scale was assigned on December 29, 2016, already after nationalization. The agency believes that the process of nationalization was performed with a minimum of losses for its clients. The Agency assumes the availability of court disputes on the part of those bank lenders that fall under the normative definition of "related persons", but the fact of such disputes does not directly affect the credit risk of the Bank. 

The Agency welcomes the appointment of Mr. Petro Krumhanzl as the Chairman of the Board, who already had experience in Ukraine as a member of the Management Board on operational issues at Raiffeisen Bank Aval during the 2008 crisis. It is also valuable that Mr. Krumhanzl has experience as a Board Member for operational issues in the problem asset management company Heta Asset Resolution created by the Austrian Government, where he was responsible for allocating non-performing assets to the so-called "bad bank". His latest work experience was related to the China market, where he was a member of the Home Credit Management Board on operational issues, managed all the operations of the bank, where worked over 85 000 employees. The appointment of a banker with significant experience in the position of the Chairman of the Board of PJSC CB «PRIVATBANK» has become one of the factors that influenced the Agency's decision to leave a positive outlook on the long-term rating at the unprofitable work of the Bank. 
            Therefore, PJSC CB «PRIVATBANK» was very well provided with liquidity and regulatory capital, had a high level of external support from the shareholder represented by the State, and from July, 2017 provided the increase in the Bank’s regulatory capital adequacy. The above factors made it possible to update the Bank’s rating and to confirm a positive outlook. The improvement of outlook concerning a long-term credit rating of PJSC CB «PRIVATBANK» reflects the Agency’s opinion that for the 2017 year the Bank’s TOP management succeeded to change the situation for better, to noticeably ease the Bank’s dependence on its shareholder, and on practice to prove the possibility of stable continuous work of the nationalized bank. 
Rating agency «Standard-Rating» (Ukraine)
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