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1. History of foundation and general characteristics of the bank


PJSC “ENERGOBANK” was founded in October of 1991, it became one of the first commercial banks of independent Ukraine. The Bank was created as a branched financial institution to service energetic complex of Ukraine, including, to accept payments from population. 

In the period from 1991 to 1997 the Bank passed the way of development and held an appropriate place in the banking system of Ukraine: 

· Became the founder of Ukrainian Interbank Currency Stock Exchange (UICSE). 
· Entered into membership in the international system of telecommunications and interbank payments S.W.I.F.T. and became a full member of information system REUTERS.
· Continued the development of the regional network.


In the period from 1998 to 2004 PJSC “ENERGOBANK” was marked by an intensive development and by the beginning of cooperation with international financial and credit institutions: 

· Received a permission of the Pension Fund for servicing pension programs and other social payments. 
· The Bank carries out lending to micro-, small and medium business in terms of the line of the International Bank for Reconstruction and Development. 
· PJSC “ENERGOBANK” provides long-term loans to the enterprises of small and medium business in terms of the credit line of the European Bank for Reconstruction and Development (EBRD). 
· The Bank became a member of the international payment system Visa International.  
· The Bank began a professional activity in the stock market as a custodian. 
The period 2005-2009 was defined for the Bank as the expansion of activity in Ukraine: 
· There was the expansion of regional presence. The Bank’s branches were opened in Lviv, Odessa, Poltava, Kharkiv, Donetsk and Dnipropetrovsk. The Bank is represented by the 16 branches and 32 offices in the 17 regions of Ukraine. 
· Big salary projects were launched for budget institutions and payment of state social assistance. 
· Processing center of the Bank was modernized; there was the launch of the modern full-featured solution Smart Vista. 

During the 2010-2014 PJSC “ENERGOBANK” had the updating processes, which enabled to provide new dynamics to the process of the Bank’s development: 

· The proportion of the key shareholder – the legal entity ROYLANCE SERVICES LIMITED, Republic of Cyprus, increased up to 99,67% in the authorized capital of the Bank. 
· New top-management team with work experience in international companies came to the Bank. 
· The Bank became a member of the leading business-associations: European Business Association (EBA) and American Chamber of Commerce (ACC). 
· In order to improve the efficiency of the Bank’s activity it was performed a reorganization of regional network through the project “Centralization”: 14 branches were transferred to the one balance. The regional network of the Bank as of 01.07.2014 includes 36 offices in the 13 regions of Ukraine. 
2. Market share and business activity
As of 01.07.2014 PJSC “ENERGOBANK” is attributed to the fourth group by classification of the National Bank of Ukraine. 
According to the NBU rating PJSC “ENERGOBANK” as of 01.07.2014 occupies: 
· by asset volume — 76 place; 

· by volume of clients credits and debt — 73 place; 

· by funds volume of individuals and legal entities — 63 place.
As of 01.07.2014: 

· assets share of PJSC “ENERGOBANK” amounts to 0,16% of assets of the banking system of Ukraine that amounts to UAH 2 039 319 th; 
· share of PJSC “ENERGOBANK” in the national loan portfolio of the banking system of Ukraine amounts to 0,13% that amounts to UAH 1 144 081 th; 
· share of the Bank in the national volume of funds of legal entities and individuals amounts to 0,22% that amounts to UAH 1 532 128 th. 
Perceiving the above calculated data, it must be considered that general statistics of NBU in the whole banking system includes indicators of problem banks, including those, which employ temporary administration. Since a part of assets and liabilities of the problem banks is classified as non-working, the estimated share of PJSC “ENERGOBANK” in assets, loan portfolio and customer accounts is higher than the calculated one. 
Therefore, the Agency estimates the share of PJSC “ENERGOBANK” in the banking system of Ukraine in terms of assets in the amount of 0,16-0,2%, and the Bank refers to the fourth group of banks according to NBU classification and has strong positions in the specified group. 

3. Capital adequacy and support by shareholders
Capital adequacy. 

Shareholders’ equity structure of PJSC “ENERGOBANK” had a certain specifics, which is related to the availability of uncovered losses of past years of the Bank. The main shareholder – a legal entity ROYLANCE SERVICES LIMITED, provided a long-term support to the Bank due to the replenishment of the authorized capital. Considering the availability of uncovered losses of past years that resulted in that the authorized capital of the Bank exceeded the shareholders’ equity (table 1).
Table 1

Shareholders’ equity of PJSC «ENERGOBANK» (according to the interim financial statements for the 2nd quarter 2014) 
(th. UAH, %)

	Indicators
	01.07.2014
	01.01.2014
	Change
	Growth rate, %

	Authorized capital 
	359 037
	359 037
	-
	-

	Share issue differences 
	33
	33
	-
	-

	Retained earnings (outstanding loss)
	(110 366)
	(107 857)
	- 2 509
	- 2,33%

	Reserve and other funds of the bank
	30 884
	28 209
	2 675
	9,48%

	Revaluation reserves
	25 532
	25 521
	11
	0,04%

	Total shareholders’ equity
	305 120
	304 943
	177
	0,06%

	Total liabilities
	2 039 319
	2 142 746
	-103 427
	-4,83%


The Agency warns against the negative interpretation of the structure of the Bank shareholders' equity as of 01.07.2014. The decrease in retained revenues of past years as of 01.07.2014 is related with directing the profit of 2013 in the amount of UAH 2 675 th. to the increase in the Bank’s reserve fund. Besides, the Bank’s provision with support on the part of shareholder in practice indicates the availability of a high level of external support. 
For the 6 months of 2014 the shareholders’ equity of PJSC “ENERGOBANK” increased by 0,06%. But the analysis of the Bank’s normative indicators indicates a positive dynamics of the Bank’s provision with shareholders’ equity: 
· regulatory capital of the Bank increased by 16%;

· the norm of the regulatory capital adequacy grew by 0,89 p.p.;
· the norm of the ratio of regulatory capital to total assets grew by 1,96 p.p. 

These statistical data indicate that dynamics of the equity norms of the Bank for the first half is better than in average on the banking system. 
Table 2

Data on dynamics of the equity norms of PJSC «ENERGOBANK»
	Indicators
	The normative indicator
	01.07.2014
	01.01.2014

	
	
	Bank’s value
	On the system
	Bank’s value
	On the system

	Regulatory capital (N1)
	>120 mln.
	237 457
	-
	204 757
	-

	Normative of regulatory capital adequacy (N2)
	>10%
	13,86%   
	15,87%
	12,97%    
	18,26%

	Normative of the ratio of regulatory capital to total assets (N3)
	>9%
	11,40%   
	12,56%
	9,44%   
	13,98%
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Fig. 1. Dynamics of equity norms N2 and N3 of PJSC «ENERGOBANK» 

from 01.07.2013 to 01.07.2014
Shareholders’ support 

The share of the key shareholder – the legal entity ROYLANCE SERVICES LIMITED, Republic of Cyprus, in the authorized capital of PJSC “ENERGOBANK” amounted to 99,67% at the moment of preparing the rating report. 
The Bank is provided with shareholders’ equity and regulatory capital at a sufficient level and demonstrates dynamics of N1, N2 and N3 in the first half of 2014 better than in average on the banking system. But the Bank’s norms N2 and N3 on 01.07.2014 were still lower than in average on the banking system that partially restrains the credit rating of the Bank. 
4. Asset quality

Analysis of the asset structure of PJSC “ENERGOBANK” indicates that its largest component was the item “customers’ credits and debt”. For the 6 months of 2014 customers’ credits and debt of PJSC “ENERGOBANK” decreased by 7,28% down to UAH 1,144 bn. 
Table 3

Assets of PJSC «ENERGOBANK»
(th. UAH, %)

	Indicators
	01.07.2014
	01.01.2014
	Change
	Growth rate, %

	Cash and cash equivalents
	268 982
	326 131
	-57 149
	-17,52%

	Funds of mandatory reserves of the bank in NBU
	11 885
	18 696
	-6 811
	-36,43%

	Trading securities
	-
	-
	-
	-

	Funds in other banks 
	147 994
	296 299
	-148 305
	-50,05%

	Credits and debt of clients, including:
	1 144 081
	1 233 860
	-89 779
	-7,28%

	- credits and debts of legal entities 
	1 022 134
	1 024 262
	-2 128
	-0,21%

	- credits and debts of individuals
	121 947
	209 598
	-87 651
	-41,82%

	Customer credits and debt provisions 
	(42 451)
	(30 257)
	12 194
	40,30%

	Portfolio securities for sale 
	1 445
	1 424
	21
	1,47%

	Portfolio securities to repayment 
	-
	-
	-
	-

	Fixed capital and intangible assets 
	61 920
	63 135
	-1 215
	-1,92%

	Other financial assets
	16 796
	12 042
	4 754
	39,48%

	Total assets:
	2 039 319
	2 142 746
	-103 427
	-4,83%


Despite the decline in the volumes of customer credits and debt of PJSC “ENERGOBANK”, an appropriate item of income assets occupied a noticeable share in total assets of the Bank. Thus, as of 01.07.2014 customer credits and debt occupied 56,1% of total amount of assets (on 01.01.2014 its proportion amounted to 57,58%). 

The loan portfolio quality of PJSC “ENERGOBANK” is close to a sufficient level. According to the data of the Bank’s statements as of 01.07.2014 the 17% of the Bank’s loan portfolio were attributed to the category of problem loans (IV–V category). The Agency in general positively estimates the Bank’s activity in the credit market and draws attention to the fact that on 01.07.2014 almost 90% of the Bank’s loan portfolio was formed due to loans to legal entities. 
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Fig. 2. The loan portfolio structure of PJSC «ENERGOBANK» by quality category on 01.07.2014

Therefore, as of 01.07.2014 customer credits and debt of PJSC “ENERGOBANK” were assessed in the amount of UAH 1,144 bn that amounted to more than 50% of the Bank’s assets. Since the beginning of the year customer credits and debt of the Bank decreased by 7,28%. On 01.07.2014 only 17% of loan operations were attributed to the fourth and fifth categories of risk by NBU classification. 
5. Liquidity
PJSC “ENERGOBANK” entered the second half of 2014 with a noticeable reserve of liquidity. 
Table 4

Data on the dynamics of the liquidity ratios of PJSC «ENERGOBANK»
	Indicator
	Normative indicator
	01.07.2014
	01.01.2014

	
	
	Bank’s value
	Value on the system
	Bank’s value
	Value on the system

	Instant liquidity ratio (N4)
	>20%
	72,59%   
	48,50%
	78,10%   
	56,99%

	Current liquidity ratio (N5)
	>40%
	51,16%   
	78,71%
	59,71%   
	80,86%

	Short-term liquidity ratio (N6)
	>60%
	71,30%   
	85,16%
	74,48%   
	89,11%


Instant liquidity ratio exceeded the limit value, set by NBU, by 52,59 p.p. 
Current liquidity ratio exceeded the limit value, set by NBU, by 11,16 p.p., but was by 27,55 p.p. lower than the average of this normative on the system. 
Short-term liquidity ratio exceeded the limit value, set by NBU, by 11,3 p.p., but was by 13,86 p.p. lower than the average of this normative on the system. 
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Fig. 3. Dynamics of liquidity ratios N4, N5 and N6 of PJSC «ENERGOBANK» from 01.07.2013 to 01.07.2014 
In the Agency’s opinion, PJSC “ENERGOBANK” is provided with liquid assets according to NBU standards and has a considerable reserve of instant liquidity that is very important to provide solvency to the Bank in difficult economic conditions. 
6. Income and expenses of the bank

According to the results of the 6 months of 2014 PJSC “ENERGOBANK” received profit of UAH 166 th. that is in 4,72 times less than in the same period of 2013. The reasons for the decrease in net profit of the Bank became the decrease in key items of the Bank’s revenues. Thus, for the first half of 2014: 
· net interest income of the Bank decreased by 59,47%;

· net commission income of the Bank decreased by 6,45%;

· result from operations with foreign currency was negative and was fixed at the level -1,561 mln UAH; 

The Agency also draws attention to the fact that for the first half of 2014 the Bank increased loan provisions by UAH 12,194 mln. The decrease in key items of the Bank’s revenues deserves a negative assessment, but as a whole this corresponds to the general trends, which were demonstrated by the banking system of Ukraine in difficult economic period. The fact that the Bank’s activity in the first half of 2014 remained profitable deserves a positive assessment. 
Table 5

Data on dynamics of certain items of income, costs and net profit of PJSC «ENERGOBANK» 
(th. UAH)
	Indicator
	HI of 2014 
	HI of 2013
	Change

	Net interest income
	14 780
	36 466
	-21 686

	Net commission income
	13 102
	14 005
	-903

	Administrative and other operative costs 
	63 810
	54 180
	9 630

	Result from trading operations
	8 209
	(5 173)
	13 382

	Deductions to loan and funds in other banks provisions  
	(14 574)
	5 943
	-20 517

	Profit/(loss)
	166
	784
	-618


Therefore, according to the results of the 6 months of current year compared to the same period of past year PJSC “ENERGOBANK” demonstrated the decrease in net profit, as well as the decrease in key items of revenues. But it should be noted that this situation is typical as a whole for the entire banking system of Ukraine. The Agency emphasizes that in general dynamics of profitability of PJSC “ENERGOBANK” operations didn’t affect its solvency, since the Bank’s activity was profitable in the first half of 2014 that deserves a positive assessment. 
7. Relations with authorities
At the moment of making the report on rating research the Agency didn’t reveal any problems in relations between PJSC “ENERGOBANK” and state authorities, first of all, the regulators of financial market and tax administration. 
8. Summary of rating components
According to the results of research the rating committee of RA “Standard-Rating” (Ukraine) has decided to assign the long-term credit rating uaBBB+ to PJSC “ENERGOBANK”. The Bank or the separate bond instrument with rating uaBBB+ is characterized by sufficient solvency compared to other Ukrainian borrowers or bond instruments. The level of solvency depends on the impact of adverse commercial, financial and economic conditions. It was also decided to assign a short-term credit rating at the level uaK3+ and the rating of deposits ua3+. 

Summarizing the results of analysis, the Agency was based on the following conclusions: 
1. PJSC “ENERGOBANK” is one of the first commercial banks of Ukraine. The Bank was founded in 1991. During its existence the Bank has passed the way from a specialized to a universal bank, which provides almost the whole variety of banking operations for the legal entities as well as for the individuals. PJSC “ENERGOBANK” services more than 7 thousand corporate clients and more than 60 thousand individuals and has a branched regional network. 

2. The Agency assesses the share of PJSC “ENERGOBANK” in the banking system of Ukraine in terms of assets in the size 0,16-0,2%, and The Bank refers to the fourth category of banks according to NBU classification and has strong positions in this group.
3. The Bank is provided with shareholders’ equity and regulatory capital at a sufficient level and demonstrates dynamics of N1, N2 and N3 in the first half of 2014 better than in average on the banking system. 

4. As of 01.07.2014 the loan portfolio of PJSC “ENERGOBANK” has been assessed in the amount of UAH 1,144 bn that has amounted to more than 50% of the Bank’s assets. Since the beginning of the year credits and debt of the Bank’s clients have decreased by 7,28%. On 01.07.2014 only 17% of the loans issued have been attributed to the fourth and fifth categories of risk according to the NBU classification. 

5. PJSC “ENERGOBANK” is provided with liquid assets according to the NBU normative indicators and has a considerable reserve of instant liquidity that is very important for providing the Bank with solvency in difficult economic conditions. 

6. According to the results of the six months of current year compared to the same period of last year PJSC “ENERGOBANK” has demonstrated the decrease in net profit, as well as the decrease in key items of revenues. But it is necessary to note that this situation is typical as the whole for the entire banking system of Ukraine. The Agency stresses that as a whole dynamics of profitability of PJSC “ENERGOBANK” operations hasn’t affected its solvency, since the Bank’s activity in the first half of 2014 has been profitable that deserves a positive assessment.

National rating scale adapted by RA ‘Standard-Rating’ (Ukraine) for the estimation

of the long-term credit risks of Ukrainian banks 
	Rating
	Contents of banks credit rating according to the national scale

	
	Investment grade levels of rating

	uaAAA
	The bank or the debt instrument with the rating uaAAA is characterized by the highest credit status in comparison with other Ukrainian banks or debt instruments

	uaAA
	The bank or the debt instrument with the rating uaAA is characterized by very high credit status in comparison with other Ukrainian banks or debt instruments 

	uaA
	The bank or the debt instrument with the rating uaA is characterized by high credit status in comparison with other Ukrainian banks or debt instruments Credit status level is sensitive to the influence of adverse commercial, financial and economic conditions.

	uaВВВ
	The bank or the debt instrument with the rating uaBBB is characterized by sufficient credit status in comparison with other Ukrainian banks or debt instruments Credit status level depends upon the influence of adverse commercial, financial and economic conditions.

	
	Speculative grade levels of rating

	uaBB
	The bank or the debt instrument with the rating uaBB is characterized by lower than sufficient credit status in comparison with other Ukrainian banks or debt instruments. Credit status level is strongly dependent upon the influence of adverse commercial, financial and economic conditions.

	uaB
	The bank or the debt instrument with the rating uaB is characterized by low credit status in comparison with other Ukrainian banks or debt instruments. Credit status level is very strongly dependent upon the influence of adverse commercial, financial and economic conditions.

	uaССС
	The bank or the debt instrument with the rating uaCCC is characterized by very low credit status in comparison with other Ukrainian banks or debt instruments. There is potential probability of default

	uaСС
	The bank or the debt instrument with the rating uaCC is characterized by high probability of default

	uaС
	The Bank is expecting default of libilities.

	uaD
	The Bank defaulted. The payout of principal amount and interests on debt obligations has been suspended without reaching an agreement with creditors on restructuring the debt upon maturity. 


«–»  or «+» are intermediate rating categories within the major categories
National rating scale adapted by RA ‘Standard-Rating’ (Ukraine) for the estimation

of the short-term credit risks of Ukrainian banks
	Rating
	Contents of banks credit rating according to the national scale

	
	Investment grade level of rating

	uaK1


	The borrower or the separate debt instrument is characterized by the highest solvency in comparison with other Ukrainian borrowers or debt instruments. The financial state  of such borrower enables to prevent the foreseen risks in the short run.

	uaK2 


	The borrower or the separate debt instrument is characterized by high solvency in comparison with other Ukrainian borrowers or debt instruments. The financial state of such borrower is sufficient high to prevent the foreseen risks in the short run.       

	uaK3 


	The borrower or the separate debt instrument is characterized by sufficient solvency in comparison with other Ukrainian borrowers or debt instruments. The financial state of such borrower is satisfactory to prevent the foreseen risks in the short run. 

	
	Speculative grade level of rating

	uaK4


	The borrower or the separate debt instrument is characterized by low solvency in comparison with other Ukrainian borrowers or debt instruments. The financial state of such borrower is not sufficient to prevent the foreseen risks in the short run. 

	uaK5


	The borrower or the separate debt instrument is characterized by a very low solvency in comparison with other Ukrainian borrowers or debt instruments. The financial state of such borrower does not provide a possibility to prevent the foreseen risks in the short run.  

	uaKD 


	The borrower announced default on bond obligations


The national scale of credit rating for Ukrainian banks has been approved by the resolution of the Cabinet of Ukraine no. 665 of April, 26th, 2007 ‘On approval of national rating scale’
Agency’s Scale for individual ratings of deposits
	Rating
	Contents of deposit rating according to the Agency national scale 

	ua1
	The highest of the possible level of deposit reliability 

	ua2
	High level of deposit reliability

	ua3
	Acceptable level of deposit reliability

	ua4
	Sufficient level of deposit reliability


«–»  or «+» are intermediate rating categories within the major categories 

The national scale of individual rating of deposits reliability for Ukrainian banks is developed by the specialists of RA “Standard-Rating” and is a scale of the rating agency. The ratings of deposit reliability according to the Agency’s scale can be compared, but can’t be compared to the ratings of other rating Agencies. 
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