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Report on rating research
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1. History of creation and general characteristics of the bank 
        JSC “PRAVEX BANK” is an universal financial organization, which today, due to the availability of national network, provides a wide range of banking services throughout Ukraine. 
JSC “PRAVEX BANK” operates at the market since 1992 year. The 2008 year was significant for the Bank, when on the eve of June the agreement on sale of 100% of the Bank's shares to the leading banking groups of Europe – the international group Intesa Sanpaolo Group was completed. 
Today JSC “PRAVEX BANK” is a part of the group Intesa Sanpaolo, which is the leading banking group in Eurozone and, is the leader in all areas of financial business (retail, corporate and asset management) in Italy and operates worldwide. 
The strategic goal of the activity and development of JSC "PRAVEX BANK" is to create an universal bank that provides a full range of banking services to legal entities and individuals. 
2. Market share and business activity 
According to the data of the National Bank of Ukraine, as of 01.01.2021 JSC “PRAVEX BANK” occupied the 13-th position in the ranking in terms of total assets among banks of foreign banking groups. In addition, according to the NBU data, among 73 solvent banks of Ukraine JSC "PRAVEX BANK" ranked:
· 26 position in terms of total assets; 
· 25 position in terms of customer loans;
· 24 position in terms of customer deposits.
As of 01.01.2021: 

· The share of total assets of JSC “PRAVEX BANK” was 0,35% of total assets of solvent banks of Ukraine;
· The share of JSC “PRAVEX BANK” in the total loan portfolio of solvent banks of Ukraine amounted to 0,52%;
· The Bank's share in the total amount of customer deposits of solvent banks of Ukraine was at the level of 0,39%.
Thus, the Agency formally estimates the share of JSC “PRAVEX BANK” in the banking system of Ukraine in terms of total assets at 0,35%. However, the Agency emphasizes that in the case of JSC “PRAVEX BANK” there is no influence of the scale of the bank's activity on its credit risk. The sole shareholder of JSC “PRAVEX BANK” remains the European banking group Intesa Sanpaolo Group. According to the Group’s data, on 31.12.2020 the consolidated assets of Intesa Sanpaolo Group amounted to EUR 1,003 trillion. 

According to the Agency's estimates, the consolidated total assets of the entire banking system of Ukraine as of December 31, 2020 approximately accounted for only 5,23% of the consolidated assets of Intesa Sanpaolo Group. That is, the shareholder's work scale of JSC “PRAVEX BANK” was so large in comparison with the assets of the all banking system of Ukraine that in fact the possible external support from the shareholder was regarded as unlimited in the conditions of Ukraine. Thus, in the presence of favorable conditions JSC "PRAVEX BANK" can increase the pace of its activities in Ukraine in accordance with the Group's strategy and vision of the TOP management of the Bank. 
In the case of JSC “PRAVEX BANK” the factor of external support from the shareholder has a greater impact on the bank's credit risk in Ukraine than the scale of its activities in Ukraine, which in terms of risk, in the Agency's opinion, should be taken as a formal characteristic of the Bank's work. 

3. Capital adequacy and shareholder support 
Shareholders’ equity 
Shareholders’ equity of JSC “PRAVEX BANK” for the period from 01.01.2020 to 01.01.2021 decreased by UAH 175,339 mln. or by 9,25% and amounted to UAH 1719,698 mln. (table 1).
Table 1

Data on shareholders’ equity of JSC “PRAVEX BANK” 
 (th. UAH, %)


	Indicators
	01.01.2021*
	01.01.2020
	Change
	Growth rate, %

	Authorized capital 
	1 048 726
	1 048 726
	0
	-

	Reserve funds and other funds of the bank 
	1 332
	1 332
	0
	-

	Emission differences
	4 600 754
	4 600 754
	0
	-

	Retained earnings (uncovered loss)
	(4 142 030)
	(3 966 523)
	-175 507
	4,42%

	Revaluation reserves
	210 916
	210 748
	168
	0,08%

	Shareholders’ equity, total
	1 719 698
	1 895 037
	-175 339
	-9,25%

	Total liabilities and equity
	7 665 343
	5 764 633
	1 900 710
	32,97%


* Data as of 01.01.2021 according to the Bank’s financial statements
According to the results of 2020 year the Bank’s authorized capital didn’t change and as of 01.01.2021 amounted to UAH 1,049 bln. that was more than in 5 times more, than the minimum value set for the operating banks in Ukraine at the moment of analysis. Throughout the 2020 year the Bank’s shareholders’ equity decreased due to its unprofitable activity, which, in the Agency’s opinion, is temporary. 

Capital adequacy
The regulatory capital of JSC “PRAVEX BANK” (N1) for the 12 months of 2020 decreased by 13,10% and as of 01.01.2021 amounted to UAH 1353,479 mln., that in 6,77 times exceeded the limit value of UAH 200 mln., set by NBU for this normative. (table 2).
Table 2

Data on dynamics of the capital ratio of JSC “PRAVEX BANK” 
	Indicators
	Normative value
	01.01.2021
	01.01.2020

	
	
	Bank’s value, mln. UAH
	Value on the system, mln. UAH
	Bank’s value, mln. UAH
	Value on the system, mln. UAH

	Regulatory capital (N1)
	>200 mln.
	1353,479
	182 283,6
	1557,582
	150 313,8

	Regulatory capital adequacy ratio (N2)
	>10%
	35,65%
	21,98%
	73,01%
	19,66%

	Core capital adequacy ratio (N3) 
	>7%
	34,11%
	15,67%
	69,68%
	13,50%


For the period from 01.01.2020 to 01.03.2021 the Bank’s regulatory capital (N1) fluctuated in the range UAH 1,350-1,558 bln., and demonstrated a downward trend, but, despite that, was in times higher than the minimum set by NBU. The probability that the Bank will achieve the minimum value of regulatory capital set by the NBU is estimated by the Agency as close to zero (fig. 1).
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Fig. 1. Dynamics of the regulatory capital (N1) of JSC “PRAVEX BANK”
The regulatory capital adequacy ratio of JSC “PRAVEX BANK” (N2) during the period from 01.01.2020 to 01.03.2021 fluctuated in the ranges 33,60-75,61% (fig. 2). Despite a downward dynamic, the Bank’s N2 ratio not only exceeded the limit level set by the NBU (10%) with a noticeable reserve, but also on a constant basis was higher than the N2 averages in the banking system of Ukraine. 
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Fig. 2. Dynamics of the regulatory capital adequacy ratio (N2) of JSC “PRAVEX BANK” 

As of 01.03.2021 the regulatory capital adequacy ratio of JSC “PRAVEX BANK” (N2) amounted to 37,52%, that by 27,52 p.p. exceeded the limit value, set by NBU, and was also significantly higher than the N2 average on the banking system of Ukraine.
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Fig. 3. Dynamics of the core capital adequacy ratio (N3) of JSC “PRAVEX BANK” 
The Bank’s fixed capital adequacy ratio (N3) as of 01.03.2021 was at the level of 35,96%, that by 28,96 p.p. exceeded the limit value, set by the regulator (at the level of 7%), and was considerably higher than the average market N3 value.
Shareholder support
As of 01.01.2021 the only shareholder who owns 100% of the Bank's shares (1 686 585 731 pcs. ordinary registered shares and 1 500 000 pcs. registered preferred shares) and is the owner of a significant stake is Intesa Sanpaolo S.p.A (table 3). 
Table 3
Information on the final key participants in the ownership structure of JSC "PRAVEX BANK" as of January 1, 2021 
	Full name of the legal entity 
	Information about the entity 
	Participation of the entity in the bank, %

	
	
	direct
	indirect
	total

	INTESA SANPAOLO

S.p.A.
	Italy, 10121, TORINO, PIAZZA SAN CARLO 156. Registration number - 00799960158
	100,00%
	-
	100,00%


Source: NBU
At the moment of the analysis, Intesa Sanpaolo Group published the preliminary performance indicators for 2020 year. According to published data, it is known that the consolidated assets of the Group as of 31.12.2020 amounted to EUR 1002,614 bln., issued loans amounted to EUR 461,572 bln., and net income of the Group for 2020 year amounted to EUR 3,277 bln. These data indicate that, given the volume of Ukraine's banking system, Intesa Sanpaolo Group can provide its subsidiary in Ukraine with unlimited external support if needed. Thus, the level of external support of JSC "PRAVEX BANK" is considered by the Agency as very high. 

4. Asset quality

         According to the results of 2020 year JSC "PRAVEX BANK" showed a high growth rate of assets (+32,97%), which increased from UAH 5,765 bln. as of 01.01.2020 up to UAH 7,665 bln. as of 01.01.2021 (table 4).
        For the period from 01.01.2020 to 01.01.2021 the Bank’s loan portfolio (including provisions) grew by 115,79% and amounted to UAH 3,098 bln. In 2020 year JSC "PRAVEX BANK" considerably increased the lending volumes (excluding provisions). Thus, as of 01.01.2021 compared to 01.01.2020 the volume of the loan portfolio of individuals increased in 2,19 times, and the portfolio of legal entities – in 2,15 times. 
Table 4
Assets of JSC "PRAVEX BANK"
(th. UAH, %)
	Indicator
	01.01.2021*
	01.01.2020
	Change
	Growth rate, %

	Cash and cash equivalents
	1 005 572
	787 608
	217 964
	27,67%

	Due from banks
	282 849
	377 325
	-94 476
	-25,04%

	Loans and advances to customers, including:
	3 098 315
	1 435 797
	1 662 518
	115,79%

	- loans to legal entities 
	2 360 871
	1 095 892
	1264 979
	115,43%

	- loans to individuals
	783 094
	357 161
	425 933
	119,26%

	- provision for loan impairment
	(45 650)
	(17 256)
	(28 394)
	164,55%

	Securities
	2 794 875
	2 661 675
	133 200
	5,00%

	Fixed and intangible assets
	371 211
	333 497
	37 714
	11,31%

	Investment property
	32 872
	19 380
	13 492
	69,62%

	Other assets
	79 649
	149 351
	-69 702
	-46,67%

	Total assets:
	7 665 343
	5 764 633
	1 900 710
	32,97%


* Data as of 01.01.2021 according to the Bank’s financial statements
According to the results of 2020 year in the asset structure of JSC "PRAVEX BANK" the loan portfolio share grew by 15,51 p.p.: from 24,91% as of 01.01.2020 up to 40,42% as of 01.01.2021. 
The Bank’s provisions for impairment of customer loans as of 01.01.2021 amounted to UAH 45,65 mln., that was 1,47% of the loan portfolio. 
The NPL share (10th class of legal entities loans and 5th class of individuals loans) in the loan portfolio of JSC "PRAVEX BANK" as of 01.01.2021 amounted to only 1,65%. At the same time, the average NPL indicator on the banking system of Ukraine as of 01.01.2021 was at the level of 42,93%. Therefore, the NPL share in the Bank’s loan portfolio was in 26 times lower than the average market indicator, which indicates a very good level of its quality. 
The driver of the assets growth of JSC "PRAVEX BANK" in 2020 year became the Bank’s loan portfolio. Thus, for the period from 01.01.2020 to 01.01.2021 the Bank’s loan portfolio grew by 115,79%. The Agency positively assesses the activities of JSC “PRAVEX BANK” aimed at increasing the loan portfolio, as this should have a positive impact on the Bank's income and lead to an increase in the scale of the Bank's operations in Ukraine. 

Thus, the Agency found that as of the beginning of 2021 year, the 40,42% of the assets of JSC "PRAVEX BANK" belonged to the loan portfolio. At the same time, the Bank actively placed hryvnia liquidity into securities, namely: NBU deposit certificates and domestic government bonds (T-bills). In general, in the asset structure of JSC "PRAVEX BANK", investments in securities and loans to clients accounted for 76,88% of the Bank's assets. Given the very low share of NPL, the quality of assets of JSC "PRAVEX BANK" can be considered very high. 

5. Liquidity
As of 01.01.2021 JSC "PRAVEX BANK" maintained a noticeable reserve on all the three liquidity ratio indicators (N6, LCRac and LCRfc). In particular, the liquidity coverage ratio on all currencies of the Bank (LCRac) was almost in 2 times higher than the limit level, set by the NBU, and the liquidity coverage ratio in foreign currency of the Bank (LCRfc) was almost in 2,4 times higher than the limit value, set by the regulator (table 5).
Table 5
Data on dynamics of the liquidity ratios of JSC "PRAVEX BANK" 
	Indicators
	Normative value
	01.01.2021
	01.01.2020

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

	Short-term liquidity ratio (N6)
	>60%
	89,38%
	86,82%
	125,76%
	94,35%

	Liquidity Coverage Ratio on all currencies (LCRac)
	>100%
	200,51%
	-
	444,97%
	-

	Liquidity Coverage Ratio in foreign currency (LCRfc) 
	>100%
	238,66%
	-
	838,96%
	-


A detailed analysis of the dynamics of the short-term liquidity ratio of JSC "PRAVEX BANK" (N6) indicates the fact that during 2020 year and January-February, 2021 its values fluctuated in the ranges from 88,16% to 125,76% (fig. 4). As of 01.03.2021 the Bank’s short-term liquidity ratio (N6) amounted to 88,16%, that was by 28,16 p.p. higher, than the limit value set by the regulator and almost coincided with the average value of this ratio on the banking system of Ukraine.
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Fig. 4. Dynamics of short-term liquidity ratio (N6) of
JSC "PRAVEX BANK"
Liquidity coverage ratio on all currencies of JSC "PRAVEX BANK" (LCRac) throughout the period from 01.01.2020 to 01.03.2021 demonstrated fluctuations in the range 200,51-459,18%. At the same time, during the given period the Bank’s LCRac in times exceeded the limit value, set by NBU (fig. 5). 
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Fig. 5. Dynamics of Liquidity Coverage Ratio on all currencies (LCRac) and Liquidity Coverage Ratio in foreign currency (LCRfc)
 of JSC "PRAVEX BANK" 
As of 01.03.2021 the liquidity coverage ratio on all currencies of JSC "PRAVEX BANK" (LCRac) amounted to 224,08%, that in 2,24 times exceeded the limit value set by NBU at the level of 100%.

Liquidity coverage ratio in foreign currency of JSC "PRAVEX BANK" (LCRfc) throughout 2020-2021 year fluctuated in the ranges from 238,66-906,69%. Despite a downward dynamic, the Bank’s LCRfc on a constant basis with a great reserve exceeded the minimal value, set by the regulator. 
As of 01.03.2021 the liquidity coverage ratio in foreign currency of JSC "PRAVEX BANK" (LCRac) amounted to 273,21%, that was in 2,73 times higher, than the limit value of 100%, set by NBU. 

Thus, as at the beginning of 2021 year and as of 01.03.2021 JSC "PRAVEX BANK" maintained a good level of liquidity, as indicated by the Bank’s respective bank ratios (N6, LCRac and LCRfc). High values of LCRac and LCRfc indicate that the Bank formed a considerable excess liquidity to cover net expected outflow of cash during 30 days, including stress-scenario. 

6. Revenues and expenses 


According to the results of 2020 year JSC "PRAVEX BANK" received loss of UAH 175,339 mln., that was by UAH 66,193 mln. more compared to 2019 year. At the same time, the Bank demonstrated high growth rates of net fee and commission income (table 6).
Table 6
Data on dynamics of particular items of revenues, expenses and profit of JSC "PRAVEX BANK"
(th. UAH)
	Indicators
	For the 2020 year*
	For the 2019 year
	Change
	Growth rate, %

	Interest income
	455 466
	545 785
	-90 319
	-16,55%

	Interest expenses
	153 115
	151 905
	1 210
	0,80%

	Net interest income 
	302 351
	393 880
	-91 529
	-23,24%

	Commission income
	150 381
	150 276
	105
	0,07%

	Commission expenses
	50 971
	64 286
	-13 315
	-20,71%

	Net fee and commission income
	99 410
	85 990
	13 420
	15,61%

	Administrative and other operating costs 
	621 729
	680 745
	-59016
	-8,67%

	Profit/(loss)
	-175 339
	-109 146
	-66 193
	-


* Data on 01.01.2021 according to the Bank’s financial statements
According to the Agency, the unprofitable operation of JSC “PRAVEX BANK” is a temporary phenomenon, with an increase in lending, the Bank will be able to provide the increase of net interest income and, most likely, will resume the profitable activities. 
Therefore, during the 2020 – the beginning of 2021 JSC "PRAVEX BANK" generated significant amounts of income, had a certain untapped potential of interest income, and also showed high growth rates of net fee and commission income. The Agency positively assesses the Bank's ability to generate and increase revenues under the current macroeconomic work conditions. 

7. Relations with the authorities 

At the time of compiling the Report on Rating Research, the Agency did not identify any problems in the relationship between the Bank and the government agencies, primarily the financial market regulators and the tax authorities. 

As of 21.03.2021 a tax payer JSC "PRAVEX BANK" didn’t have any tax debt according to the official information of the public database of the State Tax Service of Ukraine. 
8. Other factors taken into account in the assessment

According to the information in the Unified State Register of Court Decisions, as of March 26, 2021, there were no cases in the Register that would indicate the presence of significant claims by third parties against JSC "PRAVEX BANK". 

9. Assessment components generalization
According to the results of research, the rating committee of RA “Standard-Rating” (Ukraine) made decision to assign a long-term credit rating at the level uaААА to JSC "PRAVEX BANK" (USREOU code 14360920). The Bank or the separate debt instrument with rating uaAAA is characterized by the highest solvency compared to other Ukrainian borrowers or debt instruments. 
Summarizing the results of the analysis, the Agency relied on the following conclusions:

1. JSC "PRAVEX BANK" operates at the market since 1992 and is present in all regional centers of Ukraine. Since June 2008, 100% of the Bank's shares belong to one of the largest international banking groups Intesa Sanpaolo Group. The strategic goal of the activity and development of JSC "PRAVEX BANK" is to create an universal bank that provides a full range of banking services to legal entities and individuals. 
2. The factor of external support from the shareholder has a greater impact on the credit risk of JSC "PRAVEX BANK" than the scale of its activities in Ukraine, which according to the Agency in terms of risk, should be taken as a formal characteristic of the Bank's work. The level of external support on the part of the Bank’s sole shareholder – Intesa Sanpaolo Group – is considered very high by the Agency. 
3. JSC "PRAVEX BANK" was very well provided with shareholders’ equity, as indicated by the significant excess of capital ratio. As of 01.03.2021 the bank’s regulatory capital (N1) amounted to UAH 1,383 bln. (with the standard of UAH 200 mln.), the regulatory capital adequacy (N2) amounted to 37,52% (with the normative of 10%), the fixed capital adequacy (N3) 35,96% (with the normative of 7%).
4. The investments in securities and the loan portfolio accounted for 76,88% of assets of JSC "PRAVEX BANK". Given the very low share of NPL in the Bank’s loan portfolio (at the level of 1,65% that was in 26 times lower than the average market indicator), and the fact that almost 100% of the Bank’s securities portfolio were represented by NBU deposit certificates and T-bills, the assets quality of JSC "PRAVEX BANK" is considered very high by the Agency. 
5. As at the beginning of 2021 year JSC "PRAVEX BANK" maintained a good liquidity provision, as indicated by the Bank’s respective normative values (N6, LCRac and LCRfc), which with a reserve exceeded the normative values, set by NBU. High values of LCRac and LCRfc indicate that the Bank formed a considerable excess liquidity to cover net expected outflow of cash during 30 days, including stress-scenario. 
6. Throughout the 2020 – the beginning of 2021 JSC "PRAVEX BANK" generated significant amounts of income, had a certain untapped potential of interest income, and also showed high growth rates of net fee and commission income. The Agency positively assesses the Bank's ability to generate and increase revenues under the current macroeconomic work conditions. 
National rating scale adapted by RA ‘Standard-Rating’ (Ukraine) for the estimation

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

	
	Investment grade levels of rating 

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

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

	uaВВВ
	The bank or the separate debt instrument with the rating uaBBB is characterized by sufficient credit status in comparison with other Ukrainian borrowers 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 separate debt instrument with the rating uaBB is characterized by lower than sufficient credit status in comparison with other Ukrainian borrowers or debt instruments. There is high dependence of the level of solvency on the impact of adverse commercial, financial and economic conditions. 

	uaB
	The bank or the separate debt instrument with the rating uaB is characterized by low credit status in comparison with other Ukrainian borrowers or debt instruments. There is a very high dependence of solvency level on the influence of adverse commercial, financial and economic conditions. 

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

	uaСС
	The borrower or the separate debt instrument with the rating uaCC is characterized by a high probability of default. 

	uaС
	The Bank is expecting default of liabilities 

	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 «+» — intermediate rating categories with respect to the major categories
National rating scale adapted by RA ‘Standard-Rating’ (Ukraine) for the estimation

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

	
	Investment grade levels 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 unforeseeable risks in the short term. 

	uaK2 


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

	uaK3 


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

	
	Speculative grade levels of rating

	uaK4


	The borrower or the separate debt instrument is characterized by the low solvency in comparison with other Ukrainian borrowers or debt instruments. The financial state of such borrower is insufficient to prevent the unforeseeable risks in the short term. 

	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 doesn’t enable to prevent the unforeseeable risks in the short term. 

	uaKD 


	The borrower defaulted on debt obligations 
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