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Key Conclusions

A InH1 2018 the bankingsectormanagedwithout notable shocksand the macroeconomiconditionswere
favorable TheNBUestimatedthat over the last half a yearthe credit risk and the profitability risk of the
bankingsectorhavedecreasedTheliquidity riskremainslow.

A Thekeyobjectivefor authoritiesis to speedup structuralreformsaspart of the IMF cooperation Unless
the IMF cooperationis resumed,the conditionsfor external debts refinancingwill be unfavorablefor
Ukraine

A Inflow of hryvniafunding remainssteady(about 15% yoy), customerfunds provide for over 80%6 | y | &
liabilities Theseare mostly short-term depositsthat translateinto liquidity risksin caseof unwelcome
developments

A Net hryvniaretail loansare increasingat the rate of 40%yoy. At present,retail lendingdoesnot pose
systemicrisksfor the financialsector. However,risk appraisalof suchloansby a number of banksis not
conservativeenough

A HighNPLrate (56.2%at the end of April) restrainscorporatelending At the sametime, accordingto the
NBU loansto non-defaultingborrowersare increasingoy over 20%yoy.

A Thea S O dretde tn Q1 2018 amounted to UAH 8.7 billion (ROE22.3%) thanks to high operating
income and significantdrop in provisioning The NBU estimated that provisionsin 2018 would be the
lowestoverthe lastdecade

A Anumberof banksstill havea low operatingperformanceand/or operateat aloss Suchbanksare at risk
andremainundervigilantsupervision

A Most bankshave successfullyonvertedto IFRS, its impactonthe 6 I Yy &gaitand regulatorycapital
wasmoderate



In H1 2018, the credit risk and the counterparty risk decreased

Risk map A CreditRisk(-1). Thefinancialstandingof clientshasimproved,

anumberof largeborrowersrestructuredtheir bad debts,and
the shareof unprovisionedpastdue loansdecreased

L A Capital adequacyrisk (const). The 6 | Y pper@ting profits

1c(ged|t risk generated this year have offset the decreasein equity

3 resulting from conversionto IFRS9. Severalbanks received

o 5/\\ capital adequacy  additional capital from their shareholders Individual small
profitability risk 2 N risk financialinstitutions remainat risk

A Liquidity risk (const). Surgingcustomerdepositsled to lower
borrowingcost

A Legalrisk (const). Appointment of the new SupremeCourt
FX ris liquidity risk judgesis expectedto facilitate unbiasedand impartial hearing
of courtcases

A Foreignexchangerisk (const). Dollarizationis still high, albeit
the open foreign exchange position of most banks is
insignificant Uncertainty over further cooperation with the
IMF posesrisksfor the hryvniaexchangerate andthe 6 | y'1 a ¢
=== June 2017 balancesheets
— December 2017 A
June 2018

legal risk

Profitability risk (-1). Lowerborrowingcostsboostnet interest
income, while commission income is growing thanks to
strongerdemandfor bankingservices Provisioningcontinues
Source: NBU to decline
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Overall levelof stress has been moderate for almost two years

FinancialStressindex
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Thekey objectivefor authoritiesisto speedup structural reforms

Growth in GDP by final expenditure, pp Repayments under public and publicly guaranteed
debt, USDbillion*
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2016 2017 2018 2019 2020 [11.181V.18 1.19 11.19111.191V.191.20 11.20111.201V.20
mmm Consumption Investment NBU's payments to IMF ~ m Domestic FX bonds
mmm Change in inventories Net export US-guaranteed Eurobonds m Eurobonds, government
——GDP growth, % m Other payments, government
Source: NBU estimates. * including interest

A Slow structural and institutional reforms restrain the economic growth.

A The shoriterm challenge for the financial stability is the need to refinance substantial external
public debts in the following two years.

A With that in mind, the resumption of cooperation with the IMF is the key objective of the
government. Chances for renewing the IMF program have substantially increased after the
adoption of the LavDn High AntCorruption Court



Solvency of households improves notably in 2017

Real disposablencome, consumerspendingand
unemploymentrate

20% 12%

10% = 10%
0% 8%
-10% 6%
-20% 4%
-30% 2%

.15 1v.15 I.16 V.16 .17 V.17
mmm Household real disposable income, yly
mmm Household real final consumption expenditure, y/y

Unemployment (quarterly; ILO), ratio to economically activ
population of working age (r.h.s.)

Source: SSSU (revised data), the NBU estimates
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Effectof bankLronsumerending* on consumer
spending
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* Grossconsumetoansissuedy solventbanks

The disposable household income accelerated to 7.4% in 2017 from 2.0% in 2016.
The total debt burden of households is moderate, and continues to decline, from 11% to 10%

of the annual disposable income (down to 6.5% of the GDP).

A (Gonsumer lending has negligible impact on household spenditige share of net consumer

loans to in total household spending was tiny 1.6% in 2017.



Financialcondition of the real sectorgraduallyimprovesin 2017

Financial performance of nofinancial Debt-to-EBITDA ratio over 12 months with a
corporations, UAH billion breakdown by sectors
600 15% o
o 10.5% Chemical industry
400 7% 9% 10% Food processing
6% Transportation
200 3% 5% Agriculture
0 0% Utilities
Metallurgy
-200 -5% Machine building
. Light industry
-400 -10% Mining
-600 15% Construction .
1.13111.131.14111.141.15111.151.16111.161.17 . , , @M 0 2 4 6 %
= EBIT mmm Net income EBITDA margin (r.h.s.) 2015 m 2016 m9M2017
Source: NBU
A Margins in the real sector have increased during 22087 and now they are above peeisis levels.
A Net Debtto-EBITDA ratios are allowable for companies from most sectors, except chemical indust
andbuilding&construction
A Companies from agriculture, food processing , transport, energy and machinery industries have g

potential to get new bank loans.



Share of norperforming loansin the real sector remainsigh despite thefinancial
conditions improvement

Non-performingloansof non-financialcorporations March 2018

100 100%
79%
80 — 75% 80%
&% 63% 62% =
60 — _— 60%
40 40%
14%
) l = -
[—
0 T - T T T T T T T T 0%
Construction Mining Light Machine Metallurgy Utilities  Agriculturélransportation Food Chemical
industry  building processing industry

B Total loans, UAH billioa Share of NPLs (r.h.s:)Share of NPLs, March 2017 (r.h.s.)

SolvenBanksasof 1 April 2018
SourceNBU

A Transportation,agriculture, and light industry have the least proportion of non-performing
loans,while chemicalindustryandbuliding&constructionhavethe largestNPLratios.

A Sectorswith highestloan concentrationsawincreasein the NPLrate over the lastyear (mining,
construction,and machinebuilding), while NPLratio went down for sectors,which have less
loan concentration(transport,utilities, agriculture)



Largebusinesggroupscontinue not to service their loans

Grosdoansto the largestborrowersasof
1 April 2018*
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There is still high concentration of corporate loans. Twenty business groups account for over a

Payment discipline of largest business groups is much worse than average for all corporate

borrowers. The NPL ratio of the top 20 groups is 76% (@xeatGroup)c against average of 58%.

to offer very favorable (nomarket ones) terms of restructuring.

The largest groups usually nether repay nor restructure their loans. In general, they expect banks

9
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Prices on the real estate market have stabilized, while demand remains depressed

Kyiv housing prices, December 2013 = 100% Commissioned residential buildings, millions
square meters
25"
250% -
2.0 -
200% -
1.5 -
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100% - 1.0 -
50% - — 0.5 -
O% T T T T T T 00 4
01.14 09.14 05.15 01.16 09.16 05.17 01.18 . ONIA3, dMA4, dyp , ddmpe | |.OMIKELT

— Secondary market, USD
— Primary market, USD
Price-to-rent
Source: real estate agencies, NBU estimates

A The supplyof new housingcontinuesto grow (up by 13% in 2017, although this growth could
slowdownin the yearsto come

A Lastyear Ukraine outperformed the EUin terms of the number of newly built flats per 1,000
people(2.9 comparedto 2.8).

A Priceswerevirtuallyflat in the U.S dollarequivalent(up by 1%yoyin the primary market)

10



Short maturities of bank liabilities are increasing liquidity risk

Fy14&Q
100%

1 ||
80% I
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20%
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Others
m NBU's funds
Budget funds

m Subordinated debt
m Interbank liab. & IFls fund
m Deposits from SoEs

B Private corporate deposits ® Retail deposits**

*including accrued interest **including certificates of deposit

Source: NBU

Al >\ >\

Hryvniadepositswere up by 15%yoy.

100%
80%
60%
40%
20%

0%

A VLE&hiliteBZN tSryfsiod rpaturity as of 1 May 2018

Resi- Non- Resi- Non-
dentsresidentsdents residents

Total in UAH in FX in UAH in FX
m on demand up to 1 month
1-12 months mover 1 year

Thepercentageof depositsin total liabilitieshasstood at 80%sinceH2 2017.

A . | y heav@rrelianceon domesticfunding had a negativeimpact on maturities of liabilities
Maturities up to one month accountfor 61.3% (up by 2.7 pp yoy), with over half of hryvnia
depositsbeingdemanddeposits

11
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{ OKSRdzf SR NBLI}I 8YSyi{a 2 fExtermayinding* c8ripasiBoNslofil MBRy2016 =

USD million
M Yy Aan m Correspondent
accounts
M pAan W Interbank at Russiar
controlled banks
M HANOA m Interbank at other
banks
900 m Loans from IFIs to
SBs
600 m Loans from IFIs to
other banks
300 m Subordinated debt
0 Deposits
2018* 2019 2020 2021 2022 2023 2024 2025+ Other
®m Payments for loans m Payments for Eurobonds
* repayments to be made in @4 2018 * Debt to nonresidents
. Source NBUL

ol y1 &Q 3 N®msasariniSnipy dheNtlirtl éveryRy8ab fir three years running,
totaling UAH 6.2 billion in late 2017.

A Longterm loans from international financial institutions to the stade/ned banksaccount
now for over half of thedebt, with another 14% of total debt being an interbank loan by a
Russiarowned bank.

A Significant repayments are scheduled floe next three years, with the bulk falling due in

2019.
12



Retail loans are twice as profitable as corporate loans

The share of retail loans in the total loan portfolio The impact of retail lending on the volume and
yields of bank loan portfolios

100%
50%
80% 37.8%
5 40% 38.1% 33.8%
60% sdBodM 8% 30,
40% 20% 16.6%
20% 36.4% 10%
15.7% 16.6%
O% f f f f f f f f f f f ! 0% I T T T T T T T T T T T T T 1
2008_2&10% cc c?r%lofate %g%é 2016 118 2006 2008 2010 2012 2014 2016 4ml8
Gross loans to households ——Share of interest income from households
— Share of net loans to households —— Share of individuals in the gross loan portfolio
F Rll’]l -'F2NJ flélj M H YZ)/ﬂKé 7\)/Of dZR/\y_l u nn o L o da LUINL U O VU Ny QA

** including data for norbank financial institutions ¥ of the banks that were solvent as of 1 April 2018

Source: NBU
A The share of the retail loan portfolio is 17%, witiie interest income from retail loans makes

up 34%. This is due to:
A large volumes of new performing loans
A the significantly higher yields of retail loans.

ACKS o6ly1aQ AYyUuUSNBald AyO02YS FTNRY O2NLI2NI 4GS
A alarge number ofestructuredloans with lower interest rates

A a deterioration in the loan portfolio quality. L

1



Only hryvnia consumer lending is surging

Net hryvnia retail loans, UAH billion* Retailloans, UAH billion*
100 50% 120
9.0%
80 40% 100
60 30% 80
40 20% 60
20 10% 40
0 0% 20
0
20 10% 2015 2016* 2017 04.18 2015 2016* 2017 04.18
12.15 06.16 12.16 06.17 12.17 04.18 ' '
UAH FX
mmm Net loans ——y-0-y (r.h.s.) m Performing m NPL

* Of all reporting banks.
** as of 1 February 2017 (the first reporting date according to the new rules
for measuring credit risk).

* of the banks that were solvent as of 1 April 2018
Source: NBU

A Nethryvniaretail loansgrew by 39%yoyin April.
A Abouthalf of all the bankscontinuedto rampup lendingin Q1 2018

A Overall total retail loan portfolio grew significantlyslowerthan the hryvniaretail loan portfolio
becauseof largevolumesof old foreign currencyloansbeingrepaidandwritten off.

14
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Lending to reliable and honest borrowers is on the rise

Net corporate loans* Net corporate loans
(excludingPrivatBank, 2015=100%*
400 20 160%
350 18 140%
300 16
14 120%
250 12 100% . TfI’IIIIIIIIIIIIIIIIIIIIIIIIIIIIII
200 10 80%
150 8
6 60%
100
4 40%
50 2 12.14 06.15 12.15 06.16 12.16 06.17 12.1D4.18
0 rrrrrrrrrrrTr T T T T T T T T 1T T 1T T T T T T T T T T T T T T T T T T T O

—UAH, non-default borrowers*
—FX (USD eq.), non-default borrowers*

m UAH billion FX, USD billion UAH, all borrowers
——FX (USD eq.), all borrowers

12.14 06.15 12.15 06.16 12.16 06.17 12.1704.18

* of the banks that were solvent by 1 April 2018 * of the banks that were solvent as of 1 April 2018
S ) ** loans to businesses that did not default on their obligations in 20147 2017.
ource: NBU Source: NBU

A In April, net corporate loans were practically unchangeg: hryvnia loans dropped by 0.4% yoy;,
while foreign currency loans fell by 0.3% yoy in the dollar equivalent.

A That saidgrowth of grosdoans to reliable borrowers (that did ndefaulted inprevious periods)
was quite dynamic¢hryvnia loans were up by 26% yoy, while foreign currency ones rose by 20.8%
in the dollar equivalent).

15



The NPL ratio is declining, although very slowly

NPL ratio

60% 58.0% 56.2%
55%
50%
45% 47.1%
40%
35%
30%
25%
20%

15% I T T T T T T T
01.1407.1401.1507.1501.1607.1601.1707.1701

48.4%

.185.18

—Total ——excl. Privatbank

Source: NBU

Breakdown of corporate loans by classes

60%

55%

50%

15%

10%

5%

0%

1 2 3 4 5 6 7 8 9 10
m 01.03.2018 = 01.04.2018

A Sincethe year start, the percentageof NPLshas been volatile. Thiswas mainly attributed to
statisticaleffects ¢ the transfer of a portion of unpaidaccruedinterestincometo provisionsin

the chartof accounts

A Almost two-thirds of NPLsare concentratedin state-owned banks (including Privatbank and

14,2%in Russiarbanks

16
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The collateral coverage ratio is low

Breakdown of corporate loans by LTV ratimsthe Breakdown of performing corporate loans by
range from GOto 2 LTV ratios in the range from 0 to 2
16% 16%
14% 14%
12% 12%
10% 10%
8% 8%
6% 6%
4% 4%
2% 2%
0% 0%
0.0-02-04-06-08-10-12-14-16-1.8- 0.0-02-04-06-08-10-12-14-16-18-
02 04 06 08 10 1.2 14 16 18 20 02 04 06 08 10 1.2 14 16 18 20
m adjusted for liquidity ratio LTV ratio W adjusted for liquidity ratio LTV ratic
| not adjusted for liquidity ratio | not adjusted for liquidity ratio

Source: NBU, as of 1 May 2018

A The percentage of corporate loans witiiViatio lower than one makes up less than 1@2djusted
for the liquidity ratio) or 22.6%disregarding théiquidity ratio).
A For performing loans these figures are higher, at 21% and 59% respectively.

17



Highly liquid collateral makes comparatively small proportion of total collateral

Composition of collateral against corporate loans  Composition of collateral against corporate loans

adjustedfor liquidity haircuts not adjustedfor liquidity haircuts
60% 60%
50%
40% 40%
. _\/\/—_/
20% 20%
— 10%
0% ) T T T T T 1 O% I T T T T T 1
05.17 07.17 09.17 11.17 01.18 03.18 05.18 05.17 07.17 09.17 11.17 01.18 03.18 05.18
——Money and equivalents, investment-grade and gov. securitt  ——Money and equivalents, investment-grade and gov. securi
——Government and investment-grade banks’ guarantees ——Government and investment-grade banks' guarantees
Real estate and integral business property Real estate and integral business property
——other types of collateral ——other types of collateral

SourceNBU

Ve

A Realestate(andmostlycommercialreal estate,excludingand)dominatesin the compositionof
collateral

A The most liquid collaterals (money and equivalents, investmentgrade and government

securities,aswell asgovernmentand investmentgradeo | Y duar&hties)makecomparatively

smallproportionsof total collateral,7%and 15%respectively

18
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Net interest and fee incomes are growing rapidly

Operating income trend*, UAH billion
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Net commission income m® Net interest income

at solvent banks as of the reporting date
Source: NBU

Components of financial results* anROE
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Operating income, UAH bn

== Provisioning, UAH bn
mm Operating costs & taxes**, UAH bn
¢+ Net profit (loss), UAH bn

*Volumes foquarter
**ncome tax included

A ¢KS aSO002NXQa 2 LIS NIydyihgnRs tdayl D2e¥ss in BeliBtarestdndome:"»

(+43% yoy) and fee income (+28.88%).

A Banks became profitable after three years of recession. As the operating income grow and
provisioning decreases significantly, the net sector profit is expected to become higher.
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Lower funding costs underpinned interest efficiency

Ratio of interest costs to interest incomes Discrepancies between actually paid and accrued
interest incomes at the 25 largest banks

23% 17%* 3% 19% 45%38% 11%6% 18% 19%  40%

100%
80% 20% ‘ |
9 0% 17 S — L'
60% l I' INTefF rr
40% -20%
20% -40%
0% -60%

State- Privat Foreign Russian Private Banking

owned bank (excl. banks sector -80%

banks Russian) -100%

mQ1 2017 mQ1 2018 = 2016 m2017

*ANR dzLJQa aKIFINB AY U0KS aSOuU2ZNIRa You nyuoivwuu
at the banks that were solvent as of 1 April 2018
Source: NBU

ny “we 1w

A The key driver of net interest income is lower cost of retail deposits

p>N

PrivatBankand foreign banks are leading in terms of efficiency.

Large discrepancies between accrued and actually received interest income was the result of

incorrect reflection of the loan portfolio quality. Banks accrue interest on loans that are not
serviced.

20
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Change in administrative and other operating Components of operating income and expenses
expenses by bank groups, @D18,yoy by bank groups, 1Q018, UAH billion
60% 10 CIR=50%
449 _ =
45% 39% 4y, 8 CIR=43% 5 CIR=58%
0 6
CIR=107% 4 )
30% 4 — _
> CIR=92%
15% 0
-2
0% State- Privat Foreign Russian Private
4% owned bank (excl. banks
-15% : banks Russian)
State- Privat Foreign Russian Private Banking Net operating profit before provision
owned bank (excl. banks sector m Administrative & other operating costs
banks Russian) m Other operating income
m Administrative and other operating costa Staff costs ® Result of trading operations
Net commission income
* at solvent banks as of the reporting date
Source: NBU
A Growth in administrative expenses (+25.28f) outpacing income growth (primarily at banks
gAUK fI NHS UNXYRAY3I f2aaSav | TFSOUSR UKS aso
A¢KS aSO02NRa ySi 2LISNF GAY 3T LINEROY fo WAHROSHIIRONS  LIN

A Costto-Income Ratio (CIR) was by 57.9% in Q1 2018 compared to 49.09201 Q1

21
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Distribution of lossmaking banks* Impact of the transition to IFRS 9 on profit/loss of
previous years

46
37
11 15 Effect of transition
to IFRS 9
2014 2015 2016 2017 .18 -20

m Loss-making banks with operating profits .14 .15 1.16 .17 118
m Loss-making banks with operating losses m Change in the result of past years in capital
m Banks with operating losses m Financial result of current year

Banks with net interest losses

*solvent banks at periogénd
Source: NBU

A Out of 82 banks,19 incurred net operating expensesbefore provisioning(versus14 in Q1 2017,
includingone state-ownedbank

A Thenumberof lossmakingbanksdeclinedfrom 18 to 14, of which three generatedoperatingprofit
but sustainedossesdueto anincreasen provisions

A Adverseeffect of initial implementationof IFR® on 0 I Y dapit&lat UAHL10 billion wasoffset by net

earningsof Q1 (UAHS8/7 billion).
22
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Recommendations

To publicauthorities:

A to expediteapprovalof lawsthat are necessaryor enhancingeffectivenesf the bankingsector
andthe financialmarketasa whole

Ve

A toresumecooperationwith the IMFand other internationalfinancialinstitutions.

To banks
to intensifyresolutionof non-performingloans(NPLS)

>

to assesdorrower creditriskappropriately
to revisebusinessnodelsat banksthat are persistentlylossmaking

>

to improvemanagemenbf non-core assetobtainedduringthe crisisor sellthem.

o

| @xasandintentions

to introducea new capitalcontingentconvertible instrument

>

to introducethe risk managemensystemat banks

>

to launchreviewof 0 I y ihtarMalcreditriskrules

>

to publishresultsof the annualassessmendf banks'resilience

>

to improvebankregistrationandlicensingorocedures

23



SpecialFocus
RelatedParty Lending NeverAgain
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Related party lending is the source of financial instability

A

Relatedparty (RP)lendingwas a common practice for Ukrainianbanksfor a long time. Insufficient
control and regulation of these transactionscausedaccumulationof major risks that materialized
duringthe crisisof 2014¢2015

Thediagnosticstudyof 60 | Yy RP&xQosuredound that banksdeliberatelyunderestimatedthe shareof
suchloansby dozensof times. Beforethe diagnosticstudy the banksrecognizedJAHL.5 billion of RP
loans,after the study- UAH31.9 billion, failed banksexcluded

Theissueof RPloansis mostburningfor private bankswith Ukrainiancapital Asof the endof 2016 RP
loansaccountedfor 27%o0f saido | Yy dodpdateloan portfolio.

Of 99 diagnosedbanks,44 had exceededRPloanslimits (over 25% of the regulatorycapital) Thirteen
suchbankshave alreadygone bankrupt At present,21 banksexceedRPlendingratio and currently
implementthe RPlendingreductionprogram

Thetotal RPloansat bankruptbanksexceededJAH83 billion. Theseloansremainednon-performing
and have causedsubstantiallosses Repaymentsto depositors of these banks from public funds
amountedto UAH 38 billion. Therest of the amount was borne as direct lossesby businessesand
households

Relatedcompaniesusuallyhave poor financial standingin contrastto market borrowersor are non-
operating companies In sucha way the companyownerstried to concealreal beneficiariesand to
obstructcollectionof debt.

Sincethe beginningof 2017, the shareof RPloansat solventbanksdecreasedy UAHS8.5 billion or by
26% In fact, the issueof RPlendingis no longercriticalanymorefor the bankingsystem Howeverrisks

are considerableandrequire constantandthoroughmonitoring o5
PrivatBankwvasexcludedrom this analysidor better representativenessf trends



RP lending: Issue for private banks with Ukrainian capital

Shareof grossRPloansin the corporateloan Grossloansto RFsrecognizedby banks UAH
portfolio* billion*
30% Diagnostics of 35 1.0
25% iKS olylaQ 30 AL
0 exposure to
20% related farties 25
15% 20
10%
0 15
5%
10
0% I I T T
01.14 11.14 09.15 07.16 05.17 03.1¢ S 0.9
—All banks 0 ‘ ‘

. . 03.14 11.14 07.15 03.16 11.16 07.17 03.18
Private domestic banks

—All banks excl. SOBs and Russian-controlled bank — Corporates ——Individuals
* Solvent banks as of 1 April 2018 (excluddiyatBank Pﬁ\cl);\;gr;tnt;anks as of 1 April 2018 (excluding stateed banks and
Source: NBU ’

A The highest concentration of RP loans was found in private banks with Ukrainian capital i.e. 27%
of all corporate loans. At present, this figure is 21%.

A For other bank groups this issue is not critical. All in all, the banking system accounts for less than
5% of corporate RP loans.
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