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RUSSIA SEEKS TO STAY
ON SOLID GROUND

Russian bank profitability is healthy, but there are fears around asset quality
in consumer banking, and the regulator is taking a tougher line on money

laundering and liquidity problems.

WRITER Philip Alexander RESEARCH Guillaume Hingel and Valeriya Yakutovich

n the surface at least, all is

well with Russia’s top 100

banks. Total profits in this

year’s ranking (for financial

year ending December
2012) were up 21% compared with the previ-
ous ranking, at $29.2bn, bringing an aggre-
gate return on Tier 1 capital of 24.2%.
Meanwhile, banks have been strengthening
their capital position. Total Tier 1 capital in
the top 100 rose by 35%, bringing the aggre-
gate capital-to-assets ratio to 8.63%, from
8.48% in the previous ranking. Only eight
banks recorded losses, totalling $353m,
compared with 12 banks losing an aggregate
$606m in the previous ranking.

Consumer credit in particular is boom-
ing - six of the top 10 banks by return on
assets (including the top two) and six of the
fastest growing by assets are all specialists in
consumer lending. Nine banks with an
established focus on consumer credit
recorded an aggregate return on assets of
4.64%. In addition, two recent start-ups,
Svyaznoybank and MTS Bank - both con-
nected to the mobile telecommunications
sector - entered profit for the first time.

However, regulators are nervous about
the pace of growth in consumer lending -
three consumer credit banks more than dou-
bled their assets, while four others presided
over asset growth of more than 50%. In
response, the Central Bank of Russia (CBR)

introduced higher capital requirements for
banks with high lending rates, and the Rus-
sian duma (parliament) passed legislation to
enforce better standards of due diligence
before credit cards can be issued.

CORPORATE BANKING SQUEEZE
Yet the consumer banking sector may not be
the main source of risk. Corporate banking
faces a difficult competitive landscape. The
giant state-owned banks Sberbank and VITB
enjoy a dominant position in the deposit
market that provides them with a cheaper
and more stable funding base with which
they are able to squeeze privately owned
competitors. All of the top three largest
losses in this ranking were recorded by large
privately owned banks with significant cor-
porate loan books that are clearly struggling
to compete. Two of them (Uralsib and
National Reserve) are among the top three
losses for the second year in a row.

The corporate banking sector is also
home to Russia’s many ‘pocket banks’ that
primarily serve companies linked to their
own shareholders. Some elements of the sec-
tor are even less savoury, and new CBR gov-
ernor Elvira Nabiullina, who took office in
May 2013, seems to be taking a tougher line
on money-laundering. In November 2013,
the CBR revoked the licence of Masterbank,
citing “significant misreporting of data, poor
asset quality, primarily on loans granted to

individuals associated with the owners of the
bank”, and the failure to comply with anti-
money-laundering regulations. Masterbank
appears at 46 in The Banker’s ranking based
on 2012 data, but will of course be removed
from next year’s ranking.

Even where there are no allegations of
rule breaking, the CBR is becoming less tol-
erant of weak business models. Investbank,
based in Kaliningrad and coming in at 79 in
the ranking, was shut down in December
2013 on the grounds of poor asset quality,
insufficient loan loss reserves and misre-
ported data. It too will drop out of the rank-
ing next year. A series of other banks outside
the top 100 were placed in administration on
similar grounds in the final weeks of the year,
often after seeking liquidity support from
the CBR. Corporate depositors and the inter-
bank markets were reportedly turning their
backs on any bank they feared might be in
the CBR’s sights.

An analysis of loan-to-deposit (LTD)
ratios demonstrates that Russian banks in the
second tier and beyond are often very reliant
on the interbank market. To avoid distorting
the data, The Banker excludes both interbank
deposits and loans from the LTD ratios, as
these can be liquidated swiftly to provide
liquidity (in the case of loans) or to drain it (in
the case of deposits). There are 20 banks in
total for which interbank deposits account for
more than a quarter of all deposits (and up to
80% in one case), but more than half of these
banks are foreign owned, so the interbank
deposits most likely come from their parents.

Similarly, most of the top 10 highest
loan-to-deposit ratios are among foreign-
owned banks that can draw on parent fund-
ing or wholesale funding backed by the
parent’s high credit rating. But Russian-
owned banks with very high LTD ratios will
need to keep careful control over their
liquidity, especially as the CBR intends to
introduce the Basel III liquidity coverage
ratio in due course. @

TOP 10 FOREIGN-OWNED SUBSIDIARIES TOP 10 FASTEST ASSET GROWTH

FOSrank  Top 100 rank ~ Bank Tier 1 capital Sm Rank  Bank Assets % change Assets Sm
1 6 Roshank 3,185 1 Rossiyskiy Kredit Bank 180.07 1118.7
2 7 UniCredit Bank Russia e 2 Home Credit and Finance Bank 13001 11222
3 8 Raiffisen Bank Russia 2564 3 Tinkeff Credit Systems. 12418 21761
4 2 Citbank Russia s 4 Suyaanoy Bank 1328 2035
5 16 Home Creditand Finance Bank 1055 5 BRABak 9484 1806.1
6 9 INGBank Euresia 8 6 Deutsche Bank Russia 823 57407
7 4 Nordea Bank Russia ™o 7 Finprombank 798 5386
8 % 0P BankRussia 65 8§ Sovcombank 7604 31336
g 34 Credit Europe Bank Russia M 9 Orient Express Bank .28 312
10 35 Banca Intesa Russia 450 10 RussianSijt:a:ndardBank 66.27 97154
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A sustainable
bank for

southem Russia

New banking structures with new business
models and business technologies will emerge
from the ruins of today’s banking. Since its
establishment by South Russia’s first private
enterprises in 1992, Bank Center-Invest has
been adopting a sustainable banking model in
its operations. In 2013, the bank was awarded
‘Sustainable Bank of the Year’ in eastern Europe
by the FT/IFC, published its first sustainability
report — www.centrinvest.ru/pdf/sust-
report-2012.pdf — and also organised a confer-
ence: ‘Sustainable Banking Business Model’.

For Center-Invest, sustainable banking is
not only about environment and social respon-
sibility, but also involves operating efficiency
based on organic growth (without state sup-
port) and high profitability and risk manage-
ment. The bank has set higher standards for self
regulation which means the bank s in the lead.

The bank was asked: “How can you still
manage to make money?” The bank answers:
“Due to using best world practices”.

CENTER-INVEST BANK | CORPORATE STATEMENT

A high level of corporate governance,
competent risk management, strategic
planning, internal monitoring, transparent
accounting to IFRS, modern IT and nurturing
the bank’s employees are elements of a sus-
tainable banking business model, which
facilitates high profitability (return in equity
is 17 per cent) and a creative atmosphere
for employees and clients. The unique fea-
tures and advantages of the model can be
demonstrated by the following examples:
1. The bank’s transparent accounting and
internal monitoring system allowed us to pass
audits of various supervisory and regulating
authorities which lasted for 1,234 daysin 2013.
2. Lower lending rates allow to select the
best clients.

3. Co-operation with international financial
institutions (IFC,EBRD,DEG, BSTDB, EABD)
demands high standards from the bank’s man-
agement system, providing access to the
world’s best practice.

4. The knowledge of best practice and strate-
gic vision allows to invest in modernisation pro-
jects to increase effectiveness of existing local
market technologies by three to five times.
Among such projects are modernisation of
small and medium enterprises, introduction of
energy-efficient technologies, up-to-date tech-
nologies in agribusiness.

5. The diversity of south Russia’s economy with
its high proportion of small enterprises, pro-
ducing 86% of the bank’s revenue, lowers the

risk concentration arising from lending to the
real economy.

6. Even the traditional criticism from rating
agencies (Moody’s rates the bank at Ba3)
regarding lending to agriculture, only empha-
sises the bank’s competitive advantage: Rus-
sia’s south creates 23 to 25% of all of Russia’s
agribusiness produce. In addition to Siberia’s oil
and gas wells, the one meter-deep fertile sur-
face (humus) of the steppe between the Don
and the Volga rivers is also a national asset.

7. The cooperation in innovations between
Center-Invest and SAP AG, which takes into
account sustainable banking practice, allows to
develop software of the future — winning in
today’s competition with the big players.

8. Social and educational programmes for the
public, young people, students and school chil-
dren are now a benchmark for other social pro-
grammes in southern Russia. In tomorrow’s
banking world there will be a division between
services and risks: payments and settlements,
fixed-term deposits and loans, long-term finan-
cial instruments and investments. Bank Center-
Invest is already partitioning these risks in its
work, vindicating the competitiveness of the
sustainable banking business model.
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