
Ukraine / Fixed income

Alfa-Bank Ukraine '12
 

CONCORDE CAPITAL  Lock in attractive mid-term yield
 

October 19, 2009
 

Last week, Alfa-Bank Ukraine repaid a USD 64 mln syndicated loan. 
Alfa-Bank's '12 Eurobond quotations have not adjusted since then. 
We think Alfa’s notes, currently yielding 17.6%, are an attractive 
mid-term investment. In the shorter term, we estimate, the notes 
have a potential to moderately appreciate some 8%. 

 
Alfa makes timely debt repayments in September-October 
On October 13, Alfa-Bank repaid a USD 64 mln syndicated loan (USD 23.5 mln 
and EUR 26.9 mln drawn a year ago at LIBOR+2% and EURIBOR+2%, 
respectively). Alfa’s 1H09 accounts indicated ~USD 260 mln in cash and 
equivalents, a cushion that helped it meet its short-term obligations. Another 
factor that enabled redemption was Alfa’s Eurobond restructuring in July, for a 
total of USD 850 mln, which significantly reduced the lender’s debt burden. 
 
Redemptions signal confidence in funding sources 
In our view, Alfa’s repayments indicate confidence in its funding sources. This 
March, the bank attracted USD 166 mln in subordinated debt over five years 
from its Russian owners. Earlier this year, Alfa also received UAH 1.3 bln 
(~USD 162 mln) in refinancing facilities from the NBU. 
 
We believe it is reasonable to expect Alfa Bank Ukraine to continue to receive 
backing from its owners and the NBU when needed and think the lender is well 
secured from a liquidity standpoint. 
 
Growth in retail deposits signals improved customer confidence 
In 8M09, Alfa’s retail deposits increased 24% (+6.4% in 1H09) and their share 
of total assets rose from 7.2% to ~8%. We believe this is a reflection of 
stronger customer confidence. Bank executives say that branch network 
expansion was one of the reasons for the uptrend. The bank plans to continue 
increasing focus on this market segment.  
 
Funding structure changes offset corporate deposit run  
Although Alfa’s corporate deposits went down by 20% in 1H09, leading to a 
decline in total deposits of 16% during the same period, the bank made up for 
this by tapping other sources (refinancing from the NBU and interbank loans 
grew by ~40% in 1H09). We do not think the corporate deposit outflow is 
related to confidence in the bank, but rather due to the effect of economic 
downturn on its corporate clientele. The bank should be able to renew positive 
corporate deposit inflows as soon as the economic situation improves. 
 
NPLs are comparable to other large banks 
We estimate that at end-1H09, Alfa’s bad loans amounted to ~17.5% of its 
total portfolio. While the NBU reports NPLs of the entire system at 7% of the 
total, as of September 1, we consider the official figure substantially 
underestimated. We put the correct NPL figure at closer to 20%, which implies 
that the quality of Alfa’s loan portfolio is roughly average. Figures reported by 
Fitch (on September 23) concur: the average NPL ratio for foreign-owned 
banks Forum, Ukrsibbank, Ukrsotsbank was 18.7% in 1H09. 
 
We maintain that it is unreasonable to expect better NPL rates given the 
magnitude of the slump in Ukraine's real sector: real GDP shrank by 19% in 
1H09 and industrial production plummeted 28% in 3Q09, while hryvnya 
depreciated 60% since last September. 
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Alfa-Bank Ukraine '12 Eurobonds 
Principal amount: USD 850 mln 
Maturity date: 30/07/12 
Type: sinkable 
Coupon rate: 13% 
Coupon frequency: quarterly 
Price (16/10/2009), % of par: 90.1 
YTM (16/10/2009): 17.6% 
  
  
Cash schedule for the bond, USD ths 

 
Coupon 

payment 
Principal 

repayment Total CF 
30/10/09 27,625 0 27,625 
30/01/10 27,625 0 27,625 
30/04/10 27,625 0 27,625 
30/07/10 27,625 0 27,625 
30/10/10 27,625 106,250 133,875 
30/01/10 24,172 106,250 130,422 
30/04/11 20,719 106,250 126,969 
30/07/11 17,266 106,250 123,516 
30/10/11 13,813 106,250 120,063 
30/01/12 10,359 106,250 116,609 
30/04/12 6,906 106,250 113,156 
30/07/12 3,453 106,250 109,703 
Source: Bloomberg, Cbonds 
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Capital adequacy is sufficiently high 
At end-1H09, Alfa increased its capital adequacy ratio (CAR, regulatory capital to risk-
weighted assets) to 14.6% compared to less than 12% in mid-2008. This is well above the 
minimum required regulatory level of 10% and slightly better than the system’s average of 
14.5%. Alfa's increase in regulatory capital was due to the attraction of subordinated debt 
in March 2009. At the end 2008, Alfa raised its charter fund by UAH 726 mln to UAH 3 bln. 
 
Notably, Alfa has better than average CAR even though it accounts for its regulatory capital 
more conservatively than Ukrainian banks on average (at the end of 1H09, Alfa 
accumulated loan loss provisions for 11.3% of its total portfolio against the 10.4% average 
for Ukrainian banks, according to UAS). 
 
Alfa’s Eurobonds look underpriced 
Currently Alfa Bank Ukraine's '12 Eurobonds trade at 90.1% par, or a YTM of 17.6% p.a. 
This is some 10 pp above the YTM for Alfa Bank Russia's '12 Eurobonds.  
 
We believe the spread is unjustified, as two banks share the same owner, which 
demonstrated its ability and desire to support both banks (Alfa bank Russia’s charter fund 
was increased by USD 320 mln in June 2009).  
 
Moreover, the sinkability feature of Alfa Bank Ukraine’s notes makes their duration lower 
and, hence, price volatility lower than that of Alfa Bank Russia’s comparable bullet 
Eurobond. In our view, the YTM for Alfa Bank Ukraine’s bonds has the potential to narrow 
~3-4 pp in the coming months, implying price appreciation of up to 8%. 
 
 
Eurobond yield map as of October 16, 2009 

Ukreximbank'12

Privatbank'12

Privatbank'16

Ukreximbank'11

Alfa-Bank'12

Ukrsotsbank'10

UkrSibbank'10

UkrSibbank'11

Alfa-Bank(Russia)'12

0

5

10

15

20

0 500 1000 1500 2000 2500 3000 3500

Days to maturity

Y
T
M Ukrainian sovereign yield curve

 
Source: Bloomberg 



 
  Alfa Bank Ukraine '12   October 19, 2009 

 
3 

 

CONCORDE CAPITAL 

 

Alfa-Bank Ukraine financials, UAS 
 

USD mln  2008 1H09* 

Balance sheet    
% of 

assets  
% of 

assets 

Cash&Cash equivalents  323 7.7% 258 6.1% 

Due from banks  322 7.7% 263 6.2% 

Corporate loans  2 619 62.4% 3 116 73.4% 

Retail loans  1 089 26.0% 865 20.4% 

Loans loss provision  -298 -7.1% -451 -10.6% 

Other  140 3.3% 193 4.5% 

Total assets  4 196 100.0% 4 244 100.0% 

      

Due to banks  978 23.3% 1 331 31.4% 

Corporate deposits  1 414 33.7% 1 144 27.0% 

Retail deposits  258 6.1% 277 6.5% 

Subordinated debt  77 1.8% 252 5.9% 

Other  1 039 24.8% 828 19.5% 

Total liabilities  3 766 89.8% 3 832 90.3% 

      

Total equity  430 10.2% 412 9.7% 

      

      

Loans loss provisions/Total loans  -8.0%  -11.3%  

System average  -5.7%  -10.4%  

FX loans/Total loans  63.1%  57.3%  

System average  59.5%  54.3%  

Loans/Deposits  221.8%  280.2%  

System average  169.9%  215.4%  

Total assets growth  44.9%  1.1%  

System average  54.5%  -6.6%  

Corporate deposits growth rate  54.7%  -19.8%  

System average  44.6%  -12.5%  

Retail deposits growth rate  186.9%  6.4%  

System average  30.3%  -7.0%  

      

      

      

Income statement   1H08  1H09  

Net interest income  97  127  

Net fee income  53  21  

SG&A  -82  -61  

Provisions accumulation  -69  -187  

Other  7  74  

Net income  6  -25  
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Alfa-Bank Ukraine financials, IFRS 
 

USD mln  2007 2008 1H09* 

Balance sheet    
% of 

assets  
% of 

assets  
% of 

assets 

Cash&Cash equivalents  111 4.3% 318 8.5% 258 6.8% 

Corporate loans  1 707 65.7% 2 541 67.5% 2 800 73.5% 

Retail loans  589 22.7% 834 22.1% 662 17.4% 

Loans loss provision  -35 -1.4% -242 -6.4% -451 -11.8% 

Other  227 8.7% 199 8.3% 217 14.1% 

Total assets  2 598 100.0% 3 765 100.0% 3 808 100.0% 

        

Due to banks  508 19.6% 545 14.5% 778 20.4% 

Corporate deposits  748 28.8% 1 158 30.7% 937 24.6% 

Retail deposits  95 3.6% 272 7.2% 292 7.7% 

Subordinated debt  69 2.7% 74 2.0% 252 6.6% 

Other  765 29.5% 1 269 33.7% 1 117 29.3% 

Total liabilities  2 186 84.1% 3 318 88.1% 3 376 88.7% 

        

Share capital & Share premium  376 14.5% 626 16.6% 626 16.5% 

Retained earnings  15 0.6% 51 1.4% 26 0.7% 

Other  21 0.8% -230 -6.1% -221 -5.8% 

Total equity  413 15.9% 447 11.9% 431 11.3% 

        

        

        

Income statement   2007  2008  1H08* 1H09* 

Net interest income  116  337  134 175 

Net fee income  18  25  12 5 

SG&A  -83  -151  -75 -56 

Provisions accumulation  -33  -277  -45 -186 

Other  -5  101  -11 37 

Net income  12  36  14 -25 

        

RoA (annualized)    1.1%  -1.3% 

RoE (annualized)    8.3%  -11.4% 
* Concorde Capital estimates based on UAS 
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Disclaimer  
 
THIS REPORT HAS BEEN PREPARED BY CONCORDE CAPITAL INVESTMENT BANK INDEPENDENTLY OF THE RESPECTIVE COMPANIES MENTIONED HEREIN FOR INFORMATIONAL PURPOSES 
ONLY. CONCORDE CAPITAL DOES AND SEEKS TO DO BUSINESS WITH COMPANIES COVERED IN ITS RESEARCH REPORTS. AS A RESULT, INVESTORS SHOULD BE AWARE THAT CONCORDE 
CAPITAL MIGHT HAVE A CONFLICT OF INTEREST THAT COULD AFFECT THE OBJECTIVITY OF THIS REPORT. 
 
THE INFORMATION GIVEN AND OPINIONS EXPRESSED IN THIS DOCUMENT ARE SOLELY THOSE OF CONCORDE CAPITAL AS PART OF ITS INTERNAL RESEARCH COVERAGE. THIS DOCUMENT 
DOES NOT CONSTITUTE OR CONTAIN AN OFFER OF OR AN INVITATION TO SUBSCRIBE FOR OR ACQUIRE ANY SECURITIES. THIS DOCUMENT IS CONFIDENTIAL TO CLIENTS OF CONCORDE 
CAPITAL AND IS NOT TO BE REPRODUCED OR DISTRIBUTED OR GIVEN TO ANY OTHER PERSON.  
 
CONCORDE CAPITAL, ITS DIRECTORS AND EMPLOYEES OR CLIENTS MIGHT HAVE OR HAVE HAD INTERESTS OR LONG/SHORT POSITIONS IN THE SECURITIES REFERRED TO HEREIN, AND 
MIGHT AT ANY TIME MAKE PURCHASES AND/OR SALES IN THEM AS A PRINCIPAL OR AN AGENT. CONCORDE CAPITAL MIGHT ACT OR HAS ACTED AS A MARKET-MAKER IN THE SECURITIES 
DISCUSSED IN THIS REPORT. THE RESEARCH ANALYSTS AND/OR CORPORATE BANKING ASSOCIATES PRINCIPALLY RESPONSIBLE FOR THE PREPARATION OF THIS REPORT RECEIVE 
COMPENSATION BASED UPON VARIOUS FACTORS, INCLUDING QUALITY OF RESEARCH, INVESTOR/CLIENT FEEDBACK, STOCK PICKING, COMPETITIVE FACTORS, FIRM REVENUES AND 
INVESTMENT BANKING REVENUES. 
 
PRICES OF LISTED SECURITIES REFERRED TO IN THIS REPORT ARE DENOTED IN THE CURRENCY OF THE RESPECTIVE EXCHANGES. INVESTORS IN FINANCIAL INSTRUMENTS SUCH AS 
DEPOSITORY RECEIPTS, THE VALUES OR PRICES OF WHICH ARE INFLUENCED BY CURRENCY VOLATILITY, EFFECTIVELY ASSUME CURRENCY RISK. 
 
DUE TO THE TIMELY NATURE OF THIS REPORT, THE INFORMATION CONTAINED MIGHT NOT HAVE BEEN VERIFIED AND IS BASED ON THE OPINION OF THE ANALYST. WE DO NOT PURPORT 
THIS DOCUMENT TO BE ENTIRELY ACCURATE AND DO NOT GUARANTEE IT TO BE A COMPLETE STATEMENT OR SUMMARY OF AVAILABLE DATA. ANY OPINIONS EXPRESSED HEREIN ARE 
STATEMENTS OF OUR JUDGMENTS AS OF THE DATE OF PUBLICATION AND ARE SUBJECT TO CHANGE WITHOUT NOTICE. REPRODUCTION OF THIS DOCUMENT IN WHOLE OR IN PART 
WITHOUT PRIOR PERMISSION IS PROHIBITED.  
 
NEITHER THIS DOCUMENT NOR ANY COPY HEREOF MAY BE TAKEN OR TRANSMITTED INTO THE UNITED STATES OR DISTRIBUTED IN THE UNITED STATES OR TO ANY U.S. PERSON 
(WITHIN THE MEANING OF REGULATION S UNDER THE U.S. SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT”)), OTHER THAN TO A LIMITED NUMBER OF “QUALIFIED 
INSTITUTIONAL BUYERS” (AS DEFINED IN RULE 144A UNDER THE SECURITIES ACT) SELECTED BY CONCORDE CAPITAL.  
 
THIS DOCUMENT MAY ONLY BE DELIVERED WITHIN THE UNITED KINGDOM TO PERSONS WHO ARE AUTHORIZED OR EXEMPT WITHIN THE MEANING OF THE FINANCIAL SERVICES AND 
MARKETS ACT 2000 (“FSMA”) OR TO PERSONS WHO ARE OTHERWISE ENTITLED TO RECEIVE THIS DOCUMENT UNDER THE FINANCIAL SERVICES AND MARKETS ACT 2000 (FINANCIAL 
PROMOTION) ORDER 2005, OR ANY OTHER ORDER MADE UNDER THE FSMA. 
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