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This Management Report of ProCredit Bank JSC (Management Report) hereinafter referred to as “the
Report” has been prepared in accordance with Articles 40, 401 of the Law of Ukraine “On the Securities
and Stock Market”, Article 12 of the Law of Ukraine “On Financial Services and State Regulation of
Financial Services Market”, the Law of Ukraine “On Accounting”, Resolution for Preparing and
Publishing Financial Statements by Ukrainian Banks approved by Resolution of the NBU Board No. 373
dated 24.10.2011, and International Financial Reporting Standards in effect as of the reporting date.
The purpose of the Report is to provide users of the financial statements with comprehensive
information so that the operating results of the bank in 2019 and actions of the bank’s senior executives
in accordance with the strategic plans can be assessed. The Report supplements the financial
statements of ProCredit Bank JSC (hereinafter also the “Bank”) for 2019 with the information describing
the financial situation, operating results and prospects of the bank’s development, main risks and
uncertainties, and contains analysis of the economic, environmental and social aspects of the bank’s
activity.

1. Description of the Bank’s Activity

ProCredit Bank is a development-oriented commercial bank. ProCredit Bank started operations in
Ukraine in February 2001 as a bank that specializes in providing financing to micro, small and mediumsized Ukrainian enterprises. Until autumn 2003, the bank operated under the name “Microfinance
Bank”. The change to the current name took place on the basis of the founding shareholders’ decision
to unite the banks established by them worldwide, all of which focus on lending to small businesses,
under a single name.
In 2004 ProCredit Bank decided to broaden its range of services for both entrepreneurs and private
households.
The aim of the Bank’s activity is to provide a full range of commercial bank and corporate financial
services with the focus on financial services provided to small and medium economic operators in order
to gain profit and promote social and economic development of Ukraine.
The following principles guide the operations of the ProCredit institutions:





Transparency and culture of open communication to our clients, general public and to our
employees;
Social responsibility and tolerance - We do not promote consumer lending, we seek to
mitigate our environmental impact, and also provide services based on understanding each
customer’s situation and deep financial analysis;
High professional standards and personal integrity and commitment – Our employees
take personal responsibility for the quality of their work and always strive to grow as
professionals. Regular refresher training sessions help to ensure that employees remain
committed to our high ethical standards and allow existing staff to analyse recent case studies
and discuss any topics, which are used in their daily work.

In our activity with business customers, we are focused on small and medium enterprises as we are
sure that these enterprises create jobs and make a vital contribution into the economies where they
operate. By offering simple and accessible savings instruments and other bank services, we seek to
promote the culture of savings and financial responsibility. As a part of international ProCredit Group,
the Bank adheres to the Group’s strategy and applies the principles and standards introduced at the
Group level.
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The Bank is guided by its own Corporate Governance Code with its latest version approved by the
general meeting of shareholders on 30 September 2016. The effective Corporate Governance Code is
published on the Bank’s website and is available to the public at
https://www.procreditbank.com.ua/assets/Uploads/corporate-documents/corporate-governance-codeukr.pdf. Other corporate governance codes, including those of stock exchanges or associations of legal
entities, are not applied by the Bank. In its activity, the Bank observes Corporate Governance Code
since its introduction.
Fitch Ratings has awarded the bank the highest rating available in Ukraine.
The Bank is operating under a banking licence and a general licence to carry out foreign currency
transactions No.195 issued by the National Bank of Ukraine (the “NBU”) on 13 October 2011. ProCredit
Bank is a member of the Deposit Guarantee Fund (Certificate №131 issued on 8 November 2012).

2. Information on Senior Executives and Units of the Bank, Relations with
Shareholders and Related Parties of the Bank
As defined in the article 42 of the Law of Ukraine “On Banks and Banking Activity”, the Bank’s senior
executives are members of the Supervisory Board, the Management Board, the chief accountant and
their deputies.
There were five members of the Bank’s Supervisory Board in 2019; the changes therein during the
reporting year are stated below:
Full name

Position

Start of the
office

Latest reelection date

Status of the
Board’s member

Claus-Peter Zeitinger

Chairman of the
Supervisory Board

21.01.2015

30.08.2019

Shareholder's
representative

14.04.2015

Left the Board
on 30.08.2019

30.11.2015

30.08.2019

30.08.2019

n/a

05.09.2017

30.08.2019

26.12.2018

30.08.2019

Wolfgang
Bertelsmeier

Member of the
Supervisory Board
Member of the
Supervisory Board
Member of the
Supervisory Board
Member of the
Supervisory Board

Klaus Ekkehard
Glaubitt

Member of the
Supervisory Board

Boryslav Kostadinov
Rainer
Ottenstein

Peter

Gian Marco Felice

Shareholder's
representative
Independent
Director
Shareholder's
representative
Independent
Director
Independent
Director

With account of the structure and number of members of the Supervisory Board as well as the nature
of the Bank’s activity, permanent committees were not established, and the functions of such
committees, namely the risk management committee, the audit and remuneration committee, were
performed by the Bank’s Supervisory Board in full.
During the year 2019 organization of the Supervisory Board’s activities corresponded to the forms
envisaged by the charter of the Bank, namely, included regular meetings and adopting decisions by
absentee voting (polling). In total, four routine in-person meetings were held during the reporting period,
one for each calendar quarter, and ten absentee voting decisions were approved, based on prior
assessment by the Board members. All decisions proposed for absent voting were delivered to all Board
members and adopted with the required quorum in each case.
During the reporting period, the Supervisory Board reviewed and decided on numerous issues, among
which are the following:
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1. Convocation of the annual and extraordinary shareholders meetings of the Bank, approval of their
agenda and all issues related to their organization;
2. Acknowledgement of the quarterly Management reports on the macroeconomic situation of the
country, situation in the banking sector, financial and economic activity of the Bank, changes to the
Bank’s organizational structure and to the branch network, business and risk strategies;
3. Approval of the annual internal audit plan for 2019 and review of the quarterly reports of the Bank's
controlling bodies on their activities throughout the year (internal audit reports, risk management and
compliance reports);
4. Review of the results of scheduled full scope inspection carried out by the National bank of Ukraine
and the list of findings with recommendations under the inspection report, with further approval of the
action plan;
5. Approval of the business plan with 5 year’ outlook;
6. Approval of the internal policies on defined activities of the Bank for the purpose of compliance with
group standards and with the local regulatory requirements;
7. Approval of terms and conditions of external funding from international counterparties and credit
agreements with the National bank of Ukraine;
8. Approval of the external auditor for 2019, review of the opinion of the Bank’s external auditor KPMG
on the Bank’s annual financial statements for the year 2018;
9. Approval of re-election of the Management Board of the Bank for the new three-year term of office;
10. Approval of the market value of the Bank’s shares and their allocation price during the new share
capital increase in 2019 in compliance with the requirements of applicable legislation of Ukraine on
securities and stock market.
All approved decisions were duly recorded in the minutes of the respective meetings of the Supervisory
Board or formalized as decisions taken by absentee voting (minutes of absent voting). Acting according
to their duties, the Supervisory Board members complied with the effective legislation of Ukraine and
international supervision standards.
The members of the Bank’s Management Board did not change in 2019 and are three people as of the
reporting date:
General Manager – Viktor Ponomarenko,
Deputy General Manager – Oleksandr Povshednyi,
Member of the Management Board, Chief Accountant – Valerii Smolinskyi.
There is no deputy chief accountant in the Bank.
In the course of the reporting year, Management Board of the Bank hold regular monthly in-person
meetings as well as ad-hoc meetings to resolve all issues related to management of the Bank’s current
activities, operational functioning, and approving business solutions. In total, forty-seven meetings were
held by the Management Board, all with the necessary quorum to decide on the agenda items and all
the decisions were duly recorded in the minutes of such meetings.
During the reporting period, the Management Board reviewed and decided on numerous issues, among
which are the following:
1. Approval of terms and conditions of services offered to the Bank’s clients, approval of introduction of
new products and services to the Bank's clients.
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2. Approval of the internal rules and regulations on defined activities of the Bank for the purpose of
compliance with group standards and the local regulatory requirements;
3. Review of the results of scheduled full scope checks, checks on issues of anti-money laundering and
currency controls, risk management system carried out by the National bank of Ukraine and the list of
findings with recommendations under the inspection report, with further approval of the action plan;
4. Consideration of issues that arose during the Bank's implementation of measures in the field of antimoney laundering;
5. Approval of the limits of authority of credit committees’ members;
6. Approval of the terms and conditions of buy and sale of property;
7. Approval of the persons list of bank`s related parties;
All approved decisions were duly recorded in the minutes of the respective meetings of the Management
Board. Acting according to their duties, the Management Board members complied with the effective
legislation of Ukraine and international supervision standards. The Bank’s organisational structure
includes the following departments/units: internal audit unit, compliance unit, risk management unit,
information security unit, credit risk department, medium credit analysis unit, small credit analysis unit,
loan portfolio quality unit, collateral evaluation unit, administrative unit, back office, accounting unit, IT
unit, HR unit, reporting and financial controlling unit, customer support unit, international payments and
currency control unit, business support unit, financial monitoring unit, environmental management unit,
treasury, business clients development department, private clients development department, and legal
unit.
Bank Officials Appointment and Dismissal Procedure
As of 31.12.2019 the Bank’s officials include: Chairman and members of the Supervisory Board,
Chairman and members of the Management Board, including chief accountant of the Bank. The articles
of association do not envisage any other bodies in the Issuer’s management structure. Procedure for
electing members of the Management Board and the Supervisory Board is laid in Articles 10-11 of the
Bank’s articles of association.
Thus, in particular, members of the Supervisory Board are elected by the general meeting of the Bank’s
shareholders out of the individuals with full legal capacity, for the period of maximum three years.
Members of the Bank’s Supervisory Board may be the individuals who are shareholders, or their
proxies; also, three independent members of the Board are elected. The Supervisory Board is elected
by cumulative voting. The Chairman of the Supervisory Board is elected by the general meeting out of
the elected members by simple majority of votes of the shareholders registered for participation in the
general meeting. Decision-making on terminating the powers of the Chairman and members of the
Supervisory Board is also within the exclusive competence of the general meeting of shareholders
unless otherwise prescribed by the laws of Ukraine. The powers of a member of the Supervisory Board
elected by cumulative voting may be terminated early by the decision of the general meeting only
provided that the powers of all members of the Supervisory Board are concurrently terminated. In this
case, the decision on terminating the powers of the members of the Supervisory Board is taken by the
general meeting by simple majority of votes of the shareholders registered for participation in the
meeting and holding the shares voting on the respective issue. The powers of the Board’s members
are terminated without the decision of the general meeting of the Bank as prescribed by Article 57 of
the Law of Ukraine “On Joint-Stock Companies”. The members of the Supervisory Board are not
employed by the Bank.
The Chairman and the members of the Management Board are appointed to and removed from the
office by the Bank’s Supervisory Board. The Management Board is appointed by the Supervisory Board
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and includes at least three members for the period of three years. The Management Board is composed
of the Chairman of the Management Board , Deputy Chairman of the Management Board and other
persons as resolved by the Supervisory Board.
Description of the Powers of the Issuer’s Officials
Powers of the Chairman and Members of the Bank’s Supervisory Board
The extended list of the issues pertaining to the exclusive competence of the Supervisory Board is
stated in Article 11 of the Bank’s articles of association, including the following main powers of the
Supervisory Board:


















Approval of the Bank’s development strategy aligned with the main activities outlined by the
general meeting;
Approval of the Bank’s budget and Bank’s development business plan;
Determining and approval of the risk management strategy and policy, the risk management
procedure, as well as the list of risks, their limits;
Providing for operation of the internal control system of the Bank and monitoring its efficiency;
the Bank’s credit policy-making;
Approval of the regulations (policies) governing the issues related to the Bank’s activity within
the competence established by the Laws of Ukraine, these Articles of Association and Bank’s
by-laws;
Appointment and dismissal of the Chairman and members of the Management Board; control
over activity of the Management Board as prescribed by the Supervisory Board;
Establishing the procedure and plans for operation of the internal audit service and monitoring
its activities;
Decision-making on approval for a major transaction if the market value of property or services
being the subject matter of such transaction is 10 to 25% of the value of assets according to
the latest annual financial statements of the Bank;
Decision-making on transactions for the amount equal to or exceeding 10% of the Bank’s
equity, save for interbank transactions and stock market transactions, by approving the material
terms and conditions of such transactions;
Decision-making on transactions as to which there are or may be conflicts between the personal
interests of the Chairman and Members of the Supervisory Board and their official duties, which
may affect good-faith performing of their duties, objectivity and impartiality in decision-making
(conflict of interest), or on refusal of such transactions;
Approval of the procedure for transactions with the Bank’s related parties;
Prevention of and settlement of corporate conflicts, approval and monitoring over
implementation of the fundamentals of corporate governance and corporate values, including
the code of conduct, in the Bank.

When performing their functions, members of the Supervisory Board may attend the meetings of the
Bank’s Management Board, receive complete, authentic and timely information about the Bank that is
essential to perform their functions; read the Bank’s documents and receive copies thereof as well as
copies of the documents of the Bank’s subsidiaries; demand an extraordinary meeting of the
Supervisory Board; submit their written comments on the resolutions of the Management Board; receive
fair remuneration and compensation for performing functions of a member of the Supervisory Board,
and exercise other rights provided for by the laws of Ukraine and the Bank’s by-laws.
The Chairman of the Supervisory Board organises and administers operation of the Supervisory Board,
convenes ordinary and extraordinary meetings of the Supervisory Board and chairs them, approves the
agenda of the meetings, ensures the minutes of the Supervisory Board’s meetings; ensures regular
contact with other bodies (if any) and officials of the Bank; coordinates activity and communication
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between members of the Supervisory Board and between other bodies and officials of the Bank;
prepares reports and communicates them to the general meeting on the Supervisory Board’s activity,
the general standing of the Bank and actions taken by the Supervisory Board to reach the objectives
and purpose of the Bank; and performs other powers under the Bank’s by-laws and laws of Ukraine.
Powers of the Chairman and Members of the Bank’s Management Board
The Management Board of the Bank is headed by the Chairman who organises and manages the work
of the Management Board and may represent the Bank with full authority. The Chairman of the
Management Board convenes meetings of the Management Board and ensures keeping of their
minutes. In case the Chairman of the Management Board is temporarily absent and cannot perform
his/her powers, all his/her powers, rights and duties in the full scope envisaged by the Issuer’s articles
of association and laws of Ukraine shall be performed by the Deputy Chairman of the Management
Board or another member of the Management Board appointed by the Chairman of the Management
Board as an acting Chairman of the Management Board.
The Bank’s Management Board is authorised to take the following actions and be liable for them within
the limits set by the articles of association, resolutions of the general meeting, Supervisory Board and
Bank’s by-laws:
 To organise annual and extraordinary general meetings;
 To prepare regular reports on the Bank's performance, revealed violations of the law, Bank’s
by-laws, and any deterioration in the financial standing of the Bank or threat of such
deterioration, the level of risks arising in the course of the Bank’s operation, and to submit such
reports to the Supervisory Board for consideration;
 To ensure preparation of the Bank’s draft budget, development strategy and business plan to
be approved by the Supervisory Board;
 To implement the Bank’s development strategy and business plan;
 To set the format and the procedure for monitoring the Bank's activities;
 To implement the risk management strategy and policy approved by the Supervisory Board, to
ensure implementation of procedures for identification, assessment, control and monitoring of
risks;
 To prepare special reports requested by the Supervisory Board, to participate in the meetings
of the Supervisory Board upon invitation of the Chairman of the Supervisory Board;
 To establish the rules, terms and conditions, and procedure for the financial and economic
activity of the Bank, bank transactions, lending and settlement, cash and other bank services
for the Bank’s customers, to approve the Bank’s by-laws, including accounting policy,
procedures, standards, regulations, standard contracts, save for those pertaining to the
Supervisory Board’s competence;
 To shape the organisational structure of the Bank established by the Supervisory Board;
 To develop regulations for the Bank’s structural and standalone units in accordance with the
Bank’s development strategy;
 To ensure security of information systems of the Bank and systems used for safekeeping of
assets of customers;
 To approve internal financial monitoring rules, financial monitoring program and other antimoney laundering documents submitted by the designated officer of the Bank;
 To take decisions on the Bank’s participation in non-profit associations, including professional
associations, institutions, organisations, bank units and associations;
 To settle all other issues related to the Bank’s activity, save for those pertaining to the exclusive
competence of the General Meeting and the Supervisory Board.
The Chairman and members of the Management Board may receive complete, authentic and timely
information on the Bank necessary to perform their functions; settle operational management issues of
the Bank pertaining to their power and functions independently or as members of the Management
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Board; submit proposals, participate in discussion and vote for issues on the agenda at the meetings
of the Management Board; demand to convene meetings of the Management Board; submit written
comments on resolutions of the Management Board; demand extraordinary meetings of the Supervisory
Board; receive fair remuneration for performing functions of a member of the Management Board in the
amount established by the Bank’s Supervisory Board.
Information on the Bank’s standalone units can be found in the report’s section “Staff and Network”.
No facts of violation of the internal by-laws by the members of the Supervisory Board and the
Management Board that resulted in damage inflicted on the Bank or financial service consumers were
detected during the reporting period.
The amount of remuneration paid to the members of the Bank’s Supervisory Board, being independent
directors is provided for by the terms and conditions of contracts with such members and was paid in
total amount of 9,000 EUR. Remuneration to the Bank’s managers is disclosed in Note 52 of the annual
financial statements of the Bank.
The members of the Supervisory Board were imposed no penalties by the government authorities
during the reporting period.
During the reporting period three administrative sanctions were applied towards the Bank and one
administrative penalty was imposed on a member of the Bank’s Management Board by the Deposit
Guarantee Fund in relation to untimely notification of the changes in the Bank’s managing bodies and
errors in the database, based on the inspection report.
As at December 31, 2019 the Bank’s shareholders were international financial organizations and
companies. The ownership structure of the Bank in 2019 included two shareholders:
1. ProCredit Holding AG & Co.KGaA, Germany, the parent company for the entire group
controlling most shares in all the ProCredit institutions all over the world. The direct share in
the Bank’s registered capital is 91.8037%; there is no indirect ownership of shares. The main
functions of ProCredit Holding with regard to its subsidiaries include: provision of the authorised
capital and debt financing, carrying out strategic management and control. The holding
establishes general guidelines and standards for the key banking areas. ProCredit Holding is
responsible for proper operation of organisational structures and processes in all ProCredit
institutions and their conformity to the guidelines as well as for application of relevant standards
for risk management and anti-money laundering, counteraction against forgery and financing
of terrorism.
ProCredit Holding is involved in appointment of senior executives and staff training and plays
a key role in development of training plans for the ProCredit Academy in Fürth, Germany, and
regional academies. It also promotes the fastest dissemination of the best practices and
approaches by holding regular seminars and workshops for medium and senior executives of
the ProCredit banks.
2. KfW, the German state-owned development bank, Germany, with the aggregate share (both
direct and indirect) in the Bank's capital of 20.3144%. KfW Development Bank finances
implementation of investment projects and provision of related consulting services in the
developing countries and emerging market countries on behalf of the Federal Government of
Germany. Its purpose is to develop and expand the social and economic infrastructure of
relevant countries, and to improve their financial systems while preserving natural resources
and favourable environment. KfW Development Bank is a leader in supporting responsible and
sustainable micro-financing and has participation interest in financial institutions focused on
small business target group all over the world. KfW Development Bank is a leading German
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bank for development and an important part of KfW group. KfW has received maximum AAA
and Aaa ratings from such rating agencies as Moody's, Standard & Poor's and Fitch Ratings.
Further, on 9 January 2020 ProCredit Holding has consolidated 100% of the Bank’s capital and thus
became a sole shareholder of the Bank. As a result, indirect ownership of the Federal Republic of
Germany and federal states, ownership of KfW decreased to 10.56% of the Bank’s registered shares.
The Bank’s major shareholders meet the legislative requirements, and there were no changes therein
during the reporting year.
Information about General Meetings of the Bank’s Shareholders and General Description of
Decisions Taken on These Meetings
In 2019, the annual general meeting of the Bank’s shareholders was held, and one extraordinary
meetings of shareholders was convened to resolve relevant issues of the Bank. In particular, the annual
meeting of shareholders held on 26.04.2019 considered and approved the annual reports of the Bank’s
governing bodies, report and opinion of the external auditor following the audit of the Bank’s financial
statements in 2018, approved the annual operating results, the annual report of the Bank and
distribution of profit for 2018,.
The extraordinary meeting convened on 30.08.2019 approved the resolution on increasing the Bank’s
authorised capital by way of placement of additional shares without public offering at the expense of
additional contributions and re-elected the Supervisory Board in connection with substitution of one of
the members of the Supervisory Board.
There were no restrictions in 2019 as to the shareholders’ rights to participate and vote at the general
meeting of the Bank’s shareholders.
The Bank’s shareholders expect sustainable return of investment in the long-term instead of the focus
on the maximum short-term profit. We actively invest into training and development of our staff in order
to create the open and efficient working atmosphere and to ensure friendly and competence service for
our customers. The shareholders’ support, affiliation with ProCredit group as well as control by the
Federal Financial Supervisory Authority of Germany, BaFin, guarantee stability and credibility of
ProCredit Bank.
Bank’s Transactions with Related Parties
The Bank pays considerable attention to the parties related to the Bank, forming the list of them and
monitoring conformity of the staff of such entities in order to control risks under transactions with the
Bank’s related parties, and to control authenticity of reporting on the related parties. The Bank is aware
of the fact that provision of unreasonable benefits to the Bank’s related parties may result in weakened
lending and debt monitoring discipline within such lending commitments and other negative
consequences.
The bank shall not grant credit exposures to:
 their own shareholders, except in the course of a nostro account relationship or a short-term
money market exposure;
 any member of the Supervisory Board;
 any member of the Management Board, unless approved by the Supervisory Board ;
 any enterprise or business owned or managed by the persons mentioned above or any enterprise
or business in which the persons mentioned above have an interest.
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Detailed information about transactions carried out during the year with the Bank’s related parties in
terms of income and expenses under transactions with the parent company, other shareholders,
economic operators under joint control and key management staff can be found in the Bank’s financial
statements for 2019 (Note 52).

3. Operating environment

The Bank’s operations are primarily located in Ukraine. The political and economic situation in Ukraine
has been subject to significant turbulence in recent years and demonstrates characteristics of an
emerging market. Consequently, operations in the country involve risks that do not typically exist in
other markets.
Ukraine’s economic situation deteriorated significantly in 2014-2016 as a result of the fall in trade with
the Russian Federation and military tensions in Eastern Ukraine. During 2017-2019 Ukrainian economy
continued to show signs of recovery with inflation rate slowing down, growing international reserves of
the National Bank of Ukraine (the “NBU”) and general revival in business activity.
The year of 2019 Ukraine ended with a GDP growth of 3.3%, which was a fourth consecutive year of
positive development of the economy after a heavy recession in 2014-2015. According to the latest
NBU, the inflation rate was 4.1% as of the end of 2019 compared to 9.8% in 2018. Local currency
appreciated by 16.7% to EUR in 2019.
In recent years NBU made certain steps to provide a relief to the currency control restrictions introduced
in crisis years. In particular, the required share of foreign currency proceeds subject to mandatory sale
on the interbank market was gradually decreased, while the settlement period for export-import
transactions in foreign currency was increased.
In September 2019, Fitch upgraded Ukraine’s rating to B, with a positive outlook, reflecting timely
access to fiscal and external financing, improving macroeconomic stability and declining public
indebtedness, while a shortened electoral period has reduced domestic political uncertainty. Expected
macroeconomic policy continuity, the new government's strong stated commitment to structural reforms
and engagement with IFIs mean that Fitch expects further improvements in creditworthiness.
Considerable Risk Factors Affecting the Bank’s Activity during the Year
Despite the clear signs of recovery, the economic situation remains uncertain, as there are global
economic (such as prices on raw materials) and internal and external political factors (the conflict on
the East, relations with Russia, uncertainty in relations with the International Monetary Fund, heavy
public debt repayment schedule in 2019), which influence the stability.
In 2019 NBU was implementing continuous measures regarding decrease of the Key Interest rate that
reached 13.5% as of end of 2019. These measures were aimed to enhance the business lending activity
and increase market competition. In 2019 Ukrainian banking sector generated the highest level of
profitability. However, share of non-performing loans in the system was 48.4% as of December 2019.
The progress in reducing the high share of NPLs is slow and mostly driven by foreign banks.
The positive macroeconomic forecast of Ukrainian economy is based on further cooperation with the
International Monetary Fund (the “IMF). Communication between IMF and Ukrainian authorities has
been on-going during 2019 and is expected to continue in 2020. The IMF emphasized necessity of
implementation of a set of prior actions, namely strengthening the rule of law, enhancing the integrity
of the judiciary, and reducing the role of vested interests in the economy, and that it is paramount to
safeguard the gains made in cleaning up the banking system and recover the large costs to the
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taxpayers from bank resolutions. The country is still very dependent on foreign capital, therefore
cooperation with IMF is vital for Ukraine.
The Management report was issued under the shadow of the COSID-19 pandemic, thus making it
difficult to assume further development of the operating environment. It’s most likely that Ukraine will
experience macroeconomic downturn relative to 2019 in the wake of COVID-19, although providing a
meaningful outlook for 2020 is difficult at this stage. Due to current uncertainty, it is also difficult to
quantify likely impact of COVID-19 pandemic on the results of ProCredit Bank in 2020 and beyond.
Market position and competition
In the current environment, where small and medium-sized businesses need support in financing and
high-quality service we see the possibility to attract robust and long-term clients now, to establish a
strong position for the bank in the market and to contribute to the development of Ukraine’s SME sector.
The growth of our business volumes in 2018 and 2019 supports our assessment of the current
environment and business potential in the foreseeable future. ProCredit aims to be a leading player
among our target client group and in the areas in which we operate. We aim to grow ahead of the
market in lending and savings for small and medium-sized business clients in our target range. We
believe the importance of our presence in the country has only increased over the past few years. Our
competitive strength is built upon the high service quality we can provide our clients, given the particular
skills and attitude of our staff shaped by our ethical approach to banking and by a comprehensive
approach to staff development. In addition, we believe that thanks to thorough management of the
institution, focus on efficiency, professionalism of our staff, and quality of service we provide, along with
support from our shareholders and the group, we are building a stable and profitable financial institution.

4. Bank’s Business Model and Probable Prospects of Subsequent Strategic
Development
Business clients
ProCredit Bank is specialised bank for small and medium-sized enterprises, to which we offer a
comprehensive range of high-quality banking services related to financing, payments and deposits that
are flexibly and individually tailored to the needs of our clients. This target client group reflects our effort
to make an active contribution to economic development.
We particularly focus on agriculture and local manufacturing, promote green finance and investments
in energy efficiency and renewable energies projects.
The progress in this direction became visible in the past years – steady growth was observed in the
production and agricultural sectors. We aim to work – on a long-term basis – with innovative, forwardlooking firms with the greatest capacity for job creation and sustainable economic development. The
positive growth trend was reached owing to acquisition of new customers in the target economic
sectors. We believe, that primarily agriculture and manufacturing play an important role in our business
strategy since these types of economic activity are priorities for Ukraine and often require technological
development and measures to raise efficiency, which need considerable investments.
The structure of the loan portfolio by the types of economic activity represents the strategic area of the
Bank’s activity and focus on agriculture and production:
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THE STRUCTURE OF THE LOAN PORTFOLIO BY
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Our business clients are characterised by their formal or increasingly formalised structures, a
sustainable business model and their need for banking services beyond merely loans. We see
ourselves as the “Hausbank” for our clients and therefore attach importance to building long-term
relationships with them. Our business clients value a bank that works with them as an equal partner to
achieve their corporate goals, which understands the specific issues facing small and medium
businesses, and which delivers state-of-the-art and convenient technology based ways of banking. This
client profile will imply having more current accounts with increasing volumes and regular turnover.
When providing financing to businesses, within the “Hausbank” concept that provides account services
to its customers, which allows increase of client funds (transfer of account turnover to ProCredit Bank
is a requirement for borrowers). Respectively, our strategy implies increase of business clients’ funds
accumulated on current accounts along with growing transaction banking.
The Bank intends to be a lead player in our target customer group and in the spheres where we operate.
We seek to be a leader on the lending and saving market for business clients by offering a full range of
services, that are carried out via automated digital channels.
Environmental management
The Bank aims to promote sustainable development in all its facets. The Bank aims to ensure that the
economic development it promotes as far as possible does not come at the expense of the environment
and carbon emissions. The Bank takes a comprehensive approach to environmental management (3
pillars of the Bank's Environmental Management System).
The Bank sets strategic objectives on its green loan portfolio growth (pillar 3 of the EMS), since the
overall business strategy encompasses the five year time horizon. The Bank sets operational objectives
on energy and resource consumption (pillar 1 of the EMS), which are stated in the Bank's Annual
Environmental Plan.
An integral part of this effort is to raise environmental awareness among business owners as well as
among our staff. The bank aims to provide its green finance products to business clients to increase
environmental awareness and understanding. By the end of 2019 we achieved 18.4% of Green loan
portfolio. The chart below represents growth of our Green loan portfolio in 2016-2019. Energy efficiency
loans will continue to represent the largest share of the green loan portfolio, yet their share is gradually
decreasing. This is the result of the bank's constant effort to attract other types of green investments,
namely renewable energy projects, sustainable agriculture, waste recycling.

The bank will keep its focus on growing its green
loan portfolio as part of its strategy to promote
sustainable finance.

Outstanding green loan portfolio by client group
728
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3

We expect to continue growing in the better known
areas of renewable energy, energy efficiency,
sustainable agriculture and waste recycling, as
well as to start financing two new categories, the
clean transportation and photovoltanic stations for
private individuals.
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Private clients
With regard to private clients, the Bank focuses on middle-and high-income private individuals that
place a premium on modern, convenient and transparent digital banking services. We target in particular
private individuals associated with our business clients: by working with the owners, employees and
social circle of our business clients.
The Bank relies on a combination of convenience, transparency, profitability and security to attract new
private customers. All four factors benefit from the bank’s strategic focus on digitalization of services.
Our private clients value a reliable, transparent bank that offers straightforward and attractive deposit
and account services accessible at any time through all relevant electronic channels. In recent years,
the bank has embraced a concept of expanding services via digital platforms rather than physical
branches. The Bank has been already offering private customers all day-to-day banking transactions
online via e-Banking and Mobile application. In 2019 we launched a new service for our potential
customers that allows private clients to open account online without visiting a branch. In this regard, we
offer our clients full range of services through electronic channels and provide 24-hours access to all
banking services and full control over finances.
We want to be an innovative player as a reputable direct bank for middle- and high-income private
clients, offering all transaction services and flexible saving opportunities through accessible and secure
electronic channels, and thereby secure a growing volume of deposits to finance our loan portfolio
growth. Our aim is to increase the use of electronic channels for all our clients, especially private
individuals, in order to build our future development on a stable network of modern and efficient 24/7
Zones and professional Contact Centres dedicated to the acquisition of clients and the provision of
advisory services to our customers.
Our private client’s strategy also implies flat fee model, which makes ProCredit an obvious choice for
financially active customers who carry out all their transactions via internet and require a variety of
personal banking services that could easily lead to high fees if charged individually.

Services and products
ProCredit offers a comprehensive range of services that fulfils the needs of our target business clients
and private clients, covering lending services, transactions and deposit services. We aim to keep our
services simple and straightforward, as we believe that long lists of products and complex descriptions
of services do not serve our clients’ needs. The pricing approach, which is based on a standard monthly
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flat fee rather than on a transaction-based price list, is particularly attractive in our markets, as it is
simple to understand and highly predictable, while offering a wide range of services and transactions.
The Bank adheres to its strategy for servicing small and medium enterprises in the long term. At the
same time, the Bank’s senior executives believe that the key direction of its activity in the future will also
include active development of services to private customers within the target group.

5. Operating Results of the Bank

In 2019 the bank continued to develop positively.
The business and financial targets set for 2019
were achieved. Our loan portfolio decreased by
2.3%, which in fact was impacted by local
currency appreciation (loan portfolio growth net of
X-effect comprised +1.5%). In 2019, the
customers’ funds grew by almost 22%, including
the individuals’ funds increased by 16%. In 2019
the Bank earned UAH 696,224 thousand of net
profit, which is 5% higher than net profit 2018.
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Our main operating and financial indicators
confirm sustainability of our business model,
which we aim to maintain in the coming years.
Growth of our business volumes in 2019 conforms
to our assessment of current terms and conditions
and business potential in the nearest future.
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The table below presents the key figures of the Bank for 2019 and 2018.

Key figures of the Bank
Balance sheet data

2019

2018
UAH’000

Change

Total Assets

23,879,049

20,996,673

13.7%

Gross Loan Portfolio

16,562,098

16,944,773

-2.3%

439,216

418,323

5.0%

Net Loan Portfolio

16,122,882

16,526,450

-2.4%

Customer Deposits

14,542,229

11,945,316

21.7%

8,002,838
6,459,789

6,202,051
5,553,331

29.0%
16.3%

Liabilities to Banks, IFIs and other borrowings

5,264,172

5,677,925

-7.3%

Total Equity

3,942,032

2,983,984

32.1%

Loan Loss Provisions

out of which funds of legal entities
out of which funds of private individuals
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Income statement

2019

2018

Change

Operating Income

1,400,439

1,284,069

9.1%

Operating Expenses

553,073

464,733

19.0%

Operating Profit Before Tax

847,366

819,336

3.4%

Net Profit

696,224

662,457

5.1%

Cost/Income Ratio

36.3%

36.0%

Return on Equity

20.1%

26.5%

Capital Ratio

19.3%

20.1%

Regulatory Capital Ratio (H2)

21.5%

18.4%

Key ratios

Building on loan portfolio growth, deposit volume and excellent transaction services from our clients is
an important part of building customer loyalty. Combined with an efficient infrastructure and growing
synergies in our processes, we aim at further strengthening the financial stability of the Bank.
The Bank carries out transactions with derivatives (currency swaps) only in order to manage its own
liquidity. The scope of such transactions and their impact on the Bank’s financial indicators, evaluation
of assets, liabilities, financial standing and income or expenses of the Bank were insignificant in 2019.
During the reporting year, the Bank neither alienated, nor sold and purchased assets in the scope
exceeding the one established by the Bank’s Charter.

6. Staff and network

In the recent years, we have successfully increased the level of automation of simple transactions and
institutionalised “cashless” Service Points and have increased the use of electronic channels through
e-Banking and cards. In 2019, the bank has embraced a concept of expanding services via digital
platforms rather than physical branches. The Bank has been already offering private customers all dayto-day banking transactions online via e-Banking and Mobile application. In 2019 we launched a new
service for our potential customers that allows private clients to open account online without visiting a
branch. This has enabled the bank to position itself uniquely in the market as modern, innovative bank,
as well as to capture significant efficiency gains and cost saving.
As at 31 December 2019 the branch network consisted of 9 locations in 5 cities of Ukraine (Kyiv,
Kharkiv, Odesa, Lviv, Dnipro).
Our top priority will be to train staff and continuously increase the qualifications of both existing staff
and newcomers. Knowledge of the English language is a requirement for all the bank business staff
and becomes a requirement for the back office staff of the bank. We continuously invest into staff
training, including English courses, both local and international. The Bank has implemented processes
standard for the Group, such as:
-

international onboarding process provided in English at the two regional hubs in Eastern Europe
and in the Bank
structured position-specific training provided for new employees after the onboarding process,
such as a 12-month training period for future BCAs.
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-

-

comprehensive training for our middle managers and high-potential staff through the ProCredit
Banker Academy (one-year course) and the ProCredit Management Academy (three-year
course) provided at our international academy in Germany.
Group-wide Code of Conduct is regularly reviewed and discussed with all employees

The bank will continue to optimise its infrastructure in order to take into account the further digitalisation
of operations with private clients and the optimisation of processes at the head office level. We aim to
achieve high level of operational and financial performance, to improve efficiency and gain considerable
competitive advantage for the bank in the market.

7. Bank’s Capital Structure
As at 31 December 2019 share capital consists of 3,297,003 shares with nominal value of UAH 476.79
per share and total nominal value of UAH 1,571,978 thousand.
All the shares in the Bank’s capital are divided into ordinary and preference shares and serve to confirm
the shareholder’s equity rights with regard to the company. Each ordinary share gives one vote on each
issue at the general meeting of the Bank’s shareholders (save for cumulative voting) and gives the
same aggregate of rights to manage the Bank, receive dividends, receive a part of the Bank’s property
or value thereof upon the Bank’s liquidation, and receive information on the Bank’s business activity.
Preference shares have the voting right only as prescribed by the laws of Ukraine and the Bank’s articles
of association, but they give the priority right to dividends in the amount of UAH 150 as well as to
participate in allocation of assets in case of liquidation.
As at 31 December 2019 all of the Bank’s outstanding shares are the following:
Ordinary shares
2019

Preference shares
2018

2019

2018

2,837,494

2,143,369

149,611

149,611

309,898

694,125

-

-

3,147,392

2,837,494

149,611

149,611

In issue at 1 January
Issued during the year
In issue at 31 December
– fully paid

In 2019 the Bank issued and placed additional 309,898 ordinary shares with nominal value of UAH
147,756 thousand (2018: 694,125 additional ordinary shares with nominal value of UAH 330,952
thousand). As at the reporting date the Bank approved the results of the additional share issue and
placement of shares, while the capital increase procedure and registration of the new edition of the
Charter with new amount of the capital is to be finalized with the National Bank of Ukraine and the
National Securities and Stock Market Commission.

8. Financial Mechanisms, Liquidity and Cash Flows
The major part of the Bank’s assets is the loan portfolio (68% as of 31.12.2019). The Bank’s lending
activity is mostly financed by raising deposits of individuals and legal entities. The loan portfolio is mostly
composed of short-term and mid-term loans for small and medium business. Most granted loans are
fixed-term annuities with the low default rate. It results in extremely diversified and reliable cash inflows.
When it comes to raising deposits, focus is made on the target group of small and medium enterprises
and private customers within the prescribed target group, with which long-term relations are developed
in order to maintain their loyalty to the Bank even during the crisis. In addition to improvement of the
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Bank’s position as a bank for small and medium business and private customers, for which electronic
banking is an advantage, the quantity of current accounts of legal entities and individuals is also
growing: current accounts are generally a source of steady income for the Bank as customers have to
maintain a certain level of funds at their accounts in connection with the operating needs, and also pay
service fees. In 2019, the source of financing of the considerably growth of the Bank’s loan portfolio
was also funds of the international financial organisations. This long-term capital also helps us mitigate
the liquidity and financing risk by diversifying our sources. All these factors aim to restrict possible
concentration of the liquidity risk and guarantee relative simplicity and clearness of the liquidity
management system. Information on the volume of the structure of the funds raised as of 31.12.2019
can be found in the Bank’s financial statements for 2019.

9. Risk Management System
Bank’s General Risk Management. Capital Management

In order to ensure sustainable activity, the Bank shall maintain sufficient level of capital to cover all
possible expected risks attributable to the Bank’s activity. The Bank monitors the level of risks by using
the system of different indicators with each having pre-set target and limit values. The list of the Bank’s
key indicators includes not only regulatory standards set by the National Bank of Ukraine, but also a
wide range of other factors, such as indicators of adequacy of the regulatory capital in accordance with
the international standards (Basel III) and debt-to-equity ratio of level 1 and risk tolerance modelling.
The Bank’s capital management has the following purposes:
 To ensure availability of the capital sufficient to cover (potential) losses resulting from risks
attributable of the Bank’s activity, even in case of emergency;
 To fully comply with the capital requirements established by the National Bank of Ukraine;
 To comply with the internal capital adequacy requirements;
 To ensure the Bank’s ability to implement its plans for continuous asset growth in accordance
with the business strategy.
The Bank’s capital management is governed by the Capital Management Policy and the Internal
Adequacy Assessment Process. The capital adequacy levels (both regulatory levels and those
calculated in accordance with Basel III), debt-to-equity ratio of level 1 and results of capital adequacy
assessment are considered quarterly at meetings of the Bank’s Risk Management Committee.
The regulatory minimum capital requirements are established and controlled by the National Bank of
Ukraine. Capital adequacy is calculated and regularly submitted as reports to the Bank’s Assets and
Liabilities Management Committee and the Bank’s Risk Management Committee. Such reports include
both actual data and forecast changes, which ensures compliance with the current requirements and
allows that on a continuous basis.
According to the existing capital requirements established by the National Bank of Ukraine, banks shall
maintain regulatory capital adequacy standard (H2) at the level of at least 10%. Tier 1 capital (H3) shall
be maintained at the level 7% minimum. H2 standard of the Bank as of 31.12.2019 was 21.46% and
H3 was 18.17%.
Moreover, capital adequacy is controlled by calculating the capital adequacy standard in accordance
with the recommendations of the Basel Committee (Basel III), on the basis of the Bank’s financial
statements in pursuance of the IFRS.
Individual Risk Management
The Bank’s risk management system is an aggregate of the risk management policies, guidelines and
procedures that determine the procedure to be followed when carrying out a systematic process of
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detection, measurement, monitoring, control, reporting and mitigation of all the types of risks attributable
to the Bank’s activity, at all Bank’s organisational levels. The risk management system covers at least
the following types of risks:
1) Credit risk;
2) Liquidity risk;
3) Bankbook interest rate risk;
4) Market risk;
5) Operational risk;
6) Compliance risk.
The Bank is a non-trade organisation and does not have a trade book, does not carry out investment
activity, namely by purchasing corporate securities, does not carry out transactions with commodities,
including precious metals. Therefore, the main risk attributable to the Bank’s activity amongst the
markets risks is the foreign exchange risk.
Credit Risk
Credit risk is defined as the risk that the contracting party carrying out the credit transaction will be
unable to fulfil or will partly fulfil its contractual obligations to the Bank. Credit risk results from customer
lending transactions (classic credit risk), from interbank loans and deposits, and includes the issuer’s
risk. It is divided into a loan default risk and a loan portfolio risk in order to facilitate targeted risk
management. Credit risk is the Bank’s major risk,
Risk of non-fulfilment of credit obligations under customer lending transactions is defined as probable
losses as a result of possible non-fulfilment of the contractual payment obligations by a customer. The
Bank divides the loan portfolio into two following groups: individually significant and individually
insignificant loans. Such division allows introducing the processes that best meet the requirements to
credit risk management in search segment when granting loans to such groups. First and foremost,
these processes have different allocation of duties in loan decision making.
The Bank takes into consideration the entire range of information about a customer when taking
decisions on granting the loan, starting from the audited financial statements and ending with the
management reports and other unofficial information submitted by the customer. The key criteria for
taking a decision on granting a loan are first and foremost based on data about customer’s financial
standing (borrower’s liquidity, business profitability, other indicators of the customer’s borrowing power)
as well as availability and quality of the collateral to a lesser extent.
As a rule, the collateral requirements are reduced when the borrowed amount is inconsiderable, the life
of the loan is shorter, the quality of the information submitted by a customer is high (audited financial
statements, if any), customer’s long-term positive lending history, vast history of a customer’s
cooperation with the Bank as well as active use of the other bank services by a customer.
The key indicator of the loan portfolio quality is the share of depreciated loans, including both overdue
loans and the loans with the contractual terms and conditions revised for the worse for the Bank due to
the borrower's inability to fulfil its obligations. Overdue loans are loans which were not paid out (capital
or accrued interest) in full by the due date.
The Bank carries out continuous monitoring of quality of the credit exposure. The strategy for early
response to loan repayment issues includes negotiations with a customer in order to determine why the
obligations cannot be fulfilled. Subject to the causes, the Bank takes a decision whether the effective
terms and conditions of the contract may be revised (if there is high probability of dealing with
insolvency), or whether the collateral may be foreclosed on otherwise.
Loan portfolio risk is a risk that an aggregate of borrowers will concurrently fail to fulfil their obligations,
which is generally caused by the negative factors affecting a great number of loans with similar
characteristics. First and foremost, the risk occurs because the loan portfolio contains credit risk
concentrations, i.e. material loan groups having common characteristics and capable of being
concurrently affected by the negative factors. Concentrations may be as follows: geographic, industry-
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related, by the product type etc. The main method to reduce loan portfolio risk is diversification of the
loan portfolio.
The Bank’s main activity, i.e. lending to small and medium enterprises, promotes diversification of the
loan portfolio and, therefore, results in mitigation of the risk by geographic location and economic
industries.
The structure of the loan portfolio is regularly analysed in order to detect the events (impact factors)
that may negatively affect the considerable spheres of the loan portfolio (general risk factors); where
necessary, the Bank resolves to restrict lending to certain borrower categories (for instance, by the type
of activity, regional location, type of the lending product etc.).
The detailed Information on the Bank’s credit risk management as of 31.12.2019 can be found in the
Bank’s financial statements for 2019 (Note 47. Customer Credit Risk).
Liquidity Risk
Liquidity risk is a risk where the Bank is unable to fully or timely fulfil its current or future payment
obligations.
The Bank uses its own liquidity management system adapted to the laws and regulations and the
current macro-economic market environment. In particular, the Bank daily monitors the level of highlyliquid assets and current tendencies in development of the deposit base. The Bank has a clear plan for
responding to potential cash outflows, including pricing actions (management of interest rates and
deposit terms), plans for mitigating outflows by reducing (terminating) customer lending and raising
funds from the parent company in case of emergency.
The Bank’s business model is based on lending a great number of small and medium enterprises (which
means high diversification of the loan portfolio). This approach guarantees the permanent source of
liquid resources at the expense of repayment of a part of the loan portfolio, especially with account of
absence of material liquidity concentrations.
On the other hand, the loan portfolio is financed from two main sources: at the expense of customers’
funds and loans of international financial organisations.
The Bank’s Risk Management Committee establishes the Bank’s liquidity management strategy and
limits of the liquidity risk. The Assets and Liabilities Management Committee is the central joint body
responsible for liquidity management. The Bank’s treasury carries out daily management of the Bank’s
liquidity and is responsible for implementing resolutions of the Assets and Liabilities Management
Committee. Compliance with the strategy, policies and limits is regularly controlled by the Bank’s risk
management.
The standards applied by the Bank in the sphere of liquidity management are based on regulatory
requirements and clauses of the Bank’s Liquidity Risk Management Policy and the Treasury Policy.
Excess of limits and exceptions to these Policies are approved by the Risk Management Committee of
ProCredit Group.
The Bank’s treasury controls liquidity on a daily basis by using the method that implies analysis of future
cash flows. This method gives a realistic picture of the expected liquidity changes. It includes
assumptions regarding changes in the items of the Bank’s assets and liabilities and helps forecast the
liquidity risk indicators.
The main tool for assessing the liquidity risk is the forecasting analysis of liquidity gaps, which
demonstrates the structure of the contractual due dates for assets and liabilities and determines the
future needs for financing based on a number of assumptions. For different cases to be taken into
consideration, case analysis is used, starting from assessment of future liquidity under normal market
conditions and ending with analysis of the Bank’s liquidity level upon stress scenarios of various
severity.
As expected by the management staff when calculating liquidity risk, cash flows for different financial
assets and liabilities will differ from those set out in relevant contracts. Data on cash flows are adjusted
in case contractual terms are not deemed expedient in terms of liquidity risk management. Adjustments
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are made by making certain assumptions that transform contractual terms of highly-liquid assets, cash
inflows and liabilities with certain repayment periods into the terms representing the stress scenario.
These assumptions are defined as a risk scenario and used to represent the liquidity outflow exceeding
ordinary expectations. Therefore, the important indicator for management of the short-term liquidity is
the adequate liquidity ratio, which means the ratio between the highly liquid assets and proceeds for
the following thirty days and liabilities with the maturity of up to thirty days. The Bank’s goal is continuous
adequate liquidity to service all possible liabilities during the following month. From the technical point
of view, it means that the Bank’s assets shall always exceed possible liabilities in accordance with the
above assumptions.
As of 31.12.2019, the Bank complied with all liquidity standards set by the National Bank of Ukraine,
including the LRC indicator.
Detailed Information on the Bank’s liquidity risk management as of 31.12.2019 can be found in the
Bank’s financial statements for 2019 (Note 48. Financial Risks).
Foreign Exchange Risk
Foreign exchange risk is a potential risk for the Bank’s profit and capital arising out of unfavorable
changes in the foreign currency exchange rates. The main tool to manage foreign exchange risk is a
foreign currency position. To avoid negative consequences of currency fluctuations, the Bank maintains
foreign currency positions as close to the closed positions as possible.
Detailed Information on the Bank’s foreign exchange risk management as of 31.12.2019 can be found
in the Bank’s financial statements for 2019 (Note 48. Financial Risks).
Interest Risk
Interest risk arises out of structural differences between repayment deadlines for assets and liabilities
sensitive to changes of the interest rate (for instance, if a loan with the three-year maturity and fixed
interest rate is financed at the expense of the deposit with the three-month maturity, the Bank is exposed
to the risk of reduction of the Bank’s interest margin if the market interest rates grow, since the deposit
will be replaced by another, more expensive deposit in a quarter whereas the lending rate will remain
unchanged).
The Bank’s approach to assess and manage interest risk is based on the Interest Risk Management
Policy of ProCredit Group and regulations of the National Bank of Ukraine.
In order to restrict the level of interest risk, the Bank implements assets and liabilities management
policy so that the structure of assets and liabilities sensitive to changes of the interest rate can be
coordinated as optimally as possible by the terms and types of their reassessment. This allows the Bank
to be protected from changes in interest rates on the market in any area.
Detailed Information on the Bank’s interest risk management as of 31.12.2019 can be found in the
Bank’s financial statements for 2019 (Note 48. Financial Risks).
Operational Risk
Operational risk is a risk of losses resulting from imperfect or ineffective internal processes, human
factor, faults in operation of IT systems and/or external events. In its activity, the Bank is guided by the
Operational Risk Management Policy. The principles set out therein have been developed for the
purpose of efficient management of the operational risk and meet the requirements of not only the
National Bank of Ukraine, but also the EU laws, the laws of Germany on the Banking System
(Kreditwesengesetz) and Minimum Requirements to Risk Management (MaRisk).
Operational risk management is a balanced system with the following key components: corporate
culture, management structure, risk assessment policies and procedures, novelty risk analysis and
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approval, the system of key risk indicators, and maintenance of the data base on occurrence of
operational risks.
The general objectives of the operational risk management approach are:
-

To understand the main factors causing operational risks in the Bank;
To be able to detected the critical issues as soon as possible;
To avoid losses resulting from operational risks;
To ensure efficient use of the Bank’s capital.

Compliance Risk
Compliance risk is probability of occurrence of losses/sanctions, additional losses or lack of planned
revenue or loss of reputation due to the failure to comply with requirements of the laws, regulations,
market standards, rules of fair competition, rules of corporate ethics, to the emergence of conflict of
interest, as well as the Bank’s by-laws.
Compliance risk is managed by the separate compliance unit independent of the business units, support
units and risk management units. This unit is subordinated and accountable directly to the Supervisory
Board.
In its activity, the Bank adheres to the zero tolerance policy for non-compliance with the regulations,
and such risk is unacceptable in compliance risk management.

10. Bank’s Internal Audit
The Bank’s risk management processes are regularly checked by the internal audit unit, which is
functioning as the third protection line as the Bank’s independent body subordinated and accountable
to the Bank’s Supervisory Board. Internal audit unit assesses effectiveness of the system of internal
controls and the bank’s corporate governance, checks adequacy of the internal procedures, within the
scope of every audit engagement. Internal audit unit helps the Bank’s senior executives and
Supervisory Board perform their attributed control functions by carrying out independent and riskfocused audits. In 2019, fourteen audit engagements were commenced under the annual audit plan
approved by the Bank’s Supervisory Board. No audit observations with the severity level major or higher
were noted. Agreed actions to eliminate or mitigate the detected risks were approved by the Bank’s
senior executives and process owners and generally taken as scheduled and in full.

11. Protection of Financial Service Consumer Rights by the Bank
The Bank has implemented mechanisms for handling complaints in order to protect rights of financial
service consumers that is regulated by the Bank’s by-laws on managing the complaint handling process,
and which establish systematic standards for handling requests, including with account of the ProCredit
Group’s policy. Complaint handling is managed on a centralised basis at the Bank’s level and involves
receipt, consideration (investigation and analysis of the causes and consequences of the complaint);
preparation and provision of an exhaustive reply; proper control over any and all stages of consideration
of the complaint; it is carried out on the basis of accessibility, feedback, comprehensive approach, and
objectivity. Conflict of interest, which may arise in the course of consideration of the causes of a
complaint and preparation of reply, is controlled and managed by the compliance officer and head of
the customer support department. The Bank has a separate complaint consideration function in order
to ensure unbiased consideration thereof in accordance with the effective laws by identifying, preventing
and mitigating any potential conflict of interest. According to the Bank’s by-laws in effect during the
reporting year, complaints were considered by the immediate head of the department or the officer of
the Bank whose actions or omission were a subject matter of a complaint, or by the head of the
department whose functional duties include the subject matter of a complaint, or the head office officer
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