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The notes on pages 5-42 are an integral part of the financial statements of the Bank for 2019.

[bookmark: _Toc491856350][bookmark: _Toc10042590][bookmark: _Toc39675654]STATEMENT OF FINANCIAL POSITION (BALANCE)
as of December 31, 2019
(in UAH thousand)

	
	Notes
	December 31,
2019 
	December 31,
2018

	ASSETS
	
	 
	 

	Cash and cash equivalents
	6
	3,784
	3,289

	Investments in securities
	7
	169,943
	169,043

	Investment property
	8
	24,674
	27,761

	Current tax assets
	
	248
	248

	Property, plant and equipment and intangible assets
	9
	40,817
	28,638

	Other assets
	10
	1,002
	2,804

	Total assets
	
	240,468
	231,783

	
	
	
	

	LIABILITIES
	
	 
	 

	Due to customers
	11
	9,135
	617

	Other liabilities
	13
	1,430
	347

	Subordinated debt
	14
	36,247
	32,754

	Total liabilities
	
	46,812
	33,718

	
	
	
	

	EQUITY
	
	 
	 

	Share capital
	15
	244,000
	244,000

	Another additional capital
	15
	(261)
	(261)

	Provision and other reserves of the bank
	15
	4,859
	4,044

	Result from operations with shareholders
	14
	5,352
	5,352

	Uncovered  loss
	
	(60,294)
	(55,070)

	Total equity
	
	193,656
	198,065

	Total liabilities and equity
	
	240,468
	231,783


Approved for issue and signed 


___________________________	___________________________
O.Y. Loktionov	N.O. Zeleniuk
Chairman of the Executive Board	Chief accountant 
April 23, 2020 






[bookmark: _Toc39675655]STATEMENT OF PROFIT AND LOSS AND OTHER COMPREHENSIVE INCOME 
for the year ended December 31, 2019 
(in UAH thousand)

	
	Notes
	2019 
	2018 
(recalculated)

	Interest income
	17
	28,918
	27,302

	Interest expenses
	17
	(5,414)
	(4,831)

	Net interest income
	
	23,504
	22,471

	Commission income
	18
	43
	142

	Commission expenses
	18
	(99)
	(71)

	Net income from foreign currency operations
	
	28
	30

	Net expense from foreign currency revaluation
	
	(277)
	(34)

	Net expense from impairment of financial assets
	
	(874)
	(6)

	Net income from decrease in provisions for liabilities
	12
	-
	111

	Other operating income
	18
	54
	-

	Expenses for employee remuneration
	19
	(19,537)
	(10,168)

	Depreciation and amortisation expenses
	19
	(1,495)
	(712)

	Administrative and other operating expenses
	19
	(5,756)
	(3,612)

	(Loss)/profit before tax
	
	(4,409)
	8,151

	Income tax expenses 
	
	-
	-

	(Loss)/profit for the year
	
	(4,409)
	8,151

	OTHER COMPREHENSIVE INCOME
	
	-
	-

	Total comprehensive income for the year
	
	(4,409)
	8,151

	(Loss) /profit per one ordinary share, UAH
	20
	(9.03)
	16.70


Approved for issue and signed 


___________________________	___________________________
O.Y. Loktionov	N.O. Zeleniuk
Chairman of the Executive Board	Chief accountant 
April 23, 2020








[bookmark: _Toc39675656]STATEMENT OF CHANGES IN EQUITY (EQUITY STATEMENT) 
for the year ended December 31, 2019 
(in UAH thousand)

	
	Share capital
(Note 15)
	Share premium and other additional capital 
(Note 15)
	Provisions and other reserves 
(Note 15)   
	Result from operations with shareholders 
(Note 14)
	Undistributed profit

	Total 

	As of Dec 31, 2017
	244,000
	(261)
	4,044
	-
	(63,221)
	184,562

	Total comprehensive income (recalculated) 
	-
	-
	-
	-
	8,151
	8,151

	Result from operations with shareholders 
	-
	-
	-
	5,352
	-
	5,352

	Allocation to the reserve fund
	-
	-
	-
	-
	-
	-

	As of Dec 31, 2018  
	244,000
	(261)
	4,044
	5,352
	(55,070)
	198,065

	Total comprehensive income
	-
	-
	-
	-
	(4,409)
	(4,409)

	Result from operations with shareholders
	-
	-
	-
	-
	-
	-

	Allocation to the reserve fund
	-
	-
	815
	-
	(815)
	-

	As of Dec 31, 2019
	244,000
	(261)
	4,859
	5,352
	(60,294)
	193,656




Approved for issue and signed 


___________________________	___________________________
O.Y. Loktionov	N.O. Zeleniuk
Chairman of the Executive Board	Chief accountant 
April 23, 2020

[bookmark: _Toc39675657]STATEMENT OF CASH FLOWS (by direct method)
for the year ended December 31, 2019 
(in UAH thousand)
	 
	Notes
	2019 
	2018 (recalculated)

	CASH AND CASH EQUIVALENTS FROM OPERATING ACTIVITIES

	Interest income received 
	
	25,937

	26,651

	Interest expenses paid
	
	(1,921)
	(1,924)

	Commission income received
	
	43
	142

	Commission expenses paid 
	
	(99)
	(71)


	Result from foreign currency operations
	
	29
	30

	Other received operating income
	
	54
	0

	Personnel expenses paid
	
	(18,500)
	(10,089)

	Other administrative and other expenses paid
	
	(4,340)
	(3,436)

	Income tax paid
	
	-
	-

	Net cash flow from operating activities before changes in operating assets and liabilities
	 
	1,203
	11,303

	Net (increase)/decrease of operating assets
	
	
	

	Other assets 
	
	635
	(2,106)

	Net increase/(decrease) of operating liabilities 
	
	
	

	Due to customers
	
	8,518
	(1,927)

	Other liabilities  
	 
	-
	1

	Net cash received/(used) from operating activities
	 
	10,356
	7,271

	CASH AND EQUIVALENTS RECEIVED FROM INVESTMENT ACTIVITIES
	 
	
	 

	Redemption of securities
	
	1,588,177
	2,292,308

	Acquisition of securities
	
	(1,587,168)
	(2,310,991)

	Acquisition of property, plant and equipment
	
	(9,450)
	(479)

	Income from sale of investment property
	8
	3,063
	0

	Acquisition of intangible assets
	 
	(4,059)
	(129)

	Net cash and cash equivalents received from investment activities
	 
	(9,437)
	(19,291)

	CASH AND CASH EQUIVALENTS RECEIVED FROM FINANCIAL ACTIVITIES

	Obtaining a subordinated debt 
	14
	-
	11,900

	Net cash and cash equivalents received from financial activities 
	 
	-
	11,900

	Impact of changes in the official exchange rate on cash and cash equivalents
	
	(330)
	10

	Net increase/(decrease) in cash and cash equivalents
	 
	589
	(110)

	Cash and cash equivalents at the beginning of the period
	6
	3,307
	3,417

	Cash and cash equivalents at the end of the period
	6
	3,896
	3,307


Approved for issue and signed 
___________________________	___________________________
O.Y. Loktionov	N.O. Zeleniuk
Chairman of the Executive Board	Chief accountant 
Joint Stock Company “Ukrainian Bank for Reconstruction and Development”
Financial Statements as at 31 December 2019 and for the year then ended
		Translation from Ukrainian original
April 23, 2020
4
The notes on pages 5-42 are an integral part of the financial statements of the Bank for 2019.

[bookmark: _Toc39675658]NOTE 1. Information about the bank
Joint Stock Company “Ukrainian Bank for Reconstruction and Development” (hereinafter - “the Bank”) was founded in Ukraine on December 17, 2003 as the Closed Joint Stock Company “Ukrainian Bank for Reconstruction and Development” and was registered with the National Bank of Ukraine on March 19, 2004. On October 1, 2007 the Bank was transformed into Open Joint Stock Company “Ukrainian Bank for Reconstruction and Development”. As a result of the amendments to the Law of Ukraine “On Joint Stock Companies” as of August 28, 2009 the name was changed to Public Joint Stock Company “Ukrainian Bank for Reconstruction and Development”. On November 1, 2018, due to amendments to the Law of Ukraine “On Joint Stock Companies”, the Bank changed the type of a joint stock company to a private joint stock company and changed the name to the Joint Stock Company “Ukrainian Bank for Reconstruction and Development”.

Location: 4, Oleksiia Teryokhina str., Kyiv, 04080, Ukraine

Main activities. The Bank carries out its activities within the limits of the banking license No. 216 issued by the National Bank of Ukraine on 15.03.2011 and has a right to provide banking services, stipulated by Article 47(3) of the Law of Ukraine “On Banks and Banking Activities”.

The Bank has a Licence from the National Securities and Stock Market Commission for the professional activity in the stock market - securities trading activities: dealership.

The Bank is a member of the Deposit Guarantee Fund (Certificate No. 169 as of November 19, 2012).

The Bank can provide full range of banking services in compliance with the Ukrainian legislation in force and available banking and general licences from the National Bank of Ukraine and the licence from the National Securities and Stock Market Commission. In 2019 the Bank did not provide loans to individuals and legal entities, as well as other active bank operations, except for investments in government bonds and deposit certificates of the National Bank of Ukraine. The Bank did neither attract funds from bank institutions, legal entities and individuals. 

[bookmark: _GoBack]In 2019, the Bank operated on the territory of one region (regionally).

Shareholders of the Bank. As of December 31, 2019, and as of December 31, 2018 the only shareholder of the Bank, which owns 100% of its share capital has been Limited Liability Company “BOCE (HONG-KONG) co., LIMITED” (Ukraine). 

As of December 31, 2019, the ultimate beneficiaries of the Bank are citizens of the PRC Yan Dongsheng and Dai Zhongyong jointly, who obtained joint indirect control in amount of 100% through: 
· LIMITED LIABILITY COMPANY “BOCE (HONG KONG) CO., LIMITED”, 80% shares of which belong to BOCE (Hong Kong) Co., Limited and 20% - to Yan Dongsheng; 
· BOCE (Hong Kong) Co., Limited (Hong Kong), 100% shares of which belong to Baoshi (Tianjin) Electronic Commerce Co., Ltd;
· Baoshi (Tianjin) Electronic Commerce Co., Ltd, 99% of shares of which belong to Tianjin joint stock company with limited liability “Tianjin Bohai Commodity Exchange Co., Ltd”;
· Tianjin joint stock company with limited liability “Tianjin Bohai Commodity Exchange Co., Ltd”, 15.5113% shares of which belong to Yan Dongsheng; 31.5802% shares belongs to Joint stock investment company “Нorgos Bo Xu Equity Investment Limited Partnership”;
· Joint stock investment company “Нorgos Bo Xu Equity Investment Limited Partnership”, 90% shares of which belong to Yan Dongsheng and 10% - to Dai Zhongyong.

The management does not own shares of the Bank.

These financial statements were approved by the Executive Board of the Bank on April 23, 2020.

[bookmark: _Toc39675659]NOTE 2. Economic environment in which the Bank carries out its activities
According to the official website of the National Bank of Ukraine, in 2019 the real GDP increased by 3.3% p.a. and was almost the same as back in 2018. Main reasons for this were increase of private consumption in the light of increase of salaries, pensions and improvement of public attitudes, as well as massive increase of investment. This, in its turn, has affected the growth of commerce, transport, construction and a number of services sectors. Another record harvest of grains and oils was a significant factor that impacted the increase of GDP and export. 
Also, the inflation pressure was continuing to decrease and was outrunning the predicted figures. Strengthening of the UAH exchange rate was creating a deflationary impact on all domestic prices (both consumer prices and price indicators of the real sector of economy). As a result, in 2019 the consumer inflation slowed down to 4.1% and was close to the lower threshold of the target range (5% ± 1 pp).
[bookmark: _Hlk32414046]According to the results of 2019, the hryvna (UAH) exchange rate has increased against all currencies in the world. This has made hryvna the most growing currency in 2019. The main reasons for strengthening of hryvna this year was significant flow of investments in government bonds by non-residents, currency transfers from migrant workers and financial stability of the state.
The macro economic situation facilitated the financial stability and strengthening of the financial sector. Due to improvement of economic situation, most credit agencies have upgraded Ukraine’s ratings. This strengthened the capability to attract funds on the international market, though their cost is still high. Therefore, cooperation with IMF and other international financial institutions is critically important. The new three-year program of extended financing worth appr. $5,5 billion will promote further reduce of cost of state and corporate borrowings. Due to inflow of public sector backed capital and increase of funds attraction in the real economy in H-II 2019, the gross reserves have increased to the highest level from the end 2012 – $25.3 billion as of the end of 2019. 
The indicators of bank activities are improving: the volume of the loan portfolio is increasing, and its quality is improving, the contributions to provisions are the lowest in more than a decade, and banks are highly profitable. Therefore, the adequacy of banks’ capital is much higher than the minimum standards. The average value of regulatory capital adequacy is now 19.4%, the one of equity adequacy - 13.6%. In the current macroeconomic conditions, such indicators create comfort for most banks and the regulator, and the stock of capital will ensure further fulfilment of the increased requirements without slowing down the pace of lending. 
Structural liquidity surplus in the financial market remains. The banking sector operates in conditions of excess liquidity, most banks comply with the LCR standard with a significant margin. At the same time, competition for liabilities - corporate and household deposits - remains high, holding back the decrease of cost of funding. The short liability structure remains a systemic risk for the banking sector. 
The share of currency in banks' assets and liabilities increased in the reporting year, as banks became more willing to provide foreign currency lending to businesses. At the same time, bank’s open currency positions do not present significant risks for them, and banks' external debt is not growing.
Conditions for performance of banks remains favourable, return on the capital is on the historically highest level, though will be subject to reduction in future. The growth of commission income is slowing down and the interest margin will decrease as monetary policy continue softening and interest rates continue declining. 
In Q4 2019, the NBU Board twice reduced its interest rate by a total of 300 bp to 13.5% and by 250 bp down to 11.0% in January 2020. Such decrease became possible due to the strengthening of hryvna at the end of 2019, the impact of which on prices has not yet been fully realised. An additional factor for the policy softening at the end of 2019 was the harmonisation at the working level of the new three-year cooperation program with the IMF.
Non-performing loans (NPL) in the sector continue declining. The factors remain unchanged - the decrease in the volume of bad foreign currency loans due to the strengthening of hryvna; “blurring” of consumer portfolio with new loans and financial restructuring of corporate loans. Non-performing loans on banks' balance sheets do not carry significant risk - the level of provision coverage reached 93.8%. The NPL statistics properly reflect the real quality of portfolio. However, there are some loans that banks consider to be impaired under IFRS 9 but do not classify them as default under prudential requirements. The NBU plans to make the definition of non-performing loans even more conservative so that it covers both impaired and default loans. This can increase the sector's NPL estimate by about 3 bp.
The main sources of financing for the Bank in the reporting year were equity and funds raised on the terms of subordinated debt.
[bookmark: _Toc39675660]NOTE 3. Basics of presentation of the financial statements
These financial statements of the Bank are prepared in accordance with International Financial Reporting Standards (“IFRS”), approved by International Accounting Standards Board (“IASB”) and interpretations, issued by the International Financial Reporting Interpretation Committee (“IFRIC”).

The financial statements are presented in thousands of Ukrainian hryvnias (“UAH”), unless otherwise is specified.
[bookmark: _Toc39675661]NOTE 4. Principles of accounting policy

4.1 Measurement bases for preparation of the financial statements

This report employs different measurement bases with different levels and in different combinations. They include:
· initial value - the assets are presented by the sum of cash or cash equivalents paid or by fair value of consideration made to acquire them at the time of acquisition. Liabilities are presented at the amount of proceeds received in exchange for the liability or, in some cases (e.g. income tax), by the amount of cash or cash equivalents expected to be paid to redeem the liability in the ordinary course of business; 
· fair value - the value which would be formed under the following conditions: 
· the price is the initial price, i.e. price received for sale or paid for transfer; 
· the price is received in the ordinary course of business; 
· the price was received on the principal or most advantageous market; 
· the participants of the principal or the most advantageous market – buyers and sellers are independent and knowledgeable; 
· the price is received under current market conditions as of the date of the fair value measurement; 
· the price is received regardless of whether it is observed directly or is resulted from the valuation methods;
· the price is the market value, but not the value given specifics of the Bank.
· Amortised cost  - the value at which the financial asset, financial liability is measured at initial recognition less of amount of principal repayment increased (reduced) by the amount of accumulated amortisation of any difference between the initial and repayment values (adjusted, in case of financial assets subject to provision for losses), measured using the effective interest method; 
· Carrying amount of financial instruments - the value at which the asset or liability is presented in the balance sheet. The book value for a financial asset and a financial liability consists of the principal amount of debt, accrued interest, unamortised premium (discount), revaluation amount, and for a financial liability - the amount of valuation allowance for expected credit losses; 
· Carrying amount of non-financial assets - the value at which an asset is recognised after deducting any accumulated amortisation and accumulated impairment losses or amount of valuation allowance, subject to revaluation where appropriate;

4.2. Financial instruments

Initial recognition
Financial instruments at fair value, changes in which attribute to financial results, are initially recognised at fair value. All other financial instruments are initially recognised at fair value plus transaction costs. At initial recognition profit or loss is recognised only when there is any difference between the fair value and the transaction price. 
The best evidence of fair value of a financial instrument at the initial recognition is the transaction price. The Bank reaches the conclusion that the fair value at the initial recognition is different from the transaction price:
· if the fair value is confirmed by active market quotes for an identical assets or liability (i.e. Level 1 input) or is based on a measurement method that uses data from exclusively observable markets, the Bank recognises the difference between the fair value at initial recognition and the transaction price in the form of income or loss; 
· in other cases, the initial measurement of a financial asset is adjusted to defer for future periods the difference between the fair value and the transaction price. At initial recognition the Bank recognises the deferred difference as income or loss only when input data becomes observable or the instrument is derecognised. 

Date of recognition 
Acquisition or sale of financial assets or liabilities on standard terms are presented on the date of the transaction, i.e. the date when the Bank accepts the obligation to acquire an asset or liability. Acquisition or sale on standard terms include acquisition or sale of financial assets and liabilities under an agreement, which provides for supply of assets or liabilities within the time limit set by the rules or agreements on the market. 
Classification
Financial assets. Depending on intentions and asset management policy, the Bank classifies financial assets as financial assets measured at amortised cost, where the purpose of holding such asset (i.e. business model) is obtaining cash flows under the contract. 
At the initial recognition, the Bank classifies financial assets based on the business model applied to manage these assets and characteristics of the cash flow under the contract. 
Business model assessment. The Bank defines the business model at the level which best reflects how the grouped financial assets are managed to achieve a particular business purpose. The business model of the Bank is measured not at the level of separate instruments, but at a higher level of aggregated portfolio and is based on observable factors such as: 
· the way business model performance and financial assets profitability held under the business model are measured and how such information is communicated to the key management of the Bank; 
· risks affecting efficiency of the business model (and profitability of financial assets held within such business model) and, in particular, the way these risks are managed;  
· expected frequency, volume and timing of sales are also important aspects in measuring the business model of the Bank.
The business model assessment is based on scenarios which are reasonably expected without taking into account “worst” or “stress” scenarios. If after the initial recognition, the cash flows are realised by the means other than expected by the Bank, the Bank does not change the classification of available financial assets held under this business model, but subsequently takes such information into account when assessing newly created or recently acquired financial assets. 
The “solely payments of principal and interest” test (SPPI test). Within the second stage of the classification process the Bank assesses the contractual provisions of the financial asset to identify whether contractual cash flows for the asset are solely payments to the principal and interest (the so-called “SPPI” test). 
For the purpose of this test the “principal” is the fair value of a financial asset at the initial recognition, which can change over the life of the financial asset (e.g. if there is a repayment of the principal or amortisation of a premium/discount). The most significant elements of a loan agreement are usually the reimbursement for the temporary money value and credit risk reimbursement. To conduct the SPPI-test, the Bank applies judgements and measures relevant factors such as currency denomination of the financial asset and the interest rate period. At the same time, there are contractual terms that have more than a marginal effect on the risk exposure or volatility of contractual cash flows associated with the underlying loan agreement that do not give rise to contractually provided cash flows which are solely payments of principal and interest. In such cases, the financial asset should be measured at FVTPL.
As of the date of the report all financial assets of the Bank are measured at amortised cost. 

Financial liabilities are measured at amortised cost. 

Impairment of financial assets 
The Bank applies general collective approach to measurement of expected credit loss for deposit certificates issued by the National Bank of Ukraine, funds in other banks, domestic government bonds, and of the correspondent account with the National Bank of Ukraine – on an individual basis. 

The credit quality of financial instruments issued by the National Bank of Ukraine is limited by the sovereign rating of Ukraine, but at the same time, the index of default losses for the previous periods makes zero. Therefore, provisions for expected credit losses on these financial instruments are not formed. 

The following main observable data, depending on the type of borrower, is evidence of significant increase of the credit risk of a financial instrument:
· [bookmark: _Hlk33023249]banks - lowering the class of the borrower by 2 classes or by 1, starting with the 3d class; lowering the external rating under the national scale below BBB-(S&P) or Baa3 (Moody’s) or BBB- (Fitch); existence of a fact of non-compliance with economic standards and/or the mandatory provision requirement set by the regulator; 
· [bookmark: _Hlk33025234]government securities - lowering the external rating on a national scale below CCC-(S&P) or Са (Moody’s) or ССС- (Fitch).
· accounts receivable – overdue payments for a period from 30 to 90 days;

The following factors are recognised as signs of default: 
· banks - breach of payments obligations under the credit agreement (payment of interest/commissions/principal amount) or failure to execute payment orders of the Bank on balances in correspondent accounts within one business day; lowering the external rating to D or C; in case of one of the mentioned factors: the bank is under interim administration, the bank is in liquidation state, the bank has a licence revoked. 
· government securities - lowering external rating on a national scale to a D or C rating. 

Expected credit losses for financial receivables are measured according to the simplified approach provided for in IFRS 9 “Financial instruments”.

Derecognition
Financial assets. A financial asset (or when a part of a financial asset or a part of a group of similar financial assets is applied) is derecognised when: 
· the assets have been redeemed or the rights to receive cash flows from the assets have otherwise expired or 
· the Bank transferred the rights to receive cash flows from financial assets or entered into a transfer agreement while also transferring substantially all risks and rewards of the ownership, or the Bank did not transfer or retain substantially all the risks and rewards of ownership but control is ceased. The control is considered to be exercised if the counterparty does not have a practical opportunity to fully sell the assets to an unrelated party without reselling restriction; 
· the asset was written-off through provisions or waiving the debt. 
Financial liabilities. A financial liability is derecognised when it is redeemed, cancelled or expired. In case an existing financial liability is replaced by another one from the same creditor on substantially different terms or the terms of the existing liability is substantially adjusted, such replacement or adjustment is considered as derecognition of the initial liability and recognition of a new liability and the difference in the respective carrying amount is recognised in the Statement of profit and loss. 
Features of individual classes of financial instruments and classes of assets, on which provision for expected credit losses are calculated
Cash and cash equivalents. The cash of the Bank is cash in hand, funds in the correspondent account with the National Bank of Ukraine, funds in banking institutions with a maturity of up to 90 days from the date of origin, which are not encumbered by any contractual obligations. Cash and cash equivalents are carried at amortised cost. In accordance with the chosen accounting policy, the Bank does not classify financial instruments as cash equivalents.
The Bank's investments in securities are investments in debt securities, the purpose of which is to hold cash flows in accordance with the terms of the issue. Debt securities held by the Bank for the purpose of obtaining cash flows in accordance with the terms of the issue are recognized at initial recognition at fair value and are subsequently measured at amortised cost.
During 2019 reporting year and the previous reporting period, the Bank made investments exclusively in domestic bonds in national and foreign currency with maturity of up to 1 year, and deposit certificates of the National Bank of Ukraine.
The Bank recognises interest income on debt securities by applying the effective interest rate. 
Financial liabilities 
Due to customers.  Due to customers include non-derivative financial liabilities to corporate clients and individuals. The Bank measures due to customers at initial recognition at fair value and subsequently at amortised cost. The Bank records interest rates on financial instruments that cannot determine the amount of future cash flows and the timing of their occurrence by using the nominal interest rate.
Subordinated debt is long-term borrowed funds, which according to the agreement are returned to the investor after the claims of all other creditors are repaid and are included in the capital subject to the permission of the National Bank of Ukraine. The amount of subordinated debt included in the capital is annually reduced by 20% of its original amount during the last five years of the agreement.
Subordinated debt is initially measured at fair value. At initial recognition, the Bank recognises profit or loss on the difference between the fair value of the financial liability and the contract value in correspondence with the discount/premium accounts if the effective interest rate under this instrument is higher or lower than the market rate. After the initial recognition, funds received under the subordinated debt are carried at amortised cost.
Costs on subordinated debt are accrued by the Bank on a monthly basis using the effective interest rate. Interest is paid in accordance with the terms of the Agreement and taking into account the specifics on interest payment stipulated in the Agreement provided that certain parameters of the Bank's activity are available. Accrued but unpaid interest is not capitalised but is taken into account by the Bank in determining the carrying amount of the subordinated debt.
4.3. Investment property 
Investment property is real estate held by the Bank for profit from rent or for the purpose of saving capital, and not for the purpose of use in operating or administrative activities and which the Bank does not occupy.
Investment property is initially recognised at value, which includes the purchase price of the property and any costs directly attributable to the acquisition, and which is not subsequently revalued. Upon recognition as an asset, investment property is carried at net cost less of accumulated depreciation and accumulated impairment losses.
The liquidation value of investment property is zero, the original value is depreciated over its useful life, which is 75 years for buildings. The land is not depreciated.
The Bank analyses the signs of impairment of property, plant and equipment and intangible assets annually as of December 1 of the current year as a part of the annual inventory of assets and liabilities. According to the results of the inventory as of December 1, 2019, there are no grounds for recognizing impairment of the investment property.
4.4. Plant, property and equipment

Acquired (developed) plant, property and equipment / low-value tangible fixed assets and intangible assets are carried on the balance at the initial cost, which includes all costs associated with the acquisition (development), delivery, installation and commissioning. Subsequently, property, plant and equipment are carried at cost less accumulated depreciation and any accumulated impairment loss.

Depreciation is calculated using the straight-line method. The range of useful life (exploitation) of fixed assets is from 4 to 75 years, including:
· buildings - 75 years;
· machines and equipment - 5-7 years;
· tools, instruments and equipment - 4 years;
· information systems and other machines for automatic information processing - 5 years.

During the reporting year, the useful lives of property, plant and equipment were revised but did not change.

The Bank recognises impairment if there is evidence of a potential loss of economic benefits. The usefulness of plant, property and equipment is impaired if their carrying amount exceeds the estimated amount of expected compensation. The Bank annually analyses the presence of signs of impairment of plant, property and equipment and intangible assets. According to the results of the inventory of plant, property and equipment as of 01 December 2019, there are no grounds for recognising impairment.

4.5. Intangible assets
Acquired intangible assets are carried at initial cost, which consists of actual acquisition (manufacturing) costs and bringing intangible assets to a state at which they are suitable for use in accordance with the intended purpose. Subsequently, intangible assets are carried at cost net of accumulated amortisation and any accumulated impairment losses.
The Bank analyses the signs of impairment of intangible assets annually as of December 01 of the current year as part of the annual inventory of assets and liabilities. The Bank recognises impairment if there is evidence of potential loss of economic benefits. Intangible assets are impaired if their carrying amount exceeds the estimated amount of the expected compensation. During 2018-2019, impairment of intangible assets was not recognised.
4.6. Operating lease by which the bank acts as a lessor
The Bank does not obtain assets in lease, but provides some of the premises in lease, classifying these operations as operating leases. As a result, the Bank's financial statements have not changed in applying the new standard - IFRS 16 “Lease”.
An operating lease is an economic transaction which involves the transfer to the lessee of the right to use the tangible assets (including fixed assets) owned by the lessor, with the obligatory return of such tangible assets to the lessor after the expiration of the lease (rent) agreement. Lease (rent) is classified as operating if the Bank does not transfer all the risks and rewards of fixed assets ownership.
Throughout the lease term, fixed assets leased out (rented) are amortised on a general basis by the Bank as the lessor and may be reviewed for impairment on a general basis. The lease payments are recognized by the Bank in other operating income. Proceeds under operating leases agreements are recognised on a straight-line basis throughout the term of the lease.
4.7. Income tax
Current tax is the amount that is expected to be paid or refunded by tax authorities for taxable profit or loss for the current and prior periods. Taxable profit or loss is based on estimates if the financial statements are approved by the time the relevant tax declarations are filed. Taxes other than the income tax, are included in administrative expenses.
Deferred income tax is calculated using the balance sheet liability method for deferred tax losses and temporary differences arising between the tax bases of assets and liabilities and their carrying amounts for financial reporting purposes.
The deferred income tax is determined based on the tax rate effective for the period when the deferred tax asset or liability is disposed. 
4.8.  Share capital and share premium
[bookmark: _Toc32320598]Share capital is paid by the participants' cash contributions to the value of the Bank's shares in the amount determined by the article of association. Share capital is shown at the original (nominal) value. Costs directly related to the issue of new shares are carried in equity as a reduction in the amount of proceeds and are reflected in other additional capital in the financial statement. Excess of fair value (placement price) of cash paid for the shares over the nominal value is carried in equity as share premium.
4.9. Earnings per share
Basic earnings per share are calculated by dividing net profit or loss for the year by the weighted average number of ordinary shares which has been outstanding during the year. The bank has no convertible preferred stock or convertible bonds, so diluted earnings per share will be equal to basic earnings per share. The Bank did not conduct any transactions with shares or potential shares that could affect the amount of earnings per share as of the reporting date.
4.10. Income and expenses
Income is recognised if there is a high likelihood that the Bank will receive economic benefits and the income can be measured reliably. 
Interest income and expenses are recognised as a result of the use of cash and borrowings from the Bank. Interest income and expense on all financial instruments are recognised using the effective interest method. The effective interest rate is not applied by the Bank:
· to recognise income/expenses on financial liabilities on demand, the term of which is limited to reporting period of one month;
· to recognise income/expense on demand financial liabilities on demand;
· to recognise income/expense on funds placed on current, on-demand correspondent accounts.
Recognition of income and expenses of the Bank is carried out on the following principles:
· income and expenses are carried in the periods to which they relate;
· adjustments to expenses or income of previous accounting periods are carried in the same expense or income accounts;
· future income and expenses as well as expenses that are attributable to future periods are carried for future income and expense and amortised accordingly over the periods specified in the contracts;
· income and expenses are recognised using the accrual method.
Other banking services income as well as commission income and expenses are recognised using the accrual method.
The commission for the services provided/received depending on the purpose of their measurement and accounting of the related financial instrument are divided into:
· commissions that are an integral part of the income (expense) of a financial instrument. These commissions are recognised in the initial cost of the financial instrument. The Bank recognises such commissions using the effective interest rate.
· commissions received/paid during the provision of services are recognised as income/expenses either at the time of accrual or at the time of receipt/payment.
· commissions received/paid after performing certain actions are recognised as income/expenses after the completion of a specific transaction or event.
Earnings and expenses attributable to future periods are carried as future income/expense. The Bank recognises the amount of income and expenses attributable to the reporting period on a monthly basis. 

4.11. Foreign currency revaluation 

Monetary assets and liabilities denominated in foreign currencies were translated into UAH at the official exchange rates at the reporting date. Foreign currency transactions were accounted for using the official exchange rates at the dates of the respective transactions. Profit and losses arising from the revaluation of a foreign currency are included in the item “Outcome from the foreign currency revaluation” of the Statement of income and loss and other comprehensive income (Statement of financial results). Income and expense items attributable to future periods arising in foreign currency on non-monetary items are also non-monetary and were carried at the official exchange rate at the date of payment settlement, i.e. actual receipt/payment, and were not revalued at each change in official exchange rates until they are recognised at respective income/expense accounts.

In preparing these financial statements, the Bank has used the following foreign exchange rates:

	Currency
	December 31, 2019
	December 31, 2018

	100 USD
	2,368.6200
	2,768.8264

	100 euro
	2,642.2000
	3,171.4138

	100 Yuan Renminbi
	338.5800
	402.5761



4.12. Employee benefits
The Bank pays its employees salaries and its equivalents. Salary costs, contributions to the State Pension and Social Insurance Funds, paid annual leave and sick leave, bonuses, and other salary-equivalent benefits are accrued in the period in which respective services are provided by the Bank's employees.
The Bank has no legal or expected obligation to make retirement or similar benefits.
The Bank makes certain deductions to the State pension system of Ukraine, which requires the employer to make current contributions, calculated as a percentage of the total salary. These costs relate to the period in which the salaries are accrued.

4.13. Information on operating segments

A segment is a segregated business component that provides products or services (operating segment) or is engaged in the provision of products or services in a separate economic region (geographical segment), and performance or assets of which represent at least 10% of all segments, or, which in the opinion of management Bank, is important for the Bank. The segment has intrinsic risks and profitability, which differ from other segments of activity.
Information about the operating segment is presented separately in the reporting, if such information meets any of the quantitative criteria:
· the income of this segment from the sale of products, services to external buyers and for internal economic payment settlements makes 10% or more of the total income (including banking activities within the segment);
· the financial result of the segment is not less than 10% of the total financial result of all segments of a certain type (that is, not less than 10% of the greater of two absolute values - the total amount of profit or the total amount of loss of all segments);
· the carrying amount of the segment assets makes 10% or more of the total book value of all segments of a certain type.
The reporting segments are formed by the Bank on the basis of the selected areas of operations (services to banks, services for corporate clients and individuals, banking activities with securities) and by combining several similar segments of the same type into a separate reporting segment. Segments are recognised as similar if they have similar profit values over several reporting periods and are consistent with most of the criteria for determining an operating segment.
Income from a reporting segment is the income directly attributable to the segment and the corresponding portion of the Bank's income which can be attributed to the segment from external activity. 
The expenses of a reporting segment are expenses related to the core activities of the segment that are directly attributable to it and the corresponding portion of the expenses that can be reasonably attributed to the segment, including the costs of external activities. Segment costs do not include the income tax expenses.
Assets of the reporting segment are assets that are used to perform ordinary course of business and are directly related to the segment. Segment assets do not include income tax assets. Segment assets are recognised after deducting the respective provisions that regulate the valuation of an item in the Bank's balance sheet.
A segment liability is a liability that arises from the normal activities of the segment and is directly related to the segment or can be attributed to the segment by proportional distribution. If the segment results include interest expense, the segment liabilities include related liabilities, for which interest is charged. Segment liabilities do not include the income tax liability.
The main criterion by which the Bank determines the reporting operating segments is the homogeneity of risks, profitability, target groups and the technological process inherent in the segment.
JSC "Ukrainian Bank for Reconstruction and Development" operates in the following operating segments:
· Services for banks - opening of correspondent accounts in other banks, placement (raising) of funds, sale and purchase transactions of non-cash foreign currency on the Ukrainian interbank foreign exchange market, transactions for the sale and purchase of cash in national currency, etc.
· Services for clients (legal entities and individuals) - cash transactions on current accounts of legal entities and individuals, taking deposits, providing overdraft, loans and other lending services, conducting operations with non-cash foreign currency on behalf of clients, etc. 
· Securities transactions – treasury securities purchase and sale operations (domestic government bonds and deposit certificates), depositary services, services on own securities, etc.
Also, the allocation of indirect costs was conducted by the method in which expenses were distributed to the reporting segments in proportions equal to contributions of each reporting segment to the total result of all reporting segments after allocation of direct income and expenses. 
During the 2019 reporting year, segregation, consolidation of segments or accounting policy changes were not carried out. 
Cross-segment operations are carried out on a free-of-charge basis.
The Bank does not have clients, income from which exceeds 10% of the total amount of external income. 
Detailed information on operating segments is presented in Note 26.
4.14. Related party transactions 
In the course of its ordinary activities, the Bank carries out operations with various counterparties. Parties are considered to be related if one party has the ability to control the other party or has a significant influence on the other party when making managerial decisions.
As of December 31, 2019, and December 31, 2019, the sole shareholder of the bank, which owns 100% of the share capital of the Bank, has been the LLC “BOSE (HONG KONG) СO., LIMITED” (Ukraine).
Detailed information on transactions with related parties is provided in Note 32.
The Bank's key management includes, in particular, the Chairman and members of the Supervisory Board, the Chairman and members of the Executive Board of the Bank.
4.15. Significant accounting judgments and estimates, their impact on the recognition of assets and liabilities 
In the process of preparing the financial statements, the management of the Bank use their professional judgments, estimates and assumptions that affect the application of accounting policy principles, the amounts of assets and liabilities, income and expenses reflected in the financial statements, and that have an impact on disclosure potential assets and liabilities.
Judgments and estimates are regularly reviewed and are based on the experience of the management and other external and internal factors, including future events that are reasonably expected under the circumstances. The results of the review are reflected in the period in which the review takes place and are valid until the next review of estimates, assumptions and judgments. Actual results may differ from the estimates, assumptions and judgments used. 
Judgments
 Going concern. Having analysed the existing internal, economic and political factors of uncertainty, and considering their possible impact, the management of the Bank concluded that going concern assumption  for the preparation of these financial statements is appropriate, which involves the disposal of assets and the settlement of liabilities in the ordinary course of business. The management of the Bank monitors the current situation and, where necessary, takes steps to minimise any adverse effects as far as possible. The Bank has sufficient liquidity to meet all its financial obligations.
Initial recognition of related party transactions. In the ordinary course of business, the Bank conducts transactions with related parties. IFRSs and the requirements of Ukrainian law require accounting such transactions at initial recognition at fair value.
Uncertainty of estimates
Tax legislation and recognition of deferred taxes. The tax, currency and customs legislation of Ukraine provides for different interpretations, which causes considerable differences in the estimation of amounts of taxes and other payments to the budget. Deferred tax assets are recognised by the Bank only to the extent that it is probable that future taxable profits will be available based on the Bank's medium-term development plan. Such plans are based on sound management assumptions under the current circumstances. As of December 31, 2019, the Bank had no potential tax liabilities.
Carrying amount of non-current assets. At the end of each reporting period, the management of the Bank reviews the carrying amount of property, plant and equipment and intangible assets for possible impairment, if certain events or changes in circumstances indicate possible impairment of the carrying amount. Impairment of property, plant and equipment and intangible assets is determined by measuring the value of the asset reimbursement.
4.16. Changes in accounting policies and changes in the presenting information 
In preparing the 2019 annual financial statements, the accounting principles are consistent with the principles used in the preparation of the annual financial statements for the year ended December 31, 2018, except for the new and revised standards and interpretations that have to be applied by the Bank commencing January 1, 2019. In reporting year 2019, the Bank made the following changes to the Accounting policy to comply with the requirements of IFRS 16 “Lease”. The introduction of changes in the Accounting policy had no impact on the financial statements of the Bank.
Changes in presenting information 
In 2019 in the Statement of Financial Position (Balance Sheet), Statement of Changes in Equity (Equity Statement) UAH 5,532 thousand, which is the recognition of the result of adjustments to the initial value of financial instruments under shareholder transactions, were reclassified from the item “Revaluation provisions” to the item “Result from shareholder transactions”. As a result, this amount was deducted from “Other comprehensive income”. Therefore, the Statement of income and loss and the Statement of other comprehensive income have been combined into one Statement of income and loss and other comprehensive income with the null part of the “Other comprehensive income” statement. Also, in connection with the above, the corresponding note was deleted.
In 2019, the method of preparing the Cash Flow Statement was changed from indirect to direct method.
[bookmark: _Toc39675662]NOTE 5. New and revised standards that have not entered into force
Following the full-scale changes in IFRSs in the previous periods related to the implementation of IFRS 9 “Financial Instruments” and IFRS 16 “Leases”, the next 2020 year does not foresee any significant changes.
Major changes taking effect as of January 1, 2020
Amendments to IFRS 3 “Business Combinations”. According to the amendment, a business is an integrated set of activities and assets the implementation and management of which can lead to the supply of goods or services to customers, generate investment income or other income from ordinary activities.
Amendments to IAS 1 “Financial Reporting” and IAS 8 “Accounting Policies, Changes in Accounting Estimates and Errors”:
· unify the definition of “material” in different IFRS standards and the Conceptual Basis of Financial Reporting;
· provide explanations for the definition of “material”;

Major new IFRSs that have been issued but have not taken effect yet
IFRS 17 “Insurance Contracts”. Enters into force for annual periods beginning on or after January 1, 2021, with early application permitted. The management believes that the application of the standard will not have a material impact on the financial performance or financial position of the Bank.
Changes in reporting
Important changes of the next year can be introducing amendments to the Law of Ukraine “On Accounting and Financial Reporting in Ukraine”, which states that the first reporting period for which entities are required to apply international standards and submit financial statements on the basis of taxonomy by international standards in electronic form, shall be 2020. 
[bookmark: _Toc39675663]NOTE 6. Cash and cash equivalents
Table 6.1. Cash and cash equivalents
	in UAH thousand
	Dec 31, 
2019 
	Dec 31, 
2018 

	Cash
	2,623
	2,479

	Funds in the National Bank of Ukraine 
	205
	356

	Correspondent accounts in Ukrainian banks
	1,068
	472

	Total cash and cash equivalents for preparing the Statement of cash flow 
	3,896
	3,307

	Provision for impairment of cash on correspondent accounts in Ukrainian banks 
	(112)
	(18)

	Carrying amount at amortised cost 
	3,784
	3,289



Table 6.2. Analysis of changes in provision for cash and cash equivalents on correspondent accounts in Ukrainian banks 
	in UAH thousand
	Dec 31, 
2019
	Dec 31, 
2018

	Provision for impairment at the beginning of the period
	(18)
	-

	Change in provision 
	(94)
	(18)

	Provision for impairment at the end of the period
	(112)
	(18)




Table 6.4. Analysis of credit quality of cash and cash equivalents
	in UAH thousand
	Dec 31, 
2019
	Dec 31, 
2018

	High rating
	3,295
	2,914

	Standard rating
	601
	393

	Carrying amount at amortised cost 
	3,896
	3,307



[bookmark: _Toc39675664]NOTE 7. Investment in securities
Table 7.1. Investments in securities that are accounted for at amortised cost
	in UAH thousand
	Dec 31, 
2019
	Dec 31, 
2018

	Government bonds in national currency 
	147,302
	120,878

	Government bonds in foreign currency
	4,399
	-

	Deposit certificates issued by the National Bank of Ukraine
	19,035
	48,165

	Impairment provisions 
	(793)
	-

	Carrying amount at amortised cost 
	169,943
	169,043



At the end of the day on December 31, 2019, the Bank did not have secured and did not transfer without termination of recognition any securities purchased under repo agreements, as well as securities which the Bank cannot sell or remit.
As of December 31, 2019, and December 31, 2018, government bonds and deposit certificates issued by the National Bank of Ukraine are neither overdue nor impaired. The credit quality of these securities is limited by the sovereign rating of Ukraine. 

Table 7.2. Analysis of the changes in impairment provisions 
	in UAH thousand
	Dec 31, 
2019
	Dec 31, 
2018

	Provision for impairment at the beginning of the period
Change in provision 
Provision for impairment at the end of the period
	-
	-

	Change in provision


	(793)
	-

	Provision for impairment at the end of the period
	(793)
	-



Table 7.3. Analysis of changes in the gross carrying amount

	in UAH thousand
	Dec 31, 
2019
	Dec 31, 
2018

	Gross carrying amount at the beginning of the period 
	169,043
	149,720

	Acquired / initiated financial assets
	1,587,168
	2,310,991

	Derecognised or redeemed financial assets 
	(1,591,175)
	(2,295,499)

	Exchange rates differences 
	(539)
	-

	Other changes
	6,239
	3,831

	Gross carrying amount at the end of the period
	170,736
	169,043



The amounts of financial assets redemption in this table do not correspond to the redemption amounts recorded in the Cash Flow Statement for 2019, because a part of the redemption amount of discounted bonds is shown in the Statement of Cash Flows for 2019 as interest income received.
[bookmark: _Toc39675665]NOTE 8. Investment property 

	in UAH thousand
	Land
	Buildings
	Total

	Balance as of December 31, 2017 
	24,674
	3,134
	27,808

	Initial value
	24,674
	3,407
	28,081

	Depreciation
	-
	(273)
	(273)

	Depreciation deductions
	-
	(47)
	(47)

	Balance as of December 31, 2018 
	24,674
	3,087
	27,761

	Initial value
	24,674
	3,407
	28,081

	Depreciation
	-
	(320)
	(320)

	Depreciation deductions
	-
	(24)
	(24)

	Disposal
	-
	(3,063)
	(3,063)

	Balance as of December 31, 2019
	24,674
	-
	24,674

	Initial value
	24,674
	-
	24,674

	Depreciation
	-
	-
	-



There is no information on the minimum amounts of future lease payments for non-cancellable operating leases, if the bank is a lessor. This is due to the fact that the bank does not have operating leases of investment property under the conditions of non-repudiation.
As of January 1, 2020, the Bank conducted an independent expert evaluation of the market value of the investment property. According to the results of the independent expert evaluation of the market value of investment real estate objects, there are no grounds for recognising the impairment of such objects. Fair value is disclosed in Note 27. 
[bookmark: _Toc39675666]NOTE 9. Property, plant and equipment and intangible assets 

	in UAH thousand
	Buildings, constructions and transmission equipment
	Other plant, equipment and property 
	Other tangible non-current assets 
	Uncompleted capital investments in fixed assets
	Uncompleted capital investments in intangible assets
	Intangible assets
	Total

	2017  
	28,395
	185
	-
	-
	-
	115
	28,695

	Initial value
	30,847
	1,364
	240
	-
	-
	539
	32,990

	Depreciation
	(2,452)
	(1,179)
	(240)
	-
	-
	(424)
	(4,295)

	Addition
	-
	298
	119
	-
	-
	130
	547

	Improvement
	61
	-
	-
	-
	-
	-
	61

	Depreciation deductions
	(413)
	(79)
	(119)
	-
	-
	(54)
	(665)

	Disposal 
	-
	-
	-
	-
	-
	-
	-

	Carrying value as of Dec 31, 2018
	28,043
	404
	-
	-
	-
	191
	28,638

	Initial value
	30,908
	1,662
	359
	-
	-
	669
	33,598

	Depreciation
	(2,865)
	(1,258)
	(359)
	-
	-
	(478)
	(4,960)

	Additions
	-
	8,226
	357
	-
	-
	2,239
	10,822

	Improvement
	482
	-
	-
	8,162
	3,340
	-
	11,984

	Depreciation deductions
	(415)
	(540)
	(357)
	-
	-
	(162)
	(1,474)

	Other changes (commissioning)
	
	
	
	(7,785)
	(1,358)
	
	(9,143)

	Disposal:
	-
	(10)
	-
	-
	-
	-
	(10)


	Initial value
	-
	(364)
	(17)
	-
	-
	(149)
	(530)

	Depreciation
	-
	353
	17
	-
	-
	149
	520

	Carrying value as of Dec 31, 2019 
	28,110
	8,080
	-
	377
	1,982
	2,268
	40,817

	Initial value
	31,390
	9,524
	699
	377
	1,982
	2,759
	46,731

	Depreciation
	(3,280)
	(1,444)
	(699)
	-
	-
	(491)
	(5,914)




As of December 31, 2019:
· fixed assets and intangible assets, for which restrictions on ownership, use and disposal are imposed by law, as well as those which are pledged or temporarily not used, are absent;
· the initial cost of fully depreciated fixed assets is UAH 670 thousand;
· intangible assets for which there is a restriction of ownership or which are internally generated are absent.

As of January 1, 2020, the Bank conducted the independent expert evaluation of the market value of non-residential premises, which are accounted for as property, plant and equipment, the results of which showed no grounds for impairment recognition of such items. 
[bookmark: _Toc39675667]NOTE 10. Other assets
Table 10.1 Other assets

	in UAH thousand
	Dec 31, 
2019
	Dec 31, 
2018

	Other financial assets 
	
	

	Accrued income for banking services
	22
	22

	Provision for impairment of other financial assets 
	(22)
	(22)

	Carrying amount at amortised cost  of other financial assets
	-
	-

	Accounts receivable for acquisition of assets
	1,297
	1,852

	Expenses for future periods 
	431 
	182

	Accounts receivable for statutory payments, except the income tax 
	300
	582

	Prepayment for services
	201
	296

	Other assets
	67
	19

	Provision for impairment of other assets 
	(1,294)
	(127)

	Carrying amount of other non-financial assets 
	1,002
	2,804

	Carrying amount of other assets
	1,002
	2,804



Table 10.2. Analysis of changes in provisions for impairment of other assets for 2019 
	in UAH thousand
	Accounts receivable for acquisition of assets
	Prepayment for services
	Other assets
	Total

	Impairment provision at the beginning of the period 
	(1)
	(126)
	(22)
	(149)

	Change in provision
	(1,247)
	80
	-
	(1,167)

	Impairment provision at the end of the period 
	(1,248)
	(46)
	(22)
	(1,316)



Table 10.3. Analysis of changes in provisions for impairment of other assets for 2018
	in UAH thousand
	Accounts receivable for acquisition of assets
	Prepayment for services
	Other assets
	Total

	Impairment provision at the beginning of the period 
	-
	(43)
	(22)
	(65)

	Change in provision
	(1)
	(83)
	-
	(84)

	Impairment provision at the end of the period 
	(1)
	(126)
	(22)
	(149)


[bookmark: _Toc39675668]NOTE 11. Due to customers
Table 11.1. Due to customers
	in UAH thousand
	Dec 31, 
2019
	Dec 31, 
2018

	Other legal entities 
	8,993
	204

	current accounts
	8,993
	204

	Individuals
	142
	413

	current accounts 
	142
	393

	term funds
	-
	20

	Carrying amount at amortised cost
	9,135
	617



The concentration of clients' funds by the largest counterparty makes UAH 8,992 thousand.

Table 11.2. Due to customers by economic sector
	Type of economic activity 
(in UAH thousand)
	December 31, 2019 
	December 31, 2018 

	
	sum 
	% 
	sum 
	% 

	Real estate operations, lease, engineering and services
	8,990
	98.41%
	202
	32.7%

	Individuals
	142
	1.55%
	413
	67.0%

	Other
	3
	0.03%
	2
	0.3%

	Total due to customers
	9,135
	100% 
	617
	100% 


[bookmark: _Toc39675669]NOTE 12. Provision for liabilities
	in UAH thousand
	Other 
	Total 

	Balance as of December 31, 2017 
	111
	111

	Change in provision
	(111)
	(111)

	Balance as of December 31, 2018
	-
	-

	Balance as of December 31, 2019
	-
	-


Column “Other” reflects the provision for potential liabilities which are estimated to have a high risk of cash disposal.
[bookmark: _Toc39675670]NOTE 13. Other liabilities
	in UAH thousand
	December 31, 2019
	December 31, 2018

	Other financial liabilities 
	
	

	Accrued expenses for payment settlement and cash services 
	2
	2

	Carrying amount of other financial liabilities
	2
	2

	Other non-financial liabilities 
	
	

	Accounts payable on payment settlements with bank employees
	1,377
	340

	Accounts payable for services 
	46
	-

	Other liabilities
	5
	5

	Carrying amount of other liabilities 
	1,428
	345


[bookmark: _Toc39675671]NOTE 14. Subordinated debt

The table below provides information on the subordinated debt for 2019 
	Investor 
	Date of conclusion of the agreement
	Date of expiry of the agreement 
	Amount borrowed

	Interest rate on the debt at the reporting date (%)
	Carrying amount at amortised cost

	State Innovative Financial-Credit Institution
	28.04.2015
	28.04.2021
	32,000
	6.0
	28,035

	LLC “BOSE (Hong Kong) Co., Limited”
	07.02.2018
	09.02.2023
	11,900
	0.0
	8,212

	Carrying amount at amortised cost
	
	
	
	
	36,247



The table below provides information on the subordinated debt for 2018 
	Investor
	Date of conclusion of the agreement
	Date of expiry of the agreement 
	Amount borrowed

	Interest rate on the debt at the reporting date (%)
	Carrying amount at amortised cost

	State innovative financial-credit institution
	28.04.2015
	28.04.2021
	32,000
	6.0
	25,466

	LLC “BOSE (Hong Kong) Co., Limited”
	07.02.2018
	09.02.2023
	11,900
	0.0
	7,288

	Carrying amount at amortised cost
	
	
	
	
	32,754



In 2018 at obtaining the subordinated debt, an additional capital in amount of UAH 5,352 was recognised as a result of an adjustment at initial recognition of the transaction price of the subordinated debt agreement to the fair value. 
[bookmark: _Toc39675672]NOTE 15. Share capital, emission income and reserve funds 

Share capital. As of December 31, 2019, and as of December 31, 2018, the share capital of the Bank was divided into 488,000 ordinary registered shares in the non-documentary form, with a nominal value of UAH 500 each. Registered ordinary shares give their owners equal rights. There are no stock restrictions. There are no options or sales contracts. As of December 31, 2019, and December 31, 2018, all outstanding shares of the Bank have been fully paid up.

Each share shall give to its holder the same set of rights, including the rights to participate in the management of the Bank, receive dividends, receive a part or the value of the part of the Bank’s property in case of liquidation. 

One ordinary share shall give a shareholder one vote in resolving issues at the General Meeting of Shareholders of the Bank, except in cases of cumulative voting. The shareholders of the Bank may have other rights provided for by the Bank's Articles of Association and Ukrainian legislation.

During 2019 and 2018 no share buyout was conducted.

Dividends were not paid during 2019 and 2018, and no dividend payment decision was made.

During the Bank's existence, no decision was made to reduce the share capital.

As of December 31, 2019, and as of December 31, 2018, the authorised capital of the Bank was UAH 244,000 thousand.

As of December 31, 2019, the average annual number of ordinary shares outstanding was 488,000 (as of December 31, 2018 - 488,000).

As of December 31, 2019, and as of December 31, 2018, the costs associated with the issue of shares amount to UAH 261 thousand.

Reserve funds. According to the Ukrainian legislation, banks are obliged to form a reserve fund to cover unforeseen losses on all items of assets and off-balance sheet liabilities. The reserve fund is formed by deductions from the net profit after tax for the reporting year.

The contribution to the reserve fund shall be at least 5% of the Bank's profit before the reserve reaches 25% of the Bank's regulatory capital. On April 25, 2019 by decision of the general meeting of shareholders, the funds in the amount of UAH 815 thousand were allocated to the reserve fund.

As of December 31, 2019, the Bank's reserve fund amounts to UAH 4,859 thousand, and as of December 31, 2018 - UAH 4,044 thousand respectively.
[bookmark: _Toc39675673]NOTE 16. Maturity analysis of assets and liabilities 
	in UAH thousand
	December 31,
2019 
	December 31, 
2018 

	
	Less than 12 months
	More than 12 months 
	total
	Less than 12 months
	More than 12 months 
	total

	ASSETS

	Cash and cash equivalents
	3,784
	-
	3,784
	3,289
	-
	3,289

	Investment in securities 
	169,943
	-
	169,943
	169,043
	-
	169,043

	Investment property
	-
	24,674
	24,674
	-
	27,761
	27,761

	Current tax assets
	248
	-
	248
	248
	-
	248

	Plant, property and equipment and intangible assets 
	-
	40,817
	40,817
	-
	28,638
	28,638

	Other assets
	1,002
	-
	1,002
	2,804
	-
	2,804

	Total assets
	174,977
	65,491
	240,468 
	175,384
	56,399
	231,783 

	LIABILITIES

	Due to customers
	9,135
	-
	9,135
	617
	-
	617

	Other liabilities
	1,430
	-
	1,430
	347
	-
	347

	Subordinated debt
	163
	36,084
	36,247
	163
	32,591
	32,754

	Total liabilities
	10,728
	36,084
	46,812
	1,127
	32,591
	33,718


[bookmark: _Toc39675674]NOTE 17. Interest income and expenses

	in UAH thousand
	2019 
	2018 

	Interest income on assets carried at amortised cost
	
	

	Debt securities 
	28,918
	27,302

	Total interest income 
	28,918
	27,302

	Interest expense on financial liabilities carried at amortised cost
	
	

	Other funds raised 
	(5,413)
	(4,831)

	Term deposits of individuals 
	(1)
	-

	Total interest expenses 
	(5,414)
	(4,831)

	Net interest income
	23,504
	22,471


[bookmark: _Toc39675675]NOTE 18. Commission income and expenses 

	in UAH thousand
	2019
	2018

	Commission income
	  

	Payment settlement and cash transactions
	42
	142

	Other 
	1
	-

	Total commission income 
	43
	142

	Commission expenses 
	  

	Payment settlement and cash transactions
	(96)
	(66)

	Other 
	(3)
	(5)

	Total commission expenses 
	(99)
	(71)

	Net commission (expenses)/income
	(56)
	81


[bookmark: _Toc39675676]NOTE 19. Other operating income 

	in UAH thousand
	2019 
	2018

	Operating lease (rent) income
	38
	-

	Income from disposal of investment property 
	16
	

	Total operating income 
	54
	-


[bookmark: _Toc39675677]NOTE 20. Administrative and other operating expenses
Table 20.1. The cost of employee benefits
	in UAH thousand
	2019 
	2018 

	Salaries and bonuses
	(15,603)
	(8,484)

	Accruals on salary fund
	(3,302)
	(1,569)

	Other payments to employees
	(632)
	(115)

	Total cost of employee benefits  
	(19,537)
	(10,168)


Table 20.2. Amortisation costs
	in UAH thousand
	2019
	2018

	Depreciation of property, plants and equipment and investment property
	(1,333)
	(658)

	Amortisation of software and other intangible assets
	(162)
	(54)

	Total amortisation costs
	(1,495)
	(712)


Table 20.3. Other administrative expenses and operating expenses
	in UAH thousand
	2019
	2018

	Expenses on maintenance of fixed assets and intangible assets
	(1,370)
	(884)

	Provision for accounts receivable on economic activities of the Bank 
	(1,167)
	(84)

	Other fixed assets expenses 
	(683)
	(507)

	Payment of taxes and duties other than the income tax
	(566)
	(376)

	Telecommunication costs
	(456)
	(403)

	Expenditures on information services
	(266)
	(123)

	Audit fees
	(250)
	(100)

	Representative expenses 
	(182)
	(71)

	Professional organisations membership fees
	(145)
	(47)

	Expenses on business trips
	(84)
	(203)

	Expenses on professional services 
	(68)
	(124)

	Expenses on securities of own issue
	(21)
	(22)

	Marketing and advertising expenses
	(3)
	 (24)

	Insurance expenses
	(4)
	 (4)

	Other administrative and operating expenses
	(491)
	(640)

	Total administrative and other operating expenses
	(5,756)
	 (3,612)



[bookmark: _Toc39675678]NOTE 21. Income tax expenses
The table “Income tax expenses” was not presented due to the absence of expenses for the current income tax in the accounting and previous reporting periods, given the losses on the previous reporting periods, which shall decrease the taxable amount, and deferred tax income/expenses. The income tax rate in 2019 and 2018 was 18%.
Table 21.1 Reconciliation of accounting profit/loss and tax profit/loss 
	in UAH thousand
	2019
	2018

	Profit before the tax
	(4,409)
	8,151

	Theoretical tax deductions at the appropriate tax rate
	(794)
	1,467

	ADJUSTMENT OF ACCONTING PROFIT (LOSS)
	 

	Expenses that are not included in the amount of expenses for the purpose of calculating tax profit but are recognised in accounting
	263
	157

	Changes in the amount of net deferred tax asset not recognised in the financial statements
	531
	(1,624)

	Income (loss) tax expenses 
	0
	0



[bookmark: _Toc39675679]NOTE 22. Profit/(loss) per share

	in UAH thousand
	2019 
	2018

	(Loss)/ profit for the year
	(4,409)
	8,151

	Average annual number of ordinary shares outstanding (thousand pcs), Note 15 
	488 
	488 

	Net (loss)/profit per ordinary share, UAH
	(9.03)
	16.70



[bookmark: _Toc39675680]NOTE 23. Operating segments

Table 23.1. Income, expenses and results of reporting segments for 2019
	in UAH thousand
	Name of reporting segments
	Total 

	
	services to other banks
	services to clients
	securities transactions
	

	Income from external clients:
	
	
	
	

	Interest income  
	- 
	- 
	28,918
	28,918

	Commission income
	- 
	43 
	-    
	43

	Other operating income
	-
	54
	-
	54

	Total income of the segments
	-
	97
	28,918
	29,015

	Interest expenses 
	-
	(5,414) 
	-    
	(5,414) 

	Net profit / (loss) on impairment of financial assets
	(76) 
	(5) 
	(793)
	(874)

	Net profit from operations with foreign currency 
	14
	14 
	-    
	28 

	Net loss from revaluation of foreign currency 
	(138) 
	(139) 
	-    
	(277)

	Commission expenses
	(96) 
	(3) 
	-   
	(99) 

	Expenses on employee benefits 
	(1,954)
	(2,836)
	(14,747)
	(19,537)

	Depreciation cost and amortisation 
	(150)
	(217)
	(1,128)
	(1,495)

	Administrative and other operating expenses
	(575)
	(836)
	(4,345)
	(5,756)

	SEGMENT RESULT: profit/(loss)
	(2,975)
	(9,339)
	7,905
	(4,409) 



Table 23.2. Income, expenses and results of reporting segments for 2018 
	in UAH thousand
	Name of reporting segments
	Total 

	
	services to other banks
	services to clients
	securities transactions
	

	Income from external clients:
	
	
	
	

	Interest income
	- 
	- 
	27,302
	27,302

	Commission income
	- 
	142 
	-    
	142

	Total income of the segments
	-
	142
	27,302
	27,444

	Interest expenses 
	-
	(4,831) 
	-    
	(4,831) 

	Net profit / (loss) on impairment of financial assets
	- 
	(6) 
	- 
	(6)

	Net profit from operations with foreign currency 
	-   
	30 
	-    
	30 

	Net loss from revaluation of foreign currency 
	(17) 
	(17) 
	-    
	(34)

	Commission expenses 
	(66) 
	(5) 
	-   
	(71) 

	Net profit from (decrease of) liability provisions 
	-
	111
	-
	111

	Expenses on employee benefits 
	(1,017)
	(1,525)
	(7,626)
	(10,168)

	Depreciation cost and amortisation 
	(71)
	(107)
	(534)
	(712)

	Administrative and other operating expenses
	(3,610)
	(542)
	(2,709)
	(3,612)

	SEGMENT RESULT: profit/(loss)
	(1,524)
	(6,752)
	16,426
	8,151 




Table 23.3 Assets and liabilities of reporting segments for 2019

	in UAH thousand
	Name of reporting segments
	Unallocated amount
	Total 

	
	Services to other banks 
	Services to clients (legal entities and individuals)
	Securities transactions 
	
	

	SEGMENT ASSETS 
	 
	 
	 
	
	    

	Segment assets 
	3,784
	-
	169,943
	
	173,727

	Total segment assets 
	3,784
	-
	169,943
	
	17, 727

	Unallocated assets
	
	
	
	1,250
	1,250 

	Total assets (net of capital investments in fixed assets and investment property)
	3,784
	- 
	169,943 
	1,250
	174,977

	SEGMENT LIABILITY
	 
	 
	 
	
	    

	Segment liabilities
	-
	45,382
	-    
	
	45,382

	Total segment liabilities
	-
	45,382
	-    
	
	45,382

	Unallocated liabilities
	
	
	
	1,430
	1,430 

	Total liabilities 
	-
	45 ,82
	-
	1,430
	46,812

	OTHER SEGMENT ITEMS 
	 
	 
	 
	
	-    

	Capital investment
	7,141 
	10,366 
	53,898
	-
	71,405 

	Amortisation
	(591) 
	(859) 
	(4,464) 
	-
	(5,914) 



Table 23.4 Assets and liabilities of reporting segments for 2018 
	in UAH thousand
	Name of reporting segments
	Unallocated amount
	Total 

	
	Services to other banks 
	Services to clients (legal entities and individuals)
	Securities transactions 
	
	

	SEGMENT ASSETS 
	 
	 
	 
	
	    

	Segment asset 
	810
	2,479
	169,043
	
	172,332

	Total segment asset 
	810
	2,479
	169,043
	
	172,332

	Unallocated assets
	-
	-
	-
	3,052
	3,052 

	Total assets (net of capital investments in fixed assets and investment property)
	810
	2,479
	169,043
	3,052
	175,384

	SEGMENT LIABILITY
	 
	 
	 
	
	    

	Segment liabilities
	-
	33,371
	-    
	
	33,371

	Total segment liabilities
	-
	33,371
	-    
	
	33,371

	Unallocated liabilities
	
	
	
	343
	343 

	Total liabilities 
	-
	33,371
	-
	343
	33,714

	OTHER SEGMENT ITEMS 
	 
	 
	 
	
	-    

	Capital investment
	6,132 
	8,902 
	46,287
	-
	61,321 

	Amortisation
	(492) 
	(715) 
	(3,715) 
	-
	(4,922) 


[bookmark: _Toc39675681]NOTE 24. Financial risk management

The list of risks attributable to the Bank is defined based on its internal documents with due consideration of the strategy. 
The system of credit risk management is based on allocation of responsibilities between the Bank's departments using the three-line defence model, namely:  
•	first defence line: the Executive Board, the Credit Committee, Credit department, Security service, Legal department, Interbank transactions department, Securities department, Internal accounting and tax reporting department, Operational department; 
•	second defence line: Risk management department; Compliance department; 
•	third defence line: Internal audit service. 

The Bank develops and maintains up-to-date methodologies, tools and models that are used to analyse the impact of various factors on attributable to banking activities. 

Credit risk 

During 2019 the Bank did not issue credits to banks and clients, therefore the level of credit risk for active operations was caused by domestic bonds in USD (Note 7) and cash balances at correspondent accounts in other banks (Note 6). 

For the purposes of managing credit risks the Bank applies the following instruments: 
· credit risk appetite;
· limits of different levels and structure;
· determining the amount of credit risk;
· estimation of expected credit losses - provisions;
· provision for credit products;
· stress testing.

The Bank determines the following quantitative indicators of credit risk appetite:
· maximum amount of investment in government securities;
· maximum amount of investment in certificates of deposit of the National bank of Ukraine;
· maximum amount of debt of other banks (except balances on correspondent accounts);

The Bank imposes credit risk limits for:
· the powers of the Bank's collegial bodies to make credit decisions, both for the loan portfolio as a whole and for one debtor or group of related counterparties;
· the risk of concentration maximum amount of debt) on the debtor (group of debtors).

During the reporting year, according to the statistical reporting data, the Bank complied with the credit risk standards set by the National bank of Ukraine, which as of the end of December 31, 2019 made:
· Standard of the maximum amount of credit risk per counterparty (H7) is 0.08% (in 2018: 0.08%) (regulatory value - no more than 25%);
· Standard of high credit risk ratio (H8) - 0% (in 2018: 0%) (regulatory value - not more than 800%);
· Standard of the maximum credit risk ratio for transactions with the related persons (H9) - 0% (in 2018: 0%) (regulatory value - no more than 25%).

Market risk 
The purpose of market risk management is to ensure maximum preservation of the Bank's assets and capital by maintaining market risk at an acceptable level, which does not threaten the financial soundness of the Bank and meets its defined goals.
The objectives of market risk management are achieved on the basis of a systematic, integrated approach that involves the following tasks:
· obtaining prompt and objective data on the status and size of market risk;
· assessing market risk and determining its acceptable level;
· identifying and analysing factors affecting market risk;
· establishing a rapid and adequate response system aimed at minimising market risk, both in the ordinary course of business and in crisis situations.
The Bank assesses market risk mainly by:
· calculation of risk metrics;
· stress testing to determine the amount of market risk buffer required to ensure the Bank's profitable operation in the event of each scenario being implemented.

The Bank defines a minimum list of quantitative indicators of market risk appetite which consists of the maximum value under the risk or expected losses (potential losses) for each type of market risk and/or in general for all types of market risks with differentiation between the trading and banking books as a percentage of the Bank's regulatory capital.
The Bank is exposed to market risks arising from open positions of (a) currencies, (b) interest rates.
Currency risk. Currency risk is treated as an existing or potential risk to income and capital arising from adverse fluctuations in foreign exchange rates.
The Bank assesses the currency risk as insignificant and controls it by observing the currency position limits set by the National bank of Ukraine.
The Bank assesses the currency risk at VAR (Value-at-Risk) method with consideration of correlation of exchange rates fluctuations. Value-at-Risk (VaR) reflects the maximum possible loss on exchange rate fluctuations in the Bank's open foreign currency positions with a probability of 99% and a forecast horizon of 10 days.
The Bank imposes limits with respect to:
· maximum potential value under the risk (VaR portfolio, currency) for 1-day and 10-day horizons; 
· limits of the open currency position of the Bank.

Table 24.1. Currency risk analysis 
	in UAH, thousand
	as of December 31, 2019
	as of December 31, 2018

	
	Monetary assets 
	Monetary liabilities
	Net position 
	Monetary assets 
	Monetary liabilities
	Net position 

	USD 
	5,340
	4 643
	697
	778
	387
	391

	Euro
	342
	-
	342
	131
	-
	131

	Yuan Renminbi
	246
	-
	246
	101
	-
	101

	UAH 
	167,801
	40,739
	127,062
	171,324
	32,984
	138,340

	Total 
	173,729
	45,382
	128,347
	172,334
	33,371
	138,963




Table 24.2. Changes in profit or loss and equity as a result of possible changes in the official exchange rate of UAH against foreign currencies as at the reporting date, provided that all other variables remain fixed
	in UAH, thousand
	as of Dec 31, 2019
	as of Dec 31, 2018

	
	Impact on profit/ (loss)
	Impact on equity
	Impact on profit/ (loss)
	Impact on equity

	USD strengthening by 5 %
	35
	35   
	20
	20 

	USD weakening by 5 %
	(35)
	(35)
	(20)
	(20)

	Euro strengthening by 5 %
	17  
	17 
	7
	7 

	Euro weakening by 5 %
	(17)
	(17)
	(7)
	(7)

	Yuan strengthening by 5 %
	12
	12
	5 
	5 

	Yuan weakening by 5 %
	(12)
	(12)
	(5)
	(5)



Table 24.3. Change in profit or loss and equity as a result of possible changes in the official exchange rate of UAH to foreign currencies, established as the weighted average rate, provided that all other variables remain fixed

	in UAH, thousand
	2019 weighted average exchange rate
	2018 weighted average exchange rate

	
	Impact on profit/ (loss)
	Impact on equity
	Impact on profit/ (loss)
	Impact on equity

	USD strengthening by 5 %
	35
	35   
	20
	20 

	USD weakening by 5 %
	(35)
	(35)
	(20)
	(20)

	Euro strengthening by 5 %
	17
	17
	7
	7 

	Euro weakening by 5 %
	(17)
	(17)
	(7)
	(7)

	Yuan strengthening by 5 %
	12
	12
	5
	5

	Yuan weakening by 5 %
	(12)
	(12)
	(5)
	(5)



Interest risk arises as a result of adverse changes in interest rates on open asset and liabilities positions. The Bank is not exposed to interest rate risk due to the specificity of its activities in 2019 (Note 1), since the Bank does not raise interest resources for its activities.
The Bank measures interest rate risk as the magnitude of the change in the economic value of the Bank's equity (EVE method) and net interest income of the Bank (NII method) based on a complete and economically sound list of changes in interest rates and stress scenarios:
· The EVE method reflects the possible change in the net current value of assets, liabilities and off-balance sheet items as a result of the implementation of certain market interest rate change scenarios. The method displays the change in the value of assets, liabilities and off-balance sheet items until the expiry date of their retention without the assumption of replacement of the instrument in the event of its termination.
· The NII method reflects a possible change in the Bank's net interest income over a specified period of time, resulting in a corresponding change in the Bank's regulatory capital. It is limited to a short-term period (up to one year), taking into account the assumptions of replacing the instrument or extending it for the same period but at a new interest rate, without covering the impact of a change in the interest rate over a time horizon beyond the valuation horizon.

Table 24.4. General analysis of interest rate risk
	in UAH thousand
	On demand and less than 1 month
	From 1 to 6 months 
	From 6 to 12 months 
	More than a year 
	Not under risk
	Total  

	2019 
	  
	  
	  
	  
	
	  

	Total financial assets 
	22,641
	123,219
	24,082
	-
	3,786
	173,729

	Total financial liabilities 
	163
	-
	-
	36,084
	9,135
	45,382

	Net interest rate gap at the end of December 31, 2019
	22,478
	123,219
	24,082
	(36,084)
	(5,349)
	128,347

	2018 
	  
	  
	  
	  
	
	  

	Total financial assets 
	95,587
	73,456
	-
	-
	3,291
	172,334

	Total financial liabilities 
	163
	20
	-
	33,207
	19
	33,371

	Net interest rate gap at the end of December 31, 2018
	95,424
	73,436
	-
	(33,207)
	3,272
	138,963



Table 24.5. Monitoring of interest rates on financial instruments
	%% 
	2019
	2018

	
	UAH 
	USD 
	Euro 
	other 
	UAH 
	USD 
	euro 
	other 

	Assets 
	 
	 
	 
	 
	 
	 
	 
	 

	Funds in other banks 
	-
	-
	-
	-
	-
	-
	-
	-

	Government bonds and deposit certificates issued by the NBU 
	17.28%
	4.09%
	-
	-
	16.93%
	-
	-
	-

	Liabilities
	 
	 
	 
	 
	 
	 
	 
	 

	Term deposits of clients 
	4.43%
	-
	-
	-
	5.11%
	-
	-
	-

	Subordinated debt 
	11.37%
	-
	-
	-
	11.35%
	-
	-
	-




To measure the interest rate risk of the banking book the Bank uses the following tools:

· GAP analysis - to estimate the change in the Bank's CPA - quantitative assessment of the possible change in the Bank's NII over the next 12 months as a result of changes in the interest rates in the selected scenario.
· Modified duration method - to estimate the change in the economic value of the Bank's capital - a quantitative assessment of the possible change in the economic cost of capital as a result of changes in interest rates in accordance with the selected scenario.

Table 21.5 provides data on weighted average fixed interest rates based on the daily and monthly reporting to the Executive and the Supervisory Boards of the Bank.
Liquidity risk
Liquidity risk is the probability of additional losses or failure to obtain planned income due to the inability to meet its obligations timely and in full.
The source of the liquidity risk is the imbalance of the Bank's financial assets and financial liabilities (including as a result of late execution of financial obligations by one or more counterparties of the Bank) and (or) an unforeseen need for immediate and one-off fulfilment of the financial obligations by the Bank.
The purpose of liquidity risk management is to ensure the Bank's ability to comply with its financial and other obligations in a timely and full manner, both in the ordinary course of business and in crisis situations. 
The Bank considers liquidity risk to be insignificant in view of the Bank's 2019 performance. During the reporting year, the Bank had significant liquidity stock. The actual values ​​of liquidity standards and liquidity coverage ratios far exceeded the regulatory values.
In addition to limits, the Bank also uses the following monitoring tools to assess the liquidity risk:
· daily compilation of the Billing Calendar (schedule of forecasted cash flows by sources and write-off by directions) taking into account the funds available to the Bank;
· analysis of the minimum reserve requirements set by the National Bank of Ukraine.
· a forecast GAP analysis that is performed on a contractual basis with assumptions, including assumptions for new transactions (this measurement tool is applied after the start of activities).
· an analysis of the concentration of the Bank's liabilities by significant groups of counterparties, instruments / products through concentration ratios in the Bank's overall liabilities. The Bank calculates these ratios both on the liabilities of the Bank as a whole and at intervals (this measurement tool begins to be applied after the beginning of active performance).
· monitoring existing unencumbered high-quality liquid assets.
· analysis of information on the situation on the securities market and the financial sector, as well as the market characteristics of securities included in the list of high-quality liquid assets;
· analysis of the Bank's liquidity risk within the operational day, namely the calculation of the following indicators:
· maximum use of liquidity within the operating day
· instant liquidity available at the beginning of each business day.

According to the statistical reports, the Bank had liquidity reserves during the reporting year. Actual values ​​of liquidity ratios and liquidity coverage ratios exceeded the regulatory values.
Table 24.6. Maturity analysis of financial liabilities for 2019
	in UAH thousand
	On demand and less than 1 month
	From 12 months to 5 years 
	Total 

	Due to customers 
	9,135
	-
	9,135

	Subordinated debt 
	163
	43,900
	44,063

	Other financial liabilities  
	2
	-
	2

	Total potential future payments
	9,300
	43,900
	53,200



Table 24.7. Maturity analysis of financial liabilities for 2018 
	in UAH thousand
	On demand and less than 1 month
	From 1 to 3 months 
	From 3 to 12 months 
	From 12 months to 5 years
	Total 

	Due to customers 
	597
	10
	10
	-
	617

	Subordinated debt 
	163
	-
	-
	43,900
	44,063

	Other financial liabilities  
	2
	-
	-
	-
	2

	Total potential future payments
	762
	10
	10
	43,900
	44,682




Table 24.8. Maturity analysis of assets and liabilities based on expected maturity for 2019 

	in UAH thousand
	On demand and less than 1 month
	From 1 to 3 months 
	From 3 to 12 months 
	From 12 months to 5 years 
	Over 5 years 
	Total 

	Assets 
	
	
	
	
	
	

	Cash and cash equivalents 
	3,784
	-
	-
	-
	-
	3,784

	Securities investment
	22,641
	48,714
	98,588
	-
	-
	169,943

	Total financial assets 
	26,425
	48,714
	98,588
	-
	-
	173,727

	Liabilities 
	
	
	
	
	
	

	Due to customers 
	9,135
	-
	-
	-
	-
	9,135

	Subordinated debt 
	163
	-
	-
	36,084
	-
	36,247

	Other financial liabilities 
	2
	
	
	
	
	2

	Total financial liabilities 
	9,300
	-
	-
	36,084
	-
	45,384

	Net liquidity gap at the end of December 31
	17,125
	48,714
	98,588
	(36,084)
	-
	128,343

	Aggregate liquidity gap at the end of December 31
	17,125
	65,839
	164,427
	128,343
	128,343
	 



Table 24.9. Maturity analysis of assets and liabilities based on expected maturity for 2018
	in UAH thousand
	On demand and less than 1 month
	From 1 to 3 months 
	From 3 to 12 months 
	From 12 months to 5 years 
	Over 5 years 
	Total 

	Assets 
	
	
	
	
	
	

	Cash and cash equivalents 
	3,289
	-
	-
	-
	-
	3,289

	Securities investment
	95,587
	25,868
	47,588
	-
	-
	169,043

	Total financial assets 
	98,876
	25,868
	47,588
	-
	-
	172,332

	Liabilities 
	 
	 
	 
	 
	 
	 

	Due to customers
	597
	10
	10
	-
	-
	617

	Subordinated debt 
	163
	-
	-
	32,591
	-
	32,754

	Other financial liabilities 
	2
	-
	-
	-
	
	2

	Total financial liabilities 
	762
	10
	10
	32,591
	-
	33,373

	Net liquidity gap at the end of December 31
	98,114
	25,858
	47,578
	(32,591)
	-
	138,959

	Aggregate liquidity gap at the end of December 31
	98,114
	123,972
	171,550
	138,959
	138,959
	 



Operating risk
Operating risk is a possibility of losses or additional expenses or lack of planned income due to defects or errors in the organisation of internal processes, intentional or unintentional actions of bank employees or other persons, malfunctions in the information systems of the bank or due to the influence of external factors. Based on the sources of the tis risk the Bank differentiates between technical and technological risks, as well as the risk associated with the impact of human factors. Technical and technological risks include the risk of computer software development error, network or telecommunication channel failure, inadequate or absent contingency planning for telecommunication system failure, risk of errors in procedures, technologies (products) and control systems.
The Bank's operating risk analysis and assessment is performed using appropriate tools including quantitative and qualitative methods (“the expert assessment of the Bank”). Operating risk analysis and assessment tools identify approaches to the likelihood/frequency of operating risk events and the potential magnitude of losses in the event of their occurrence, namely:
· estimation of losses and events;
· self-assessment of operating risks and controls;
· stress testing.

Within each risk bearing department the Bank has appointed employees responsible for internal control of operating risk, i.e. risk-coordinators. A risk-coordinator is obliged to provide information on operating risk event to the responsible employee of the Risk-management department no later than the next day following the day of the event detection. The Bank uses key risk indicators (KRI) analysis as a system for monitoring, controlling and early prevention of change in operating risk indicators. 
KRI analysis is conducted for a timely detection of adverse trends and adopting relevant decisions to minimise/avoid losses. KRI analysis is primarily applied in critical processes of the Bank with the purpose of monitoring operating risks attributable to a particular banking process.
For the purpose of clear understanding of a risk level in Bank’s processes, each KRI has thresholds corresponding to the defined level of the risk. The thresholds of these indicators are calculated based on historical data (empirical approach) and/or expert estimates. The expert estimates of KRI thresholds are conducted by owners of banking processes/risk-coordinators of Bank’s departments, whose activities/responsibility cover each particular indicator, with support from Risk-management department employees. 
General list of Key risk indicators with thresholds include 44 indicators. 
Operating risk also includes legal risk. Legal risk is the likelihood of losses or additional expenses, or failure to meet planned income as a result of the parties failing to comply with the terms of the contracts due to their non-compliance with the requirements of the law. Legal risk can lead to punitive sanctions and administrative penalties, the need for monetary damages, deterioration of reputation, deterioration of the Bank's position in the market, narrowing of opportunities for development and diminishing the possibilities of legal support of execution of agreements.
The Bank constantly takes a number of measures to prevent and minimise legal risks, namely:
· compliance with the Laws of Ukraine and the regulatory documents of the National Bank of Ukraine;
· monitoring changes in legislation that may affect the financial position of the Bank or cause changes in its operating parameters;
· reviewing the legitimacy and acceptability of customer and counterparty relationships, including verification of compliance of all contracts and agreements with Ukrainian legislation in force;
· display in the provisions, instructions, procedures and process maps of each process and operation;
· working out the terms of the standard contracts concluded by the Bank as well as their timely revision;
· the establishment of appropriate control mechanisms (internal and external audit) to ensure compliance with legislation and regulations, internal regulatory requirements and agreements.
Strategic risk
Strategic risk is the existing or potential risk to income and capital that arises from mismanagement, poor decision-making, and inadequate response to changes in the business environment. This risk arises from the incompatibility of: the strategic goals of the bank business strategies designed to achieve these goals, the resources involved to achieve these goals and quality of their implementation.
Internal factors for the occurrence of the Bank's strategic risk may be:
· mistakes made in determining the strategy of the Bank's operations and development (for example, insufficient consideration of possible risks generated by the operating environment that may threaten the Bank's activities);
· incorrect or insufficiently substantiated definition of promising activities in which the Bank can achieve an advantage over its competitors without threatening to lose financial stability;
· complete or partial absence of appropriate organisational arrangements, management decisions and resources of all kinds that can achieve the strategic goals of the activities.

External factors that may influence the Bank's strategic risk are significant changes in the economic, social and political environment; changes in the legislative and regulatory environment; force majeure.
For the purposes of identifying and assessing the signs of strategic risk, the Bank introduces a set of parameters whose change in status and size means that another characteristic of a particular line of business of the Bank emerges and, accordingly, adoption of qualitatively different strategic risk.
Reputational risk
Reputational risk is the likelihood of losses or additional expenses or loss of planned income due to adverse perception of the image of the bank by its clients, counterparties, shareholders, supervisory and controlling bodies. Reputational risk leads to financial losses and a decrease in customer base.
The Bank's reputational risk management system provides for:
· compliance with internal regulations on internal control of suspicious transactions;
· control procedures for reputational and associated risks: legal, operational and concentration;
· identification of clients according to the “Know your client” principle;
· continuous financial monitoring of client transactions within the framework of anti-money laundering measures;
· reporting to regulators.

Reputational risk is controlled through continuous monitoring of mass media, evaluation of their impact on the behaviour of the Bank's customers, and timely communication of the Bank's position both through the media and directly to the Bank's customers.
Compliance risk
Compliance risk - the likelihood of losses/sanctions, additional expenses or loss of planned income or loss of reputation due to the bank's failure to comply with legal requirements, regulations, market standards, rules of fair competition, corporate ethics rules, conflict of interest rules as well as internal regulations of the bank.
In order to ensure the efficient functioning of the compliance risk management system, the Bank has established a Compliance Department, which ensures the organisation of control over the Bank's compliance with the laws, internal documents, market and other standards.
The Bank has established and maintains a compliance risk event database, analyses the information accumulated therein and ensures that all compliance risk events are recorded in the operational risk database.
In order to ensure compliance of Bank's employees and management with corporate values of the Bank, the Bank has developed and operates:
· Code of Conduct (ethics);
· Conflict of Interest Policy;
· A mechanism for confidential reporting of unacceptable behaviour and violations in the Bank's activities, which provides for whistle-blowers’ protection (whistleblowing policy mechanism);
· Procedure for investigating cases of unacceptable behaviour and violations in the Bank's activities.


[bookmark: _Toc39675682]NOTE 25. Capital management
The Bank manages capital for the purpose of meeting the objectives set by the shareholders. Global capital management is carried out by the Bank's Supervisory Board. Tactical tasks of capital management are to ensure compliance with the requirements of the National Bank of Ukraine regarding the size of the Bank's regulatory capital and capital adequacy standards. The Regulation on the Procedure for Regulation of Banks' Activities in Ukraine, approved by the resolution of the Executive Board of the National Bank of Ukraine as of August 28, 2001 No. 368 (as amended), sets the capital standards:
· the minimum amount of regulatory capital (H1);
· regulatory capital adequacy (H2).

Regulatory capital. The minimum regulatory capital of a bank licensed before July 11, 2014 is as of January 1, 2020 - UAH 200 million; January 01, 2021 - UAH 300 million; from July 11, 2022 - UAH 400 million; from July 11, 2024 - UAH 500 million.
The standard of adequacy (adequacy) of regulatory capital. The standard is established to prevent excessive transfer of credit risk and the risk of non-repayment of bank assets to creditors/depositors of the bank. The statutory value of this standard for operating banks should be at least 10 percent. The actual values ​​of the capital standards were maintained by the Bank during the reporting period, according to the statistical reports.

Table 25.1. Regulatory capital structure 
	in UAH thousand
	2019
	2018

	Equity
	
	

	Paid authorised share capital 
	244,000
	244,000

	Provisions
	4,860
	4,044

	Expenses for formation of share capital 
	(262)
	(262)

	Decrease of equity: 
	(60,135)
	(63,412)

	· intangible assets less of amortisation
	(4,250)
	(191)

	· losses of previous years
	(55,885)
	(63,221)

	Total equity
	188,463
	184,371

	Additional capital
	 
	 

	Estimated profit for the current year 
	622
	13,434

	· profit for the reporting year
	(4,409)
	8,151

	 - other comprehensive income (result of adjustment financial instrument value at initial recognition)
	5,352
	5,352

	 - uncovered credit risk
	(241)
	(69)

	 - accrued income 
	(81)
	0

	 - overdue accrued income 
	(22)
	(22)

	 - part of the amount of the current provision for an active banking transaction, attributable to accrued income that has not been received over 30 days 
	22
	22

	Subordinated debt included in the capital 
	22,320
	31,100

	Total additional capital
	22,942
	44,534

	Total regulatory capital 
	211,405
	228,905



The regulatory capital of the Bank provided in table 25.1 differs from the amount of regulatory capital calculated according to the Regulation of the National Bank of Ukraine No. 368 because it was adjusted by the factual financial results of the Bank for 2019.

[bookmark: _Toc39675683]NOTE 26. Potential liabilities of the bank 
Court proceedings. As of December 31, 2019, the Bank is a party to various court proceedings and disputes (1 court case as a defendant and 1 - as a claimant). There are no potential liabilities for which there is a risk of cash disposal. 
Capital investment liabilities. As of December 31, 2019, the Bank’s liabilities for acquisition of property, plant and equipment and intangible assets make UAH 1,371 thousand. 
Pledged assets. As of December 31, 2019, the Bank has no pledged assets and pledged assets that were subject to restrictions on ownership, use and disposal. 
[bookmark: _Toc39675684]NOTE 27. Fair value of assets and liabilities 
All assets and liabilities, fair value of which is measured or disclosed in the financial statements, are classified within the fair value hierarchy described below, based on the lowest-level output data significant for the measurement of fair value as a whole.
· Level І – Market quotes in the active market for identical assets and liabilities (with no adjustments). 
· Level ІІ – Valuation models in which lowest-level output data significant for the measurement of fair value is directly or indirectly observable on the market. 
· Level ІІІ – Valuation models in which lowest-level output data significant for the measurement of fair value are not observable on the market. 

Methods and assumptions used for fair value assessment. In presenting the fair value of financial instruments, the Bank has used the following methods and assumptions:
· fair value of fixed-rate instruments that have no market quotations is calculated based on the estimated future cash flows expected. If these financial instruments are short-term, their carrying value is a reasonable approximation of the fair value;
· other assets and liabilities are short-term, and their value is approximately equal to their fair value.

Table 27.1. Fair value and level of input data hierarchy used for methods of valuation of assets and liabilities as of 31 December 2019 
	in UAH thousand
	Fair value under different valuation models
	Total fair value
	Carrying value

	
	Level I
	Level II
	Level IIІ
	
	

	Assets measured at fair value 

	-
	-
	-
	-
	-
	-

	Assets fair value of which is disclosed 

	Cash and cash equivalents 
	3,896
	-
	-
	3,896
	3,784

	Government bonds
	148,996
	-
	-
	148,996
	150,908

	Deposit certificates issued by the National Bank of Ukraine 
	19,035
	-
	-
	19,035
	19,035

	Investment property
	-
	24,682
	-
	24,682
	24,674

	Property, plant and equipment and intangible assets 
	-
	41,284
	-
	41,284
	40,817

	Other assets 
	
	
	1,002
	1,002
	1,002

	Liabilities measured at fair value 

	-
	-
	-
	-
	-
	-

	Liabilities fair value of which is disclosed

	Due to customers
	-
	
	9,135
	9,135
	9,135

	Other liabilities
	-
	-
	1,430
	1,430
	1,430

	Subordinated debt
	-
	-
	35,952

	35,952
	36,247



Table 27.2. Fair value and level of input data hierarchy used for methods of valuation of assets and liabilities as of 31 December 2018
	in UAH thousand
	Fair value under different valuation models
	Total fair value
	Carrying value

	
	Level I
	Level II
	Level IIІ
	
	

	Assets measured at fair value

	-
	-
	-
	-
	-
	-

	Assets fair value of which is disclosed

	Cash and cash equivalents 
	3,289
	-
	-
	3,289
	3,289

	Government bonds
	120,878
	-
	-
	120,878
	120,878

	Deposit certificates issued by the National Bank of Ukraine 
	-
	19,035
	-
	19,035
	19,035

	Investment property
	-
	27,761
	-
	27,761
	27,761

	Property, plant and equipment and intangible assets 
	-
	28,638
	-
	28,638
	28,638

	Other assets 
	
	
	2,804
	2,804
	2,804

	Liabilities measured at fair value 

	-
	-
	-
	-
	-
	-

	Liabilities fair value of which is disclosed

	Due to customers
	-
	-
	617
	617
	617

	Other liabilities
	-
	-
	347
	347
	347

	Subordinated debt
	-
	-
	34,455

	34,455

	32,754



[bookmark: _Toc39675685]NOTE 28. Transactions with related parties 

In the course of its ordinary business, the Bank carries out transactions with various counterparties. Parties are considered to be related if one party has the ability to control the other party or has a significant influence over the other party in taking managerial decisions.

Table 28.1. Balances of transactions with related parties as of December 31, 2019 
	in UAH thousand
	Majority stakeholders (shareholders)
	Key management
	Other related parties

	Correspondent accounts with other banks (0.0% interest rate)
	-
	-
	466

	Due to customers (0.0% interest rate)
	8,992
	142
	-

	Subordinated debt (0.0% interest rate)
	11,900
	-
	-



Table 28.2. Balances of transactions with related parties as of December 31, 2018
	in UAH thousand
	Majority stakeholders (shareholders)
	Key management
	Other related parties

	Due to customers (0.0% interest rate)
	189
	-
	-

	Due to customers (8.0, 9.5% interest rate)
	-
	20
	-

	Subordinated debt (0.0% interest rate)
	11,900
	-
	-



Table 28.3. Income and expenses from transactions with related parties as of December 31, 2019
	in UAH thousand
	Majority stakeholders (shareholders)
	Key management
	Other related parties

	Interest expenses
	(942)
	(1)
	-

	Commission expenses
	-
	-
	(96)

	Commission income
	1
	-
	

	Income from lease (rent) 
	39
	
	

	Administrative and other operating income
	-
	(84)
	-



Table 28.4. Income and expenses from transactions with related parties as of December 31, 2018
	in UAH thousand
	Majority stakeholders (shareholders)
	Key management
	Other related parties

	Interest expenses
	(739)
	(1)
	-

	Commission expenses
	-
	-
	(25)

	Commission income
	48
	-
	

	Administrative and other operating income
	-
	(203)
	-



Table 28.4. Payments to key management 
	in UAH thousand
	2019 
	2018 

	
	expenses
	accrued liability
	expenses
	accrued liability

	Current payments to key management
	5,109
	379
	3,747
	119

	Dismissal compensation
	202
	-
	-
	-



[bookmark: _Toc39675686]NOTE 29. Subsequent events
On March 3, 2020, the Bank raised subordinated debt from a shareholder of the Bank “Bose (Hong Kong) Co., Limited” in the amount of UAH 47,480 thousand with maturity up to March 3, 2027. On March 26, 2020, the National Bank of Ukraine granted the Bank a permission to include the funds raised on the basis of subordinated debt to the Bank's capital.

On March 11, 2020, the Decree of the Cabinet of Ministers of Ukraine “On Prevention of COVID-19 Coronavirus Dissemination on the Territory of Ukraine” No 211 introduced the restrictions of operating activities of economic entities and quarantine measures. The Bank is not under credit risk, so there is no immediate impact of the effects of the COVID-19 spread on its operations. However, the medium-term implications are not predictable at the date of these financial statements.

20
The notes on pages 5-42 are an integral part of the financial statements of the Bank for 2019.

