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MANAGEMENT REPORT

Full name of the Bank is Joint Stock Company “Ukrainian bank for reconstruction and development”
Location: 4, Oleksiia Teryokhina street, Kyiv, 04080
The Bank was founded in Ukraine on December 17, 2003 and is the legal successor of Open joint stock company “Ukrainian bank for reconstruction and development”, Closed joint stock company “Ukrainian bank for reconstruction and development” and Public joint stock company “Ukrainian bank for reconstruction and development”. 
Currently the Bank is the only bank in Ukraine with Chinese investments, which is fully owned by beneficiary owners who are citizens of the People’s Republic of China.
The Bank is a member of Chinese Commerce Association, Association “Ukrainian National SWIFT Members’ and Users’ Group “UkrSWIFT”” and is a member of the self-regulated association of professional players on securities market “Ukrainian Stock Traders”. 

This “Management Report of the Joint Stock Company “Ukrainian bank for reconstruction and development” for 2019” has been prepared and is submitted in accordance with the requirements of the Law of Ukraine “On Securities and the Stock Market”, the Law of Ukraine “On Financial Services and State Regulation of Financial Services Markets”, “Instruction on the procedure for preparation and publication of financial statements of Ukrainian banks”, approved by the resolution of the Board of the National Bank of Ukraine No. 373 as of 24.10.2011.

Nature of business

Description of the external environment in which the Bank operates

The macroeconomic situation has contributed to the financial stability and strengthening of the financial sector. Due to the slight improvement of the economic situation, most credit rating agencies have upgraded Ukraine. This has increased the ability to raise funds in the international market, but their cost is still too high. Therefore, cooperation with the IMF and other international financial institutions is critical. The new three-year extended financing program (EFF) worth about $5.5 billion will further reduce the cost of sovereign and corporate borrowings. In addition, the IMF cooperation program is not so much about money but is rather an anchor to implement important economic reforms that are occasionally socially unpopular. That is why international investors see the IMF program is a factor of confidence in the country and a confirmation that the reforms are going according to the plan.

During the reporting year the number of solvent banks decreased to 75 as a result of the merger of JSC “Ukrsotsbank” into JS “Alfa-Bank”. Last year was a success for the banking sector - several historical records were updated. Bank profitability was the highest for the whole period of banking sector functioning. Return on Equity (ROE) in the sector reached 34%. The increase became possible due to rapid increase in operating income as well as due to the lowest in decades allocations to asset provisions.
In 2019, assets of banks grown significantly. The increase of banks' investment in deposit certificates issued by the NBU increased the most to UAH 152.2 billion by the end of 2019. The increase was due to the record flow of funds into business accounts in December (+ UAH 70.7 billion), primarily accounts of NJSC “Naftogaz of Ukraine”. Amount of cash in circulation, deposits with the NBU and interbank loans also increased.
Net corporate loans in hryvna decreased by 6.2% per year. Most notably - in state-owned banks (except JSC "Privatbank") and foreign banks as a result of repayment of loans of state monopolies and subsidiaries of international groups.
Net retail loans in hryvna increased by 29.8% per year. Most active were private banks, which increased their loan portfolios by 54% per year.
The share of non-performing loans decreased by 4.5 pp to 48.4% by the end of 2019. The main factors were the issuance of new retail loans s and writing-off of non-performing loans at expense of provisions, which resulted in the share of retail non-performing loans reduced to 34.1% at the end of 2019. The share of non-performing loans in the corporate portfolio made 53.7%. In the corporate segment, state-owned banks restructured a number of loans which led to reduction of the share of non-performing loans in this segment.
Dollarization of retail loans decreased to 40.7% on a gross basis due to new retail loans in hryvnia and strengthening of hryvnia. It remained virtually unchanged on a pure basis, accounting for 35.4% at the end of the year.
Due to the increase in customer deposits, the share of personal and corporate cash in liabilities rose to 83.3% in the year, which was historically the highest figure. At the end of the year, budget funds fell seasonally, some of the interbank liabilities were repaid by foreign banks.
Corporate assets in hryvna increased by 19.5% during the year. The highest increase was recorded in state-owned banks - 28.3%. Corporate foreign currency funds increased significantly - 48.4% over the year. This was due to the growth of foreign currency funds in state-owned banks by 43.8% (+ 109.5% p.a.) during the Q-4 2019. The main factor behind this increase was receipt by NJSC “Naftogaz of Ukraine” of $ 2.9 billion under the decision of the Stockholm Arbitration.
Hryvnia deposits grew by 17.5% over the year in all bank groups. Such dynamics are explained by the weakening of devaluation expectations and symbolic interest rates on foreign currency deposits. USD retail deposits increased by 15.4% over the year.
The total share of customers' foreign currency liabilities decreased to 39.8%, and without taking into account the receipts of NJSC “Naftogaz of Ukraine”, the decrease would be more significant.
During the 2019 the National Bank of Ukraine cut its interest rate for four times and lowered it from 18% at the beginning of the year to 13.5% at the end of the year. In January 2020, the National Bank of Ukraine repeatedly lowered its interest rate by 2.5 pp down to 11% per year, and in March 2020 – down to 10% per year. Interest rates for retail deposits started to low down only in December following the decrease of rates of state banks. During the year, state banks were maintaining deposit interest rate at high level due to inertia in managing liabilities and assets as well as legal risks in the light of JSC “Privatbank” case. In Q-4 2019 the value of 12-month hryvna retail deposits lowered by 0.7 pp to 15.1% per year, and in January 2020 – down by another 1.1 pp., and in the first week of February continued lowering by 1.0 pp – down to 13.0% per year. Over 2019 the value of 12-month USD retail deposits lowered down to 2.6% and by another 0.7 pp in the current year. During Q-4 2019 corporate funds in UAH fell by 2.7 pp to 10.3% per year. 
The reduction in the interest rate contributed to a considerable decrease in the price of hryvnia corporate loans ness down to 15.7% per annum. The cost of hryvnia retail loans decreased to 33.6% per annum. In December 2019, interest rates on foreign currency corporate loans were at their lowest - 4.6% per annum.
Allocation to the banking sector provisions for the year decreased by 50.1% to UAH 12.5 billion, which is the lowest value in the last 10 years. The banks with significant contributions to the reserves included two state-owned banks and one bank with Russian capital. Out of 75 banks, 29 institutions disbanded their provisions as a result of the year, but the total amount of disbanding amounted to only UAH 0.7 billion.
In 2019 the profit of the banking sector was 2.7 times higher than in 2018, amounting to UAH 59.6 billion. More than half of the sector's profit were generated by JSC “Privatbank”. Only 6 of 75 operating banks were unprofitable, with a total loss of UAH 0.2 billion.
The banking system is now accustoming to operating at low interest rates. Rates on individual deposits were declining substantially in December-February, following the decision of the major banks to reduce the value of their deposits. However, loan interest rates fell even further, which has lowered the spread, and which can reduce the sector's profitability in the medium term.
Growth rates of funds of population are likely to remain at the level of the previous year, despite a significant decrease in deposit interest rates. This will be associated with both an increase in current account balances and an increase in fixed-term deposits.
The growth rates of retail consumer loans will low down only slightly - demand for them remains high due to rising household incomes and high consumer confidence. The growth of corporate loans is likely to continue but may be limited by the low transparency of company finances. In 2019, interest rates on foreign currency loans were the lowest in the history of the banking sector, but this did not lead to an increase in banks' foreign currency loan portfolio.
The National Bank of Ukraine expects that interest rates on hryvnia loans, including mortgages, will be historically the lowest during 2020. Due to low inflation and macro-financial stability, high cost of resources will no longer be a problem hindering credit recovery.
Banks should continue to form a capital conservation buffer - by the beginning of 2021 it should reach 1.25%. System-important banks should also form a system importance buffer during 2020. Given the high profitability of the banking sector, this issue does not create additional challenges for banks. By the end of March, banks must approve and submit for review to the National Bank of Ukraine programs for working with non-performing loans.
On March 11, 2020, the Regulation of the Cabinet of Ministers of Ukraine “On Prevention of COVID-19 Coronavirus Dissemination in the Territory of Ukraine” introduced the restriction of operating activities of business 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 at the date of preparation of this report cannot be predictable.

Information on the key management of JSC “Ukrainian bank for reconstruction and development” (hereinafter also – “the Bank”) as of 01.01.2020

The Supervisory Board:
- Chairman of the Supervisory Board – Yan Dongsheng;
- Deputy Chairman of the Supervisory Board, (independent member) - Wen Yuanhua;
- Member of the Supervisory Board (independent member) – Osypenko Ruslan Anatoliyovych 
- Member of the Supervisory Board (independent member) – Blaschuk Yuriy Oleksandrovych 

The Executive Board:
- Chairman of the Executive Board – Loktionov Oleh Yuriyovych;
- Deputy Chairman of the Executive Board – Tretiakov Vasyl Valeriyovych;
- Chief accountant, Member of the Executive Board – Zeleniuk Nataliia Oleksandrivna.

Presence of structural units 
Separate structural units are absent. 

Information on acquisition of assets 
During the reporting period, the Bank did not issue shares and did not buy shares back from existing shareholders.
The management does not own part of Bank's shares.

The nature of the Bank's activities

The Bank positions itself as multifunctional, and given the current political and economic environment, the Bank has a prospect of becoming a full-service financial services provider for Chinese and Ukrainian export and import businesses as well as providing retail loans.
In 2019 reporting year, the main activities of the Bank included the following banking operations:
· opening and maintaining current accounts of clients (in national and foreign currencies);
· attraction of funds into deposit accounts;
· placement of funds in correspondent accounts with other banks;
· transactions on the securities market on its own behalf;
· purchase/sale of foreign currency on the interbank foreign exchange market of Ukraine on its own behalf and on behalf of its clients;
· purchase/sale of foreign currency in cash at the Bank's cash desk.

Management Goals and Strategies to Achieve These Goals

The Bank's mission is to create an effective financial platform to help strengthening relationships and cooperation between Chinese and Ukrainian companies and organisations to promote mutually beneficial business. To this end, the Bank has the following advantages and opportunities:
- The Bank is the first bank on the Ukrainian banking market to have 100% Chinese capital, which opens up huge opportunities for it to attract additional investment resources, implementation of advanced banking technologies, products and customer service standards.
- Increasing demand from potential customers for CNY (RMB) operations.
- The rapid increase in demand for servicing export-import operations.
- Increase in Chinese investment in Ukraine.
- Significant financial and investment potential of a single shareholder, which causes high degree of trust among clients.
- Potential presence in the Ukrainian banking market of a free niche for the strategy of support and servicing foreign economic payment settlements between the Ukrainian and Chinese companies.
- Enough capital adequacy enabling the Bank to grow its active operations.

Prospects for further development

JSC “Ukrainian bank for reconstruction and development”, while building its business model, is focused on creating conditions for providing high-quality financial services to clients by providing products, services and platforms for promotion and facilitation of trade, economic commitments and cooperation between state institutions of China and Ukraine, business and individuals.
JSC “Ukrainian bank for reconstruction and development” intends to become a full-service, competitive, technological and client-oriented bank. The recent partnership agreement between the Bank and Yillion Bank (China) opens up new growth prospects as well as an opportunity to upgrade key areas of the Bank's business.

The Bank plans to develop in the following key business areas:
Corporate business
The Bank's activities will focus on providing services that will support trade between China and Ukraine, including trade finance, payments, advisory services, with the intention of becoming the main banking institution supporting trade between China and Ukraine. With the exception for trade finance instruments, the Bank does not currently intend to lend to corporate clients.
Support for investment and infrastructure projects
The Bank will develop platforms and services to promote foreign investment, in particular Chinese, as well as infrastructure projects in Ukraine. The Bank will work to introduce or adopt new payment platforms that will benefit investors and clients in general.
Retail banking 
In developing retail banking services, the Bank will rely on its local market knowledge and use of technical know-how available on the Chinese market. Yillion Bank's contribution, including its experience, tools, software and product design, will be a decisive factor for success in this field. JSC “Ukrainian bank for reconstruction and development” will focus on providing digital services to take full advantage of modern technology and providing convenience to the customer.
Services to private clients will include lending (sales financing, cash loans), customer deposits and payments. The Bank will work with local and global market players to create unique customer opportunities for financing sales, online purchases, money transfers (including foreign money transfers) etc. The Bank will rely on macroeconomic data, forecasting and performance assessment tools to create and modify its product portfolio, target audience, launch dates, distribution channels and platform services (cards/desktops/smartphones).
“Business plan with economic feasibility of raising funds on the basis of subordinated debt and the program of capitalisation of Joint Stock Company “Ukrainian bank for reconstruction and development” for 2020 – 2027”, approved by the Executive Board, Minutes No. 11 of 02.03.2020 and the decision of the Supervisory Board No. 5/2018 dated 02.03.2020 (hereinafter referred to as “the Bank's Business Plan”) provides that the key banking products will be:
· implementation of remote customer payment settlement services;
· providing foreign currency financial payment services for cross-border trade between China and Ukraine;
· lending to individuals.

The main strategic goals of the management:
· Increase of capital competitiveness and activities efficiency.
· Ensuring financial sustainability, optimum level of solvency and liquidity.
· Ensuring protection of equity and borrowed funds against risks.
· Increasing the innovativeness of services and products provided by the Bank.
· Bringing the Bank to a new high-tech level of banking services.
· Strengthening and reinforcement of the Bank, increasing the Bank's share in the banking services market.
· Establishment of the Bank as a financial institution providing financial support for economic and trade development between China and Ukraine through the provision of inexpensive and efficient payment settlement services in RMB.

These goals will be realised through:
· modernisation of the material and technical base of the Bank and introduction of new IT systems;
· improvement/optimisation/automation of internal technologies and processes to reduce costs, improve quality and speed of service;
· implementation and maintenance of high standards of banking service;
· analysis of banking risks and continuous improvement of the risk management system;
· increase of profitability of banking operations;
· increasing in lending through cash activation and retail loans;
· implementation of the scoring system;
· development of remote sales channels (online short-term lending, remote account management, online e-commerce platforms, etc.)
· establishment of payment channels in RMB;
· continued creation of a client-oriented organisational structure in line with international standards;
· recruitment of employees and specialists with experience in development of certain specialised areas of work of the Bank, including experience in international financial institutions.

In the reporting year, the organisational structure of the Bank was aligned with the requirements of the Regulation on the Organisation of Risk Management System in Banks of Ukraine and Banking Groups, approved by the Resolution of the Board of the National Bank of Ukraine No. 64, dated June 11, 2018 (as amended) and taking into account the provisions of the Methodological Recommendations on the organisation of corporate governance in banks of Ukraine (approved by the decision of the Board of the National Bank of Ukraine No. 814-rsh dated 03.12.2018) regarding corporate governance, in particular, in the part of functions of the management bodies of the Bank by establishment of the Corporate Secretary service, the Supervisory Board committees, namely the Risk Management Committee and the Audit Committee. In the reporting year the Bank introduced the compliance system and mechanisms for managing compliance risk.
Further improvement of the Bank's organisational structure will be undertaken with clear functional specialisation and close coordination of the activities of departments, use of principles of conflict of interests’ exclusion, competitiveness and economic stimulation of results achievement.
The development of activities and the activation of business processes will lead to gradual changes and transformation of the organisational structure.

Resources, risks and relationships

The Bank's key financial resources are borrowed funds from legal entities and individuals, as well as own funds (equity) that are at the disposal of the Bank and are used for active operations.
As of 01.01.2020 the share capital of the Bank made UAH 244,000 thousand and its size has not been changed since the beginning of the year.
According to the financial statements of the Bank, the amount of attracted funds is UAH 46,812 thousand, including:
• Funds at demand of legal entities –UAH 8,993 thousand
• Funds at demand of individuals –UAH 142 thousand
• Subordinated debt - UAH 36,247 thousand (the amount of borrowing less accrued interest and unamortised premium/discount makes UAH 43,900 thousand).
Subordinated debt has the largest share in the Bank's liabilities structure (77.4% of all Bank's liabilities). The amount of attraction is UAH 43,900 thousand, including: UAH 32,000 thousand with maturity till 28.04.2021 (up to 2 years) and UAH 11,900 thousand with maturity till 09.02.2023 (up to 4 years).
Clients' money amounted to UAH 9,135 thousand or 19.5% of the total liabilities of the Bank, including funds on demand of legal entities and individuals - UAH 8,993 thousand and UAH 142 thousand respectively.
Other liabilities in the amount of UAH 1,430 thousand represent 3.1% of the total liabilities of the Bank.
The total amount of highly liquid assets that ensure the timely fulfilment of obligations as of the reporting date amounted to UAH 3,784 thousand and consisted of:
· cash in the cash desk of the Bank in the amount of UAH 2,623 thousand.
· funds in the correspondent account with the NBU in the amount of UAH 205 thousand.
· funds in correspondent accounts with other banks in the amount of UAH 956 thousand. (UAH 1,068 thousand excluding the impairment allowance).
The largest part of assets (71%) in the total amount of UAH 169,943 thousand consists of investments in liquid securities, namely:
· investment in domestic government bonds in the amount of UAH 150,908 thousand (maturities from 3 months to a year - in the amount of UAH 98,588 thousand; from 1 month to 3 months - in the amount of UAH 48,714 thousand; up to 1 month - in the amount of UAH 3,606 thousand)
· investment in deposit certificates issued by the NBU in the amount of UAH 19,035 thousand (including UAH 1,002 thousand - overnight, the rest - with maturity of up to 14 days)
During the reporting year, the Bank had excess liquidity and not only met all the liquidity standards and liquidity coverage ratios (LCRs) set by the National Bank of Ukraine, but also had a significant margin of compliance.
In 2020, the Bank's Development Strategy provides not only for expansion of the Bank's resource base by attracting new customers as a result of increase in the list of banking operations and the introduction of new services, but also for diversification funds sources.

One of the key prerequisites for successful implementation of the Bank's Strategy is the formation of a professional and motivated team that clearly understands and shares the goals and tasks of the Bank. To achieve its strategic goals, the Bank will actively invest in the development of human resource, attract new professional staff and develop skills of existing employees.
In the reporting year, the Bank created new jobs with a decent level of remuneration and social guarantees.
As of 01.01.2020, the number of Bank's staff makes 49 people (including 2 persons on maternity leave), of which 32 management positions. The vast majority of the Bank's employees (87% of their total number) have higher education, and the average age of the experienced employees (with an average banking experience of 17 years) makes 45 years. In general, the Bank employs dedicated staff with a 6-year average corporate experience.
The Bank's HR management philosophy is based on the culture of self-improvement and continuous professional and personal development, the culture of achieving team goals through the use of the knowledge, skills and experience of all Bank employees.
Much attention will be paid to improving skills of the Bank’s employees. According to the program of professional training and proficiency enhancement of the personnel, the Bank organises appropriate trainings both on its own and through specialised training centres. During the reporting year, employees attended 66 training events. The Bank expects that its investments in human resources will have a positive result and will help to increase the efficiency of the Bank's employees.	The Bank has introduced the Code of Conduct (ethics), which sets out the basics of employee conduct in performance of their duties and in informal communication to prevent fraud and abuse. 

JSC “Ukrainian bank for reconstruction and development” operates in its own premises, which fully meets the requirements of the National Bank of Ukraine and has a certified cash register.
The IT processes are provided by the licensed software.
In the reporting year, the material and technical base was updated, and workplaces of the Bank employees were completely updated. New server and network equipment was purchased and integrated. Client and server software was updated. A modern corporate information backup system was implemented.
For remote customer service, the introduction of a modern client bank with a mobile application for legal entities has been started.
In order to counter modern threats to information security, the Bank ensures the continuous implementation of new processes and remedies in accordance with the best practices and requirements of the legislation of Ukraine and the acquisition of appropriate software and hardware.

Performance results 

Total assets of the Bank as of 01.01.2020 amounted to UAH 240,468 thousand against UAH 231,783 thousand compared to the corresponding reporting date of last year. The balance sheet currency increase for the year amounted to UAH 8,685 thousand or 4%.
Investment in securities (domestic government bonds and NBU certificates of deposit) made a significant share in the assets structure. The share of investment in securities in the total assets of the Bank was 71% against 73% in the previous reporting year. As of 01.01.2020, the total value of investment in securities amounted to UAH 169,943 thousand against UAH 169,043 thousand in the previous year, which is by UAH 900 thousand or 1% more. At the same time, the volume of investments in domestic government bonds amounted to UAH 150,908 thousand or 89% of the total value of investment in securities, and investments in deposit certificates amounted to UAH 19,035 thousand or 11% of the total value of investment in securities.
The Bank did not carry out lending activities in the reporting year and did not have customer loans in its assets.
Balances on correspondent accounts with the NBU and other banks amounted to UAH 1,161 thousand (UAH 1,273 thousand net of impairment provisions) and UAH 810 thousand (UAH 828 thousand net of impairment provisions) accordingly, and their share in the Bank's total assets slightly increased (from 0.35% at the previous reporting date to 0.5% at the reporting date as of 01.01.2020);
The total amount of intangible assets, fixed assets and investment property amounted to UAH 65,491 thousand (27% of total assets of the Bank) against UAH 56,399 thousand (24% of the total assets of the Bank) at the beginning of the reporting year i.e. by UAH 9,092 thousand more.
Other assets in the amount of UAH 1,002 thousand made 0.4% of total assets and had made UAH 1,802 thousand or 64% less than at the previous annual reporting date.
The total liabilities of the Bank for the reporting year increased by UAH 13,094 thousand or 39% and amounted to UAH 46,812 thousand, including: clients' money - UAH 9,135 thousand, subordinated debt (including discounts / premiums and accrued interest) - UAH 36,247 thousand; and other liabilities - UAH 1,430 thousand.
As of 01.01.2020, the Bank's equity amounted to UAH 193,656 thousand against UAH 198,065 thousand as of the beginning of the reporting year, which is UAH 4,409 thousand less, and accounted for 81% of all the Bank's liabilities.
[image: ]
The total amount of interest income received by the Bank in the reporting year amounted to UAH 28,918 thousand, which is UAH 1,616 thousand more compared to the previous year, mainly due to higher average annual investment in government securities. Interest income was received from the domestic government bonds and deposit certificates issued the National Bank of Ukraine in the amount of UAH 25,279 thousand and UAH 3,640 thousand respectively. The total amount of interest expenses for the year amounted to UAH 5,414 thousand, which is UAH 583,000 thousand more than the previous year. Interest expenses consisted of interest on deposits of individuals - UAH 1 thousand and interest on subordinated debt - UAH 5,413 thousand. Net interest income amounted to UAH 23,504 thousand against UAH 22,471 thousand in 2018, which is UAH 1,033 thousand more.
[image: ]

The result of buying and selling foreign currency for the reporting year was positive and amounted to UAH 28 thousand (UAH 30 thousand positive amount for the previous year), while the revaluation result was negative, amounting to UAH 277 thousand (UAH 34 thousand negative amount in the previous year)
Other operating income amounted to UAH 54 thousand and was received in the form of bank premise lease payments and as a result of disposal of the investment property.
The amount of general administrative and other operating expenses incurred in the reporting year amounted to UAH 26,788 thousand, which is UAH 12,296 thousand more than in the previous year. The most significant component of this item is the cost of payments to employees which, compared to the previous year, increased by 92% and as of 01.01.2020 amounted to UAH 19,537 thousand. This significant increase is associated with creating new jobs and an overall increase in employee remuneration in line with market conditions in the reporting year.
According to the management's reports, the total income of the Bank for the reporting year amounted to UAH 28,779 thousand against UAH 27,452 thousand. For the purpose of the management reporting, the following items are included in the composition of total income: interest income, commission income, the result of currency revaluation and transactions, other income. According to the management reporting, the total expenses of the Bank for 2019 amounted to UAH 33,188 thousand against UAH 19,301 thousand in 2018. For the purpose of management reporting, interest and commission expenses, expenses for impairment of assets, general administrative and other expenses are included in the composition of total expenses. As a result of its activities in the reporting year, the Bank received a financial result in the amount of UAH 4,409 thousand loss against profit in the amount of UAH 8,151 thousand in the previous year. This is caused mainly by a significant increase in expenses due to an increase in the number of staff and a corresponding increase in maintenance costs and associated expenses in the light of much lower increase in income due to decrease of the NBU interest rate in 2019 and respective decrease of return on domestic government bonds and deposit certificates:
[image: ]

During 2019 the share capital of the Bank remained the same and amounted to UAH 244,000 thousand. At the same time according to the statistical reports, the regulatory capital of the Bank made UAH 211,420 thousand as of 02.01.2020 against UAH 228,905 thousand as of the previous annual reporting date, which is UAH 17,485 thousand or 8% less. The Development Strategy of the Bank provides for increase of the share capital by UAH 56,000 thousand in December 2020. 

Key performance indicators

The question of the efficiency of the bank's activities is complex and comprehensive, as it concerns all areas and sectors of banking, and is influenced by internal and external factors. Efficiency shows the nature of cause-effect relationship of the bank's activity and shows not the result itself, but the price at which it was achieved.
The determination and evaluation of the Bank's efficiency is conducted to ensure that the management makes good management decisions in a changing market environment and to implement an optimal management strategy. Efficiency assessment enables the management to identify how successful and efficient the Bank is in accordance with the strategy adopted as well as to identify reserves for improving its performance.
Planned and actual key indicators used by the management of the Bank to evaluate its operating results as of 01.01.2020 are the following: 

	[bookmark: _Hlk33713272]No.
	Indicator name
	Plan
	Factual result

	1
	Total assets
	240,789
	240,468

	2
	Total liabilities
	53,752
	46,812

	3
	Total income
	28,607
	28,779 

	4
	Total expenses, including:
	(32,394)
	(33,188)

	4.1.
	Administrative expenses, of which:
	(25,474)
	(26,788)

	4.1.1.
	Expenses on employee benefits
	(19,945)
	(19,537)

	5
	Financial result
	(3,787)
	(4,409)

	6
	Net interest income
	23,3019
	23,504

	7
	Net interest margin 
	9%
	13.83%

	8
	Return on assets (ROA)
	-1.6%
	-1.8%

	9
	Return on equity (ROЕ)
	-1.9%
	-2.2%

	10
	Regulatory capital 
	210,836
	211,420



In addition, the Bank not only complied with all economic and mandatory provision standards, but also had a significant margin of compliance: 

	Standard
	Name of the indicator
	Standard amount
	Factual amount

	Н1
	The minimum amount of regulatory capital, UAH thousand
	200,000 
	211,420

	Н2
	The standard of regulatory capital adequacy
	No less than 10%
	327.04%

	Н3
	The standard of equity adequacy 
	No less than 7%
	290.13%

	Н6
	The standard of short-term liquidity
	No less than 60%
	1864.84%

	Н7
	The maximum amount of credit risk per counterparty
	No less than 25%
	0%

	Н8
	The high credit risk ratio
	No less than 800%
	0%

	Н9
	The maximum credit risk ratio for transactions with related parties 
	No less than 25%
	0%

	Н11
	The standard of investment in securities separately per each institution
	No less than 15%
	0%

	Н12
	The standard of the total amount of investment 
	No less than 60%
	0%

	L 13-1
	The long open currency position limit
	No less than 5%
	1%

	L 13-2
	The short open currency position limit
	No less than 5%
	0%

	LCR IB
	Foreign currency liquidity coverage ratio
	No less than 100%
	8240.7491%

	LCR BB
	The liquidity coverage ratio for all currencies
	No less than 100%
	124.4093%



Corporate Governance Report

The Bank uses national and international corporate governance practices in accordance with the requirements of Ukrainian legislation. The Bank is governed by the Corporate Governance Code, approved by the Decision of the sole shareholder No. 6 dated April 24, 2018.
The Code is publicly available on the Bank's website (www.ubrr.com.ua).
During the reporting year, the Bank followed the principles set out in the Code.
There were no facts of violation by members of the Supervisory Board and the Executive Board of internal rules, which would lead to damage to the Bank or to depositors of the Bank.
During the reporting year, there were no cases of imposing sanctions on the Bank, members of the Supervisory Board and the Executive Board by state authorities.
In 2019, the Committee on supervision and regulation of banks, oversight of payment systems of the National Bank of Ukraine, Decision No.537 of 23.10.2019 applied to the Bank an enforcement measure in the form of a written warning because of the Bank's violation of the requirements of the Regulation on determination by Ukrainian banks of credit risk on active banking operations, approved by the resolution of the Board of the National Bank of Ukraine dated 30.06.2016 No.351.

The sole shareholder of the Joint stock company “Ukrainian bank for reconstruction and development” is LIMITED LIABILITY COMPANY “BOCE (HONG-KONG) co., LIMITED” (EDRPOU code 40977562). 

List of individuals who directly or indirectly own significant part of shares of the issuer  

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.
The Bank does not have any restrictions on shareholder participation and voting rights at the General Meeting.
According to Article 49 of the Law of Ukraine “On Joint Stock Companies”, the powers of the General Meeting of Shareholders of the Bank shall be exercised solely by the sole shareholder of the Bank. According to part one of Article 49 of the Law of Ukraine “On Joint Stock Companies”, the provisions of Articles 33-48 of the Law on the procedure for convening and holding general meetings of a joint stock company shall not apply to a sole-shareholder company. 

Information on the General Meeting held and a general description of the decisions taken:
The General Meeting of Shareholders is the supreme governing body of the Bank, which resolves any issues of activities of the Bank. The exclusive competence of the General Meeting of Shareholders includes:
- defining the main activities of the Bank and approving reports on their implementation;
- making decisions regarding the circulation (placement, redemption, cancellation, etc.) of the Bank's shares:
- amendments to the Bank's Articles of Association;
- approval of the annual results of operations, covering of losses and distribution of the Bank's profit taking into account the requirements stipulated by the legislation of Ukraine;
- determining the terms of remuneration for the members of the Supervisory Board;
- reviewing the reports of the Supervisory Board of the Bank, the Executive Board of the Bank and approving the measures based on the results of their review;
- consideration of the external auditor's conclusions and approval of measures based on the results of his/her review;
- making a decision to approve a Significant transaction and to engage in a related-party transaction in cases stipulated by applicable law.
During the reporting period, four meetings of the sole shareholder were held, at which decisions were made on approving the results of the Bank's activities for the previous reporting year, electing the members and the Chairman of the Supervisory Board and determining the terms of agreements to be concluded with them, disposal of real estate owned by the Bank, etc.

Information on the Supervisory Board 
The Supervisory Board is a body that protects the rights of depositors, other creditors and shareholders of the Bank and, within its competence, controls and regulates the activities of the Executive Board, but does not participate in the day-to-day management of the Bank.
The competence of the Supervisory Board is to resolve the issues stipulated by the Articles of Association, as well as issues which belong to the competence of the General Meeting of Shareholders, but which have been referred to the Supervisory Board for decision. The exclusive competence of the Supervisory Board of the Bank includes the following:
- approval of the Bank's development strategy in accordance with the main activities defined by the General Meeting of Shareholders of the Bank;
- approval of the Bank's budget, including the budget of the internal audit department, and the business plan of the Bank;
- definition and approval of the risk management strategy and policy, procedure for managing them, as well as the list of risks and their margins;
· ensuring the functioning of the internal control system of the Bank and control over its efficiency;
· appointment and dismissal of the chairman and members of the Executive Board, head of the internal audit department, employee responsible for financial monitoring, and their remuneration; 
· choosing an audit firm for external audit, approval of the contract terms with such firm, determination of amount to be paid for the services, review of the report of the external auditor and making recommendations for the General Meeting of Shareholders regarding decision on the report; 
· making decisions on Significant transactions, if the market value of the assets or services subject to the transaction exceed 10 (ten)% but is less than 25 (twenty-five) % of the value of the Bank’s assets according to the latest annual report.
· approval of the market value of the Bank’s assets in cases stipulated by the current legislation; 
· making decisions on the choice of appraiser of the assets of the Bank and approval of terms of contracts to be concluded with the appraiser, determination of amount to be paid for the services; 
· review of the report of the Executive Board of the Bank and approving measures upon such review;
· other.

The composition of the Supervisory Board as of 01.01.2020
The members of the Supervisory Board are elected/appointed by the General Meeting for a term not exceeding three years. The members of the Supervisory Board may be re-elected indefinitely. Upon election, Bank shall conclude employment agreements or civil contracts with the members of the Supervisory Board of the Bank, which shall provide for the rights, obligations, liability of the parties, etc. The powers of the Chairman of the Supervisory Board, the Deputy Chairman of the Supervisory Board and other members of the Supervisory Board may be early terminated by a respective decision of the General Meeting with the simultaneous election of new members of the Supervisory Board. In absence of a decision of the General Meeting, the powers of the Chairman of the Supervisory Board, the Deputy Chairman of the Supervisory Board and other members of the Supervisory Board shall be terminated:
1) at his/her request, subject to two weeks written notice thereof;
2) in case a person is unable to fulfil the duties of a member of the Supervisory Board for the reasons of ill health;
3) in case of the entry into force of a sentence or a court decision whereby a person is sentenced to punishment, which excludes the possibility of performing the duties of a member of the Supervisory Board;
4) in the case of death, recognition as incapacitated, limited by capacity, missing or dead;
5) in case the Bank receives a written notice of replacement of a member of the Supervisory Board who is a representative of the Shareholder.

The previous composition of the Supervisory Board of the Bank was appointed by the decision of the single shareholder as of 15.03.2018 in force till 14.03.2019 as follows:
· Head of the Supervisory Board – Yan Dongsheng;
· Deputy Head of the Supervisory Board, (independent member) - Wen Yuanhua;
· Member of the Supervisory Board - Tang Weijun;
· Member of the Supervisory Board (independent member) – Osypenko Ruslan Anatoliyovych 
· Member of the Supervisory Board (independent member) – Blaschuk Yuriy Oleksandrovych. 

 By the decision of the single shareholder No.1/2019 dated 14.03.2019, the aforementioned composition of the Supervisory Board was re-elected for a new term in full composition with a 1-year term of office.
On April 25, 2019, the decision of the single shareholder No. 2/2019 dated April 25, 2019 terminated the term of office of Tang Weijun, Member of the Supervisory Board.
The total amount of payments to the members of the Supervisory Board of the Bank for 2019 amounted to UAH 1,544 thousand.

During 2019, the Bank's Supervisory Board made decisions on approving the Bank's strategic plans for development, determining the organisational structure of the Bank and issues of its operations, issues of the Internal Audit Service, determining the audit company to audit the bank's financial statements for the year ended December 31, 2019, increasing regulatory capital etc.
The Supervisory Board established the following committees: 
The Audit Committee, established by the decision of the Supervisory Board as a body to assist it in the oversight of the internal control system, preparing financial reports, control of the performance of the internal audit department of the Bank, cooperation with external auditors and their performance, review of other issues to be delegated, assigned by the Supervisory Board or stipulated by law and Articles of Association of the Bank.   
In the reporting year, the Audit committee had 6 meetings, at which the following issues were discussed: performance of the internal audit department, the status of the internal control system, the report of the external auditor for 2018, the issue of establishing the criteria for conducting a competition for external auditor for audit of the financial reports for the year ending December 31, 2019 and providing recommendations to the Supervisory Board on determining the winner, as well as other issues. 

Risk management committee, the purpose of which is to assist the Supervisory Board of the Bank in carrying out its functions of effective implementation of the Bank's risk management strategy, organisation of the risk management process, identification of the departments responsible for risk management, making decisions on risks within the competence of the Supervisory Board of the Bank.
During 2019, at its meetings the Risk management committee discussed the issues of reviewing risk reports, the results of stress testing and the status of implementation of the targets set by the Development Strategy for 2018-2021, risk compliance reports, review of CRO notifications, review and approval of internal documents of Bank, other issues.

Information on the activities of the Executive Board of the Bank
The Executive Board is the collegial executive management body of the Bank. The Executive Board reports to the General Meeting of Shareholders and the Supervisory Board and ensures implementation of their decisions. The Executive Board manages day-to-day activities of the Bank, forms the funds required for the Bank's statutory activities and is responsible for the efficiency of its operations in accordance with the principles and procedures established by the Articles of Association, decisions of the General Meeting of Shareholders and the Supervisory Board. The competence of the Executive Board is to resolve all issues related to the management of day-to-day activities of the Bank's, except those which fall within the exclusive competence of the General Meeting of Shareholders and the Supervisory Board.

The composition of the Executive Board as of 01.01.2020:
The Executive Board of 5 (five) members is elected by the Supervisory Board. The Executive Board consists of the Chairman and members who may be Deputy Chairman of the Executive Board. The Chairman, the Deputy Chairman and the members of the Executive Board are elected by the Supervisory Board and hold the positions of the members of the Executive Board.
The powers of the Chairman and other members of the Executive Board may be terminated:
· by a decision of the Supervisory Board of the Bank, in compliance with the provisions of the employment agreement (contract) concluded with the member and the legislation of Ukraine;
· on the initiative of the relevant member of the Executive Board before the expiration of the contract concluded with him/her in compliance with the provisions of the employment agreement (contract) concluded and the legislation of Ukraine;
· by agreement between the parties;
· in other cases, stipulated by legislation in force.

During the reporting year, the composition of the Executive Board of the Bank was changed due to the termination of powers of the following members of the Executive Board on their own volition:
· Deputy Chairman of the Board - Voloshanyuk Oleksandr Sergiyovych (until 16.10.2019);
· Deputy Chairman of the Board - Cherevko Nataliia Mykhaylivna (till 15.07.2019).

As of 01.01.2020 the composition of the Executive Board of the Bank is as follows: 
· Chairman of the Executive Board – Loktionov Oleh Yuriyovych;
· Deputy Chairman of the Executive Board – Tretiakov Vasyl Valeriyovych;
· Chief accountant, Member of the Executive Board – Zeleniuk Nataliia Oleksandrivna.

The total amount of payments made to the members of the Executive Board of the Bank for 2019 amounted to UAH 2,174 thousand.

During 2019, the Executive Board of the Bank decided on the issues related to Bank's day-to-day activities, approval of internal bank regulations in accordance with its competence, determining the list of issues to be submitted to the Supervisory Board of the Bank and the General Meeting of Shareholders (including the increase of the regulatory capital), reviewing and approving financial and management reporting, a list of related parties and other issues. 

The following committees have been established by the Executive Board of the Bank:
The Credit Committee, the purpose of which is to create and maintain a qualitatively balanced and diversified credit and investment portfolio of the Bank, taking into account the approved strategy and credit policy of the Bank.
In the reporting year 2019, at meetings held at least once a month, the Committee considered the issues of determining expected credit losses on assets and operations of Bank in accordance with the requirements of international financial reporting standards as well as the amount of credit risk in accordance with the requirements of the National Bank of Ukraine. 

The Risk, Asset and Liability Committee, the purpose of which is to:
· manage the risks to which the Bank is exposed to in its activities;
· manage the Bank's assets and liabilities;
· ensure profitability of the Bank's operations.
During 2019 the Committee considered issues of asset and liabilities management within the approved budgets and strategies as well as issues of determining the fair value of financial instruments. 
The Client Policy Committee (Tariff Committee), established to improve the Bank's client policy and facilitate its successful implementation in accordance with the Bank's prospective development plan.
The Tariff Committee reviews the bank's tariff plans on a monthly basis to ensure that they are in line with market conditions and makes changes as necessary.

The Technology Committee, which was established to approve technologies for conducting banking operations and to define methods of internal control over their implementation in accordance with the legislation of Ukraine to minimise operating and technological risk.
In the reporting year 2019, the Committee considered issues of approving new and amending existing intra-bank regulations, with a further referral to the Executive/Supervisory Board for approval.

The information security committee, the main tasks of which is to:
· define the information security tasks, their compliance with the requirements of Ukrainian legislation, in particular the regulatory acts of the National Bank of Ukraine, and the internal documents of the Bank, as well as their integration into the critical business processes of the Bank;
· reviewing the efficiency of implementation and operation of ISMS (information security management system);
· providing the Bank with sufficient resources to fulfil information security tasks;
· coordination of joint activities of the Bank's structural departments, where necessary by third parties, to ensure information security;
· carrying out practical measures to raise awareness of the Bank's employees of information security issues.
During the reporting year, the Committee considered issues regarding the functioning of ISMS within the framework of the defined policy for managing information security risks and issues regarding meeting the requirements of the current legislation on these issues.
The procurement committee, the main task of which is development and provision of measures to identify the best supplier at procurement of goods, works and services. During the reporting year, the Committee considered the issues of concluding contracts for the audit of the Bank's financial statements for 2019, with the further submission of the matter to the Supervisory Board of the Bank, the acquisition of software for banking operations and other issues of conclusion of contracts for the purpose of ensuring the functioning of the Bank.
Description of the main characteristics of internal control and risk management systems:
The Bank has developed and approved the necessary internal documents governing the organisation and functioning of the internal control and management system and minimising the risks to which the Bank is exposed in its activities.
The Bank has implemented and operates an internal control system that complies with the following principles: efficiency and effectiveness, allocation of responsibilities, comprehensiveness and timeliness, independence and confidentiality, and which ensures procedures of internal control over the day-to-day operations of the Bank.
Internal control procedures are properly documented and involve at least three steps: developing control policies and procedures, reviewing compliance with such policies and procedures and monitoring their efficiency.
 The Bank introduces internal control procedures that provide for:
- reporting to the Supervisory and the Executive Boards of the Bank. In accordance with the allocation of functional responsibilities, the management of the Bank continually receive and analyse reports on the fulfilment of the set goals in order to determine whether the actual financial results correspond to the planned indicators;
- multilevel control over activities of the Bank: supervision by heads of structural departments of performance by employees of their functional duties; control of the Executive Board of the Bank over the activities of the structural departments of the Bank; control by the Supervisory Board of the Bank over the activities of the Executive Board;
- list of measures (actions) of the Bank to ensure the control over the availability of the Bank's assets, which include periodic inventory, double control, restricted access to assets;
- a list of measures (actions) of the Bank to ensure access control to electronic banking systems, databases and software, which includes the development of policies and procedures for granting respective permits;
- a list of measures (actions) of the Bank to ensure control over access to information containing Bank secrets, which includes the development of policies and procedures for granting access;
- a list of measures (actions) of the Bank to ensure control over the access of the Bank's employees to carrying out the Bank's operations, including the development of policies and procedures for granting access;
- check of compliance with the established limits and restrictions;
- constant assessment of the adequacy and efficiency of the internal control system.
The Bank's employees, within their functional responsibilities, ensure the implementation of internal control procedures.
At the level of all structural departments involved in the internal control system, the Reports on the results of monitoring of the internal control system efficiency are prepared and shall obligatory made communicated to the members of the Executive and the Supervisory Boards of the Bank.
During 2019, the Bank's internal control system has undergone changes and improvements related to the following factors:
- increased attention of the Supervisory Board to internal control issues, which resulted in the cooperation between the Executive and Supervisory Boards and development of an action plan by the Executive Board to improve the internal control system.
- change of regulatory requirements - introduction of the Instruction of the National Bank of Ukraine No. 88 of 02.08.19 on the system of internal control in banks of Ukraine.
- constant update of the internal regulatory framework aimed at improving the control mechanisms in activities of the Bank.
- implementation of the measures and recommendations which were given as a result of internal and external audits.
Management assesses the current internal control system of the Bank as appropriate to the size, nature and scope of the Bank's operations, which sufficiently minimises the risks to which the Bank is exposed in its operations, and promotes capital conservation, protection of interests of shareholders, depositors and customers of the Bank.

The risk management system of the Bank is a part of the Bank's overall corporate governance system and aims to ensure sustainable development within the framework of the Development Strategy.
The strategic goals of therisk management of the Bank are:
· ensuring the necessary balance between risk and profitability and minimising losses of the Bank;
· support and enhancement of the credit rating of the Bank;
· integration of risk management into the strategic management system of the Bank;
· creation and development of risk management intrabank infrastructure;
· implementation of the latest methods and banking standards;
· improvement of banking products and processes;
· increase of the Bank's competitive advantages.
In implementing the Strategy, the Bank will comply with the following basic principles:
· the Bank does not take any risk if this is possible;
· the Bank does not take more risk than its own equity allows;
· the management of the Bank thinks about the consequences of the risk and does not risk much for the sake of small;
· the Bank does not create risky situations for profit;
· the Bank keeps the risks under control;
· the Bank diversifies risks among clients/shareholders and by type of activities;
· the Bank creates the necessary provisions to cover the risks;
· the Bank establishes continuous monitoring of risk changes.
For efficient risk management and minimisation of the conflict of interest between risk undertaking, limiting and controlling the level of risk, as well as audit of the risk management system, the organisational structure of the Bank has been tailored to take into account the need for division of functions and responsibilities between the “3 lines of defence” of the Bank:
The 1st defence line is ensured by the Executive Board and its collegial bodies, business and support departments, and provides for ensuring compliance with the limits set by the 2nd defence line. In the course of its activities it performs the following functions in terms of risk management:
· identification of types of risks;
· identification and initial risk assessment of operations and transactions;
· risk level forecasting;
· primary control of compliance with the established restrictions and limits;
· development and implementation of measures to comply with restrictions and limits;
· risk acceptance and responsibility;
· reporting on the day-to-day management of such risks;
· participation in the development of policies, methodologies, methods and instruments for managing appropriate risk;
· participation in stress testing.
The 2nd defence line is ensured by the Risk Management and Compliance departments and means independent risk assessment and control. The powers of the 2nd line include:
· identification and assessment of risk types significance;
· harmonisation of risk management and risk assessment methodology;
· assessment of the aggregate (total) level of risks;
· risk level forecasting;
· development of a system of limitations of risk levels;
· independent from the 1st line risk assessment, control of compliance of the actual and forecasted levels of a risk with the set limits;
· development of procedures for escalation of risk limit violations and control over implementation of measures for elimination of a violation;
· control over compliance with mandatory regulatory standards;
· organisation/conduct of stress testing procedures;
· preparing risk reports and submitting them to management and collegial bodies;
· risk culture development.
The 3rd defence line is ensured by the Internal Audit Service and means assessing the efficiency of the risk management system, independent assessment of the compliance of the risk management system with internal and external requirements. The powers of the 3rd line include:
· assessing efficiency of the risk management system;
· verification of the efficiency of the banking risk assessment methodology and procedures;
· informing management about detected deficiencies in the risk management system;
· control of elimination of detected deficiencies in the risk management system.

Considering the types of activities, scales, specifics of the Bank's operations, as well as taking into account the recommendations of the National Bank of Ukraine, the significant risks attributable to the Bank's activities include:
· Credit risk.
· Liquidity risk.
· Banking book interest rate risk.
· Market risk.
· Operational risk (including information risk).
· Compliance is risk (including reputational risk).
· Strategic risk.
· Real estate risk.
The main task of improving the risk management system faced by the Bank in the reporting year was full compliance with the requirements of the Regulation on the organisation of risk management system in banks of Ukraine and banking groups, approved by the NBU Resolution №64 of 11.06.2018.

Internal audit
According to the Law of Ukraine "On Banks and Banking", the Regulation on the Organisation of Internal Audit in Banks of Ukraine, approved by the resolution of the Board of the NBU No.311 of May 10, 2016, the Bank established the Internal Audit Service, which is subordinated and accountable to the Supervisory Board of the Bank.
The appointment of the head of internal audit service was approved by the National Bank of Ukraine. The procedures for the internal audit service planned and approved by the Supervisory Board for 2018 were fully implemented.
During 2019, the internal audit service of the Bank functioned as required by Ukrainian law, including the regulations of the National Bank of Ukraine, International Standards and the Internal Audit Code of Ethics set by the Institute of Internal Auditors (IIA) and internal regulations of the Bank. The Internal audit service operated in accordance with the Work Plan approved by the Supervisory Board of the Bank, carried out audits, provided advice, consulting services and clarifications that did not affect its independence and impartiality. The service remained independent of the Bank's operations and management, was accountable and reported to the Audit Committee (since its creation in March 2019) and to the Supervisory Board of the Bank on a quarterly basis, and had a separate budget approved by the Supervisory Board of the Bank.
There were no circumstances and events that would indicate restriction of activities, independence, loss of impartiality of the internal audit service of the Bank during 2019. The head of Internal Audit Service informed the Audit Committee and the Supervisory Board of the necessary and available resources of the department and the need to increase them (in particular, the number of staff in the department).
Based on the activities and audits carried out in 2019, the internal audit service provided the Audit Committee and the Supervisory Board with reports on the results of the audits, conclusions on the functioning of the Bank's internal control system and on the status of implementation of the recommendations resulted from the audits.
The head of internal audit service was involved in the selection of the external auditor for the audit of the Bank's financial statements for 2019.

External auditor activities
Following the results of the tender for an audit company held in September 2019, the Supervisory Board, by its decision as of 26.09.19 (Minutes of the meeting of the Supervisory Board No.15), selected LLC “RSM Ukraine” to audit the Bank's financial statements for 2019.
The overall audit experience of the external auditor made 24 years at the time of the selection. LLC “RSM Ukraine” will provide audit services to the Bank for the first time. During 2019, the audit firm did not provide any audit services to the Bank. No cases of conflict of interest and/or overlap with the internal auditor's functions were identified. Previously, LLC “RSM Ukraine” had not provided its services to the Bank, so there is no non-compliance with the auditors' rotation requirements.
There are no sanctions applied to the auditor by the Audit Chamber of Ukraine in 2019, as well as there are no facts of submitting false reports of the Bank confirmed by the auditor’s report, which were revealed by the authorities that regulate the financial services markets.

Related party transactions
The procedures of the Bank for recognising persons as related to the Bank and conducting transactions with them are based on the requirements of the Law of Ukraine “On Banks and Banking Activities”, the Instruction on the Procedure for Regulation of Banking Activities in Ukraine (approved by the resolution of the Board of the National Bank of Ukraine No. 368 dated August 28, 2001, as amended), the Regulation on the definition of persons related to the bank, (approved by the resolution of the Board of the National Bank of Ukraine No. 315 dated May 12, 2015), other legal acts of the National Bank of Ukraine.
During the reporting year, the Bank performed insignificant transactions with related parties.
Balances on transactions with related parties as of December 31, 2019, UAH thousand.
	in UAH thousand
	Majority stakeholders (shareholders)
	Key management
	Other related parties

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

	Clients’ money (0.0% interest rate)
	8,992
	142
	-

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



Income and expenses from transactions with related parties as of December 31, 2019, UAH thousand. 
	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)
	-



During the reporting period, there were no facts of purchase / sale of assets in excess of 10% of total assets at the last reporting date (31.12.2018), and therefore no valuation was carried out for this purpose. To determine the total value of assets as of the end of 2018, from 1 January of the reporting year to the date of approval of the annual report for the previous reporting year, the Bank used the total value of assets according to the statistical reporting data as of 01 January 2019.
Fund placement and financial investment transactions in excess of 10% of total assets at the last reporting date were made upon decisions of the relevant authorities, the information on which is provided in the section of this Report on the list of items discussed by the General Meeting of Shareholders (Single Shareholder) and the Supervisory Board of the Bank.
Information on protecting the rights of consumers of financial services
The mechanism of consumer rights protection is established by the current legislation, the Civil Code, the Law of Ukraine “On Consumer Protection” of 01.12.2008 No. 3161-IV.
Before concluding a contract, a consumer of financial services has an opportunity to carefully read the available permits, licenses, terms of the contract and to clearly understand its contents, as well as the applicable tariffs. The information provided to a client is placed in a publicly accessible place (cash desk) and on the Bank's official website at www.ubrr.com.ua and provides a correct understanding of the essence of the financial service without imposing its purchase.
Requirements for the terms of a contract are established by the Civil Code of Ukraine and Article 6 of the Law of Ukraine “On Consumer Protection” of 01.12.2008 No. 3161-IV. In addition, prior to the conclusion of the contract, a consumer has the right to access information on the activities of the financial institution the list of which (information) is determined by Article 12 of the Law of Ukraine “On Consumer Protection” of 01.12.2008 №3161-IV.
The complaint handling mechanism is provided for in the Bank's internal regulatory documents: “The procedure for receiving, processing and monitoring of complaints from clients” (approved by the decision of the Executive Board of the Bank, Minutes No. 50 as of October 25, 2019) and “The procedure for registration, consideration and processing of appeals from citizens, legal entities and state bodies” (approved by the decision of the Executive Board of the Bank, Minutes No. 63 as of 28.12.2019). This mechanism places the responsibility for the consideration of complaints on different structural units, depending on the issue of the complaint. Written and electronic responses to complaints are signed or authorised by the Chairman of the Executive Board of the Bank.
The deputy heads of the Corporate Customers Department Beregul N.V. and Vyshnevetska M.E. were appointed responsible for cooperation with the National Bank of Ukraine regarding consideration of customer complaints and organisation of work on processing of new requirements of the National Bank of Ukraine on protection of consumer rights.
During the reporting year, there were no complaints regarding provision of financial services, and there were no court claims on the provision of financial services by the bank.


Chairman of the Executive Board                                             	O.Y. Loktionov
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