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Notes to the 2017 IFRS Financial statements

(thousands of Ukrainian hryvnia unless otherwise indicated)

1.

Principal activities

Public Joint Stock Company "ING Bank Ukraine" (hereinafter – the “Bank”) was created as a closed joint stock company
according to the Ukrainian legislation and was registered by the National Bank of Ukraine (the "NBU") on
15 December 1997.
The Bank specialises in providing banking services to leading Ukrainian and foreign companies and banks. These services
include lending, trade finance, payments and cash and other services. The Bank also opens accounts and offers fixedterm liability products to legal entities. The Bank operates under a general banking licence issued by the NBU. The Bank
is a member of the state deposit insurance scheme in Ukraine.
The activities are conducted principally in Ukraine, although the Bank also conducts transactions on international markets.
The Bank is a wholly owned subsidiary of ING Bank N.V., Netherlands (the “Parent Bank”). The head office is located at
30-A Spasska St., Kyiv, Ukraine.

2.

Operating environment of the Bank and political situation in Ukraine

The Bank’s operations are primarily located in Ukraine. The political and economic situation in Ukraine has been subject
to significant turbulence in recent years and demonstrates characteristics of an emerging market. Consequently, operations
in the country involve risks that do not typically exist in other markets.
An armed conflict in certain parts of Lugansk and Donetsk regions, which started in spring 2014, has not been resolved
and part of the Donetsk and Lugansk regions remains under control of the self-proclaimed republics, and Ukrainian
authorities are not currently able to fully enforce Ukrainian laws on this territory. Various events in March 2014 led to the
accession of the Republic of Crimea to the Russian Federation, which was not recognised by Ukraine and many other
countries. This event resulted in a significant deterioration of the relationship between Ukraine and the Russian Federation.
Ukraine’s economic situation deteriorated significantly since 2014 as a result of the fall in trade with the Russian Federation
and military tensions in Eastern Ukraine. Although instability continued throughout 2016 and 2017, Ukrainian economy
showed first signs of recovery with inflation rate slowing down, lower depreciation of hryvnia against major foreign
currencies, growing international reserves of the NBU and general revival in business activity.
In 2016 and 2017, the NBU made certain steps to provide a relief to the currency control restrictions introduced in 2014–
2015. In particular, the required share of foreign currency proceeds subject to mandatory sale on the interbank market was
gradually decreased, while the settlement period for export-import transactions in foreign currency was increased. Also,
the NBU allowed Ukrainian companies to pay dividends abroad with a certain monthly limitation.
The International Monetary Fund continued to support the Ukrainian government under the four-year Extended Fund
Facility Programme approved in March 2015. Other international financial institutions have also provided significant
technical support in recent years to help Ukraine restructure its external debt and launch various reforms (including
anticorruption, corporate law, and gradual liberalization of the energy sector).
In August 2017, Moody’s upgraded Ukraine’s credit rating to Caa2, with a positive outlook, reflecting recent government
reforms and improved foreign affairs. Further stabilization of economic and political environment depends on the continued
implementation of structural reforms and other factors.
These financial statements reflect management’s current assessment of the impact of the Ukrainian business environment
on the operations and the financial position of the Bank.
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3.

Basis of preparation and summary of accounting policies

Statement of compliance
These financial statements have been prepared in accordance with International Financial Reporting Standards ("IFRS").
Basis of measurement
The financial statements are prepared under the historical cost basis, except for derivative instruments measured at fair
value.
Functional and presentation currency
The national currency of Ukraine is the Ukrainian hryvnia ("UAH"). These financial statements are presented in thousands
of Ukrainian hryvnia ("UAH thousands"), which is the Bank's functional and presentation currency, unless otherwise
indicated.
Accounting Developments
Change applied in 2017 for the first time did not have a significant effect on the financial statement.
Comparative information
Certain comparative information in disclosures was amended to confirm to the current year presentation.
In particular, the Bank amended presentation of commission income from foreign currency exchange that previously have
been included to the caption “Gains less losses from foreign currencies” and reclassified to the caption “Commission
income” in 2017.
Fair value measurement
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between
market participants at the measurement date in the principal, or in its absence, the most advantageous market to which
the Bank has access at that date. The fair value of a liability reflects its non-performance risk.
When available, the Bank measures the fair value of an instrument using quoted prices in an active market for that
instrument. A market is regarded as active if transactions for the asset or liability take place with sufficient frequency and
volume to provide pricing information on an ongoing basis.
When there is no quoted price in an active market, the Bank uses valuation techniques that maximise the use of relevant
observable inputs and minimise the use of unobservable inputs. The chosen valuation technique incorporates all the factors
that market participants would take into account in these circumstances.
The best evidence of the fair value of a financial instrument at initial recognition is normally the transaction price, i.e., the
fair value of the consideration given or received. If the Bank determines that the fair value at initial recognition differs from
the transaction price and the fair value is evidenced neither by a quoted price in an active market for an identical asset or
liability nor based on a valuation technique that uses only data from observable markets, the financial instrument is initially
measured at fair value, adjusted to defer the difference between the fair value at initial recognition and the transaction
price. Subsequently, that difference is recognised in profit or loss on an appropriate basis over the life of the instrument,
but no later than when the valuation is supported wholly by observable market data or the transaction is closed out.
IFRS define a hierarchy of fair value determination which reflects the relative reliability of the various ways of obtaining a
fair value:
(a) Active market: Quoted price (Level 1)
Use quoted prices of financial instruments in active markets.
(b) Valuation technique using observable inputs (Level 2)
Use quoted prices for similar instruments in active markets or quoted prices for identical or similar instruments in inactive
markets or use valuation models where all significant inputs are observable.
(c) Valuation technique with significant non-observable inputs (Level 3)
Use valuation models where one or more significant inputs are not observable.
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Only if the first best way of determining the fair value is not available the next best determination method may be applied.
If possible, the Bank obtains fair values from quoted market prices; otherwise, the next best available measurement
technique is applied.
Financial assets
Initial recognition
Financial assets in the scope of IAS 39 are classified as either financial assets at fair value through profit or loss, loans
and receivables, held-to-maturity investments, or available-for-sale financial assets, as appropriate. When financial assets
are recognised initially, they are measured at fair value, plus, in the case of investments not at fair value through profit or
loss, directly attributable transaction costs. The Bank determines the classification of its financial assets upon initial
recognition, and subsequently can reclassify financial assets in certain cases.
Date of recognition
Financial assets are recognised in the statement of financial position when the Bank becomes a party to the contractual
provisions of the instrument. All regular way purchases of financial assets are accounted for at the settlement date.
Financial assets at fair value through profit or loss
Financial assets classified as held for trading and those designated at fair value through profit or loss at inception are
included in the category 'financial assets at fair value through profit or loss'. Financial assets are classified as held for
trading if they are acquired for the purpose of selling in the near term. Derivatives are also classified as held for trading
unless they are designated as effective hedging instruments. Gains or losses on financial assets at fair value through profit
or loss are recognised in the profit or loss.
Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an
active market. They are not entered into with the intention of immediate or short-term resale and are not classified as
trading securities or designated as investment securities available-for-sale. Such assets are carried at amortised cost using
the effective interest rate method. Gains and losses are recognised in profit or loss when the loans and receivables are
derecognised or impaired, as well as through the amortisation process.
Available-for-sale financial assets
Available-for-sale financial assets are those non-derivative financial assets that are designated as available-for-sale or are
not classified as financial assets at fair value through profit or loss, loans and receivables or held-to-maturity investments.
After initial recognition available-for-sale financial assets are measured at fair value with gains or losses being recognised
as a separate component in other comprehensive income until the investment is derecognised or until the investment is
determined to be impaired at which time the cumulative gain or loss previously reported in other comprehensive income is
included in profit or loss. However, interest calculated using the effective interest rate method is recognised in the profit or
loss.
Investments in equity instruments that do not have a quoted market price in an active market are measured at cost less
any allowance for impairment.
Cash and cash equivalents
Cash and cash equivalents are assets that can be converted into cash at short notice and which are subject to an
insignificant risk of changes in value. Cash and cash equivalents comprise cash on hand, correspondent account with the
NBU (not restricted for use by the Bank at the reporting date), deposit certificates issued by the NBU and amounts due
from credit institutions that mature within ninety days of the date of origination and are free from contractual encumbrances.
Derivative financial instruments
In the normal course of business, the Bank enters into various derivative financial instruments including forwards in the
foreign exchange and securities markets and foreign currency swaps. Such financial instruments are held for trading and
recorded at fair value. The fair values are estimated based on quoted market prices or pricing models that take into account
the current market and contractual prices of the underlying instruments and other factors. Derivatives are carried as assets
if their fair value is positive and as liabilities if it is negative. Gains and losses resulting from these instruments are included
in profit or loss as gains less losses from trading securities or gains less losses from foreign currencies dealing, depending
on the nature of the instrument.
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Derivatives embedded in other financial instruments are treated as separate derivatives and recorded at fair value if their
economic characteristics and risks are not closely related to those of the host contract, and the host contract is not itself
held for trading or designated at fair value through profit or loss. The embedded derivatives separated from the host are
carried at fair on the trading portfolio with changes in fair value recognised in the statement of profit or loss and other
comprehensive income.
Financial liabilities
The Bank classifies non-derivative financial liabilities into the other financial liabilities category. Non-derivative financial
liabilities include amounts due to credit institutions and amounts due to customers.
All financial liabilities of Bank are recognised initially on the trade date at which the Bank becomes a party to the contractual
provisions of the instrument and are initially measured at their fair value less, in the case of a financial liability not at fair
value through profit or loss, transaction costs that are directly attributable to the acquisition or issue of the financial liability.
Subsequent to initial recognition, all financial liabilities, other than those designated at fair value through profit or loss and
financial liabilities that arise when a transfer of a financial asset carried at fair value does not qualify for derecognition, are
measured at amortised cost using the effective interest rate method.
Impairment of financial assets
The Bank assesses at each reporting date whether there is any objective evidence that a financial asset or a group of
financial assets is impaired. A financial asset or a group of financial assets is deemed to be impaired if, and only if, there
is objective evidence of impairment as a result of one or more events that has occurred after the initial recognition of the
asset (an incurred 'loss event') and that loss event (or events) has an impact on the estimated future cash flows of the
financial asset or the group of financial assets that can be reliably estimated. Evidence of impairment may include
indications that the borrower or a group of borrowers is experiencing significant financial difficulty, default or delinquency
in interest or principal payments, the probability that they will enter bankruptcy or other financial reorganisation and where
observable data indicate that there is a measurable decrease in the estimated future cash flows, such as changes in
arrears or economic conditions that correlate with defaults.
Amounts due from credit institutions and loans to customers
For amounts due from credit institutions and loans to customers carried at amortised cost, the Bank first assesses
individually whether objective evidence of impairment exists individually for financial assets that are individually significant,
or collectively for financial assets that are not individually significant. If the Bank determines that no objective evidence of
impairment exists for an individually assessed financial asset, whether significant or not, it includes the asset in a group of
financial assets with similar credit risks characteristics and collectively assesses them for impairment. Assets that are
individually assessed for impairment and for which an impairment loss is or continues to be recognised are not included in
a collective assessment of impairment.
If there is an objective evidence that an impairment loss has been incurred, the amount of the loss is measured as the
difference between the assets' carrying amount and the present value of estimated future cash flows (excluding future
expected credit losses that have not yet been incurred). The carrying amount of the asset is reduced through the use of
an allowance account and the amount of the loss is recognised in profit or loss. Interest income continues to be accrued
on the reduced carrying amount based on the original effective interest rate of the asset. Loans together with the associated
allowance are written off when there is no realistic prospect of future recovery and all collateral has been realised or has
been transferred to the Bank. If, in a subsequent year, the amount of the estimated impairment loss increases or decreases
because of an event occurring after the impairment was recognised, the previously recognised impairment loss is increased
or reduced by adjusting the allowance account. If a future write-off is later recovered, the recovery is credited to profit or
loss.
The present value of the estimated future cash flows is discounted at the financial asset's original effective interest rate. If
a loan has a variable interest rate, the discount rate for measuring any impairment loss is the current effective interest rate.
The calculation of the present value of the estimated future cash flows of a collateralised financial asset reflects the cash
flows that may result from foreclosure less costs for obtaining and selling the collateral.
For the purpose of a collective evaluation of impairment, financial assets are grouped on the basis of the Bank's internal
credit grading system that considers credit risk characteristics such as asset type, industry, geographical location, collateral
type, past-due status and other relevant factors.
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Future cash flows on a group of financial assets that are collectively evaluated for impairment are estimated based on
historical loss experience for assets with credit risk characteristics similar to those in the group. Historical loss experience
is adjusted based on current observable data to reflect the effects of current conditions that did not affect the years on
which the historical loss experience is based and to remove the effects of conditions in the historical period that do not
exist currently. Estimates of changes in future cash flows reflect, and are directionally consistent with, changes in related
observable data from year to year (such as changes in unemployment rates, property prices, commodity prices, payment
status, or other factors that are indicative of incurred losses in the group or their magnitude). The method and assumptions
used for estimating future cash flows are reviewed regularly to reduce any differences between loss estimates and actual
loss experience.
Available-for-sale financial assets
For available-for-sale financial assets, the Bank assesses at each reporting date whether there is objective evidence that
an investment or a group of investments is impaired.
In the case of equity investments classified as available-for-sale, objective evidence would include a significant or
prolonged decline in the fair value of the investment below its cost. Where there is evidence of impairment, the cumulative
loss – measured as the difference between the acquisition cost and the current fair value, less any impairment loss on that
investment previously recognised in profit or loss – is removed from other comprehensive income and recognised in profit
or loss. Impairment losses on equity investments are not reversed through the in profit or loss; increases in their fair value
after impairment are recognised directly in other comprehensive income.
In the case of debt instruments classified as available-for-sale, impairment is assessed based on the same criteria as
financial assets carried at amortised cost. If, in a subsequent year, the fair value of a debt instrument increases and the
increase can be objectively related to an event occurring after the impairment loss was recognised in profit or loss, the
impairment loss is reversed through profit or loss.
Renegotiated loans
Where possible, the Bank seeks to restructure loans rather than to take possession of collateral. This may involve
extending the payment arrangements and the agreement of new loan conditions.
The accounting treatment of such restructuring is as follows:
If the currency of the loan has been changed the old loan is derecognised and the new loan is recognised.
If the loan restructuring is not caused by the financial difficulties of the borrower the Bank uses the same approach as
for financial liabilities described below.
If the loan restructuring is due to the financial difficulties of the borrower and the loan is impaired after restructuring,
the Bank recognizes the difference between the present value of the new cash flows discounted using the original
effective interest rate and the carrying amount before restructuring in the provision charges for the period.

-

Once the terms have been renegotiated, the loan is no longer considered past due. Management continuously reviews
renegotiated loans to ensure that all criteria are met and that future payments are likely to occur. The loans continue to be
subject to an individual or collective impairment assessment, calculated using the loan's original or current effective interest
rate.
Derecognition of financial assets and liabilities
Financial assets
A financial asset (or, where applicable a part of a financial asset or part of a group of similar financial assets) is
derecognised where:
-

the rights to receive cash flows from the asset have expired;
the Bank has transferred its rights to receive cash flows from the asset, or retained the right to receive cash flows
from the asset, but has assumed an obligation to pay them in full without material delay to a third party under a 'passthrough' arrangement; and
the Bank either (a) has transferred substantially all the risks and rewards of the asset, or (b) has neither transferred
nor retained substantially all the risks and rewards of the asset, but has transferred control of the asset.

Where the Bank has transferred its rights to receive cash flows from an asset and has neither transferred nor retained
substantially all the risks and rewards of the asset nor transferred control of the asset, the asset is recognised to the extent
of the Bank's continuing involvement in the asset. Continuing involvement that takes the form of a guarantee over the
transferred asset is measured at the lower of the original carrying amount of the asset and the maximum amount of
consideration that the Bank could be required to repay.
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Where continuing involvement takes the form of a written and/or purchased option (including a cash-settled option or similar
provision) on the transferred asset, the extent of the Bank's continuing involvement is the amount of the transferred asset
that the Bank may repurchase, except that in the case of a written put option (including a cash-settled option or similar
provision) on an asset measured at fair value, the extent of the Bank 's continuing involvement is limited to the lower of the
fair value of the transferred asset and the option exercise price.
Financial liabilities
A financial liability is derecognised when the obligation under the liability is discharged or cancelled or expires.
Where an existing financial liability is replaced by another from the same lender on substantially different terms, or the
terms of an existing liability are substantially modified, such an exchange or modification is treated as a derecognition of
the original liability and the recognition of a new liability, and the difference in the respective carrying amounts is recognised
in profit or loss.
Offsetting
Financial assets and liabilities are offset and the net amount is reported in the statement of financial position when there
is a legally enforceable right to set off the recognised amounts and there is an intention to settle on a net basis, or to realise
the asset and settle the liability simultaneously.
Financial guarantees
In the normal course of business, the Bank enters into credit related commitments, comprising undrawn loan commitments,
letters of credit and guarantees, and provides other forms of credit insurance.
Financial guarantees are contracts that require the Bank to make specified payments to reimburse the holder for a loss it
incurs because a specified debtor fails to make payment when due in accordance with the terms of a debt instrument.
A financial guarantee liability is recognised initially at fair value net of associated transaction costs, and is measured
subsequently at the higher of the amount initially recognised, less cumulative amortisation or the amount of provision for
losses under the guarantee. Provisions for losses under financial guarantees and other credit related commitments are
recognised when losses are considered probable and can be measured reliably.
Financial guarantee liabilities and provisions for other credit related commitment are included in other liabilities.
Loan commitments are not recognised, except in the following cases:
-

loan commitments that the Bank designates as financial liabilities at fair value through profit or loss

-

if the Bank has a past practice of selling the assets resulting from its loan commitments shortly after origination, then
the loan commitments in the same class are treated as derivative instruments

-

loan commitments that can be settled net in cash or by delivering or issuing another financial instrument

-

commitments to provide a loan at a below-market interest rate.

Leases
Operating – Bank as lessee
Leases of assets under which the risks and rewards of ownership are effectively retained by the lessor are classified as
operating leases. Lease payments under an operating lease are recognised as expenses on a straight-line basis over the
lease term and included into other operating expenses.
Operating – Bank as lessor
The Bank presents assets subject to operating leases in the statement of financial position according to the nature of the
asset. Lease income from operating leases is recognised in profit or loss on a straight-line basis over the lease term as
other income. The aggregate cost of incentives provided to lessees is recognised as a reduction of rental income over the
lease term on a straight-line basis. Initial direct costs incurred specifically to earn revenues from an operating lease are
added to the carrying amount of the leased asset.
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Taxation
Income taxes have been provided for in the financial statements in accordance with Ukrainian legislation enacted or
substantively enacted by the reporting date. The income tax charge comprises current tax and deferred tax and is
recognised in profit or loss unless it is recognised in other comprehensive income or directly in equity because it relates to
transactions that are also recognised, in the same or a different period, in other comprehensive income or directly in equity.
Current tax
Current tax is the amount expected to be paid to or recovered from the taxation authorities in respect of taxable profits or
losses for the current and prior periods. Taxes, other than on income, are recorded within “other administrative and
operating expenses”.
Deferred tax
Deferred income tax is provided using the liability method for tax loss carry forwards and temporary differences arising
between the tax bases of assets and liabilities and their carrying amounts for financial reporting purposes. In accordance
with the initial recognition exemption, deferred taxes are not recorded for temporary differences on initial recognition of an
asset or a liability in a transaction other than a business combination if the transaction, when initially recorded, affects
neither accounting nor taxable profit. Deferred tax balances are measured at tax rates enacted or substantively enacted at
the reporting date which are expected to apply to the period when the temporary differences will reverse or the tax loss
carry forwards will be utilised. Deferred tax assets for deductible temporary differences and tax loss carry forwards are
recorded only to the extent that it is probable that future taxable profit will be available against which the deductions can
be utilised.
Uncertain tax positions
The Bank's uncertain tax positions are reassessed by the management at every reporting date. Liabilities are recorded for
income tax positions that are determined by the management as more likely than not to result in additional taxes being
levied if the positions were to be challenged by the tax authorities. The assessment is based on the interpretation of tax
laws that have been enacted or substantively enacted by the statement of financial position date and any known Court or
other rulings on such issues. Liabilities for penalties, interest and taxes other than on income are recognised based on the
management’s best estimate of the expenditure required to settle the obligations at the reporting date.
Property and equipment
Property and equipment is carried at cost, excluding the costs of day-to-day servicing, less accumulated depreciation and
any accumulated impairment. The carrying values of property and equipment are reviewed for impairment when events or
changes in circumstances indicate that the carrying value may not be recoverable.
Depreciation of an asset begins when it is available for use. Depreciation is calculated on a straight-line basis over the
following estimated useful lives:

Equipment
Furniture
Other tangible assets
Vehicles
Leasehold improvements

Years
2-12 years
8 years
2-5 years
5 years
During the minimum of: rent term or useful life

The asset's residual values, useful lives and methods are reviewed and adjusted as appropriate at each financial year-end.
Costs related to repairs and renewals are charged when incurred and included in other operating and administrative
expenses unless they qualify for capitalisation.
Intangible assets
Intangible assets include acquired computer software and licences. Intangible assets acquired separately are measured
on initial recognition at cost. Following initial recognition, intangible assets are carried at cost less any accumulated
amortisation and any accumulated impairment losses. Intangible assets are amortised over the useful economic lives from
three to ten years and assessed for impairment whenever there is an indication that the intangible asset may be impaired.
Amortisation periods and methods for intangible assets with finite useful lives are reviewed at least at each financial yearend.
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Provisions
Provisions are recognised when the Bank has a present legal or constructive obligation as a result of past events and it is
probable that an outflow of resources embodying economic benefits will be required to settle the obligation and a reliable
estimate of the amount of obligation can be made.
Employee benefits
The Bank does not have any pension arrangements separate from the State pension system of Ukraine, which requires
current contributions by the employer calculated as a percentage of current gross salary payments; such expense is
charged in the period the related salaries are earned. In addition, the Bank has no significant post-retirement benefits.
Share capital
Share capital and transactions with owners
Ordinary shares are classified as equity. Share capital contributions received before 31 December 2000 are recognised at
restated cost following the application of IAS 29 Financial Reporting in Hyperinflationary Economies.
External costs directly attributable to the issue of new shares are shown as a deduction from the proceeds in equity. Any
excess of the fair value of consideration received over the par value of shares issued is recognised as additional paid-in
capital.
Dividends
Dividends are recognised as a liability and deducted from equity at the reporting date only if they are declared before or
on the reporting date. Dividends are disclosed when they are proposed before the reporting date or proposed or declared
after the reporting date but before the financial statements are authorised for issue.
Earnings per share
Basic earnings per share are calculated based on profit attributable to shareholders and weighted average number of
ordinary shares outstanding during the period, less treasury shares. During the reporting period, no financial instruments
with a dilutive effect were outstanding. Therefore, basic earnings per share equal diluted earnings per share.
Recognition of income and expense
Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Bank and the revenue
can be reliably measured. The following specific recognition criteria must also be met before revenue is recognised:
Interest and similar income and expenses
For all financial instruments measured at amortised cost and interest bearing securities classified as trading or availablefor-sale, interest income or expense is recorded at the effective interest rate, which is the rate that exactly discounts
estimated future cash payments or receipts through the expected life of the financial instrument or a shorter period, where
appropriate, to the net carrying amount of the financial asset or financial liability. The calculation takes into account all
contractual terms of the financial instrument (for example, prepayment options) and includes any fees or incremental costs
that are directly attributable to the instrument and are an integral part of the effective interest rate but not future credit
losses. The carrying amount of the financial asset or financial liability is adjusted if the Bank revises its estimates of
payments or receipts. The adjusted carrying amount is calculated based on the original effective interest rate and the
change in carrying amount is recorded as interest income or expense.
Once the recorded value of a financial asset or a group of similar financial assets has been reduced due to an impairment
loss, interest income continues to be recognised using the original effective interest rate applied to the new carrying
amount.
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Fee and commission income
The Bank earns fee and commission income from a diverse range of services it provides to its customers. Fee income can
be divided into the following two categories:
•

Fee income earned from services that are provided over a certain period of time

Fees earned for the provision of services over a period of time are accrued over that period. These fees include commission
income and asset management, custody and other management and advisory fees. Loan commitment fees for loans that
are likely to be drawn down and other credit related fees are deferred (together with any incremental costs) and recognised
as an adjustment to the effective interest rate on the loan.
•

Fee income from providing transaction services

Fees arising from negotiating or participating in the negotiation of a transaction for a third party – such as the arrangement
of the acquisition of shares or other securities or the purchase or sale of businesses – are recognised on completion of the
underlying transaction. Fees or components of fees that are linked to a certain performance are recognised after fulfilling
the corresponding criteria.
Foreign currency translation
Transactions in foreign currencies are initially recorded in the functional currency, converted at the rate of exchange ruling
at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are retranslated at the
functional currency rate of exchange ruling at the reporting date. Gains and losses resulting from the translation of foreign
currency transactions are recognised in profit or loss as gains less losses from foreign currencies – translation differences.
Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using the exchange
rates as at the transaction dates. Non-monetary items measured at fair value in a foreign currency are translated using the
exchange rates at the date when the fair value was determined.
Differences between the contractual exchange rate of a transaction in a foreign currency and the NBU exchange rate on
the date of the transaction are included in gains less losses from dealing in foreign currencies.
The principal Ukrainian hryvnia exchange rates used in the preparation of these financial statements as at 31 December
are as follows:
31 December
31 December
Currency
2017
2016
US dollar
Euro

28.067
33.495

27.191
28.423

Reporting by segments
In 2017 and 2016 the Bank operated in one sector of banking activity – full service to large and medium clients, including
account service, term deposits and saving accounts, term loans, credit lines, business overdrafts and other forms of
financing. From the economic risk perspective, all business loan clients of the bank are located in Ukraine. All above
considered, segment analysis is not presented in the financial statements of the Bank.
There were no clients, that contributed income exceeding 10% of the total interest income, apart from income on deposit
certificates issued by the NBU for the years ended 31 December 2017 and 31 December 2016.
Future changes in accounting policies
Standards and interpretations issued but not yet effective
A number of new standards, amendments to standards and interpretations are not yet effective as at 31 December 2016,
and are not applied in preparing these financial statements. Of these pronouncements, potentially the following will have
an impact on the financial position and performance. The Bank plans to adopt these pronouncements when they become
effective.
(a) IFRS 9 Financial instruments
In July 2014, the IASB issued the final version of IFRS 9 Financial Instruments. IFRS 9 is effective for annual periods
beginning on or after 1 January 2018, with early adoption permitted. It replaces IAS 39 Financial Instruments: Recognition
and Measurement.
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In October 2017, the IASB issued Prepayment Features with Negative Compensation (Amendments to IFRS 9). The
amendments are effective for annual periods beginning on or after 1 January 2019, with early adoption permitted.
The Bank will apply IFRS 9 as issued in July 2014 initially on 1 January 2018. Assessments undertaken by the Bank may
be subject to adjustments. However, preliminary calculations show that adoption of the new standard will not have
significant impact on equity or result in non-compliance with the NBU regulatory capital adequacy ratio. Impact on equity
is not expected to exceed 3% of equity amount as at 1 January 2018.
The actual impact of adopting IFRS 9 on 1 January 2018 may change because:
-

IFRS 9 requires the Bank to revise its accounting processes and internal controls and further changes may occur;

-

The Bank is refining and finalising its models for calculation of expected credit loss;

-

The new accounting policies, assumptions, judgements and estimation techniques employed are subject to change
until the Bank finalises its first financial statements that include the date of initial application.
(i)

Classification – Financial assets

IFRS 9 contains a new classification and measurement approach for financial assets that reflects the business model in
which assets are managed and their cash flow characteristics.
IFRS 9 includes three principal classification categories for financial assets: measured at amortised cost, fair value through
other comprehensive income (FVOCI) and fair value through profit or loss (FVTPL). It eliminates the existing IAS 39
categories of held to maturity, loans and receivables and available for sale.
A financial asset is measured at amortised cost if it meets both of the following conditions and is not designated as at
FVTPL:
-

it is held within a business model whose objective is to hold assets to collect contractual cash flows; and

-

its contractual terms give rise on specified dates to cash flows that are solely payments of principal and interest
(SPPI) on the principal amount outstanding.

A financial asset is measured at FVOCI only if it meets both of the following conditions and is not designated by the Bank
as at FVTPL:
it is held within a business model whose objective is achieved by both collecting contractual cash flows and selling financial
assets; and
its contractual terms give rise on specified dates to cash flows that are solely payments of principal and interest on the
principal amount outstanding.
On initial recognition of an equity investment that is not held for trading, the Bank may irrevocably elect to present
subsequent changes in fair value in OCI. This election is made on an instrument-by- instrument basis.
All financial assets not classified as measured at amortised cost or FVOCI as described above are measured at FVTPL.
In addition, on initial recognition the Bank may irrevocably designate a financial asset that otherwise meets the
requirements to be measured at amortised cost or at FVOCI as at FVTPL if doing so eliminates or significantly reduces an
accounting mismatch that would otherwise arise.
Business model assessment
The Bank makes an assessment of the objective of the business model in which a financial asset is held at a portfolio level
because this best reflects the way the business is managed and information is provided to management. The information
that is considered includes:
-

the stated policies and objectives for the portfolio and the operation of those policies in practice, including whether
management’s strategy focuses on earning contractual interest revenue, maintaining a particular interest rate profile,
matching the duration of the financial assets to the duration of the liabilities that are funding those assets or realising
cash flows through the sale of assets;

-

how the performance of the portfolio is evaluated and reported to the Bank’s management;
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-

the risks that affect the performance of the business model (and the financial assets held within that business model)
and how those risks are managed;

-

how managers of the business are compensated – e.g. whether compensation is based on the fair value of the assets
managed or the contractual cash flows collected; and

-

the frequency, volume and timing of sales in prior periods, the reasons for such sales and expectations about future
sales activity. However, information about sales activity is not considered in isolation, but as part of an overall
assessment of how the Bank’s stated objective for managing the financial assets is achieved and how cash flows are
realised.

-

Financial assets that are held for trading and those that are managed and whose performance is evaluated on a fair
value basis will be measured at FVTPL because they are neither held to collect contractual cash flows nor held both
to collect contractual cash flows and to sell financial assets.

Assessment whether contractual cash flows are solely payments of principal and interest
For the purposes of this assessment, ‘principal’ is defined as the fair value of the financial asset on initial recognition.
‘Interest’ is defined as consideration for the time value of money, for the credit risk associated with the principal amount
outstanding during a particular period of time and for other basic lending risks and costs (e.g. liquidity risk and administrative
costs), as well as a profit margin.
In assessing whether the contractual cash flows are solely payments of principal and interest on the principal amount
outstanding (“SPPI criterion”), the Bank considers the contractual terms of the instrument. This includes assessing whether
the financial asset contains a contractual term that could change the timing or amount of contractual cash flows such that
it would not meet this condition. In making the assessment, the Bank considers:
-

contingent events that would change the amount and timing of cash flows;

-

leverage features;

-

prepayment and extension terms;

-

terms that limit the Bank’s claim to cash flows from specified assets – e.g. non-recourse asset arrangements; and

-

features that modify consideration for the time value of money – e.g. periodic reset of interest rates.

A prepayment feature is consistent with the SPPI criterion if the prepayment amount substantially represents unpaid
amounts of principal and interest on the principal amount outstanding, which may include reasonable compensation for
early termination of the contract.
In addition, a prepayment feature is treated as consistent with this criterion if a financial asset is acquired or originated at
a premium or discount to its contractual par amount, the prepayment amount substantially represents the contractual par
amount plus accrued (but unpaid) contractual interest (which may also include reasonable compensation for early
termination), and the fair value of the prepayment feature is insignificant on initial recognition.
Impact assessment
The standard will affect the classification and measurement of financial assets held as at 1 January 2018 as follows:
-

Loans and advances to banks and to customers that are classified as loans and measured at amortised cost under
IAS 39 will in general also be measured at amortised cost under IFRS 9.

-

Certificates of deposit issued by the National Bank of Ukraine also will be measured at amortised cost under
IFRS 9

The Bank has estimated that, on the adoption of IFRS 9 at 1 January 2018, the impact of these changes on Bank’s equity
will be insignificant.
(ii)

Impairment – Financial assets, loan commitments and financial guarantee contracts

IFRS 9 replaces the ‘incurred loss’ model in IAS 39 with a forward-looking ‘expected credit loss’ (ELC) model. This will
require considerable judgement over how changes in economic factors affect ECLs, which will be determined on a
probability-weighted basis.
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The new impairment model applies to the following financial instruments that are not measured at FVTPL:
-

financial assets that are debt instruments;

-

lease receivables; and

-

loan commitments and financial guarantee contracts issued (previously, impairment was measured under IAS 37
Provisions, Contingent Liabilities and Contingent Assets).

IFRS 9 requires a loss allowance to be recognised at an amount equal to either 12-month ECLs or lifetime ECLs. Lifetime
ECLs are the ECLs that result from all possible default events over the expected life of a financial instrument, whereas 12month ECLs are the portion of ECLs that result from default events that are possible within the 12 months after the reporting
date.
The impairment requirements of IFRS 9 are complex and require management judgements, estimates and assumptions,
particularly in the following areas, which are discussed in detail below:
-

assessing whether the credit risk of an instrument has increased significantly since initial recognition; and

-

incorporating forward-looking information into the measurement of ECLs.

Measurement of ECLs
ECLs are a probability-weighted estimate of credit losses and will be measured as follows:
-

financial assets that are not credit-impaired at the reporting date: the present value of all cash shortfalls – i.e. the
difference between the cash flows due to the Bank in accordance with the contract and the cash flows that the Bank
expects to receive;

-

financial assets that are credit-impaired at the reporting date: the difference between the gross carrying amount and
the present value of estimated future cash flows;

-

undrawn loan commitments: the present value of the difference between the contractual cash flows that are due to
the Bank if the commitment is drawn down and the cash flows that the Bank expects to receive; and

-

financial guarantee contracts: the present value of the expected payments to reimburse the holder less any amounts
that the Bank expects to recover.

Financial assets that are credit-impaired are defined by IFRS 9 in a similar way to financial assets that are impaired under
IAS 39.
Definition of default
Under IFRS 9, the Bank considers a financial asset to be in default when:
-

the borrower is unlikely to pay its credit obligations to the Bank in full, without recourse by the Bank to actions such
as realising security (if any is held); or

-

the borrower is more than 90 days past due on any material credit obligation to the Bank. Overdrafts are considered
past due next day once the customer has breached an advised limit or been advised of a limit that is smaller than
the current amount outstanding.

In assessing whether a borrower is in default, the Bank will consider indicators that are:
-

qualitative: e.g. breaches of covenant;

-

quantitative: e.g. overdue status and non-payment of another obligation of the same issuer to the Bank;

-

based on data developed internally and obtained from external sources;

-

commencement of borrower’s liquidation or bankruptcy procedures.

Inputs into the assessment of whether a financial instrument is in default and their significance may vary over time to reflect
changes in circumstances.
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Significant increase in credit risk
Under IFRS 9, when determining whether the credit risk (i.e. risk of default) on a financial instrument has increased
significantly since initial recognition, the Bank will consider reasonable and supportable information that is relevant and
available without undue cost or effort, including both quantitative and qualitative information and analysis based on the
Bank’s historical experience, expert credit assessment and forward-looking information.
The Bank will primarily identify whether a significant increase in credit risk has occurred for an exposure in the following
cases:
-

the borrower is more than 30 days, but less than 90 days past due on any material credit obligation to the Bank.
Overdrafts are considered past due next day once the customer has breached an advised limit or been advised of a
limit that is smaller than the current amount outstanding.

-

qualitative: e.g. breaches of covenant;

-

quantitative: e.g. overdue status and non-payment of another obligation of the same issuer to the Bank; and

-

based on data developed internally and obtained from external sources.

Assessing whether credit risk has increased significantly since initial recognition of a financial instrument requires
identifying the date of initial recognition of the instrument. Modifying the contractual terms of a financial instrument may
also affect this assessment, which is discussed below.
The Bank will monitor the effectiveness of the criteria used to identify significant increases in credit risk by regular reviews
to confirm that:
-

the criteria are capable of identifying significant increases in credit risk before an exposure is in default;

-

the criteria do not align with the point in time when an asset becomes 30 days past due;

-

the average time between the identification of a significant increase in credit risk and default appears reasonable;

-

exposures are not generally transferred directly from 12-month ECL measurement to credit-impaired; and

-

there is no unwarranted volatility in loss allowance from transfers between 12-month ECL and lifetime ECL
measurements.

Inputs into measurement of ECLs
The key inputs into the measurement of ECLs are likely to be the term structures of the following variables:
-

PD;

-

loss given default (LGD); and

-

exposure at default (EAD).

These parameters will be derived from internally developed statistical models and other historical data that leverage
regulatory models. They will be adjusted to reflect forward-looking information as described below.
PD estimates are estimates at a certain date, which was calculated based on statistical rating models and assessed using
rating tools tailored to the various categories of counterparties and exposures.
LGD is the magnitude of the likely loss if there is a default. The Bank will estimate LGD parameters based on the history
of recovery rates of claims against defaulted counterparties. The LGD models will consider the structure, collateral,
counterparty industry and recovery costs of any collateral that is integral to the financial asset.
EAD represents the expected exposure in the event of a default. The Bank will derive the EAD from the current exposure
to the counterparty and potential changes to the current amount allowed under the contract, including amortisation, and
prepayments. The EAD of a financial asset will be the gross carrying amount at default. For lending commitments and
financial guarantees, the EAD will consider the amount drawn, as well as potential future amounts that may be drawn or
repaid under the contract, which will be estimated based on historical observations and forward-looking forecasts.
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As described above, and subject to using a maximum of a 12-month PD for financial assets for which credit risk has not
significantly increased, the Bank will measure ECLs considering the risk of default over the maximum contractual period
(including any borrower’s extension options) over which it is exposed to credit risk, even if, for risk management purposes,
the Bank considers a longer period.
For retail overdrafts and certain corporate revolving facilities that include both a loan and an undrawn commitment
component, the Bank will measure ECLs over a period longer than the maximum contractual period if the Bank’s
contractual ability to demand repayment and cancel the undrawn commitment does not limit the Bank’s exposure to credit
losses to the contractual notice period. These facilities do not have a fixed term or repayment structure and are managed
on a collective basis. The Bank can cancel them with immediate effect but this contractual right is not enforced in the
normal day-to-day management, but only when the Bank becomes aware of an increase in credit risk at the facility level.
This longer period will be estimated taking into account the credit risk management actions that the Bank expects to take
and that serve to mitigate ECLs. These include a reduction in limits and cancellation of the facility.
Forward-looking information
Under IFRS 9, the Bank will incorporate forward-looking information into both its assessment of whether the credit risk of
an instrument has increased significantly since initial recognition and its measurement of ECLs. This assessment is based
also on external information. External information may include economic data and forecasts published by governmental
bodies, and selected private sector and academic forecasters.
The Bank has identified and documented key drivers of credit risk and credit losses for each portfolio of financial
instruments and, using an analysis of historical data, has estimated relationships between macro-economic variable and
credit risk and credit losses. This key driver is GDP, unemployment rate and EURIBOR forecasts.
Impact assessment
The most significant impact on the Bank’s financial statements from the implementation of IFRS 9 is expected to result
from the new impairment requirements. Impairment losses will increase and become more volatile for financial instruments
in the scope of the IFRS 9 impairment model.
(iii)

Classification – Financial liabilities

IFRS 9 largely retains the existing requirements in IAS 39 for the classification of financial liabilities.
(iv)

Derecognition and contract modification

IFRS 9 incorporates the requirements of IAS 39 for the derecognition of financial assets and financial liabilities without
substantive amendments.
However, it contains specific guidance for the accounting when the modification of a financial instrument not measured at
FVTPL does not result in derecognition. Under IFRS 9, the Bank will recalculate the gross carrying amount of the financial
asset (or the amortised cost of the financial liability) by discounting the modified contractual cash flows at the original
effective interest rate and recognise any resulting adjustment as a modification gain or loss in profit or loss. Under IAS 39,
the Bank does not recognise any gain or loss in profit or loss on modifications of financial liabilities and non-distressed
financial assets that do not lead to their derecognition.
The Bank expects an immaterial impact from adopting these new requirements.
(v)

Disclosures

IFRS 9 will require extensive new disclosures, in particular about credit risk and ECLs.
(vi)

Transition

Changes in accounting policies resulting from the adoption of IFRS 9 will generally be applied retrospectively, except as
described below.
-

The Bank will take advantage of the exemption allowing it not to restate comparative information for prior periods
with respect to classification and measurement (including impairment) changes. Differences in the carrying amounts
of financial assets and financial liabilities resulting from the adoption of IFRS 9 will generally be recognised in retained
earnings and reserves as at 1 January 2018.

-

The following assessments have to be made on the basis of the facts and circumstances that exist at the date of
initial application.
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-

The determination of the business model within which a financial asset is held.

(b) IFRS 15 Revenue from Contacts with Customers
IFRS 15 Revenue from Contracts with Customers establishes a comprehensive framework for determining whether, how
much and when revenue is recognised. It replaces existing revenue recognition guidance, including IAS 18 Revenue,
IAS 11 Construction Contracts and IFRIC 13 Customer Loyalty Programmes. The core principle of the new standard is
that an entity recognises revenue to depict the transfer of promised goods or services to customers in an amount that
reflects the consideration to which the entity expects to be entitled in exchange for those goods or services. The new
standard results in enhanced disclosures about revenue, provides guidance for transactions that were not previously
addressed comprehensively and improves guidance for multiple-element arrangements.
IFRS 15 is effective for annual reporting periods beginning on or after 1 January 2018, with early adoption permitted.
The Bank does not intend to adopt this standard early. The Bank is assessing the potential impact on its financial
statements resulting from the application of IFRS 15.
(c) IFRS 16 Leases
IFRS 16 Leases replaces the existing lease accounting guidance in IAS 17 Leases, IFRIC 4 Determining whether an
Arrangement contains a lease, SIC-15 Operating Leases – Incentives and SIC-27 Evaluating the Substance of
Transactions Involving the Legal Form of a Lease. It eliminates the current dual accounting model for lessees, which
distinguishes between on-balance sheet finance leases and off-balance sheet operating leases. Instead, there is a single,
on-balance sheet accounting model that is similar to current finance lease accounting. Lessor accounting remains similar
to current practice – i.e. lessors continue to classify leases as finance and operating leases.
As a lessee, the Bank can either apply the standard using a:
-

Retrospective approach; or

-

Modified retrospective approach with optional practical expedients.

The lessee applies the election consistently to all of its leases.
IFRS 16 is effective for annual reporting periods beginning on or after 1 January 2019, early adoption is permitted if IFRS
15 Revenue from Contracts with Customers is also adopted.
The Bank currently plans to apply IFRS 16 initially on 1 January 2019. The Bank has not yet determined which transition
approach to apply. The Bank has not yet quantified the impact on its reported assets and liabilities of adoption of IFRS 16.
The quantitative effect will depend on, inter alia, the transition method chosen, the extent to which the Bank uses the
practical expedients and recognition exemptions, and any additional leases that the Bank enters into.
(d) Other amendments
The following amended standards and interpretations are not expected to have a significant impact on the Bank’s
consolidated financial statements.
-

Annual Improvements to IFRSs 2014-2016 Cycle – Amendments to IFRS 1 and IAS 28.

-

Classification and Measurement of Share-based Payment Transactions (Amendments to IFRS 2).

-

IFRIC 23 Uncertainty over Income Tax Treatments.

-

IFRS 7 Insurance contracts.
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4.

Significant accounting judgements and estimates

The preparation of financial statements in conformity with IFRS requires management to make judgments, estimates and
assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities, income and
expenses. Actual results could differ from those estimates.
Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognised in the period in which the estimates are revised and in any future periods affected.
In the process of applying the Bank's accounting policies, management made estimates in determining the amounts
recognised in the financial statements. The most significant use of estimates is as follows:
Allowance for impairment of loans and receivables
The Bank regularly reviews its loans and receivables to assess impairment. The Bank uses its judgement to estimate the
amount of any impairment loss in cases where a borrower is in financial difficulties and there is little available historical
data relating to similar borrowers. Similarly, the Bank estimates changes in future cash flows based on the observable data
indicating that there has been an adverse change in the payment status of borrowers in a group, or national or local
economic conditions that correlate with defaults on assets in the group. Management uses estimates based on historical
loss experience for assets with credit risk characteristics and objective evidence of impairment similar to those in the group
of loans and receivables. The Bank uses its judgement to adjust observable data for a group of loans or receivables to
reflect current circumstances.
As at 31 December 2017, gross carrying value of loans with signs of impairment secured by financial guarantees issued
by the Parent Bank or the bank under Parent bank's control amounted to UAH 5,613,785 thousand or 79% of gross carrying
value of loans out of which there were no loans with signs of impairment (2016: UAH 11,083,528 thousand or 91% and
UAH 5,479,559 thousand respectively). Management determines that financial guarantees obtained from banks of ING
Group form an integral part of another financial instrument to which they are attached, namely loans and advances and
thus they are not accounted for separately from that instrument. Instead, the Bank considers the effect of the protection
when measuring when estimating the expected cash receipts from loans and advances and when assessing impairment
of loans and advances.
Initial recognition of related party transactions
In the normal course of business the Bank enters into transactions with its related parties. IAS 39 requires initial recognition
of financial instruments based on their fair values. Judgment is applied in determining if transactions are priced at market
or non-market interest rates, where there is no active market for such transactions.
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5.

Cash and cash equivalents

Cash and cash equivalents comprise as at 31 December:
2017
2,452,742
55,408
263,101
35,184

Deposit certificates issued by the NBU for up to 90 days
Correspondent account with the NBU
Current accounts with other credit institutions
Cash on hand

2,806,435

Cash and cash equivalents

2016
3,705,022
916,230
508,543
30,149
5,159,944

As at 31 December 2016 the NBU does not require to keep mandatory reserve at the separate account. The mandatory
reserve balance should be maintained at the beginning of the banking day, the Bank has the right to use such cash and
cash equivalents in its usual operating activities during the day without any restrictions. The NBU establishes the number
of non-compliance cases for daily opening mandatory reserve balances on the correspondent account of ten times per
three months. Accordingly, the Bank classifies minimal mandatory reserves with the NBU as cash and cash equivalents.
Starting from December, 2017, the NBU changed the requirements regarding the formation of a mandatory reserve on a
correspondent account with the NBU. The control of the daily balance of the mandatory reserve at the correspondent
account of the bank at the National Bank of Ukraine was canceled.
The Bank complied with the requirements for the mandatory reserve as at 31 December 2017 and 31 December 2016.
As of 31 December 2017, funds in the amount of UAH 75,359 thousand are placed on current accounts with other credit
institutions, which are banks of the ING Group (2016: UAH 391,609 thousand).

6.

Loans to customers

Loans to customers comprise as at 31 December:
Commercial
Retail
Overdrafts
Gross loans to customers
Less – Allowance for impairment
Loans to customers

2017
7,537,112
52,633
124,073
7,713,818
(594,856)

2016
12,381,168
58,190
1,990
12,441,348
(270,532)

7,118,962

12,170,816

Allowance for impairment of loans to customers
A reconciliation of the allowance for impairment of loans to customers by class is as follows:

Commercial

Overdrafts

Retail

Total

At 1 January 2017

241,460

55

29,017

270,532

Charge/(release) for the year

319,876

(49)

4,497

324,324

At 31 December 2017

561,336

6

33,514

594,856

Individual impairment
Collective impairment

542,549
18,787
561,336

6
6

33,514
33,514

542,549
52,307
594,856
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Commercial

Overdrafts

Retail

27,387

Total

At 1 January 2016

134,346

11,702

173,435

Charge for the year

107,114

(11,647)

1,630

97,097

At 31 December 2016

241,460

55

29,017

270,532

Individual impairment
Collective impairment

213,347
28,113
241,460

55
55

29,017
29,017

213,347
57,185
270,532

Collateral and other credit enhancements
The amount and type of collateral required depends on an assessment of the credit risk of the counterparty. Guidelines
are implemented regarding the acceptability of types of collateral and valuation parameters.
The main types of collateral obtained are as follows:
-

For commercial lending – banking and corporate guarantees, charges over real estate properties, inventory and trade
receivables;
For retail lending – mortgages over residential properties, plot of land, property rights.

The Bank also obtains guarantees from ING Group companies for loans granted to corporate customers (Note 4).
Management monitors the market value of collateral, requests additional collateral in accordance with the underlying
agreement, and monitors the market value of collateral obtained during its review of the adequacy of the allowance for
loan impairment.
Concentration of loans to customers
As at 31 December 2017, the Bank had a concentration of loans represented by UAH 6,192,510 thousand due from the
ten largest third party borrowers (80% of gross loan portfolio) (2016: UAH 10,858,206 thousand or 87%).
Loans are made principally within Ukraine in the following industry sectors as at 31 December:

Тrade
Communications
Agriculture, food and beverages
Chemical
Machinery
Retail
Other
Services
Metallurgy
Paper industry

7.

2017
2,772,458
2,057,934
1,650,815
590,689
485,046
100,217
56,659
-

2016
4,626,062
1,514,694
799,791
861,289
2,284,385
58,190
1,372
1,389,425
861,671
44,469

7,713,818

12,441,348

Investment securities available-for-sale

As at 31 December 2017, available-for-sale securities are represented by shares of Ukrainian entities with carrying value
of UAH 62 thousand (2016: shares of UAH 62 thousand), which are stated at cost less impairment.
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8.

Taxation

The corporate income tax expense comprises:
Current tax charge
Deferred tax benefit
Income tax expense

2017
60,878
(16,655)

2016
190,078
(16,228)

44,223

173,850

A reconciliation of the income tax expense based on statutory rates of 18% (2016: 18%) with actual is as follows:

Profit before income tax
Statutory tax rate
Income tax expense at the statutory rate
Non-deductible expenditures/(income), net
Correction of previous year current tax expense
Income tax expense

2017
244,404
18%
43,993
230
-

2016
964,881
18%
173,679
2
169

44,223

173,850

Deferred tax assets and liabilities as at 31 December and their movements for the respective years comprise:
Origination and
reversal of temporary
differences
in other
comprein profit or
hensive
loss
income

2015

Origination and
reversal of temporary
differences
in other
comprein profit or hensive
loss
income

2016

2017

Tax effect of deductible
and taxable temporary
differences:
Loans to customers
Property and equipment
Intangible assets
Other assets
Other liabilities

(31,902)
244
30
(120)
307

16,528
(150)
(9)
120
(261)

-

(15,374)
94
21
46

16,697
(7)
(7)
(28)

-

1,323
87
14
18

Deferred tax position,
net

(31,441)

16,228

-

(15,213)

16,655

-

1,442

9.

Other impairment allowances and provisions

The movements in other impairment allowances and provisions were as follows:

Other assets

Amounts due from
credit institutions

Guarantees and
letters of credit
issued

Correspondent
accounts

Total

31 December 2015

136

8,755

10,652

52

19,595

(Release)/Charge
31 December 2016
Charge/ (Release)

158
294
(190)

741
9,496
(9,496)

(5,864)
4,788
2,456

(12)
40
20

(4,977)
14,618
(7,210)

31 December 2017

104

-

7,244

60

7,408

The allowance for impairment of assets is deducted from the carrying amounts of the related assets.
In 2017, change/(release) includes write-off of UAH 9,496 thousand allowance for impairment of balances due from
Ukrainian bank, which is under liquidation.
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10.

Other assets and liabilities

Other assets comprise as at 31 December:

Other non-financial assets
Prepaid expenses
Other prepayments
Total non-financial assets

2017

2016

17,410
1,083
18,493

9,877
1,285
11,162

1,758
1,758

1,198
2
1,200

20,251
(104)
20,147

12,362
(294)
12,068

Other financial assets
Accrued income and other accounts receivable
Other
Total financial assets
Total other assets
Less – Allowance for impairment of other assets (Note 9)
Other assets
Other liabilities comprise as at 31 December:

2017

2016

28,675
3,052
2,097
33,824

25,819
5,505
2,463
33,787

10,166
6,823
18,374
382
7,244
4,879
280
31
48,179
82,003

16,478
7,946
7,316
6,776
4,788
4,503
214
90
48,111
81,898

2017
733,468
137,509
870,977

2016
8,141,101
841,917
8,983,018

Other non-financial liabilities
Remunerations for employees payable
Accrual for unused vacation
Taxes payable other than income tax
Total non-financial liabilities
Other financial liabilities
Accrued commission expenses for guarantees received
Accrued expenses
Payables for services
Transit accounts in respect of transactions with clients
Provision for credit related commitments
Derivative financial liabilities
Currency conversion operations
Other
Total financial liabilities
Other liabilities

11.

Amounts due to credit institutions

Amounts due to credit institutions comprise as at 31 December:
Short-term loans and deposits
Long-term loans and deposits
Amounts due to credit institutions

As at 31 December 2017, loans and deposits due to credit institutions include funds received from Parent bank in amount
UAH 579,447 thousand or 67% of amounts due to credit institutions (2016: UAH 8,757,284 thousand or 97%).
As at 31 December 2016 short-term loans and deposits included short-term loan received from the National Bank of
Ukraine in the amount of UAH 13,160 thousand with maturity of 1 March 2017. The loan is secured by UAH 17,892
thousand of cash placed on correspondent account with the NBU.
As at 31 December 2017, the Bank did not attract loans from the National Bank of Ukraine.
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12.

Amounts due to customers

The amounts due to customers include the following as at 31 December:
2017

2016

Term deposits of legal entities

1,846,549
21,560
1,868,109
3,370,792

1,589,385
19,258
1,608,643
2,931,813

Amounts due to customers

5,238,901

4,540,456

9,618

54,580

Current accounts
- Legal entities
- Individuals

Held as security against guarantees

As at 31 December 2017, current accounts of legal entities amounting to UAH 732,853 thousand (40% of legal entities
current accounts) were due to the ten largest third party customers (2016: UAH 678,261 thousand or 43%).
As at 31 December 2017, term deposits of legal entities amounting to UAH 2,544,204 thousand (75% of legal entities term
deposits) were due to the ten largest third party customers (2016: UAH 2,669,494 thousand or 91%).

13.

Equity and earnings per share

As at 31 December 2017 and 2016, the Bank's authorised issued share capital comprised 73,129,804,500 ordinary shares,
with a nominal value of UAH 0.01 per share. All shares have equal voting rights. As at 31 December 2017 and 2016, all
issued shares were fully paid and registered.
The balances of share capital were as follows:
Number
of shares

31 December 2017 and 2016

73,129,804,500

Nominal amount,
UAH thousand

731,298

751,579

2017

2016

200,181

791,031

73,129,804,500

73,129,804,500

Basic and diluted earnings per one share comprise:

Profit for the year, UAH thousand
Weighted average number of ordinary shares outstanding (pcs.)
Basic and diluted earnings per share (UAH per share)

Restated cost,
UAH thousand

0.0027

0.0108

During 2017 and 2016 there were no changes in the number of ordinary shares of the Bank.
As at 31 December 2017 retained earnings include undistributable reserve of UAH 1,007,028 thousand (2016: UAH
967,476 thousand). The reserve is created as required by the Ukrainian regulations in respect of general banking risks,
including future losses and other unforeseen risks or contingencies.
The reserve may only be used to cover the Bank’s losses for the reporting year in accordance with the decision of the
Bank’s Board (Supervisory Board) and in accordance with the procedures established by the general meeting of its
shareholders. Furthermore, effective Ukrainian legislation envisages no restrictions on distribution of the reserve among
bank’s shareholders upon bank’s liquidation after satisfaction of all creditors' claims.
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14.

Commitments and contingencies

Legal
In the ordinary course of business, the Bank is subject to legal actions and complaints. Management believes that the
ultimate liability, if any, arising from such actions or complaints will not have a material adverse effect on the financial
condition or the results of future operations of the Bank.
Taxation
Ukrainian legislation and regulations regarding taxation and other operational matters continue to evolve as a result of an
economy in transition. Legislation and regulations are not always clearly written and their interpretation is subject to varying
interpretations by local, regional and national authorities, and other Governmental bodies. Instances of inconsistent
interpretations are not unusual. Management believes that the Bank have complied with all regulations and paid or accrued
all taxes that are applicable. Where the risk of outflow of resources is probable, the Bank has accrued tax liabilities based
on management's best estimate.
The Bank's operations and financial position will continue to be affected by Ukrainian political developments including the
application of existing and future legislation and tax regulations. The Bank believes that obligations that could arise as a
result of these contingencies, as relating to its operations, would not be more significant than those of similar enterprises
in Ukraine.
Tax Code of Ukraine, which provides separate rules for the recognition of income and expenses for income tax purposes,
in many cases does not provide explicit guidance on the application of these rules in practice. There is a possibility that,
due to the development of regulations and changes in approaches to the interpretation and application of the rules used
by the tax authorities of Ukraine and/or the courts, additional obligations and related penalties may be accrued which may
adversely affect the financial position of the Bank. Detailed information about such contingent liabilities is not disclosed in
these financial statements due to the uncertainty of the possible consequences in case of different interpretation of tax
legislation by tax authorities. However, the management expects to resolve the issues in favour of the Bank in case of any
claim from the tax authorities.
Transfer pricing
According to the current legislation, the transactions between the Bank and related parties are subject to transfer pricing
compliance and reporting. The Bank should thus file transfer pricing reporting with the tax authorities and be ready to
provide relevant transfer pricing documentation at their request.
Considering the recent implementation of these rules, there is no practice of their application by the tax authorities, there
can be no assurance that the tax authorities will not have a different interpretation of the Bank’s approach and assess fines
and penalties. In addition, the main difficulties in determining the controlled transactions and reporting determination of
normal prices for services received and interest on guarantees and loans received from related parties that may expose
the Bank to fines. That may be significant for the financial statements.
Operating lease commitments
The future minimum lease payments under non-cancellable operating leases according to the agreements for renting the
head office buildings and cars are as follows:
2017

2016

Not later than 1 year

11,925

10,283

Total

11,925

10,283
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Credit related commitments
The Bank's financial commitments and contingencies comprise the following as at 31 December:

Credit related commitments
Letters of credit
Guarantees
Undrawn loan commitments
Less: Provision for credit related commitments
Less: Cash covered credit related commitments
Commitments and contingencies

2017

2016

727,052
360,420
9,703,777
(7,244)
(9,618)
10,774,387

680,886
398,303
7,912,298
(4,788)
(54,580)
8,932,119

The total outstanding contractual credit related commitments above do not necessarily represent future cash requirements,
as these credit related commitments may expire or terminate without being funded. The majority of loan and credit line
commitments do not represent an unconditional credit related commitment by the Bank.
As at 31 December 2017, undrawn loan commitments include irrevocable loan commitments in the amount of
UAH 14,034 thousand (2016: UAH 12,956 thousand). The rest of undrawn loan commitments are revocable.

15.

Net fee and commission expense

Net fee and commission expense comprises:
Purchase and sale of foreign currency
Settlement operations
Documentary operations
Credit service
Operations with securities
Fee and commission income
Fee and commission expenses for guarantees obtained from ING Group
Settlement operations
Operations with securities
Other
Fee and commission expense
Net fee and commission expense

2017
47,535
19,444
18,641
7,855
538
94,013
(115,444)
(7,384)
(30)
(41)
(122,899)

2016
40,526
17,426
11,982
12,392
442
82,768
(179,908)
(5,885)
(30)
(59)
(185,882)

(28,886)

(103,114)

Included in commission expense are commissions for guarantees obtained from ING Group companies to cover credit risk
on loans granted by the Bank to corporate customers (Note 4 and Note 6).

16.

Other income

Consulting
Write-offs due to customers
Revenue from the disposal of fixed assets
Fines and penalties received
Subleasing
Other
Total other income

2017
8,747
4,277
1,958
17
158
15,157

2016
6,715
2,974
1,888
22
148
11,747
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17.

Personnel and other administrative and operating expenses

Personnel and other operating expenses comprise:
Salaries and bonuses
Social security costs

2017
113,372
10,492

2016
135,099
9,643

Personnel expenses

123,864

144,742

Maintenance and IT support
Occupancy and rent
Consulting
Operational and maintenance
Business trips
Communications
Electronic data processing costs
Security
Cancellation fees
Other

115,400
26,845
19,563
15,014
2,831
1,348
1,223
896
1,230
2,551

96,895
29,043
19,733
13,943
3,092
1,618
1,258
649
1,850

Other administrative and operating expenses

186,901

168,081

18.

Risk management

Introduction
The Bank is exposed to risks i.e. credit risk, liquidity risk and market risk (which is subdivided into interest rate risk and
currency risk), operational risk as well as strategic and reputation risk which are continuously identified, assessed and
controlled within the risk management process. The risk management process is decisive for ensuring the Bank's efficiency
and profitability and each employee of the Bank is responsible for respecting the risk management rules and procedures
in the course of fulfilling their tasks and duties.
Risk management structure
The risk management policies aim to identify, analyse and manage the risks faced by the Bank, to set appropriate risk
limits and controls, and to continuously monitor risk levels and adherence to limits. The operational risk management
functions are aimed at developing and ensuring proper functioning of internal processes and procedures to manage the
exposure to internal and external risk factors.
Risk management policies and systems are reviewed regularly to reflect changes in market conditions, products and
services offered.
Risk management policies, monitoring and control are conducted by Informational/Operational Risk Management
Department ("IORMD") and Risk Management Department (CRMD).
The Supervisory Board has the highest degree of authority with respect to risk management, and is empowered through
the Charter to approve any transactions on behalf of the Bank, including those that are outside of the scope of the authority
of the Management Board and other governing bodies. Specifically, the Supervisory Board is responsible for appointing
the external auditor and for establishing the procedure for auditing and monitoring the financial and economic activities.
The Supervisory Board's Risk Management Committee determines the overall risk management strategy. The
Management Board is directly responsible for its implementation.
The Management Board is generally responsible for the activities of the Bank, including those relating to risk management.
The Management Board delegates its powers with respect to assets, liabilities and risks management to the ALCO.
The ALCO is chaired by the Head of Risk Management Division. The ALCO meets at least once every month or more
frequently if required. The ALCO is responsible for the control and management of the asset and liability structure. It also
monitors interest rates and maturity limits and compares key performance indicators with those of competitors. In addition,
the ALCO is responsible for managing liquidity risks and monitoring compliance with the limits, reviewing reports on
liquidity, interest and foreign exchange risk.
The Credit Committee is responsible for ratification of loans granting, implementing the lending strategy, coordinating the
activities of the departments and forming a balanced and diversified loan portfolio. Approval and ratification from the Credit
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Committee is required to grant loans, make provisions and recover debt (including signing loan agreements and bringing
claims or legal proceedings).
The CRMD assists the ALCO and the various committees in discharging their functions. Its functions include evaluating
and analysing financial risks, monitoring compliance with limits, and making recommendations with regard to balancing
levels of risk and profitability, based on overall levels of risk and risks associated with particular business areas and banking
products.
The CRMD evaluates financial risks using information on parameters of assets and liabilities (including interest rates,
amounts and maturities) from the business divisions, information on exposure limits, procedures and methodologies from
the ALCO. It then provides the ALCO with the results of its risk analysis and monitoring and recommendations on setting
or changing limits, and informs the business divisions, back office, etc. of the normative risk levels. Initial monitoring of
certain financial risks is performed as well by other divisions, such as Financial markets and Bank Treasury ("FMBT"), and
Corporates, and FI Lending Division("CFIL").
The risks are managed in an integrated manner and are evaluated in terms of the policy of the Bank, which is reviewed
and approved by the Management Board on an annual basis. Risk limits are established for credit, market and liquidity
risks and the level of exposure is then maintained within these limits. In general, the Bank uses the risk
assessment/management methods used by ING Group to the extent they are in line with regulations of the NBU.
The Internal Audit Department is responsible for monitoring compliance with risk management policies and procedures,
and for reviewing the adequacy of the risk management framework in relation to the risks faced by the Bank. The Internal
Audit Department undertakes both regular and ad-hoc reviews of risk management controls and procedures, the results of
which are reported to the Supervisory Board.
The principal categories of risks to which the Bank is exposed through its operations and the way the Bank manages these
risks are described below.
Risk mitigation
The Bank does not use derivatives for the management of risks arising from changes in interest rates, credit risk and
liquidity risk.
The Bank extensively uses collateral and guarantees to minimise credit risk.
Excessive risk concentration
Concentration arises when a number of counterparties are engaged in similar business activities, or activities in the same
geographic region, or have similar economic characteristics that would cause their ability to meet contractual obligations
to be similarly affected by changes in economic, political or other conditions. Concentrations indicate the relative sensitivity
of the Bank's performance to the developments affecting a particular industry or geographical area.
Identified risk concentrations are controlled and managed.
Credit risk
Credit risk is the risk of a financial loss to the Bank if a customer or counterparty fails to meet its contractual obligations,
and arises principally from loans and advances to customers and other banks and investment securities. For risk
management reporting purposes, the Bank considers and consolidates all elements of credit risk exposure (such as
individual customer and counterparty default risk, country, and industry risk).
For risk management purposes, credit risk arising on trading securities is managed independently and reported as a
component of market risk exposure.
The Bank manages its credit risk by establishing internal policies aimed at maximising risk adjusted profit by maintaining
credit risk exposure within accepted parameters by setting, monitoring and reviewing credit ratings, by setting and
authorising lending limits and by actively monitoring the performance of its customers. The Bank deal with counterparties
of good credit standing and, when appropriate, obtains collateral. The credit policy is reviewed and approved by the
Management Board.
The CRMD determines levels of overall risk exposure by reference to customers and products and regularly evaluates
customers' creditworthiness and business performance.
In evaluating the risks associated with a particular borrower, the Bank takes into account the borrower's business and
factors such as the quality of its management, its main business activities, its geographic location, suppliers, customers,
other indebtedness, financial stability, turnover, expected return on the loan, the liquidity of the proposed collateral and
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whether it is acceptable in view of the credit risk, their credit history with the Bank and other financial institutions and the
amount of risk involved in lending to a particular borrower, using a rating scale. A lack of credit history with the Bank or
lack of credit history in general is not an absolute bar to granting a loan, as long as the Bank receives sufficient information
to assess the borrower's business and financial condition. However, when the Bank lends to a borrower with no credit
history, it sets conditions such as a requirement to transfer a certain part of the customer's banking operations to the Bank
for a certain period and charging a higher interest rate or requiring additional collateral or guarantees from such borrower.
The Bank also considers credit risk associated with the industry in which the borrower operates. The Bank has developed
an internal credit rating system whereby each borrower is assigned ratings based on (i) financial and operational ratios, (ii)
financial position, (iii) market position and management effectiveness. In making its credit decisions with regard to loans
to banks, the Bank uses a rating scale based on the international ratings, if any, and financial statements audited by
recognised auditors, allocating various credit ratings to the borrowers. The Bank evaluates the borrower's financial
statements, credit history, and cash flows in order to determine the expected risk of default for such borrower and also
monitors the weighted average credit risk of potential borrowers on a portfolio basis and by industry sector.
The borrower's financial standing is subject to continual monitoring and review on a quarterly basis or as the business may
require.
The Bank structures the levels of credit risk it undertakes by placing separate limits on the amount of risk accepted in
relation to each borrower and each category of borrowers within a particular industry or geographical region. Such risks
are monitored and reviewed regularly (at least monthly).
When structuring loans to corporate customers, the Bank follows certain basic principles. It sets out repayment schedules
and adapts them so as to take into account any seasonality in the borrower's business and, where applicable, also obtains
guarantees from affiliates of the borrower or other ING Group division, enters into collateral agreements to secure related
loans, prescribes the borrower's own equity contribution for the project financing and requires cash flows from the financed
project or counterparties to be directed to the current accounts opened with the Bank. In the case of loans to retail
customers, the Bank takes collateral to secure such loans. As the lending policy is to give priority to the quality of the
borrower over the quality of the collateral available, lending decisions are based on risk assessment rather than on the
quality of the collateral. When taking security, the Bank gives preference to the most liquid form of collateral with the highest
re-sale value. It also takes into account regional factors when determining the value of collateral.
The Bank establishes an allowance for loan losses that represent its estimates of losses incurred in its loan portfolio.
The Bank writes off a loan balance (and any related provision for impairment losses) when the Credit Committee
determines that the loan is uncollectible and when all necessary steps to collect the loan are completed. This determination
is reached after considering information such as the occurrence of significant changes in the borrower's financial position
such that the borrower can no longer pay the obligation, or that proceeds from collateral will not be sufficient to pay back
the entire exposure.
Credit-related commitments risks
The Bank makes available to its customers guarantees which may require that the Bank make payments on their behalf.
Such payments are collected from customers under the terms of the financial guarantees or letters of credit. These
arrangements expose the Bank to similar risks to loans and these are mitigated by similar control procedures and policies.
Refer to Note 14 for the amount of credit related commitments and related provisions and cash collateral.
The maximum exposure to credit risk for the components of the statement of financial position, including derivatives, before
the effect of mitigation through the use of master netting and collateral agreements, is best represented by their carrying
amounts.
If recorded at fair value, the carrying value represents the current credit risk exposure but not the maximum risk exposure
that could arise in future as a result of changes in values.
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Credit quality by class of financial assets
The credit quality of financial assets is managed by the Bank's internal credit ratings. The table below shows the credit
quality by class of asset for loan-related lines in the statement of financial position, based on the Bank's credit rating
system.

31 December 2017

Cash and cash equivalents,
excluding cash on hand
Loans to customers:
Commercial
Overdrafts
Retail

Neither past due nor impaired
SubHigh
Standard
standard
Notes
grade
grade
grade
5
6

Total

31 December 2016

Cash and cash equivalents,
excluding cash on hand
Loans to customers:
Commercial
Overdrafts
Retail
Total

Past due
but not
individually
impaired

Total

2,771,251

-

-

-

-

2,771,251

200,831
12,547

6,013,996
124,073
11,995

-

-

1,322,285
28,091

7,537,112
124,073
52,633

2,984,629

6,150,064

-

-

1,350,376

10,485,069

Individually
impaired

Total

Neither past due nor impaired
SubHigh
Standard
standard
Notes
grade
grade
grade
5
6

Individually
impaired

Past due
but not
individually
impaired

5,129,795

-

-

-

-

5,129,795

1,520,106
1
15,988

4,855,932
1,989
11,158

-

5,479,559
31,044

525,571
-

12,381,168
1,990
58,190

6,665,890

4,869,079

-

5,510,603

525,571

17,571,143

In the table above loans to banks and customers of high grade are those having a minimal level of credit risk or very well
collateralised. Other borrowers with good financial position and good debt service are included in the standard grade. Substandard grade comprises loans below standard grade but not individually impaired.
Ageing analysis of past due but not individually impaired loans and individually impaired loans per class of financial
assets
31 December 2017
Not
Less than
31 to
More than
Total
past due
30 days
60 days
90 days
Past due but not impaired
Corporate customers
Retail
Total past due but not
impaired
Past due collectively impaired
Corporate customers
Retail
Total past due collectively
impaired
Individually impaired
837,239
485,046
1,322,285
Corporate customers
28,091
28,091
Retail
Total past due individually
837,239
513,137
1,350,376
impaired
837,239
513,137
1,350,376
Total
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Not
past due
Past due but not impaired
Corporate customers
Retail
Total past due but not
impaired
Past due collectively impaired
Corporate customers
Retail
Total past due collectively
impaired
Individually impaired
Corporate customers
Retail
Total past due individually
impaired
Total

31 December 2016
31 to
More than
60 days
90 days

Less than
30 days

Total

-

3,851

31,720
-

5,447,839
-

5,479,559
3,851

-

3,851

31,720

5,447,839

5,483,410

-

485

-

26,708

27,193

-

485

-

26,708

27,193

240,645
-

-

-

284,926
-

525,571
-

240,645

-

-

284,926

525,571

240,645

4,336

31,720

5,759,473

6,036,174

See Note 6 for more detailed information with respect to the allowance for impairment of loans to customers.
Impairment assessment
The main considerations for the loan impairment assessment include whether any payments of principal or interest are
overdue by more than 90 days or there are any known difficulties in the cash flows of counterparties, credit rating
downgrades, or infringement of the original terms of the contract. The Bank addresses impairment assessment in two
areas: individually assessed allowances and collectively assessed allowances.
Individually assessed allowances
The Bank determines the allowances appropriate for each individually significant loan on an individual basis. Items
considered when determining allowance amounts include the sustainability of the counterparty's business plan, its ability
to improve performance once a financial difficulty has arisen, projected receipts and the expected dividend payout should
bankruptcy ensue, the availability of other financial support and the realisable value of collateral, and the timing of the
expected cash flows. The impairment losses are evaluated at each reporting date, unless unforeseen circumstances
require more careful attention.
Collectively assessed allowances
Allowances are assessed collectively for losses on loans to customers that are not individually significant (including
residential mortgages) and for individually significant loans where there is not yet objective evidence of individual
impairment. Allowances are evaluated on each reporting date with each portfolio receiving a separate review.
The collective assessment takes into account of impairment that is likely to be present in the portfolio even though there is
no yet objective evidence of the impairment in an individual assessment. Impairment losses are estimated by taking into
consideration of the following information: historical losses on the portfolio, current economic conditions, the appropriate
delay between the time a loss is likely to have been incurred and the time it will be identified as requiring an individually
assessed impairment allowance, and expected receipts and recoveries once impaired. Management is responsible for
deciding the length of this period which can extend for as long as one year. The impairment allowance is then reviewed by
credit management to ensure alignment with the Bank's overall policy.
Financial guarantees and letters of credit are assessed and provision made in a similar manner as for loans.
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Geographical concentration
The geographical concentration of the Bank's financial assets and liabilities is set out below:

Ukraine
Assets:
Cash and cash equivalents
Trading securities
Loans to customers
Other financial assets
Liabilities:
Amounts due to credit institutions
Amounts due to customers
Other financial liabilities
Net position

Liabilities:
Amounts due to credit institutions
Amounts due to customers
Other financial liabilities
Net position

Total

2,544,230
62
7,118,962
1,758
9,665,012

248,769
248,769

13,436
13,436

2,806,435
62
7,118,962
1,758
9,927,217

290,425
5,178,866
19,830
5,489,121

580,552
59,862
28,054
668,468

173
295
468

870,977
5,238,901
48,179
6,158,057

4,175,891

(419,699)

12,968

3,769,160

Ukraine
Assets:
Cash and cash equivalents
Trading securities
Loans to customers
Other financial assets

31 December 2017
CIS and other
non-OECD
OECD
countries

31 December 2016
CIS and other
non-OECD
OECD
countries

Total

4,652,068
62
12,170,816
1,200
16,824,146

487,039
487,039

20,837
20,837

5,159,944
62
12,170,816
1,200
17,332,022

225,734
4,516,230
21,707
4,763,671

8,757,284
23,608
25,896
8,806,788

618
508
1,126

8,983,018
4,540,456
48,111
13,571,585

12,060,475

(8,319,749)

19,711

3,760,437

Liquidity risk and funding management
Liquidity risk arises in the general funding of activities and in the management of positions. It includes both the risk of being
unable to fund assets at appropriate maturities and rates and the risk of being unable to liquidate an asset at a reasonable
price and in an appropriate period.
The process of managing liquidity risk is continuous. The Bank’s Treasury carries out day-to-day monitoring of short-term
exposure to liquidity risk. Senior management receives weekly analysis and daily reports and the ALCO performs a monthly
review of liquidity risk management.
The Bank assesses liquidity risk based on gap analysis, that is, an analysis of the difference between assets and liabilities
with the same maturity. The amounts of such unmatched positions in assets and liabilities having the same maturity are
used to calculate the cumulative gap, which is subject to certain limits. These limits are determined by the ability to source
funds on the money markets. Such limits may be reviewed, depending on changes in the Bank's capacity to source funds.
The CRMD is responsible for making recommendations with respect to changing limits, which are subject to review by the
ALCO and approval of the responsible division of the Parent Bank. In addition, the Bank has procedures that apply in the
event these limits are exceeded, as well as contingency plans for unforeseen situations.
The risks associated with the concentration of loans and deposits require continuous monitoring. Management
acknowledges the risks associated with possible high concentrations of assets and liabilities and seeks to match maturities
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of high-value corporate loans and deposits, which management views as a means of managing liquidity and interest rate
risk. The Bank has access to a diverse funding base, including deposits, subordinated liabilities and share capital, which
enhances funding flexibility, limits dependence on any one source of funds and generally lowers the cost of funds. The
Bank also holds a portfolio of liquid assets as part of its liquidity risk management. The use of a combination of instruments
to manage liquidity risks enables the Bank to use its lending resources and maintain liquidity levels more effectively.
Analysis of financial liabilities by remaining contractual maturities
The table below summarises the maturity profile of the Bank's financial liabilities at 31 December based on contractual
undiscounted repayment obligations.
Within
one
month

Financial liabilities
As at 31 December 2017
Non-derivative liabilities
Amounts due to credit institutions
Amounts due to customers
Other financial liabilities
Derivative liabilities
Forward contracts
- inflows
- outflows
Total undiscounted financial
liabilities

Non-derivative liabilities
Amounts due to credit institutions
Amounts due to customers
Other financial liabilities
Derivative liabilities
Forward contracts
- inflows
- outflows
Total undiscounted financial
liabilities

1 to
5 years

Over
5 years

Total

733,814
4,578,578
48,179

589,892
-

137,538
92,211
-

-

-

871,352
5,260,681
48,179

(163,543)
167,707
5,364,735

(39,437)
40,152
590,607

229,749

-

-

(202,980)
207,859
6,185,091

Within
one
month

Financial liabilities
As at 31 December 2016

3 months
to one
year

From 1 to
3 months

3 months
to one
year

From 1 to
3 months

1 to
5 years

Over
5 years

Total

3,206,404
4,345,584
48,111

4,942,307
148,367
-

112,910
54,580
-

748,584
-

-

9,010,205
4,548,531
48,111

(129,496)
133,999

-

-

-

-

(129,496)
133,999

7,604,602

5,090,674

167,490

748,584

-

13,611,350

The Bank expects that many customers will not demand repayment on the earliest date when the Bank could be required
to make a respective repayment.
The table below shows the earliest expiry of the Bank's irrevocable financial commitments and contingencies before
provision and deduction of cash held as security against letters of credit, guarantees and promissory notes guarantees as
at 31 December:
Less than
3 months
2017
2016

1,101,506
1,092,145

3 to
12 months

1 to
5 years
-

Over
5 years
-

Total
-

1,101,506
1,092,145

The Bank expects that not all of the contingent liabilities or commitments will be drawn before their expiry. In order to limit
liquidity risk arising from asymmetric prepayment and early repayment prospective of the term assets and liabilities, the
Bank incorporates in standard client agreements conditions that motivate customers not to use the options of prepayment
and early repayment.
The maturity analysis does not reflect the historical stability of current accounts. Their liquidation has historically taken
place over a longer period than indicated in the tables above. These balances are included in amounts due within one
month in the tables above.
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Interest rate risk
Interest rate risk is the risk that movements in interest rates will affect cash flows or the fair value of the Bank's portfolios
of financial instruments. The Bank is exposed to interest rate risk, principally as a result of lending at fixed interest rates in
amounts and for periods which differ from those of term borrowings at fixed interest rates. Interest margins on assets and
liabilities having different maturities may increase as a result of changes in market interest rates.
The Bank’s Treasury applies for limits on the level of mismatch of interest rate re-pricing that may be undertaken, which is
monitored by the ALCO and approved by the responsible body of the Parent Bank. In the absence of any available hedging
instruments, the Bank seeks to match its interest rate positions. The evaluation and analysis of interest rate risk is
performed as at the first day of each month and updated as necessary to reflect market changes, for example, a change
in benchmark interest rates, market volatility or similar events. The results of such evaluation and analysis are discussed
at regular ALCO meetings. In addition to applying standard calculations, the Bank uses stress-tests.
These involve determining the level of interest-rate risk that would apply in the event of unforeseen circumstances or
contingencies arising. This approach enables the Bank to evaluate changes in net interest income for future periods and
determine the priority areas for interest risk management.
The Bank does not have a significant exposure to interest rate risk.
Currency risk
Exchange rate risk is the risk of losses resulting from adverse movements in foreign currency exchange rates. Exchange
rate risk results from the Bank having open positions in different currencies. Such positions are calculated as differences
between assets and liabilities in the same currencies as at the reporting date.
The Bank evaluates, monitors and sets limits for long and short foreign exchange positions. The policy with regard to open
foreign currency positions is restricted to certain thresholds under Ukrainian law and is strictly monitored by the NBU on a
daily basis.
The following table shows the distribution of the Bank’s financial assets and liabilities across its material operating foreign
currencies as at 31 December 2017:
USD

EUR

Other
currencies

Assets
Cash and cash equivalents
Loans to customers

197,237
796,004

73,604
779,945

21,090
-

Total assets

993,241

853,549

21,090

Liabilities
Amounts due to credit institutions
Amounts due to customers
Other liabilities

(140,366)
(645,551)
(1,180)

(438,968)
(405,285)
(31,517)

(18,818)
(4)

Total liabilities

(787,097)

(875,770)

(18,822)

Net balance sheet position

206,144

(22,221)

2,268

Derivative financial liabilities

(207,859)

-

-

(1,715)

(22,221)

2,268

Net position
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The following table shows the distribution of the Bank’s financial assets and liabilities across its material operating foreign
currencies as at 31 December 2016:
USD

EUR

Other
currencies

Assets
Cash and cash equivalents
Loans to customers
Other assets

150,357
8,438,215

373,156
581,164

-

341

30,095
-

Total assets

8,588,572

954,661

30,095

Liabilities
Amounts due to credit institutions
Amounts due to customers
Other liabilities

(8,119,034)
(350,890)
(5,773)

(779,647)
(165,186)
(27,710)

(25,723)
(4)

Total liabilities

(8,475,697)

(972,543)

(25,727)

Net balance sheet position

112,875

(17,882)

4,368

Derivative financial liabilities

(133,999)

-

-

(21,124)

(17,882)

4,368

Net position

The ALCO sets limits on the level of exposure by currencies. Such limits are reviewed in the event of volatility in foreign
exchange rates. The ALCO may amend limits based on recommendations by the CRMD. The Bank monitors compliance
with such limits on a daily basis. Reports on changes in currency positions are provided to management on a daily basis.
2017
2016
Change in
Effect on profit
Change in
Effect on profit
Currency
currency rate
before tax
currency rate
before tax
10.00%
(172)
USD
+50.00%
(10,562)
10.00%
(2,222)
(8,941)
EUR
+50.00%
(2,394)
(19,503)
Total
USD
EUR
Total

-10.00%
-10.00%

172
2,222
2,394

-10.00%
-10.00%

2,112
1,788
3,900

The effect on equity would be the same as disclosed in the table above except for the effect of tax of 18%.
Operational risk
Operational risk is the risk of loss arising from systems failure, human error, fraud or external events. When controls fail to
perform, operational risks may cause damage to reputation, have legal or regulatory implications, or lead to financial loss.
The Bank does not expect to eliminate all operational risks, but a control framework, monitoring and timely responding to
potential risks are effective tools to manage the risks. Controls include the effective segregation of duties, access rights,
authorisation procedures, staff training and assessment processes. Currently, operational risks are considerably reduced
due to more strict observance of the requirements of technological processes.
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19.

Fair value measurement

The Bank uses the following hierarchic methods of measurement to determine and disclose the fair values of financial
instruments (refer to Note 3):

•
•
•

Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities.
Level 2: measurement methods the inputs for which, having a material impact on fair values recognised in the
financial statements, are based on observable market data, either directly or indirectly.
Level 3: measurement methods the inputs for which, having a material impact on fair values recognised in the
financial statements, are not based on observable market data.

The table below shows the analysis of financial instruments presented by hierarchic levels of fair value sources as at
31 December 2017 and 2016:

31 December 2017

Level 1

Level 2

Level 3

Total

Assets for which fair values are disclosed
(all classified as loans and receivables)
Cash and cash equivalents
Loans to customers
Other financial assets

-

2,806,435
-

7,118,962
1,758

2,806,435
7,118,962
1,758

Liabilities measured at fair value
Other financial liabilities
- Derivative financial liabilities

-

4,879

-

4,879

Liabilities for which fair values are disclosed
(all classified as other financial liabilities)
Amounts due to credit institutions
Amounts due to customers
Other financial liabilities

-

870,977
5,238,901
-

48,179

870,977
5,238,901
48,179

31 December 2016

Level 1

Level 2

Level 3

Total

Assets for which fair values are disclosed
(all classified as loans and receivables)
Cash and cash equivalents
Loans to customers
Other financial assets

-

5,159,944
-

12,170,816
1,200

5,159,944
12,170,816
1,200

Liabilities measured at fair value
Other financial liabilities
- Derivative financial liabilities

-

4,503

-

4,503

Liabilities for which fair values are disclosed
(all classified as other financial liabilities)
Amounts due to credit institutions
Amounts due to customers
Other financial liabilities

-

8,983,018
4,540,456
-

48,111

8,983,018
4,540,456
48,111

The estimated fair values of financial assets and liabilities is determined using market prices for actively traded financial
assets and discounted cash flow and other appropriate valuation methodologies as at the reporting date. These estimates
do not reflect any premium or discount that could result from offering for sale at one time the Bank's entire holdings of a
particular financial instrument. Fair value estimates are based on judgements regarding future expected cash flows, current
economic conditions, risk characteristics of various financial instruments and other factors. The discount rate is a market
related rate for a similar instrument at the reporting date.
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The fair values of all short-term financial assets and liabilities are assumed to equal their carrying values due to their shortterm nature, regular re-pricing periods and/or market interest rates at period end. The fair value of loans and deposits with
maturities greater than one year approximate their carrying value because for substantially all loans and deposits the Bank
has applied floating interest rates that consider current value of cash flows and market conditions.
Significant unobservable inputs used at year end in the measuring of loans comprise estimate of discount rates adjusted
for credit risk of borrowers based on their financial standings which is done on internal estimates and non-market data
since the market in Ukraine is not active and there are no readily available quotations for all borrowers. Respectively, loans
are classified to Level 3 based on the significance of unobservable inputs.
The estimates of fair value are intended to approximate the amount for which a financial instrument could be exchanged
between knowledgeable, willing parties in an arm's length transaction. However, given the uncertainties and the use of
subjective judgement, the fair value should not be interpreted as being realisable in an immediate sale of the assets or
settlement of liabilities.

20.

Maturity analysis of assets and liabilities

The table below shows an analysis of financial assets and liabilities according to when they are expected to be recovered or
settled.
Within
one year
Assets
Cash and cash equivalents
Loans to customers
Investment securities available‑
for-sale
Other financial assets
Total assets
Liabilities
Amounts due to credit
institutions
Amounts due to customers
Other financial liabilities
Total liabilities
Net
Forward contracts
-inflows
-outflows

2017
More than
one year

Total

Within
one year

2016
More than
one year

Total

2,806,435
6,033,431
-

1,085,531
62

2,806,435
7,118,962
62

5,159,944
11,556,620
-

614,196
62

5,159,944
12,170,816
62

1,758

-

1,758

1,200

-

1,200

8,841,624

1,085,593

9,927,217

16,717,764

614,258

17,332,022

870,977

-

870,977

8,254,551

728,467

8,983,018

5,238,901
48,179
6,158,057

-

5,238,901
48,179
6,158,057

4,540,456
48,111
12,843,118

728,467

4,540,456
48,111
13,571,585

2,683,567

1,085,593

3,769,160

3,874,646

(114,209)

3,760,437

202,980
(207,859)

-

202,980
(207,859)

129,496
(133,999)

-

129,496
(133,999)

The maturity analysis does not reflect the historical stability of current accounts. Their liquidation has historically taken
place over a longer period than indicated in the tables above. These balances are included in amounts due within one year
in the table above.
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21.

Related party disclosures

In accordance with IAS 24 Related Party Disclosures, parties are considered to be related if one party has the ability to
control the other party or exercise significant influence over the other party in making financial or operational decisions. In
considering each possible related party relationship, attention is directed to the substance of the relationship, not merely
the legal form.
Transactions between related parties may not be effected on the same terms, conditions and amounts as transactions
between unrelated parties.
The outstanding balances of related party transactions, at the year-end are as follows:

Cash and cash equivalents,
(denominated mainly in USD
and EUR)
Loans to customers
(contractual interest rate: UAH:
6%)
Amounts due to customers
(denominated mainly in UAH
and USD)
Amounts due to credit
institutions (contractual
interest rate: USD: 1.92%,
EUR: 0.01% - 0.041%)
Commitments and guarantees
granted (denominated in UAH
and USD)
Other financial liabilities

Parent
Bank

2017
Key
management
personnel

Entities
under
common
control

61,723

-

13,636

2016
Key
management
personnel

Parent
Bank

Entities
under
common
control

370,727

-

20,882

-

1,580

-

-

2,165

-

-

5,678

227,234

-

-

147,309

579,447

-

-

8,757,284

-

-

-

-

87,088

65,563

-

70,358

27,232

-

1,083

22,627

-

696

A number of financial guarantees attracted to secure certain loans granted to customers were obtained from Parent Bank
and entities under common control as at 31 December 2017. For details over guarantees and respective loan exposures
covered by obtained guarantees, please refer to Note 4 and Note 6.
The income and expense arising from related party transactions are as follows:

Parent
Bank
Interest income
Allowance for loan impairment
Interest expense
Fee and commission income
Other income
Fee and commission expense
Other administrative and
operating expenses

For the year ended 31 December
2017
2016
Key
Entities
Key
manageunder
manageParent
ment
common
ment
personnel
control
Bank
personnel

Entities
under
common
control

2,192
(23,490)
216
(111,511)

106
(78)
12
(12)

(12,463)
67
12
(3,933)

(26,027)
79
(175,173)

250
23
31
(9)

(54,993)
22
(8,868)

(67,517)

-

(13,794)

(63,469)

-

(12,076)

The aggregate short-term benefits accrued to the key management personnel for 2017 is UAH 31,509 thousand (2016:
UAH 31,291 thousand).
In February 2017 the Bank transferred all of its rights and obligations for loans to customers with carrying value of
UAH 2,935,122 thousand for cash consideration of UAH 2,935,122 thousand to the Parent Bank. The transfer did not result
in any gain or loss on disposal of loans to customers.
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In February 2017 the Bank made a call on guarantee obtained from the Parent Bank of UAH 1,835,179 thousand for certain
loans and received respective cash consideration.

22.

Capital adequacy

The Bank maintains an actively managed adequate capital level to cover external risks inherent in the business. The
adequacy of the Bank's capital is monitored using the ratios established by the NBU.
The primary objectives of the Bank's capital management are to ensure that the Bank complies with externally imposed
capital requirements and that the Bank maintains strong credit ratings and proper capital ratios in order to support its
business and to maximise shareholders' value.
The Bank manages its capital structure and makes adjustments to it in the light of changes in economic conditions and the
risk characteristics of its activities. In order to maintain or adjust the capital structure, the Bank may adjust the amount of
dividend payment to shareholders, return capital to shareholders or issue shares. No changes were made in the objectives,
policies and processes from the previous years.
The NBU requires banks to maintain a capital adequacy ratio of 10% of the amount of risk-weighted assets, computed in
accordance with the NBU requirements. As at 31 December 2017 and 2016, the Bank complied with the NBU requirements
concerning capital adequacy ratio. The table below presents regulatory capital based on the Bank’s reports prepared under
the NBU requirements, which comprises the following components:
2017

2016

Primary capital
Additional capital

1,782,942
1,445,183

1,743,716
231,539

Total regulatory capital

3,228,125

1,975,255

23.

Subsequent events

According to the Law №2210-VIII ”On changes to laws of Ukraine on facilitation of business and attraction of investments
by the securities issuers” starting from 6 January 2018 the Bank is deemed as and regulated by the provisions for a private
joint-stock company.
After December 31, 2017, there were no other events that would require amendments or disclosures in the financial
statements.
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24.

Additional information

In accordance with the Resolution No. 160 dated 12 February 2013 (with amendments) of the National Commission on
securities and stock market (the Commission), the Bank disclose the following information:
- Equity of the Bank comprise the following:
- share capital: UAH 751,579 thousand including registered share capital amounting to UAH 731,298 thousand and
adjustment for effects of hyperinflation amounting to UAH 20,281 thousand;
- additional capital paid-in: UAH 46,278 thousand;
- retained earnings: UAH 2,955,245 thousand.
- Amount of the Bank’s equity reported in the financial statements as at and for the year ended 31 December 2017
complies with the regulatory requirements of the Commission.
- As at 31 December 2017, the amount of registered share capital of the Bank (before adjustment for effects of
hyperinflation) corresponds to the state registration documents and was formed and fully paid by cash contributions
in the amount equivalent to UAH 731,298,045.
- Cash contributions to share capital amounting to UAH 731,298,045 were made during Bank’s share issue that took
place in 1997-2010.
- The latest issue of shares amounting to UAH 426,537,120 took place in 2010. As a result, the Bank received
Certificate of registration of share issue for 73,129,804,500 ordinary registered shares with par value of 1 kopeck
per share totalling UAH 731,298,045; registration number 850/1/10 dated 7 October 2010.
- As at 31 December 2017, the Bank has neither overdue tax liabilities (existence/absence of tax debt), nor outstanding
duties or unpaid penalties for violations of the financial services legislation, including those on the securities
market.
1)

The contributions to the share capital of the Bank were used for the activities envisaged be the Bank’s Charter.

2)
3)

Information on transactions and balances with related parties is disclosed in Note 21 to the financial statements.
As at 31 December 2017, the Bank has no contingent assets and/or liabilities that could be recorded on the
balance with a significant degree of probability, other than those disclosed in the financial statements as at and
for the year ended 31 December 2017.
There were no events subsequent to the balance sheet date that are not disclosed in the financial statements,
but might have material impact on Bank’s financial position.
There were no other facts and circumstances that may have material impact on the Bank’s operations, other than
those disclosed in the financial statements.

4)
5)

There were no other financial statements prepared in accordance with Ukrainian legislation and regulations of the
Commission, other than the accompanying financial statements as at and for the year ended 31 December 2017 prepared
in accordance with IFRS and interim financial statements prepared in accordance with International Accounting Standard
34 Interim Financial Reporting.
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