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Ladies and Gentlemen,  

The 2018 financial year proved to be a ground-breaking year for the newly 
founded VTB Bank (Europe) SE. We have successfully implemented the 
legal merger and thereby created the prerequisites to expand our business 
activities in the European market. In 2017, we had already set a new course 
for the VTB banks in continental Europe by merging VTB Bank (Austria) AG 
as the former parent institution with VTB Bank (Deutschland) AG, which 
was at the same time refounded as VTB Bank (Europe) SE. Accordingly,  
VTB Bank (France) SA was also merged with VTB Bank (Europe) SE. 
Moreover, as a former German subsidiary of VTB Bank (Austria) AG,  
VTB Direktbank is now a subsidiary of VTB Bank (Europe) SE. With the legal 
form of a "Societas Europaea" and the company name VTB Bank (Europe) 
SE, we have successfully implemented the planning of a unified European 
banking institution. This makes us the first Russian banking group and 
one of the first banks in Europe to adopt the legal structure of a Societas 
Europaea. 

In 2018, our focus was on reorganising processes within the bank and 
at the same time raising them to a new level. We have harmonised the 
IT infrastructure and consolidated the accounting function within a 
core banking system. All administrative activities were concentrated in 
Frankfurt – the new headquarters of VTB Bank (Europe) SE – to the extent 
permitted and practicable. In personnel recruitment, we have made great 
efforts to attract highly qualified staff to our bank – with success. The 
number of employees in Frankfurt increased to 180 last year. In particular, 
we have strengthened our risk and back-office functions. Our location 
in Vienna, for its part, continues to serve as a centre of expertise in 
Southeastern Europe for transactions in the real estate sector and for our 
ECA business. On the basis of a single full banking licence and a leaner 
structure, we will continue to work to make our business more cost-
efficient and to comply with the increasing regulatory requirements.

GLOBAL TRADE CONFLICTS CREATE UNCERTAINTY

Markets came under considerable pressure last year. In particular, global 
trade conflicts such as the ongoing trade dispute between the USA and 
China had a noticeable impact on the global economy. Moments of 
escalation alternated repeatedly with attempts to calm the situation. 
In our opinion, further economic growth, especially in the USA against 
the backdrop of the upcoming presidential elections in 2020, holds 
some uncertainties. Italy‘s debt debate with the EU and the elections in 
Brazil, Italy and Turkey also had an impact on the economy. Moreover, 
ongoing Brexit negotiations fuelled further uncertainty and increased 
tensions within the EU. As we focused to a greater extent on European 
customers last year, the trade dispute between the USA and China had no 
serious impact on our operating business. Despite all hurdles and volatile 
market conditions, we believe our bank is well positioned to successfully 
implement our growth strategy in Europe. 

POSITIVE BUSINESS TREND CONTINUED

Overall, we are very satisfied with business trends in 2018. With our 
significantly strengthened team, we have continued to drive the acquisition 
of new customers and the granting of new loans forward, particularly in 
Germany and Central Europe. We focused on our business with institutional 
customers from the European Union, the Russian Federation and CIS states 
in trade, export and working capital financing. Despite the after-effects 
of the completed establishment of VTB Bank (Europe) SE and new major 
projects, the costs of which had not yet been budgeted when the 2018 
business plan was drawn up, we asserted ourselves successfully in our key 
target markets in 2018 and essentially achieved our targets. The results 
were also driven by a risk provisions figure far below the budgeted figures 
with a net interest margin higher than planned. In addition, VTB Bank 
(Europe) SE improved its return on capital employed, which was mainly 
thanks to the higher net income in 2018. The cost-income ratio of 35.6 % 
was also in line with expectations. 
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EXPANDED PRODUCT PORTFOLIO OPENS UP GROWTH 
OPPORTUNITIES

Following the completion of the merger, we plan to offer our private and 
corporate clients a broader range of products and meet their needs even 
better. At the beginning of 2018, we started to prepare for the introduction 
of a trading book. From the first quarter of 2019, seven basic products such 
as FX swaps and IRS will specifically expand the offering for corporate 
customers. The IT configuration for products is handled uniformly 
throughout the Group and facilitates the implementation of new products 
that undergo a standardised "New Product Process". In the private client 
business, a new area called "Wealth and Investment Management" was 
established at the end of 2018 and a Robo Advisor was introduced.

Our goal for 2019 is to sharpen the business profile of VTB Bank 
(Europe) SE as a European bank. The going live of the trading book 
will also make a significant contribution in this context. Moreover, 
we aim to increase net income from less risky asset classes such 
as transaction banking and trade finance. Furthermore, another 
development focus for 2019 will be on improving the bank‘s 
data quality, which will help us to optimise our risk and financial 
performance. We have already successfully initiated corresponding 
steps and will continue to do so in the course of the year. As a 
universal bank with an international customer focus, we are thereby 
creating the conditions for further growth in our strategically 
important regions. 
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The Management Board would like to thank all business partners 
and customers, the shareholder, JSC VTB Bank, Moscow, and 
the Supervisory Board for their excellent collaboration and the 
confidence they have expressed. Our special thanks are also due to 
all our employees, whose strong commitment has made significant 
contributions to the successful development and growth of our 
business in 2018.

Frankfurt, April 2019

Your Management Board

Arthur Iliyav  Alexander Frey 

Oleg Osipenko  Oxana Kozliouk
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In the corporate business sector, we concentrate on corporate 
clients and investment banking business, offering our  
clients a wide range of products. In the corporate finance, 
trade and export finance, real estate finance, financing  
of commercial transactions, cash management, treasury and 
fixed-income products sectors, our clients profit from the 
bank‘s comprehensive knowledge. 

We focus on trade flows between east and west. Our home 
markets are in selected emerging economies as well as in 
Europe. We develop customised financing solutions and 
services for our clients featuring a variety of capital and 
product structures. 

Employees with proven expertise ensure that transactions  
are processed efficiently and successfully. We draw on sound, 
in-depth industry specific and geographical expertise.

CORPORATE  
CLIENTS

In the private client sector, our branch VTB Direktbank is 
our presence on the German market and has successfully 
established us as a trusted direct bank for deposit products 
offering attractive conditions. 

We currently serve more than 170,000 satisfied customers 
and have received multiple awards since our market entry 
in 2011. VTB Direktbank is a cost-efficient online bank that 
focuses on offering instant-access, fixed-term and savings 
accounts. This means that all accounts are managed online 
only and all orders are generally issued via online banking. 
VTB Direktbank‘s TÜV-certified online banking operations 
and mobile TAN process meet the German market‘s highest 
security standards. 

VTB Direktbank‘s deposits are protected by a statutory 
compensation scheme and voluntary deposit protection. 

PRIVATE  
CLIENTS
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VTB Bank (Europe) SE also focuses on business with 
financial institutions. This is characterised by the constant 
development and optimisation of relationships with financial 
institutions in order to ensure secure and reliable payment 
transaction clearing, as well as current account management 
and the cross-selling of banking products. 

As a clearing office, the bank plays a key role for over 200 
correspondent banks in the Russian Federation and the 
Commonwealth of Independent States. We specialise in 
particular in clearing in EUR for correspondents as well as the 
processing of cross-border payment orders. All transactions 
are processed using the SWIFT network or the bank‘s own 
electronic banking system.

As a member of SWIFT and the European clearing platform 
TARGET2, we are fully equipped to meet the growing 
expectations of companies and financial institutions in  
this sector. 

FINANCIAL  
INSTITUTIONS
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BASICS 

Business structure 

The corporate structure of VTB Bank (Europe) SE – hereinafter referred to 
as "VTBE" – has not changed compared with the last financial year. PJSC 
VTB Bank, St. Petersburg, continues to be the main shareholder with a total 
interest of 99.39 %. VO Novoexport, Moscow, continues to hold 0.61 % of 
the capital. VTBE is consequently a company dependent on PJSC VTB Bank, 
St. Petersburg (sec. 17 para. 2 of the German Stock Corporation Act [AktG]). 

The bank has a further branch in Frankfurt ("VTB Bank (Europe) SE, 
Frankfurt am Main Branch"), where the direct banking business is bundled, 
and a branch in Austria ("VTB Bank (Europe) SE, Vienna Branch").

Business model and controlling

As part of the VTB Group, VTBE provides consulting and other services to 
its customers specifically in the area of European-Russian trade relations 
and has been offering all requisite products in this area for almost  
50 years. Drawing on the experience gained from its successful business 
activities, VTBE handles banking and finance transactions expertly and 
reliably, particularly in the area of trade finance and payment transactions 
between markets in Europe, Russia and selected CIS countries. Despite 
German-Russian sanctions, mutual trading turnover in the first half of 2018 
alone amounted to USD 29 billion, 25.3 % above the previous year‘s figure. 
Consequently, Germany also ranked as Russia‘s second most important 
trading partner in the first half of 2018. 

Moreover, VTBE provides its customers active in these goods and payment 
flows with access to the entire product range of the VTB Group, Russia’s 
second-largest bank, and regards itself as the first choice among banks 
in its segment. VTBE basically offers its customers all the services that 
were previously provided by the three banks in the former European sub-
holdings. These services include global transaction banking, financing, 
documentary business and treasury. Private clients can also continue to 
hold instant access accounts and time deposits via Direktbank.  
A significant expansion of the product range in the Capital Markets 
segment is planned for 2019.

The business activities of VTBE are managed by the Management Board 
on the basis of specific criteria: in addition to regulatory indicators such 
as overall capital ratios according to the European Capital Requirement 
Regulation (CRR) or liquidity ratios such as the Liquidity Coverage Ratio 
(LCR) and the Net Stable Funding Ratio (NSFR), new business is managed 
based on balance-sheet indicators such as return on equity, return on risk 

adjusted capital, and net income as reported according to International 
Financial Reporting Standards (IFRS). As a result of the imbalance between 
existing EUR funding and the USD lending that is in demand, the bank 
is monitoring the ratio of lending of EUR to USD and is endeavouring 
to balance this ratio. The bank is also controlling its lending in terms of 
geographical and sector risk diversification.

Risks with regard to individual business segments, types of business or risk 
concentration are controlled as before by limiting cash amounts either in 
absolute terms or relative to other values such as the equity consumption 
of one portion of the portfolio compared with the entire loan portfolio. 
Steering also includes economic indicators relating to risk-bearing 
capacity. In addition, at the individual transaction level, risks are limited 
by the requirement for collateral or offset by the use of relevant financial 
products, as far as possible.

Internal reporting thresholds more stringent than regulatory indicators 
are used to limit risks to ensure that, even in case of unforeseen events, a 
sufficient buffer exists before the minimum regulatory requirements are 
reached and appropriate management measures can be initiated.

Staff 

VTBE employed 171 members of staff as of the end of 2018 at the Frankfurt 
site, including Direktbank (previous year: 147). A total of 29 employees 
were active at Vienna branch on 31 December 2018 (excluding colleagues 
on parental leave).

Given the planned introduction of a trading book in 2019, personnel 
recruitment formed a clear focus of human resources work. In addition 
to 17 colleagues who were transferred from Vienna, London or Moscow 
to Frankfurt within the VTB network, a total of 51 new employees joined 
the front and back offices in the course of 2018. As a consequence, the 
risk management, compliance, audit and IT areas that are critical from 
the bank‘s point of view were fully staffed, and new colleagues were 
trained accordingly. As a result of the new hires, the workforce has become 
younger and more international. At the end of 2018, the bank employed 
staff from 25 different nations. 

A relatively smaller increase in the number of staff is planned for 2019, 
with the recruitment process focusing on IT.

MANAGEMENT REPORT 
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ECONOMIC REPORT

Global economy

According to preliminary calculations by the International Monetary Fund 
(IMF), global economic growth of 3.7 % was weaker than in the previous 
year, when the global economy had expanded by 3.8 %. In Russia, the 
VTB Group‘s home market, gross domestic product (GDP) continued to 
develop positively. At 1.7 % for 2018, it was 0.2 percentage points up on the 
previous year. 

With a look to 2019, the IMF is forecasting a decline in global growth of 
0.2 percentage points to 3.5 %, before the global economy is expected to 
grow again at a stronger rate of 3.6 % in 2020. While economic growth 
is expected to continue, economists are also warning against increasing 
downside risks and a possible turnaround in major economies. The main 
reasons for this are seen in the tariff increases in the USA and China, 
the deterioration in financial market sentiment and Turkey‘s economic 
contraction, which has been underestimated to date.

For some Asian economies, including China, the global trade conflicts have 
already led to a correction in growth expectations. Moreover, unexpected 
effects in the Eurozone and the UK also contributed to a lower forecast, 
while energy exporters are anticipated to benefit from rising oil prices. 
In addition to trade conflicts, fiscal and monetary policy changes as well 
as rising inflation rates pose short-term risks to developed economies. 
Due to slower population growth and low productivity gains, especially in 
industrialised countries, IMF economists expect greater downside risks  
and lower medium-term production increases.

The protectionist measures that have already been implemented or 
announced will hit Asian economies particularly hard in the medium term, 
while the same applies to other emerging markets such as Turkey and 
Argentina, whose economies face a reversal of global capital flows.

USA

Once again, the US economy reported a significant upswing last year, with 
gross domestic product rising significantly by 2.9 % in 2018, compared with 
2.2 % in 2017. However, the IMF anticipates weaker growth in the coming 
years. After 2.5 % in 2019, GDP growth is expected to contract to 1.8 % in 
2020. This development is attributable to the expiry of the tax reform, 
which had promised a short-term increase in activity in the USA, and to 
a fed funds rate that could far exceed the neutral interest rate level. In 
addition, the announcement and introduction of new and higher tariffs led 
to fears of a global trade war and increasing risks for the global economy. 

On the whole, however, domestic demand is expected to rise and imports 
are expected to increase, which should continue to widen the current 
account deficit in the future. 

Eurozone

The economic upswing of recent years in the Eurozone, which is important 
for VTB Bank, slowed in 2018. Consequently, economic growth decreased 
by 0.6 percentage points to 1.8 % and is expected to remain at this level 
in the near future – with growth thereby somewhat lower than originally 
forecast. Domestic demand is slackening, while private consumption is 
contracting; in France, public protests are exerting a negative impact 
on the economic situation. An economic downturn is expected for the 
Eurozone in the next decade. 

According to the Kiel Institute for the World Economy (IfW), economic 
growth of 1.9 % (2019) and 1.7 % (2020) is forecast for the Eurozone in 
the coming years. Production capacities are already operating at above-
average levels, and the unemployment rate is also falling significantly, 
which is already reflected in rising wage levels and could lead to tensions 
on the labour markets in many places in the near future. In this context, 
consumer price inflation is expected to remain at 1.7 % annually in 2019  
and the coming year. 

In addition to trade conflicts and a possible economic slump among 
important trading partners, significant downside risks are given in this 
context, especially in the event that the UK withdraws from the EU without 
an agreement on future trade cooperation, or a conflict flares up between 
the Italian government and its European partners.

Germany

The German automotive industry has been weakened by the diesel scandal, 
impending driving bans and the introduction of the WLTP test procedure 
for the approval of new cars. Exports declined as a result, which had a 
significant impact on economic growth in Germany: GDP growth in 2018 
was down by a full percentage point to 1.5 % from 2.5 % in 2017. Economic 
output is expected to decline to 1.3 % in 2019, while it is forecast to rise 
again to 1.6 % in 2020. The decisive factor is the fact that labour supply 
trends will hardly have any positive impact on economic growth due to 
demographic change. As an additional burden, the low water levels of 
major rivers hampering the flow of goods contributed to the negative 
forecasts for Germany‘s economy. Moreover, companies are finding it 
increasingly difficult to continue to expand their production at a high pace 
due to already-high capacity utilisation. 
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Nevertheless, due to rising wages and social benefits accompanied by 
falling tax rates, an increase in net wages of 5.3 % is expected in 2019, 
which will also be reflected in increasing private consumption. In the short 
term, this factor, together with an expansive fiscal policy, will continue to 
support the economy. 

United Kingdom 

Similarly to Germany, the United Kingdom recorded weaker growth of 
1.4 % in 2018 than in the previous year, when economic output rose by 
1.8 %. While the IMF is forecasting stronger growth rates from 2019, these 
forecasts are uncertain, as the exact effects of Brexit and the emergence 
of a future cooperative trade regime remain open. If no agreement is 
reached in this context, at least for a transitional period, not only the UK 
and Ireland but also the other European economies will be threatened with 
restrictions on trade in goods with negative consequences on all sides. 
Overall, the negative effects of Brexit are to be offset by tax incentives. 

China

China is endeavouring to counter high US tariffs with an expansive fiscal 
policy. Nevertheless, GDP growth was down last year from 6.9 % to initially 
6.6 %, with a further 0.4 percentage point drop expected in 2019 – which 
would represent the weakest economic growth rate for almost thirty years. 
The recent return to more expansive economic policy makes it clear that 
the government intends to counteract an undesirable sharp economic 
slowdown. If, however, the Chinese authorities were forced to adopt an 
even more expansionary economic policy, the risk would increase that a 
financial crisis would occur sooner or later with an associated economic 
slump.

Russia

In contrast to most countries, economic growth in Russia continued to 
rise, reaching 1.7 % in 2018, 0.2 percentage points above the previous 
year‘s level. With a view to the coming years, only minimal deviations are 
expected and growth is expected to remain largely constant. 

While Russia is striving for greater financial stability through its banking 
and financial policy, economists also believe that further investment in 
infrastructure and innovation as well as reform of the labour market are 
necessary for continued growth. Rising oil prices also had a positive impact 
on the Russian economy, while imports and exports expanded. Overall, 
the revenues of the Russian economy generated abroad have increased 
immensely. In its report on the development of Russian foreign trade in 
the first half of 2018, the Rosstat statistics office recorded an increase of 

more than a quarter in the value of exports of goods in US dollars (+26.9 %) 
compared with the same period of the previous year. At the same time, 
import growth was only half as strong (+12.9 %). Russia‘s surplus in trade in 
goods thereby increased by around 52 % to around USD 91 billion. 

Germany remained Russia‘s most important trading partner in the EU, 
ahead of the Netherlands (7.0 %), with a share of 8.9 % of Russia‘s foreign 
trade turnover in the first half of 2018. According to calculations by the 
German Federal Statistical Office for the period January to November 2018, 
German imports from Russia also continued to increase. They totalled 
EUR 33.2 billion in the first eleven months of 2018, compared with EUR 
28.6 billion in the same period of the previous year. This corresponds to a 
significant increase of 16.1 %. 

FINANCIAL STATUS 

Lending business 

In addition to payment transactions, lending remains the bank‘s core 
business segment. At 72.7 % (previous year: 62.8 %) of business volume, 
receivables from banks and customers continue to comprise the bank‘s 
main assets. The increase in this indicator is primarily a result of the 
increase in the volume of receivables in the past financial year.

Total assets amounted to EUR -7,829.8 million, almost unchanged from the 
previous year‘s closing date.

Receivables from banks fell by EUR 123.9 million to EUR 471.2 million.  
This is mainly attributable to trade finance transactions with foreign banks.

We expanded our lending business with customers in 2018. As of the 
reporting date, we registered a rise in this segment of EUR 745.5 million 
to EUR 5,312.6 million. The bank addresses acute risks from lending with 
specific loan loss provisions. In addition to direct provisions  
(EUR 87.9 million), general loan loss provisions (EUR 74.1 million) and 
provisions for off-balance sheet transactions (EUR 2.2 million) are also in 
place to cover latent risks. The bank has a procedure in place to establish 
suitable provisions for country risks. On the closing date, no country risk 
provisions were necessary. 
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Securities 

The securities portfolio was down from EUR 836.5 million to  
EUR 501.2 million as of the reporting date. The decline reflected maturities 
and sales of securities in order to generate book gains. In addition to 
securities acceptable as collateral of EUR 305.6 million, the securities 
portfolio mainly consists of bonds issued by Russian companies. 

Deferred taxes 

Deferred taxes rose from EUR 21.2 million to EUR 40.1 million. The increase 
is mainly due to the difference between the valuation of derivative 
transactions under tax law and under commercial law. 

Other assets 

Shareholdings in other companies mainly consisted of our interest in 
Evrofinance Mosnarbank JSC, Moscow, with a carrying amount of  
EUR 15.4 million (previous year: EUR 14.8 million). 

Shares in affiliated companies primarily comprise our 100 % interest in Ost-
West Vermögensanlagen GmbH. The sole purpose of this company is the 
acquisition and management of real estate purchased in the past for the 
bank‘s purposes.

Tangible fixed assets include the bank‘s operational and business 
equipment. Intangible assets consist mainly of software subject to 
capitalisation. The position is virtually unchanged.

Other assets mainly include positive replacement values for derivative 
transactions of EUR 45.0 million (previous year: EUR 76.9 million). 

Deposit operations 

Deposits by banks and customers fell minimally year-on-year from  
EUR 5,706.3 million to EUR 5,624.6 million. 

Other liabilities 

Other liabilities of EUR 72.0 million mainly include margin accounts of  
EUR 13.8 million (previous year: EUR 47.5 million) and negative 
replacement values for derivative transactions of EUR 38.9 million 
(previous year: EUR 4.6 million).

Provisions 

Provisions of EUR 139.5 million were formed (previous year:  
EUR 157.6 million). The decrease compared to the previous year is  
mainly due to reduced tax provisions, which in turn reflect higher  
advance tax payments for the current financial year. The items consist  
of provisions for pensions, tax provisions and other provisions.

Pension provisions were valued on the basis of actuarial assessments. 
The effects of the initial application of the BilMoG rules in 2010 are being 
distributed over a period of up to 15 years. Due to a change in the review 
period for calculation of the average interest rate from 7 to 10 years, the 
average market interest rate was increased and the associated pension 
provisions reduced. Taking into account pension benefits paid, pension 
provisions increased by EUR 2.2 million to EUR 32.2 million. The effect of 
the conversion of the Heubeck mortality tables amounts to EUR 0.2 million. 

Provisions for taxes in the amount of EUR 16.8 million include obligations 
from corporate income tax.

Other provisions of EUR 90.5 million mainly consist of expenses for staff, 
flat-rate allowances for credit risks and imminent losses from pending 
transactions, the archiving of business documents, account maintenance 
fees and the annual financial statements.

Equity 

The equity capital (excluding unappropriated profit) remained constant 
year-on-year at EUR 894.3 million. It is recommended to the Shareholders‘ 
Meeting that the unappropriated profit of EUR 73.5 million be distributed 
in its entirety to the shareholders.

In previous years the bank has formed risk provisions amounting to  
EUR 55.2 million to cover specific risks from the banking business.

On the closing date, eligible equity stood at EUR 1,194.2 million (previous 
year: EUR 1,257.8 million) and core capital at EUR 935.5 million (previous 
year: EUR 934.4 million). The CRR core capital ratio stands at 15.60 % 
(previous year: 16.70 %). The overall capital ratio stood at 19.91 % (previous 
year: 22.48 %). 
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The main financial IFRS performance indicators include return on equity 
(ROE), return on assets (ROA) and the cost-income ratio (CIR). The return 
on equity is the ratio of net profit to average equity. On the closing date, 
this stands at 7.8 % (previous year: 6.9 %). The increase in ROE is mainly 
thanks to the higher net profit generated in 2018. ROA amounted to  
1.1 % for the 2018 financial year (previous year: 1.0 %). The return on capital 
derives from the net income for the year in relation to the average total 
assets, and is almost unchanged compared to the previous year. The CIR is 
the ratio of operating costs to operating income. At the end of the financial 
year, the CIR amounted to 35.6 % (previous year: 44.2 %). 

Non-financial performance indicators are only monitored, and not 
measured, on account of the bank‘s manageable size, and are consequently 
not used for internal management. 

The return on assets pursuant to 26a para. 1 sentence 4 KWG (German Banking 
Act) amounted to 0.9 % for the 2018 financial year (previous year: 0.3 %).  
The return on assets is the ratio of the net profit to total assets. The increase 
in the return on assets reflected the growth in net income for the year. 

FINANCIAL POSITION

VTBE‘s refinancing is mainly based on interbank deposits that are due daily 
and medium- to longer-term customer deposits in euros and US dollars. 
In the previous financial year, the average rate of interest charged on 
liabilities to banks stood at 0.7 % and to customers at 1.0 %. The refinancing 
structure was consequently unchanged compared with the previous year. 
In this context, please refer to the paragraph on deposit operations in the 
assets section and the statements on liquidity risks in the risk report in 
this annual report for more details. The bank remained solvent at all times 
throughout the past financial year. Compliance with regulatory indices for 
liquidity was maintained at all times. The LCR (liquidity coverage ratio) was 
recorded between 120.60 % and 216.61 % (average 162.7 %), and amounted 
to 176.2 % as of 31 December 2018. The forward liquidity exposure in our 
report to the regulator, which also looks at a period of up to one year, 
shows a cash surplus in all maturity bands. Consequently, we regard the 
bank‘s liquidity position as secure. No particular call risks existed. 

As at the end of the financial year, irrevocable credit lines amounted to 
EUR 98.5 million (previous year: EUR 221.6 million), for which a provision 
of EUR 1.9 million (previous year: EUR 1.8 million) was formed. The credit 
lines normally lead to an outflow of funds in the short term. The benefits 
of these credit lines lie in their generation of future interest income. 
Contingent liabilities amounted to EUR 32.0 million (previous year:  
EUR 145.8 million).

The bank was not aware of any significant changes or deterioration in its 
liquidity position at the time the 2018 annual financial statements were 
prepared.

EARNINGS POSITION

The former parent company VTB Bank (Austria) AG, Vienna, with 
retroactive effect as of 1 July 2017, was merged with the former affiliate 
VTB Bank (France) SA, Paris, with effect as of 29 December 2017, creating 
VTBE. Due to this restructuring, comparability with the previous year‘s 
figures for the earnings position is not possible or only possible to a limited 
extent.

The bank‘s profit for the year reduced by 256.8 % compared with 
the previous year. The main items of the profit and loss account are 
explained below. However, it should be noted that, as mentioned above, 
comparability with the previous year‘s net income is not possible.

The interest surplus increased to EUR 251.3 million, following EUR 
117.7 million in the previous year. This corresponds to a rise of 113.5 %, 
mainly due to the increase in interest income from lending and money 
market transactions of EUR 127.9 million to EUR 294.5 million. Here, too, 
comparability is not possible due to the circumstances in 2017. Interest 
income from securities decreased by EUR 6.4 million or 42.1 % to  
EUR 8.8 million. This was mainly due to the low securities portfolio 
reflecting maturities and sales. Interest expenses reduced by 18.9 %  
to EUR 52.0 million. This is mainly attributable to lower interest  
expenses for swaps.

Net commission income diminished by 70.7 % from EUR 13.3 million in  
the 2017 financial year to EUR 3.9 million in the past financial year.  
This reflected higher commission expenses from government guarantees 
and insurance policies taken out for our international business.

General administrative expenses increased by EUR 23.5 million compared 
with the previous year to amount to EUR 90.4 million (previous year: 
EUR 66.9 million). Due to the restructuring described above, here, too, 
a comparison with the previous year is not meaningful. Administrative 
expenses include expenses of EUR 1.8 million for preparations for the 
commencement of trading activities.

Negative valuation results from receivables and certain securities, as 
well as from allocations to provisions relating to the lending business, 
amounted to EUR -7.6 million and related mainly to net allocations to 
specific loan loss provisions of EUR 2.0 million and general loan loss 
provisions of EUR 4.2 million. These were offset by proceeds from 
securities of EUR 0.9 million and write-downs on securities of  
EUR 3.6 million. 
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Other operating earnings of EUR -53.7 million (previous year: EUR -10.0 
million) consisted of other operating income of EUR 41.4 million (previous 
year: EUR 11.7 million) and other operating expenses of EUR 95.1 million 
(previous year: EUR 21.7 million). Both items mainly reflected derivative 
transactions.

Overall, the profit and loss account closes with a profit for the year of 
EUR 73.5 million (previous year: EUR 20.6 million). This results in an 
unappropriated profit of EUR 73.5 million. This unappropriated profit 
will be proposed to the shareholders at the General Meeting for full 
distribution in the same amount.

SUBSIDIARIES

VTBE has a foreign subsidiary in Vienna. Pursuant to sec. 44 (4) of the 
Austrian Banking Act (BWG), the subsidiary‘s eligible assets amount 
to EUR 3,320.8 million. Interest income is EUR 148.5 million and 
commission income is EUR 9.7 million. In 2018, the average number of 
employees working for the subsidiary was 59 (not including employees 
on parenting leave) (previous year: 120). VTBE also has a branch office in 
Frankfurt, where the direct banking business is bundled.

GENERAL STATEMENT ON THE COMPANY‘S FINANCIAL POSITION 

The development of the bank‘s business activities in the 2018 financial 
year was stable overall. Total assets and interest-bearing business 
remained virtually unchanged compared with 2017. However, due to the 
merger of the Continental European VTB companies in Austria, Germany 
and France to form VTBE, no comparability exists with the previous year.

Business trends continue to reflect sanctions and a difficult situation in 
financial markets. As a consequence, VTBE had to slightly increase its 
provision for general credit risks.

RELATIONS WITH RELATED PARTIES 

Pursuant to sec. 312 AktG, the Management Board is required to  
prepare a dependency report with regard to such corporate relationships. 
This contains the following declaration: "We hereby declare that  
VTB Bank (Europe) SE, according to the circumstances that were known 
to the Management Board at the time at which the aforementioned 
legal transactions were undertaken, received adequate remuneration for 
each transaction. The company was not disadvantaged by any measures 
undertaken or omitted." 

REPORT ON OPPORTUNITIES, RISKS AND OUTLOOK 

OPPORTUNITIES REPORT

Opportunities arising from improved infrastructure 

The situation in the banking sector as such remained challenging during 
the reporting period. Banks responded by improving their cost situation 
in order to compensate for deficits in interest-bearing business. The 
bank cannot escape this challenge. The implementation of further cost 
reduction and cost optimisation measures was one of the reasons behind 
the merging of all VTB Group activities. In Frankfurt, VTBE had already 
updated its banking software in 2016 from an earlier version, skipping 
an entire software generation. This made it possible to implement the 
merging of the balance sheets of what were previously three independent 
banks on one IT platform during ongoing operations. The bank thereby 
considers itself to be better equipped to meet the regulatory requirements 
in the future.

Opportunities arising from the merger and cost optimisation 

In 2014, the ECB placed significant banks under its direct supervision.  
The European VTB Group, consisting of VTB Bank (Austria) AG, Vienna,  
VTB Bank (Deutschland) AG and VTB Bank (France) S.A., belonged to this 
group until the end of 2017. In particular, for VTB this entailed increased 
reporting expenditure, along with the associated staff and IT costs. Based 
on these issues, the European activities of the VTB Group were bundled 
in 2017 in the "OPERA project" to form the new structure of VTB Bank 
(Europe) SE with headquarters in Frankfurt am Main. The merger was 
completed during the reporting period and the systems were standardised. 
In addition to the headquarters in Frankfurt, a branch in Vienna also exists 
after the merger, while the Paris location was closed. The merging of the 
three financial institutions released the bank from direct ECB supervision 
and instead placed it under the supervision of the Bundesbank and the 
BaFin. VTB Russia is now the direct majority shareholder in the new bank.  
In the first year, these changes led to cost optimisation and shorter 
decision-making paths within the bank. 
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Opportunities arising from the expanded customer base and product 
range

The merging of the three banks has not only created a better and far leaner 
organisational structure for VTBE, but also expanded its product range 
and customer base. The bank has now changed from being a specialist 
bank to a universal bank that continues to focus on low-risk trade finance. 
The classic short-term trade and export business was expanded in 2017 to 
incorporate long-term finance through the arrangement of cover by export 
credit agencies ("ECA"). The bank considers this to be a logical extension of 
its low-risk foreign trade business. 

VTBE also considers itself to be well-equipped for the commodity trading 
finance business, which is very closely associated with, and complementary 
to, classic foreign trade finance. Business activities were commenced in this 
area at the end of the reporting period.

In order to further diversify its products, in the period under review the 
Group began to establish the foundations, prerequisites and trading 
infrastructures required to operate as a trading book institution in the 
future.

The trading book serves customer demand for exchange-traded and OTC 
products in the bond and foreign exchange asset classes in a first step 
planned for the first quarter of 2019. Further expansion stages in the asset 
classes equities and commodities are planned for the remainder of 2019. 
The trading activities are performed and booked at the headquarters in 
Frankfurt am Main. The implementation of the trading book is performed 
within the bank under the project entitled "Charlot".

Centralisation at the new headquarters in Frankfurt am Main has enabled 
the company to expand its customer geography. This has led to further 
business opportunities with new customers, mainly from the CEE region. 
Existing market-specific know-how with a focus on business in Eastern and 
Southern Europe was bundled at the Vienna branch.

Opportunities arising from changed market conditions 

Previous market rules and conditions continued to prove challenging in the 
period under review. Due to the continuing escalation of the US sanctions 
policy and very complex and extensive EU policy, customer relations 
are being put to the test. In addition, uncertainties exist regarding the 
consequences and effects of Brexit on the German, European and Russian 
markets. Russian customers that are not sanctioned will continue to face 
difficulties in 2018, both in the clearing area and in the area of other 
banking services such as borrowing. Even first-class Russian borrowers have 

been rejected by Western banks. The bank sees this as its opportunity to 
find new customers and business opportunities. The bank, however, must 
also perform a balanced risk assessment in order to comply stringently as a 
European bank with all EU sanctions. 

Opportunities arising from economic developments 

The Group‘s home market, Russia, is heavily dependent on oil prices.  
Low oil prices, as well as sanctions imposed by the EU and the US, have 
forced the Russian economy to undergo an adjustment process, which 
will make it stronger. After 2017, oil prices stabilised further in the first 
ten months of the year under review. By the end of the year, a sharp 
correction had occurred and prices had closed below the cost price for the 
year. Increased oil revenue has led to some relief for the Russian national 
budget. Rising oil prices could generate a moderate economic stimulus that 
could result in higher productivity and reduce risks in the bank‘s portfolio. 
Productivity enhancement in Russia and an economic upturn in the EU 
could prompt an expansion of business, especially in trade finance, which 
is VTBE‘s core business. As part of diversification, the bank considers the 
processing of foreign trade business, not only between the EU and Russia, 
but also with third countries, to be a further opportunity. VTBE applies a 
"follow your customer" approach here (see the report on opportunities), i.e. 
it provides existing customers with corresponding instruments, including 
transactions with third countries. 

As VTBE, as in previous decades, performs clearing operations, particularly 
for Russian and CIS banks, a pick-up in economic activity and higher trading 
volumes could provide further opportunities.

Opportunities arising from qualified staff 

VTBE‘s business success is based on the commitment of its employees, who 
have accompanied the adjustments of recent years with great commitment. 
It is not just the bank itself that has matured throughout this process: by 
participating in specific projects or measures, our employees have been 
able to acquire additional know-how which they can fruitfully apply for 
the entire company‘s benefit. With its structure, both in terms of age and 
origins, the bank sends a clear message encouraging diversity. Most of 
its employees are specialists with years of experience in various countries 
and with various banks. The bank organises language courses, as well 
as internal and external courses in order to improve its employees‘ and 
managers‘ qualifications. At a time of global change and ongoing regulatory 
adjustment, practical know-how is an important success factor for any 
enterprise. To this end, VTBE makes a point of conducting specialised 
continuing education and training, as well as improving its managers‘ social 
skills, which is important in an international environment. The bank has a 



22

flat hierarchy and direct communication channels, which ensure efficient 
and rapid response to any challenges it may face, especially in times of 
crisis.

Opportunities arising from higher visibility  

VTBE is represented in Frankfurt, the central banking location in continental 
Europe. Subsequent to Brexit, this offers a locational advantage compared 
with London. The new, fundamentally larger VTBE can now draw on the 
expertise of three banks that have more than 48 years of experience in the 
European market.

Even at a time of sanctions and an economically weak market environment, 
VTBE will be perceived as a reliable partner in the banking market. 
Maintaining and enhancing this reputation depends on the bank operating 
in a professional manner on the market. A uniform assessment shows 
that VTBE is well equipped to stand comparison with other banks. The 
organisation regards the creation of transparency as an opportunity to 
assert itself in its markets.

VTB Direktbank, which became part of the new VTBE during the merger, is 
being increasingly positively received in the market as a German company, 
thereby making a positive contribution to VTBE‘s image.

Opportunities for the future

All the signs for VTBE point very clearly to a moderate expansion in business 
opportunities, in particular in the pan-European market. With its technology 
and employees perceived as valuable assets, VTBE plans to make further 
progress along these lines. The bank views the adjustments that major 
banks have made to their business models when moving away from the 
Russian or Eastern European market as a business opportunity, as long as 
risk profiles match VTBE‘s desired profile according to its risk assessments. 
Since the bank will remain risk-conscious in future, it will also avail itself 
of opportunities without incurring non-controllable risks. Instead, apart 
from FX swap transactions previously entered into, it has also concluded 
interest rate swaps that allow it to better manage the book. Thanks to 
new infrastructure and an extension of its product range, VTBE is keeping 
all future options open. The steps from non-trading book institution to 
trading book institution were prepared in 2018 with the aim of commencing 
trading in the first quarter of 2019. Both the IT infrastructure and regulatory 
reporting were already available for this step in the past and were further 
expanded as part of the Charlot project and correspond to the market 
standard.

VTBE has established all the necessary conditions for a successful 
future, without creating overcapacity. It is a modern bank and a member 
of a banking sector that will see future regulatory change as well as 
opportunities to successfully apply its business model and to undergo 
further development.

RISK MANAGEMENT AND RISK AT VTB BANK (EUROPE) SE 

Risk management is based on an overarching risk strategy that has been 
developed consistently with the business strategies and approved by 
management. Moreover, the so-called Risk Appetite Statement (RAS) 
was formulated as part of the Risk Appetite Framework as a risk policy 
orientation for risk appetite.

In all types of risk, management and controlling instruments common to 
the market standard are applied, which are continuously developed further. 
The methods, procedures and systems used to measure risk are integrated 
into VTBE‘s risk management system. The results determined with the risk 
models are also utilised to control VTBE.

The VTBE-specific risks result from the bank‘s business profile, its target 
markets and its degree of market penetration. VTBE‘s risk profile is virtually 
unchanged compared with the previous year, as a consequence of which no 
new risk types were identified for VTBE. 

The bank‘s business orientation is historically substantiated. VTBE operates 
a niche business with a clear focus on foreign trade financing and clearing in 
Europe and with selected CIS countries. 

VTBE‘s orientation leads to a risk position where counterparty default risk 
is particularly relevant. Due to their position within the corporate structure 
and their business areas, they also involve certain country risks. Other 
relevant risks are assessed as to their materiality as part of the risk inventory 
and, if necessary, set off against the risk cover amount in the model. 

Macroeconomic risks 

The marked improvement in the international economy and central banks‘ 
expansionary monetary policies also influenced international financial 
market trends during the financial year. Global economic trends and, in 
particular, the situation in financial markets since the European sovereign 
debt crisis have improved markedly again. Nevertheless, the consequences 
of the financial and sovereign debt crisis are still being felt and are 
influencing national monetary policy in particular. 
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The possible negative effects of the UK‘s withdrawal from the EU, which 
is expected as a result of the referendum on 23 June 2016, pose a risk to 
continued economic growth both at EU level and, in particular, in the UK. 
Continuing sanctions against Russia and the VTB Group in Moscow are also 
leading to a challenging business policy. 

At VTBE level, the bank pursued further portfolio optimisation in 2018 by 
following the path of conservative risk policy – and only taking risks that 
are acceptable and controllable in accordance with the risk strategy.

This development is visible in the bank‘s external rating. As in the previous 
year, despite sanctions and other VTBE market uncertainties, the rating has 
a stable outlook. In spite of adverse market circumstances, ECB regulations 
and sanctions, the bank was also able to maintain its business model.

During the course of the financial year under review, the bank has 
consistently offset risks on its balance sheet with reserves, and exited 
certain positions. Due to this concentration on core businesses, the credit 
volume increased slightly during the year, but is still below the level at the 
end of 2017 (merger with other VTB Bank companies in Europe). 

The range of early warning indicators remained essentially unchanged in 
the 2018 financial year. Developments in exchange rates, oil prices and 
credit default swaps are monitored to form an overall picture, along with 
the bank’s own market assessment that takes into account potential risks. 
One indicator for the development of target markets is the base rate, along 
with the rouble exchange rate, which can affect the earnings position 
of the Russian enterprise. Although VTBE has continued to be highly 
restrictive in handling its portfolio of US dollar credits, Russian enterprises 
continue to exhibit demand for financing operations in US dollars. 
Nevertheless, the trend towards euro financing, which VTBE would like to 
actively support, is visible.

Regulatory framework 

Supervisors and regulatory standard setters have introduced a number of 
quantitative requirements and expectations in the past. These involved 
the implementation of Basel III and IV, as well as the implementation 
of measures intended to improve the banking sector and introduce a 
uniform model of monitoring. In addition, regulators are setting new 
qualitative standards and putting further regulations such as BCBS 239 
and BCBS 248 in place, which have also been partially incorporated into 
the amendment of MaRisk (minimum requirements for risk management). 
These set out additional requirements for reporting and risk management 

in particular and compliance with them requires a corresponding effort 
in terms of data acquisition and data quality. Since these requirements 
apply to all banks, only those banks that in recent years have consistently 
ensured transparency and correctness in their data management have 
had a competitive and time advantage. The bank recognised this at an 
early stage and implemented measures to comply consistently with these 
requirements, restructuring and standardising its data management after 
the turn of the millennium – an approach that it continued to pursue 
later in implementing new systems. The standardisation of the data 
structure as the result of the merger also led to further synergies. The 
bank has consequently already been able to respond appropriately in 
crisis situations in the past. Nevertheless, consistent and transparent data 
management against the background of growing regulatory requirements 
represents a continuous process of standardisation.

In the year under review, VTBE defined itself as a non-trading book 
institution in accordance with CRR, thereby relinquishing with the intention 
of making a profit in the short term. 

As an internal control perspective, VTBE has developed a risk-bearing 
capacity concept that quantifies the bank’s significant risks applying the 
going concern approach (first control committee). In addition, the second 
control perspective is the so-called gone concern approach. For both 
approaches, the relevant risks are compared with the relevant risk cover 
funds in accordance with their partly different methods and different 
quantiles. 

Organisation of risk management 

Risk controlling at VTBE is responsible for identifying, measuring and 
evaluating risks throughout VTBE, accompanied by the planning of 
economic limits, which are determined in the strategic capital planning 
process. This includes the early detection, as complete as possible 
recording, and internal monitoring of all material risks. In addition, risk 
controlling reports the risks to the Supervisory Board, the Management 
Board and the VTB Group. 

VTBE‘s risk controlling sets out the basic requirements for the risk 
measurement methods and coordinates their implementation with all the 
divisions involved. This aims to ensure consistent risk capital management. 
Risk controlling also prepares bank-wide risk reports on all major risk types 
on the basis of specified minimum standards in accordance with coordinated 
methods.
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Risk controlling also monitors compliance with the company-based 
economic limits for risk capital as allocated by VTBE. Risk controlling is also 
responsible for risk reporting at bank level.

A total of three key committees are responsible for overall risk management 
and bank management at VTBE:

•  Credit Committee: responsible for decisions on the granting of limits 
and loans, as well as commitments to borrowers, counterparties or 
governing bodies. 

•  Risk Committee: the bank‘s uppermost risk management body  
(ICAAP, ILAAP).

•  Asset Liability Committee: responsible for liquidity management (asset 
liability management). 

VTBE has implemented the MaRisk requirements by ensuring that, in 
addition to the Risk/Controlling division, which performs the tasks of risk 
controlling, the other in-house Compliance and Internal Audit divisions 
also deal with the monitoring and control of the bank‘s risks. In performing 
their duties, employees are not bound by any internal directives and have 
direct information channels to the Management and Supervisory boards.

Risk identification 

Relevant risk types are identified and their integration into overall bank 
management is determined as part of the annual risk inventory process. 
This process is performed at least once a year as part of strategic capital 
planning, including medium-term financial planning, in order to identify 
and integrate relevant risks in good time. Risk controlling is responsible for 
preparing and performing the risk inventory. 

For the risk-bearing capacity concept, VTBE essentially considered the 
following risk types in 2018: 

• Counterparty risk (default, migration and concentration risks)

• Market price risk

• Liquidity risk 

• Operational risk

• Business risks

Risk measurement 

VTBE applies value-at-risk (VaR) as the central measure to quantify most 
risks. VaR is defined as the absolute loss in value of a defined risk position 
that is not exceeded with a previously defined probability (confidence 
level) within a fixed period (holding period).

VaR quantifies potential losses. A risk capital requirement is derived from 
this, taking into account each risk type‘s characteristics. In exceptional 
cases, the loss potential or risk-based capital requirement is determined 
on the basis of scenario analyses or simplified approaches if, in the 
absence of sufficient data and/or models, statistical modelling of the risks 
is not possible in the intended manner. In general, the risk-based capital 
requirement corresponds to the loss potential measured over a risk horizon 
of one year and is consistent for all risk types.

The risk-based capital requirement is always compared with an economic 
limit derived from the bank‘s risk appetite. The basis for this is the 
available capital in each case in line with the corresponding controlling-
relevant perspectives. This ensures that each risk type is assigned its own 
economic limit, that the total is monitored accordingly at VTBE level and 
that the risk-bearing capacity is maintained. The risk types‘ economic limits 
are no longer allocated to risk subtypes.

Risk evaluation

The aim of risk evaluation and management is to ensure compliance with 
the risk-bearing capacity and to review the implementation of the strategy 
specified by the Supervisory Board. To quantify the level of utilisation of the 
economic capital provided, risk coverage funds in a risk-bearing capacity 
are compared with the significant risks. In the process, the absolute values 
of each significant risk are described and quantified. The bank describes 
the stress test as the calculation of individual risk potential in the case of 
extraordinary although theoretically plausible events. This evaluation must 
consequently always be adjusted to fit the changing situation. 

In addition, the management also acts as an early warning system to draw 
attention to necessary risk reductions. Risk controlling regularly monitors 
the VaR limits set for the bank as a whole and the risk appetite targets. 
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Risk reporting

Both internal and external reporting (supervision, disclosure, rating 
companies, etc.) must be taken into account for VTBE. The bank currently 
provides the regulatory and economic indicators and their composition on 
a daily basis. The key indicators the bank utilises for daily management 
are increasingly being generated automatically. Reporting is consequently 
flexible enough even in crisis situations to ensure that actions appropriate 
to the situation are taken on the basis of reliable data. The bank also uses 
additional instruments such as daily reports and weekly reports. Reports 
with meaningful comments are also made available to decision-makers on 
a monthly or quarterly basis. 

The quarterly risk report covers VTBE‘s risks. It also contains components 
for stress tests and is the central instrument for reporting VTBE‘s risks. 

The following table shows the risk coverage potential in the going concern 
approach as at 31 December 2018 compared with 31 December 2017. Risk 
coverage potential is basically calculated in line with current regulatory 
requirements and included in the same format in the notification pursuant 
to the German Financial and Risk-bearing Capacity Information Directive 
(FinaRisikoV). The risk capital requirement and economic utilisation at the 
corresponding reporting dates are also shown.

EUR millions 31/12/2018 31/12/2017

Risk coverage potential (going concern) 478 420

Risk capital requirement 302 303

Risk adequacy (economic utilisation) 63 % 63 %

The following table shows the economic utilisation of the corresponding risk types and the limit set against them for the reporting date 31 December 2018. 

EUR millions as at 31/12/2018 Risk capital requirement Economic limit Economic utilisation 

Credit risk 231 319 72.4 %

Market price risk 36 50 72.9 %

Liquidity risk - - -

Operational risk 22 27 82.7 %

Business risk 12 16 75.0 %

The management of individual risk types is described in more detail below.

RISK TYPES

Counterparty risks 

VTBE defines counterparty risk as the loss of a business partner 
(borrower, issuer, counterparty) due to default or a deterioration in their 
creditworthiness. The conventional lending business corresponds to the 
commercial lending business including financial guarantees and loan 
commitments. At the same time, this is by far the most significant risk 
at VTBE. In addition to classic credit risk, the concentration risk and the 
specific country risk (transfer risk) are also modelled. These are risks from 
exposure to the state itself (sovereign risk) and the risk that the quality of 
the overall exposure in a country will be negatively affected by country-
specific events. 

The bank‘s risk strategy specifies the rules for its commitments. VTBE 
makes lending decisions on the basis of its own analyses and evaluations 
as part of an extensive analysis of creditworthiness, which includes 
qualitative and quantitative company data. The analysis follows a regular 
schedule and takes into consideration the relevant accounting regulations 
as well as the industrial sector of the borrower. Russian banks are subject 
to particularly close monitoring; their data can be analysed on a monthly 
basis. 

Responsibilities in the credit process are defined from application through 
approval to settlement, including periodic credit monitoring with regular 
creditworthiness analysis and documented in the fixed written order. 
Decision-making powers are defined in the respective competence 
regulations, which are based on the credit transactions‘ risk content. The 
workflow management system reflects the two-vote process required for 
lending and covers all matters up to final rating and the lending decision. 
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It also encompasses the evaluation and monitoring of collateral. The bank 
handles problem loans, intensive-support loans and restructurings in 
separate lending processes. 

VTBE manages credit risk by allocating each loan to a creditworthiness-
dependent rating category. The probability of default on the part of 
specific borrowers, defined in order to set an adequate price for the risk 
premium to be collected, was based in the reporting year on an internal, 
thirteen-stage rating system that has been calibrated against external 
ratings from Standard & Poor‘s. The relevant probability of default is 
consequently based on realistic, current figures that originate from an 
external service provider. The annual appropriateness process also ensures 
that the methods applied in credit risk (rating models) are subject to a 
corresponding appropriateness test (validation). 

Stringent qualitative and quantitative criteria exist regarding the possible 
inclusion of collateral. Recourse is made to internationally renowned 
experts for the valuation of collateral, which is confirmed by an internal 
review of the market (including consideration of further safety discounts). 
VTBE does not expect total defaults by borrowers or borrowing entities 
on funds extended to them. Due to the Ukrainian/Russian crisis, the bank 
already began during the course of 2014 to subject its loan commitments 
to closer scrutiny. In the reporting year, the bank also proceeded in a 
defensive manner regarding new commitments in crisis regions. 

In order to calculate the expected default on a loan, the bank assumes 
a credit volume amounting to the net exposure, also taking into account 
loan collateral. The expected loss (EL) is calculated by multiplying the 
probability of default (PD) of the rating level of the relevant borrower 
by the probable level of exposure at default (EAD) and a loss-given 
default (LGD). The bank applies this EL value in its risk-bearing capacity 
analysis, based on a confidence level of 95 % (going concern) using the 
F-IRB formula. The F-IRB formula for calculating risk capital will also be 
extended with further adjustments to take account of concentration risk 
(including name and sector concentrations) and migration risk. Reporting 
also includes a gone concern calculation performed in parallel with a 99 % 
confidence level. 

Suitable risk provisions are created for non-performing loans in accordance 
with the procedures for loan loss provision. VTBE basically follows the CRR 
definition of default. An internal master scale is also applied here. Specific 
loan loss provisions are formed to reflect difference between the carrying 
amount of the receivable and the present value of the expected payments, 
including collateral proceeds, where the carrying amount of the receivable 
is greater than its present value. 

As far as latent risks in the portfolio are concerned, general loan loss 
Provisions are also formed for borrowers‘ risk of default. As a matter of 
principle, general loan loss provisions are calculated by multiplying the 
credit volume of all loan commitments not included in specific loan loss 
provisions, minus the collateral of relevance to the German Banking Act 
(KWG), by the loss-given default (LGD), the probability of default (PD) 
and the time interval between when the default occurs and when it is 
identified (loss identification period (LIP) factor). Consistency between 
the parameters applied in risk provisioning and those utilised in internal 
management/pricing is always ensured.

VTBE controls country risks by monitoring the risks utilising its own 
risk assessments, Group assessments and external ratings. It divides 
investment countries into three categories. The ALC limits investments by 
volume on the basis of the specifications of the risk strategy and risk-
bearing capacity. Country risk is already taken into account in the rating. 
In order to ensure that the transfer risk is sufficiently taken into account, 
the bank has also implemented the hard country ceiling as part of its risk-
bearing capacity calculation.

The assets are distributed primarily among three areas of activity and 
target regions: Germany, Russia (with the CIS states, Commonwealth of 
Independent States) as well as customers and counterparties in Europe.  
In trade finance, the bank pursues a "follow-your-customer" approach  
(see note above), enabling it to focus on new countries. Within this 
approach, it consistently operates only low-risk business with no general, 
long-term commitment to these countries; it assumes only some addition 
to the portfolio, without a redirection of the bank‘s focus.

Within counterparty default risk, VTBE also takes account of concentration 
risks, which may occur in the form of individual entities or industries. These 
are also included in the risk-bearing capacity calculation (see also the 
extended F-IRB formula above). 

VTBE performs three quarterly stress tests for specific occasions. One 
scenario covers a possible economic downturn in Russia, and the other 
simulates an EU trade embargo with Russia. The third scenario assumes 
macroeconomic stress on the overall business and thereby affects the 
entire loan portfolio. This also ensures that adverse scenarios are taken 
into account accordingly in risk and capital management. 
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Market price risks 

Market price risk consists of the market price risk in the narrower sense 
and market liquidity risk. Market price risk in the narrower sense is the risk 
of a loss that may occur due to adverse changes in market prices or price-
influencing parameters. For VTB Bank (Europe) SE, interest rate risks, foreign 
exchange risks and spread risks are the most relevant in this context. 

As far as currency risk is concerned, VTBE basically pursues a fully currency-
congruent funding strategy. To this end it undertakes FX swaps that are only 
entered into for the sake of currency procurement and not for speculation 
purposes. In most cases FX swaps do not concern anticipatory hedges, 
since purchases of US dollars are always accompanied by parts of the loan 
portfolio that cannot be covered through other liquidity sources in US dollars. 

Currency risks are limited by closely set position limits and stop loss limits 
that are monitored daily. From the bank‘s perspective, foreign currency risks 
derive from exchange rate fluctuations when a currency mismatch occurs 
between funding and lending sources. These risks can affect the business in 
the form of lower interest and capital repayments on the part of customers 
or by making foreign currency liabilities more expensive. Market price 
fluctuations with currency swaps can also lead to risks, and replacement risks 
can occur through default on the part of currency swap counterparties.

As part of the risk-bearing capacity strategy, VTBE assesses foreign currency 
risk by measuring the market price fluctuation of existing currency swaps as 
well as interest and capital cash flows. To determine foreign currency risk, 
the bank relies on a combination of historical simulation and the assumption 
of a normal distribution of exchange rates. With regard to both normal and 
stress scenarios, the bank assumes a holding period of one year and applies 
a confidence level of 95 % (going concern) or 99 % (gone concern). This 
results in the value-at-risk (VaR). The VaR with a holding period of one year 
describes the maximum level of loss that could occur within a year based on 
the relevant confidence level. For both VaRs calculated, we look at a scenario 
stress for the bank that is within the limit set for market price risks as part of 
the risk-bearing capacity strategy.

The bank‘s own securities portfolio is always divided into the asset portfolio 
and the liquidity portfolio. VTBE intends to hold items in the asset portfolio 
until the due date.

Interest rate risks for VTBE can result from the fact that it tends to fund its 
borrowing through short-term arrangements, whereas on the lending side, 
funds are invested on a longer-term basis. The risk is lessened by the fact 
that loans are restricted with regard to their maturity in accordance with 

the risk strategy. This affects results on the lending side, results on the 
borrowing side (both market entities) and transformation results; the latter 
are the responsibility of Treasury.

In order to calculate interest rate risk on the banking book (IRRBB), VTBE 
applies the net interest income (NII) method in the risk-bearing capacity 
account in the going concern approach, and the economic value of equity 
(EVE) method in the risk-bearing capacity account for the gone concern 
approach. The NII method is orientated towards profit and loss, not present 
value, and measures the effects of interest rate changes on profit and loss. 
Here, the bank measures the influence of eight IRRBB interest rate scenarios 
for the major currencies. The definition of the interest rate stress test 
scenarios corresponds to the requirements of BCBS 238. 

The EVE method is orientated towards present value and VTBE applies 
interest rate shock scenarios in line with regulatory specifications. An interest 
rate shock scenario of +/- 200 basis points is applied for the current yield 
curve to simulate the present value loss (or profit) due to extreme changes in 
the interest rate structure.

Credit spread risk is defined as the change in market prices on the basis of 
changes in credit spread. VTBE applies the so-called Z-spread to quantify 
credit spread components. The Z-spread is the spread in basis points that is 
balanced against the implied spot yield curve so that the discounted cash 
flow of a bond (respective interest instrument) matches its current market 
price. The bank uses a historic Z-spread distribution to calculate risk capital 
requirements. 

Liquidity risks 

VTBE defines the liquidity risk or funding risk as the risk of not being able to 
procure the funds it needs or only at a higher cost. The bank‘s liquidity risk 
is seen as significant and is discussed on an ongoing basis in risk committee 
and ALC meetings.

To reduce liquidity risk, the bank finances parts of its lending with matching 
maturities if possible. As previous years have shown, funds can be borrowed 
in the form of customer deposits due to membership in the private deposit 
security fund. This funding option has proven itself even in periods of 
financial market crisis. Refinancing in the US dollar area can also be secured 
via sufficient currency swap lines with other banks. 

In line with its business structure, VTBE distinguishes between short-term 
liquidity risk, which is managed and monitored daily by the treasury function, 
and long-term liquidity risk. The bank sees itself as exposed to this risk when 
loans or credits are not funded with matching maturities.
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In addition, the bank measures and monitors liquidity risks in various ways: 
in addition to the disposition of cash flows, reports on the liquidity situation 
are also sent during the course of the day. Accordingly, especially liquidity 
in loro accounts can be measured constantly, enabling the bank to respond 
quickly to unscheduled outflows.

VTBE controls liquidity through a system of regulatory indicators and self-
imposed limits to reduce maturity transformation risks. With respect to the 
internal limit on term transformations on short-term liquidity, the bank 
prefers to secure its supply of liquidity rather than to invest surplus funds in 
order to generate income. In relation to maturity transformations, the bank 
relies on contractually agreed payment streams. It does not differentiate 
between euro and US dollar payments as it assumes that both its main 
currencies can be freely converted at any time. 

In the year under review, VTBE had sufficient short-term liquidity on an 
ongoing basis to service its short-term liabilities at all times. 

VTBE calculates scenarios that offer a preview of the near future on the 
basis of realistic assumptions. For example, on the basis of the contractual 
agreements, it predicts the extent to which ad hoc liquidity outflows could 
affect the bank‘s solvency.

Offsetting this, corresponding funds from the bank‘s own bank balances, 
receivables from money market transactions, collateral held with the 
Deutsche Bundesbank and mandatory funding credit for a potential liquidity 
bottleneck must at least cover any shortfall as part of a stress-test scenario. 
These stress calculations are specified in the survival period indicator. With 
regard to longer-term liquidity planning, the bank applies a standard group 
model for monitoring and managing liquidity. In this context, the bank 
allocates assets and liabilities to corresponding maturity bands, with the 
result that the treasury function can use a liquidity maturity statement to 
intervene early with measures to affect liquidity. Here too, a corresponding 
scenario is examined whereby calculations are made applying significant 
discounts to securities in the liquidity reserve to cover potential liquidity 
shortfalls. The results in the year under review did not indicate that limits had 
been exceeded. 

The bank‘s own emergency plan describes the course of action in the case of 
liquidity bottlenecks. Authorisation and representation provisions ensure the 
bank can respond to specific risks in an appropriate manner. 

The liquidity coverage ratio (LCR), which has been incorporated with the CRR 
and the Delegated Regulation (EU) 2015/61 into applicable law in the Basel 
III framework, and the structural liquidity ratio (net stable funding ratio, 
NSFR), which is based on the Basel III framework (BCBS 295), supplement 
VTBE‘s internal liquidity risk management. The short-term liquidity coverage 

ratio is intended to ensure the resilience of institutions in a liquidity stress 
scenario with a duration of 30 days. This key figure is defined as the ratio 
between the available portfolio of liquid assets (liquidity buffer) and the net 
liquidity outflows under defined stress conditions over the next 30 days.  
The minimum ratio applicable from 1 January 2018 is 100 %.

The long-term structural liquidity ratio is intended to ensure that institutions 
limit mismatches between the term structures of asset and liability 
transactions. It sets the available amount of stable refinancing (equity and 
liabilities) in relation to the required amount of stable refinancing (lending 
business). The refinancing sources or assets are weighted according to their 
degree of stability or their degree of liquidity applying weighting factors 
defined by the regulator. 

VTBE has defined an internal lower limit of 110 % for both the LCR and the 
NSFR, with the aim of achieving a level above 120 % for both indicators. In 
the period from 1 January 2018 to 31 December 2018, the average LCR was 
approximately 165 % (median 164 %). The NSFR in this period was about 
128 % (median 128 %). 

The bank was also able at all times to meet maturity transformation limits. 
Here, VTBE prefers to secure its supply of liquidity rather than to invest 
surplus liquidity in order to generate income.

Operational risks 

Based on CRR definitions, VTBE understands operational risk to comprise 
the risk of losses incurred as a result of the unsuitability or failure of internal 
procedures, people and systems, or external events. The definition includes 
legal risks, but does not include strategic risks, business risks or risks to 
reputation.

Incidents are filed by the OpRisk officer of the respective department and 
sent to the risk management department, where they are collated and 
assessed. A loss database ensures consistent recording and verification. In 
addition, a bank-wide risk and control self-assessment is performed annually 
to identify sources of operational risk on a regular basis and, in addition to a 
bottom-up view of the divisions, is supplemented by a top-down view of the 
management.

Finally, within the framework of the risk-bearing capacity analysis, the bank 
assesses normal and stress scenarios with regard to operational risk. 

When risk incidents occur, regular reports are sent to the ALC and the 
Supervisory Board. Ad hoc reports are provided in the case of serious events.



29

OUTLOOK IN RISK MANAGEMENT

The bank plans to continue the expansion of the measurement of credit 
risk and market price risk (target trading book) begun in the 2018 financial 
year for the 2019 financial year. As credit risk is the most important type of 
risk at VTBE, the methodological improvement (including the introduction 
of a credit portfolio model) is due to VTBE‘s own motivation to constantly 
develop in risk measurement and management and to approach the sector 
average of larger companies. In 2019, the management approaches will also 
be reviewed in general with a view to taking account of the Bundesbank‘s 
new risk-bearing capacity guidelines.

OUTLOOK 

The global economy lost momentum overall in 2018. At the same time, 
uncertainty concerning the progress of the global economy is prevailing. 
Ongoing trade conflicts worldwide form one of the reasons for such 
uncertainty. Differentials in economic momentum widened further last year. 
In the USA, the upswing gained momentum thanks to strong fiscal policy 
impulses, while in China production continued to expand significantly. 
Contrary to the positive development in America and China, the economy in 
the Eurozone has lost momentum, particularly in France and Italy. 

With a look to 2019 and 2020, according to the joint forecast of the most 
important German-speaking economic research institutes, strong growth of 
the advanced economies is expected on the basis of a monetary and financial 
policy environment that will continue to expand at least into 2019. Growth 
is expected to be recorded at 2.1 % in 2019 and 1.8 % in 2020. Compared with 
the spring, the forecast was thereby lowered by 0.1 percentage points in 
each case. The domestic economy should continue to represent the driving 
force, even if uncertainty about the future of the world trade order could 
continue to have a negative impact. 

In the USA, Japan and the UK, the growth rate of gross domestic product 
is expected to slow in 2019 and 2020 according to the economic institutes, 
due in part to cyclical effects, although mainly to influences from trade 
conflicts. The UK economy will also be adversely affected by weak corporate 
investment, reflecting uncertainty associated with Brexit. Overall, rising 
interest rates in the USA are putting some pressure on the emerging 
economies, especially Turkey and Argentina, although Russia and Brazil 
are also reporting rising investment outflows. Nevertheless, the economic 
research institutes that publish the joint diagnosis expect structural change 
in the Chinese economy to lead to a slowdown in economic expansion in 

Asia during the forecast period. According to estimates by the International 
Monetary Fund, economic growth is expected to slow down to 6.2 % in both 
2019 and 2020. While the trade conflict with the USA has not yet shown 
any visible effects on growth, sentiment on equity markets and among 
consumers has declined. The Chinese government had already prepared 
itself for possible effects with supportive monetary and fiscal policy 
measures.

In the USA, monetary policy has increased the pace of monetary tightening 
due to rising inflation. The US Federal Reserve has already lifted its fed funds 
rate several times in 2018 to stand at present between 2.25 % and 2.5 %. 
Further increases are expected. In the Eurozone, by contrast, no noticeable 
changes occurred in the key interest rate, which remains unchanged at 0 %. 
However, as central banks reduce the size of their securities purchases, the 
ECB intends to discontinue net purchases altogether in the future, which 
would lead to a higher interest rate. However, the key interest rate will 
probably not be raised until the second half of 2019.

Due to the expected monetary policy and the flourishing economy, capital 
market interest rates in the USA have risen further. At the same time, 
financial investments in emerging markets have become less attractive. 
As a consequence, net capital inflows there have declined significantly, 
which is weighing on emerging markets‘ economic dynamics. Emerging 
markets currencies also depreciated noticeably in the course of 2018, which 
economists attribute to the fact that investors generally view investments 
in these countries as riskier. Among advanced economies, fiscal policy, 
especially in the USA, is extremely expansionary. The orientation is also 
slightly expansive in some Eurozone countries. The UK government has 
relaxed its austerity plans, but is retaining a rather restrictive course. All in 
all, the institutes expect the global economy to remain on an upward trend.

Outlook for Russia

In its World Economic Outlook of January 2019, the International Monetary 
Fund (IMF) forecasts Russian economic growth of 1.6 % for 2019 after 1.7 % 
in the previous year. In 2020, by contrast, economic growth should again 
amount to 1.7 %. 

However, a possible sudden tightening of the global financial position 
could exert a negative impact on growth in Russia by placing pressure on 
the exchange rate and contributing to higher inflation and lower domestic 
demand. In addition, with increasing downside risks, rising trade tensions 
could adversely affect global growth, which would be reflected in major 
Russian trading partners. Maintaining stability will consequently remain an 
important aspect of Russia‘s economic policy framework.
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According to the World Bank, state enterprises accounted for almost  
70 % of Russian bank assets last year. As a consequence, it is more difficult 
for private and smaller banks to compete as, according to the World Bank, 
public banks often enjoy preferential access to government programmes, 
customers, cheaper finance and large distribution networks. For this reason, 
strengthening competition in the financial sector is one of the priorities of 
the development strategy of the Central Bank of Russia for the financial 
sector, and is to be implemented by 2021. 

According to the World Bank, risks to Russia‘s macroeconomic development 
with regard to Russia‘s inflation arise primarily from an increase in the VAT 
rate, a stronger-than-expected increase in gasoline prices and a closing 
of the production gap. In addition, increased inflation expectations and 
increased external volatility were further risk factors for the Russian 
economy.

Overall, however, Russia is well positioned to cushion various economic 
pressures thanks to a sound macroeconomic framework with relatively high 
international reserves (USD 461 billion), low foreign debt (around 29 % of 
GDP) and comfortable import cover (15.9 months).

Eurozone trends

Eurozone growth rates are expected to be slightly lower in the coming years. 
Crucial factors in this context include above all limits on capacity growth and 
uncertainties in world trade. By contrast, the sustained high employment 
rate and upward wage dynamics are providing further growth impulses 
in addition to fiscal policy. Economic growth of 1.8 % is forecast for 2019 
and 1.6 % for 2020. Above all, the domestic economy is seen as a pillar of 
economic growth in the coming years. The continued economic recovery 
should consequently also be reflected in a further improvement in the labour 
market situation. In 2019, the unemployment rate is expected to fall to 7.8 % 
on average. A lower unemployment rate of 7.5 % is forecast for 2020. As 
energy and food prices are not expected to rise appreciably, the institutes 
of the Joint Economic Forecast expect the rate of price increases to fall to 
1.8 % each in 2019 and 2020. In Germany, where VTB Bank (Europe) SE now 
has its headquarters, IMF economists expect growth to slow to 1.3 % in 2019. 
According to the IMF, the German economy is expected to grow again by 
1.6 % in 2020.

Brexit

With regard to the United Kingdom, the Kiel Institute for the World 
Economy (IWF) expects gross domestic product to rise by 1.50 % in 2019 
and by 1.61 % in 2020. However, this is based on the assumption that 
trade relations between the remaining 27 EU states and the UK remain 
unchanged. At least in the financial sector this is questionable, according 
to economists. Even if no dramatic migration from the financial centre of 
London can be expected in itself, Brexit could bring about a relocation of 
economic activities to continental Europe, so that growth can be expected 
in economic centres there. 

The medium- to long-term impact of this on existing economic relations 
will be more serious for the UK economy than the short-term relocations.  
In many ways, UK policy guidelines are expected to align more with US 
policy guidelines, not least in order to compensate for the lack of proximity 
to Europe in economic terms. After all, the roots of the UK "Leave" 
campaign lay in the protection of the country‘s own interests ahead of 
European interests and self-determined policy over common policy, similar 
to the current US President‘s "America First" campaign. 

Developments in the UK are only significant in terms of the VTBE business 
model to the extent that business involving Russia may be relocated to 
continental Europe against the backdrop of growing uncertainty about 
the future development of the Anglo-Russian relationship. VTBE itself is 
consequently not dependent on the further development of Brexit.
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Target figures for VTB Bank (Europe) SE

Given macroeconomic conditions in Russia and Europe, especially in view 
of economic expectations for Germany, we continue to expect a generally 
favourable market environment for our business segment, as we will be 
confronted with a declining number of competitors. We are planning our 
business development for 2019 with an essentially unchanged capital 
base as in 2018 and expect to achieve a total capital ratio of > 15 % by the 
end of the year. We expect risk-weighted assets to increase by around 
20 % year-on-year by 2019. A key factor here will be the introduction of a 
trading book in the first quarter of 2019. Based on a net interest margin 
of 3.4 %, 0.8 % lower than in 2018, we plan to achieve a return on equity 
of around 6.2 % in 2019. The main sources of income will be our interest-
bearing business and the newly opened trading book. Our plans include 
a significant amount for risk provisions that will allow us to respond to 
emerging crises and increased sanctions, even though at present no known 
individual cases exist in our portfolio where additional precautions are 
required. The loss of certain competitors signifies that we are in a position 
to acquire businesses at risk-adequate prices without having to leave 
our niche. With a look to 2019, we are planning a cost-income ratio of 
37.5 %, which is slightly higher than in the previous year. In terms of the 
upcoming financial year, we anticipate that our earnings after tax will be 
approximately at the level of the 2018 result. Despite the growth in risk-
weighted assets and the opening of the trading book, we do not plan to 
increase earnings, as VTB Europe still has to bear the costs of the Charlot 
project and is pursuing the strategy of increasing the share of international 
business with predominantly lower margins. We expect our liquidity 
position to be adequate at all times in 2019 and anticipate an average LCR 
of 150 % in 2019.

Our 2018 targets were largely met. The planned total capital ratio of > 15 % 
was exceeded at 22.48 %, as was the planned return on equity of 3.4 % at 
7.8 %. The bank fell just short of its planned cost-income ratio of 33.2 % at 
35.6 %. We also met our planned LCR of 140 % at the end of 2018 at 176.2 %. 

Our goal is to offer our customers products that are up to the current and 
future challenges. Having achieved our goal of merging the three banks 
to form VTBE at the end of 2017 and operating successfully as one bank 
in 2018, we will make further investments in our infrastructure in 2019 
in order to be able to offer our customers products of consistent quality 
from the newly created bank. Our overriding objective is to reduce our 
dependence on the interest-bearing business by expanding our fee 
and commission income, particularly the Global Transaction Business 
and Wealth Investment Management business, and by providing the 
investment services to the extent necessary to qualify as an investment 
services institution.

Due to the additional personnel required for the trading book, we currently 
expect to employ an average of 220 people (Germany and Austria) in the 
2019 financial year. 



32







35

BALANCE SHEET OF VTB BANK (EUROPE) SE 
AS AT 31 DECEMBER 2018

Assets

EUR EUR EUR
Prev. year,  

EUR thousand

1. Cash reserve

a) Cash balances 6,986.02 4

b)  Balances with central banks 1,414,262,576.87 1,695,583

of which: held with Deutsche Bundesbank  
EUR 1,413,500,242.36 (Prev. year, EUR 1,695,583 thousand) 1,414,269,562.89

2.  Receivables from banks

a) due on demand 223,714,145.64 252,011

b) other receivables 247,527,181.18 471,241,326.82 343,045

3.  Receivables from customers 5,312,619,285.76 4,567,051

4.  Debt securities and other fixed-interest securities

a) Bonds and debt securities

aa) from public issuers 216,728,256.00 477,190

of which: eligible as collateral at Deutsche Bundesbank  
EUR 216,728,256.00 (Prev. year, EUR 477,190 thousand)

ab) from other issuers 284,500,172.95 501,228,428.95 501,228,428.95 359,353

of which: eligible as collateral at Deutsche Bundesbank 
EUR 88,880,583.32 (Prev. year, EUR 74,878 thousand)

5. Participations 16,112,845.51 15,338

of which: in banks EUR 15,929,629.02 (Prev. year, EUR 15,208,392.60 
thousand)

of which: in financial service institutions EUR 0.00 (Prev. year, EUR 0 
thousand)

6.   Shares in affiliated companies 419,450.74 422

7. Intangible assets

a)  Acquired concessions, industrial property and similar rights and assets as 
well as licences for such rights and assets 15,053,320.44 15,053,320.44 15,069

8.   Fixed assets 3,600,783.59 3,394

9.   Other assets 51,513,810.66 102,989

10.   Accruals and deferrals 3,623,340.43 2,627

11.    Deferred tax assets 40,125,667.98 21,209

Total assets 7,829,807,823.77 7,855,287

INDIVIDUAL FINANCIAL STATEMENTS



36

Liabilities

EUR EUR EUR
Prev. year,  

EUR thousand

1.    Liabilities to banks

a) due on demand 777,781,862.74 1,076,219

b) with agreed term or notice period 436,672,960.03 1,214,454,822.77 434,731

2. Liabilities to customers

a) Savings

aa) with an agreed notice period of three months 16,430,700.52 16,770

ab) with an agreed notice period of more than three months 415,925,294.42 432,355,994.94 324,552

b) Other liabilities

ba) due on demand 1,604,097,146.28 1,483,699

bb) with agreed term or notice period 2,373,667,558.46 3,977,764,704.74 4,410,120,699.68 2,370,336

3. Other liabilities 72,001,749.86 76,093

4.   Accruals and deferrals 47,648,027.20 19,731

5.   Provisions

a)  Provisions for pensions and similar obligations 32,189,905.55 30,031

b)  Tax provisions 16,756,999.97 46,982

c)  Other provisions 90,451,415.17 139,398,320.69 80,610

6.   Subordinate liabilities 923,221,635.75 892,914

7.   Fund for general bank risks 55,158,441.49 55,158

8.   Equity

a) Subscribed capital 66,467,945.00 66,468

b)  Capital reserve 612,239,210.63 612,239

c) Revenue reserves

ca) Legal reserve 6,646,794.46 6,647

cb) Other revenue reserves 208,918,169.70 215,564,964.16 208,918

d)  Unappropriated profit 73,532,006.54 967,804,126.33 53,188

Total liabilities 7,829,807,823.77 7,855,287

1.   Contingent liabilities

a) Liabilities from guarantees and indemnity agreements 31,992,190.13 145,816

2.   Other commitments

a)  Irrevocable undrawn credit lines 96,627,803.19 219,801
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PROFIT AND LOSS ACCOUNT OF VTB BANK (EUROPE) SE  
FOR THE PERIOD FROM 1 JANUARY TO 31 DECEMBER 2018   

Expenses

EUR EUR EUR
Prev. year, EUR 

thousand

1. Interest expenses

Interest expenses from the bank business  54,833,557.58 68,028

less positive interest from the bank business -2,818,444.45 52,015,113.13 (3,969)

2.  Commission expenses 22,834,874.19 7,388

3.  General administrative expenses

a) Staff expenses

aa) Wages and salaries 32,258,533.28 28,232

ab)  Social security contributions, pension and welfare expenses 6,957,932.65 39,216,465.93 4,885

of which: for pensions EUR 3,141,263.30  
(prev. year EUR 596 thousand)

b) Other administrative expenses 51,170,110.22 90,386,576.15 33,793

4.  Depreciation, amortisation and write-downs on intangible 
assets 4,687,077.68 3,236

5.  Other operating expenses 95,109,838.19 21,668

6.   Allocation to fund for general bank risks 0.00 0 

7.  Depreciation, amortisation and write-downs on receivables 
and certain securities as well as allocations to provisions 
relating to the lending business 7,664,612.59 29,694

8.   Depreciation, amortisation and write-downs on 
participations, shares in affiliated companies and 
securities treated as fixed assets 0.00 0

9. Expenses from loss assumed 573.89 0 

10. Extraordinary expenses 163,040.00 163 

11. Taxes on income and profit 25,511,958.96 18,775

12.  Other taxes, if not shown under item 5 1,403.00 2

13. Annual profit 73,532,006.54 20,613

Total expenses 371,907,074.32 232,509
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Income

EUR EUR EUR
Prev. year, EUR 

thousand

1. Interest income from

a) lending and money market transactions 299,597,679.17 172,941

less negative interest from lending and money market transactions -5,093,692.93 294,503,986.24 (6,386)

b) fixed-interest securities and debt register claims 8,849,034.53 303,353,020.77 15,186

2.    Income from profit pools, profit transfer  
or partial profit transfer agreements 386,422.02 69 

3.   Commission income 26,718,347.72 20,693

4.   Income from write-ups of participating interests, shares in 
affiliated companies and securities treated as fixed assets 53,364.20 7,878

5. Other operating income 41,395,919.61 11,749

6.   Extraordinary income 0.00 10,380

Total income 371,907,074.32 232,509

1.   Annual profit 73,532,006.54 20,613

2.   Withdrawals from capital reserve 0.00 32,575 

3. Unappropriated profit 73,532,006.54 53,188
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APPLICABLE REGULATIONS 

The annual financial statements of VTB Bank (Europe) SE for 31 December 
2018 have been prepared according to the relevant regulations of the 
German Commercial Code (HGB), the Regulations on the Accounting 
of Banks and Financial Institutions (RechKredV) and the German Stock 
Corporation Act (AktG). The account format was applied as the basis for 
the profit and loss account. The statutory offset options for the profit and 
loss account have been utilised. 

Insofar as information can be optionally included in the balance sheet or 
the notes, such information has been included in the notes. 

ACCOUNTING AND VALUATION METHODS 

In the profit and loss account, comparability with prior-year figures is either 
non-existent or limited. This is attributable to the merger of the former 
parent company VTB Bank (Austria) AG, Vienna, with effect as of 1 July 
2017, and the former affiliate VTB Bank (France) SA, Paris, with effect as of 
29 December 2017, with VTB Bank (Europe) SE.

The accounting and valuation methods remain unchanged by comparison 
with the previous year. 

The cash reserve is reported on the balance sheet at its nominal 
value. 

Receivables from banks and receivables from customers are 
reported at their nominal value including deferred interest. 

Discounts and premiums are reported under deferred items and 
systematically released over the term of the underlying transaction. 

Where credit risks and country risks were identified, allowances and 
country risk provisions are formed. In addition, general loan loss provisions 
cover potential credit risks. If the reasons for forming an allowance no 
longer apply, the allowance is released accordingly. 

Debt securities and other fixed-interest securities in the liquidity 
reserve are measured on the stringent principle of the lower of cost, 
market, cost of acquisition, stock exchange or market price, or fair value. 

By contrast, securities treated as fixed assets are valued in accordance with 
the moderate lower of cost or market principle. They are reported at their 
cost of acquisition after deducting an impairment loss that is likely to be 
permanent. Premiums are included in the acquisition costs and released on 
a scheduled basis. Write-ups are applied up to a maximum of the original 
cost of acquisition if the reasons for the impairment loss no longer apply. 

Shareholdings in other companies and shares in affiliated 
companies are recognised at the lower of acquisition cost and fair value 
on the closing date. Write-ups are applied if the reason for former write-
downs no longer applies.

Tangible fixed assets and intangible assets are reported at acquisition 
cost less depreciation and amortisation. Depreciation and amortisation 
are applied straight-line in accordance with the expected useful life. Low 
value assets (net cost of acquisition or manufacture up to EUR 800.00) are 
written off in full in the year of acquisition. The bank has not made use of 
its option pursuant to sec. 248 para. 2 HGB.

Other assets are reported at the nominal value or fair value on the closing 
date.

Prepaid expenses consist of expenses paid before the closing date 
that relate to expenses for a certain period after that date. This item is 
dispersed over the term of the underlying transactions.

If differences exist between the commercial valuations of assets, debts and 
deferred items and their fiscal valuations that are expected to be settled in 
later financial years, any resultant tax liabilities are reported as deferred 
tax liabilities and any resultant tax relief as deferred tax assets. For the 
purposes of measuring deferred taxes, the tax rates probably applicable to 
the individual company at the time when the differences are expected to 
be recovered or settled are the valid rates. 

Liabilities are reported at their repayment amount.

The deferred income item refers to earnings before the closing date that 
relate to earnings for a certain period after that date. This item is reversed 
over the term of the underlying transactions.

NOTES 
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Provisions for pensions and similar obligations are calculated on 
the basis of actuarial appraisal. Tax provisions and other provisions 
for uncertain liabilities or imminent losses from pending transactions were 
created in accordance with sec. 253 para. 1 HGB based on reasonable 
commercial judgement. Provisions with a residual term of more than one 
year are discounted pursuant to sec. 253 para. 2 sentence 1 HGB.

The bank has examined in accordance with sec. 340a in conjunction with 
sec. 249 para. 1 sentence 1 alt. 2 HGB whether it is required to form a 
provision for any possible commitment surplus arising from transactions 
with interest-related financial instruments in its non-trading portfolio. 
All balance sheet and off-balance sheet interest-related financial 
instruments outside of the trading portfolio were included, based on the 
bank‘s portfolio structure. The present value approach was selected by 
the bank for this purpose. Cash flows from financial instruments in the 
non-trading portfolio are discounted at term-congruent interest rates. 
Risk and administrative costs are included as a discount on cash flows. 
The calculations did not lead to an excess liability with the result that no 
requirement existed to form a provision for the same on the closing date.

Use was made in the past financial year of the option pursuant to sec.  
340g HGB (fund for general bank risks). 

Equity is the residual amount derived from the sum of assets as reported 
on the balance sheet less obligations as reported on the balance sheet.  
The share capital is reported on the balance sheet at its nominal value.

The valuation of derivatives depends on whether the financial 
instruments are traded on liquid markets.

Derivatives that can be traded on liquid markets (e.g. interest swaps and 
options, transactions involving foreign currencies and options, credit default 
swaps) are valued applying standard valuation models. These models 
comprise discounted cash flow models and Black-Scholes and Hull-White 
option price models. The models are calibrated to quoted market data.

Derivatives not quoted on a liquid or active market are valued using 
generally recognised models. This involves the use of discounted cash 
flow models which in turn apply quoted market data such as yield curves. 
Studies by international rating agencies are applied to determine the 
probability of default. 

For the conversion of pending currency forward transactions that hedge 
interest-bearing balance sheet items, the swap amounts are deferred pro 
rata temporis and reported in the adjustment item for foreign exchange 
transactions together with the spot rate differences under "other assets" 
and "other liabilities". The amounts arising from the deferral of the swaps 
pro rata temporis are reported under the items "interest expenses" and 
"interest income from lending and money market transactions". 

Deferred interest arising from interest rate swaps are reported on the 
balance sheet under the items "receivables from banks" and "liabilities to 
banks". The interest income arising from interest rate swaps is reported 
under the items "interest expenses" and "interest income from lending and 
money market transactions".

Currencies are translated pursuant to the principles set out in sec. 340h 
HGB in conjunction with sec. 256a HGB. Fixed assets in foreign currencies 
are converted into euros at the acquisition rate, as long as no special cover 
exists in this regard. The spot mid exchange rate on the closing date is 
applied for assets and debts denominated in foreign currency. 

No valuation units pursuant to sec. 254 HGB were formed.
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NOTES  
TO THE ANNUAL FINANCIAL STATEMENTS

  
Receivables, securities and liabilities refer solely to non-securitised assets and obligations.

I. ANALYSIS OF RESIDUAL TERMS

Balance Sheet Position

EUR thousand 31/12/2018

Other receivables from banks 247,527

of which with a residual term of 

up to three months 133,308

more than three months to one year 113,287

more than one year to five years 837

more than five years 96

Receivables from customers 5,312,619

with a residual term of 

up to three months 181,625

more than three months to one year 489,735

more than one year to five years 3,623,726

more than five years 1,017,533

Liabilities to banks with agreed term or notice period 436,673

of which with a residual term of

up to three months 1,578

more than three months to one year 865

more than one year to five years 97,819

more than five years 336,410

Savings with an agreed notice period of more than three months 432,356

up to three months 320,216

more than three months to one year 75,683

more than one year to five years 35,757

more than five years 700

Other liabilities to customers with agreed term or notice period 2,373,668

of which with a residual term of

up to three months 145,412

more than three months to one year 619,840

more than one year to five years 1,558,823

more than five years 49,592
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II. FOREIGN CURRENCY HOLDINGS

EUR thousand 31/12/2018 31/12/2017

Assets 1,860,664 2,308,891

Liabilities 2,386,318 2,555,097

III. RELATIONS WITH AFFILIATED COMPANIES AND COMPANIES IN WHICH PARTICIPATIONS ARE HELD

EUR thousand Affiliated companies Participations

Receivables from banks 13,303 0

Receivables from customers 13,319 0

Debt securities and other fixed-interest securities 0 0

Other assets 0 409

Liabilities to banks 90,086 12,766

Liabilities to customers 114,663 0

Other liabilities 16,404 0

Securitised liabilities 0 0

Subordinate liabilities 923,222 0

Contingent liabilities 88 0

IV. DEVELOPMENT OF FIXED ASSETS

Intangible assets / Tangible fixed assets

Statement of 
changes in fixed 
assets (EUR 
thousand)

Cost of 
acquisition/ 

manufacture 
01/01/2018 Additions Disposals

Cost of 
acquisition/ 

manufacture 
31/12/2018

Depreciation 
01/01/2018

Depreciation 
Current year

Disposals 
Current year

Depreciation 
31/12/2018

Residual 
book value 

Financial 
year

Residual 
book value 

Previous year

Intangible assets 22,706 3,677 94 26,289 7,927 3,396 88 11,236 15,053 14,779

Fixed assets 393 0 393 0 0 0 0 0 0 393

Operating and 
business equipment 5,498 1,606 198 6,906 2,496 1,002 191 3,306 3,600 3,002

Prepayments 290 0 290 0 0 290 290 0 0 290

Total 28,887 5,283 975 33,195 10,423 4,688 569 14,541 18,653 18,464

Amortisation and depreciation was calculated in accordance with the rates recognised for commercial law purposes.
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V. OWNERSHIP INTERESTS HELD PURSUANT TO SEC. 285 NO. 11 HGB

Name / Head Office Capital share in % Equity in EUR million Earnings in 2018 in EUR million

Evrofinance Mosnarbank JSC, Moscow 7.97 179.9 -22.6

Ost-West Vermögensanlagen GmbH, Frankfurt 100.00 0.4 0.0

In accordance with sec. 296 para. 2 HGB, the subsidiary Ost-West Vermögensanlagen GmbH, Frankfurt am Main, is of subordinate importance for the 
representation of the bank‘s net assets, financial position and results of operations. A profit and loss transfer agreement has been concluded with Ost-
West Vermögensanlagen GmbH. A fiscal union for the purposes of corporation tax, business tax and VAT also exists with Ost-West Vermögensanlagen 
GmbH as a controlled company.

VI. FINANCIAL ASSETS AND SECURITIES

A)  Financial assets

Statement of 
changes in 
fixed assets 
(EUR thousand)

Cost of 
acquisition/

manufacture 
01/01/2018 Additions Disposals

Exchange 
rate losses/ 

gains

Cost of 
acquisition/

manufacture 
31/12/2018

Depre-
ciation 
01/01/ 

2018

Write-
downs 
01/01/ 

2018

Depre-
ciation 

Current 
year

Write-
downs 

Current 
year

Dis- 
posals 

Current 
year

Depre-
ciation/

write-
downs 

31/12/2017

Residual 
book value 

Financial 
year

Residual 
book value 

Previous 
year

Participations 15,338 79 26 721 16,113 0 0 0 0 0 0 16,113 15,338

Shares in 
affiliated 
companies 422 0 0 -3 419 0 0 0 0 0 0 419 422

Debt securities 
and other 
fixed-interest 
securities 27,587 3,282 27,463 -124 3,282 0 0 0 0 0 0 3,282 27,587

Total 43,348 3,361 27,489 594 19,814 0 0 0 0 0 0 19,814 43,348

No write-downs were applied to fixed income securities forming part of fixed assets on the assumption of a probably permanent impairment loss as of the 
closing date. Moreover, write-downs on fixed income securities forming part of fixed assets were avoided due to the application of the moderate lower of 
cost or market principle. 
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B)  Securities / Shareholdings in other companies / Affiliated companies

EUR thousand Total Tradable Listed

Debt securities and other fixed-interest securities  
(without accrued interest) 499,095 499,095 499,095

Participations 16,113 - -

Shares in affiliated companies 419 - -

The balance sheet item debt securities and other fixed income securities contains nominal amounts of EUR 251,000 thousand due by 31 December 2019. 

As in the previous year, no assets had been sold under repurchase agreements on the closing date.

VII. OTHER ASSETS AND LIABILITIES

Other assets of EUR 51,514 thousand consist mainly of positive values for currency swap transactions totalling EUR 24,718 thousand, premiums paid as 
part of pending derivative transactions totalling EUR 20,282 thousand, and receivables due from income taxes in an amount of EUR 5,831 thousand.

Other liabilities in the amount of EUR 72,002 thousand mainly include negative values for currency swaps of EUR 21,158 thousand, premiums received 
in connection with pending derivative transactions of EUR 17,695 thousand, liabilities from so-called margin accounts of EUR 13,848 thousand, capital 
gains tax payable of EUR 4,406 thousand and liabilities from services received of EUR 3,960 thousand.

VIII. DEFERRED TAXES

The bank has formed deferred tax assets for differences between the tax balance sheet and the commercial balance sheet. With respect to corporate 
income tax, a tax rate of 15 % plus solidarity surcharge was taken into account (5.5 % on corporate income tax). A business tax rate of 3.5 % and an 
assessment rate of 460 % were used for the city of Frankfurt am Main. The valuation of deferred taxes for the Vienna branch is subject to Austrian corporate 
income tax of 25 %. 

The differences between the tax balance sheet and commercial balance sheet are based on risk provisions, valuations and discount rates that vary for tax 
purposes. No deferred tax liabilities existed on the closing date.

X. PROVISIONS

Pension provisions totalling EUR 32,190 thousand included EUR 2,137 thousand for the Vienna branch (Austria). The pension provisions were calculated 
in accordance with HGB stipulations based on actuarial methods. They were valued in accordance with accepted actuarial principles, applying the projected 
unit credit method (PUC method). The provision amount pursuant to the PUC method is defined as the actuarial present value of pension obligations earned 
by the employees up to that point pursuant to the pension formula and vesting regulation, based on their past working hours. 

The biometric calculation basis was Klaus Heubeck‘s "Richttafeln 2018G" (for the Vienna branch it was the AVÖ 2018-P calculation basis for pension 
insurance). 
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The following assumptions were made regarding future trends:

in % VTB Bank SE Vienna branch 

Discount rate p.a. (10-year average) 3.21 3.21

Discount rate p.a. (7-year average) 2.33 2.32

Salary trend p.a. 2.00 3.00

Pension trend p.a. 1.50 2.00

The valuation of pension provisions is based on an average market interest rate for the past ten financial years. Application of the average market  
interest rate of the previous seven financial years would result in an amount of EUR 36,768 thousand. As a consequence, the difference amounts to  
EUR 4,578 thousand.

The additional expense for the conversion to the updated "Richttafeln 2018G" by Klaus Heubeck amounts to EUR 219 thousand.

The conversion of the valuation of pension provisions according to BilMoG in 2009 resulted in an additional one-time provision requirement totalling 
EUR 2,446 thousand. The bank applied the transitional regulation pursuant to sec. 67 para. 1 sentence 2 EGHGB, and an amount of EUR 163 thousand was 
allocated to pension provisions (one-fifteenth of the difference is EUR 163 thousand). The allocation is reported as extraordinary expenses in the profit 
and loss account. The amount of EUR 75 thousand arising from initial application, which is not yet reported in the balance sheet, will be allocated to the 
pension provisions during the remaining transitional period.

Tax provisions totalling EUR 16,757 thousand consist of provisions for domestic taxes on income totalling EUR 78 thousand and provisions for  
foreign taxes on income totalling EUR 16,679 thousand. Of the tax provisions, an amount of EUR 9,099 thousand relates to the past financial year and  
EUR 7,658 thousand to previous years. The latter amount includes EUR 78 thousand of foreign withholding taxes.

The other provisions of EUR 90,451 thousand include mainly expenses for impending losses from pending derivative transactions of  
EUR 57,789 thousand, expenses for personnel of EUR 18,128 thousand, expenses for services received, most of which are related to projects  
to expand business activities, of EUR 7,872 thousand, and for general credit risks of EUR 2,182 thousand.

IX. SUBORDINATE LIABILITIES

The subordinate liabilities are due entirely to affiliated companies.

No further borrowings in the form of subordinate liabilities existed between the merger date and the closing date.

XI. SUBSCRIBED CAPITAL

At the closing date of 31 December 2018, the share capital consisted of 66,467,945 no-par shares subject to transfer restrictions. Of this, JSC VTB Bank, 
with its registered office at 29, Bolshaya Morskaya Street, St. Petersburg, 190000 Russia, held 99.39 %. The remaining 0.61 % of the shares were held by 
VO Novoexport, Moscow.

XII. CAPITAL RESERVE

In the case of the capital reserve, this relates formally to a capital reserve in the meaning of sec. 272 para. 2 no. 4 HGB (other capital contribution by 
shareholders to equity).  

ÜBERSETZUNG FEHLT
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XIII. REVENUE RESERVES

Revenue reserves of EUR 215,565 thousand consist of legal reserves of EUR 6,647 thousand and other revenue reserves of EUR 208,918 thousand. 

The legal reserve is 10 % of the subscribed capital pursuant to sec. 150 para. 2 AktG.

The profit for the previous year amounted to EUR 53,188 thousand. In accordance with a resolution passed by the Shareholders‘ Meeting, the entire profit 
was distributed to the shareholders.

At the closing date, a total amount of EUR 44,704 thousand was blocked from distribution. This amount is divided into deferred tax assets of  
EUR 40,126 thousand as well as the difference between the recognition of pension provisions in accordance with the corresponding average market 
interest rate from the past ten financial years and the recognition of the corresponding average market interest rate from the past seven financial 
years of EUR 4,578 thousand.

XIV. ITEMS OF THE PROFIT AND LOSS ACCOUNT

Allocation of income is analysed by geographic markets as follows: 

EUR thousand Home Abroad Total

Interest income 303,353 24,492 278,861

Commission income 26,718 3,471 23,247

Other income 41,396 6,047 35,349

The negative interest from lending and money market transactions contained in interest income result from the reserve credit balance with the ECB 
exceeding the bank‘s minimum reserve requirement and from credit balances in current nostro accounts and margin accounts. 

The positive interest from the bank business contained in interest expenses result from money market transactions with banks and from deposits due on 
demand.

Other operating expenses of EUR 95,110 thousand mainly include expenses of EUR 57,789 thousand from allocations to provisions for onerous contracts 
for derivative transactions. In addition, they include expenses from option premiums paid of EUR 20,088 thousand. Moreover, an amount of EUR 
14,005 thousand is attributable to a negative result from the translation of foreign currencies and from derivative transactions in connection with the 
management of foreign currency risks. 

Other operating income of EUR 41,396 thousand includes income from the reversal of provisions of EUR 18,302 thousand and income from option 
premiums received of EUR 21,184 thousand. 

The extraordinary expenses relate to an addition to pension provisions on account of the transitional rule pursuant to sec. 67 para. 1 sentence 2 of the 
Introductory Act to the German Commercial Code (EGHGB).

Taxes on income relate to the legal tax burden, taking into account changes to deferred taxes. Tax expenses of EUR 25,512 thousand contain expenses 
from taxes on income of EUR 44,429 thousand and earnings arising from an increase in deferred tax assets of EUR 18,917 thousand. Income tax expenses 
of EUR 45,006 thousand derive from ordinary activities in 2018 and from refunds of EUR 577 thousand for earlier assessment periods.

General administrative expenses include expenses of EUR 4.1 million relating to previous years. This relates to services of VTB Capital plc in London 
utilised by VTB Bank (Austria) AG.
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XV. ANNUAL RESULTS AND RECOMMENDED APPROPRIATION OF PROFITS

It is recommended to the Shareholders‘ Meeting that the profit of EUR 73,532,006.54 be distributed to the shareholders.

XVI. DERIVATIVE FINANCIAL INSTRUMENTS / FUTURES 

Derivative financial instruments are as follows:

EUR thousand Nominal amount Market value positive Market value negative

Foreign currency transactions

FX swaps 1,093,707 6,355 10,865

FX options 29,169 506 506

FX forwards 7,400 7,243 7,277

Interest-related transactions

Interest swaps 1,423,240 13,931 8,485

Interest options 2,396,230 28,661 28,661

Other forward and derivative transactions

Credit default swaps 48,035 404 0

Currency swaps 468,549 6,893 1,994

The risk of instruments consists of the counterparty‘s failure to perform at maturity as per the agreement. 

The aforementioned transactions are primarily realised to cover fluctuations in interest rates, exchange rates and market prices for commercial 
transactions.
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XVII. CONTINGENT LIABILITIES AND OTHER COMMITMENTS

EUR thousand

1) Contingent liabilities

a) Liabilities from guarantees and indemnity agreements

of which: Prepayment and payment guarantees 43,695

                  Letters of credit 19,658

                  Other guarantees 10,538

less collaterals 41,594

less adjustments / provisions 305

31,992

2) Other commitments

a) Irrevocable credit lines 98,505

     less adjustments / provisions 1,877

96,628

For the purpose of estimating the latent risk of contingent liabilities and other commitments an average model based on the past – supplemented with a 
risk surcharge – is used. The bank establishes contingency reserves accordingly. In view of our customers‘ financial situation, we are of the opinion that 
our risk assessment and resultant provisions are currently appropriate. In addition, individual risk provisions are established when acute risks occur.

XVIII. CONSOLIDATED FINANCIAL STATEMENTS AND CONSOLIDATED COMPANIES

The company is a subsidiary of JSC VTB Bank domiciled at 29, Bolshaya Morskaya Street, St. Petersburg, 190000 Russia, which holds 99.39 % of the 
company‘s shares and prepares the consolidated financial statements for the largest group of companies. The group financial statements may be viewed 
at the registered office of JSC VTB Bank in St. Petersburg; they are also published on the Internet at www.vtb.ru. 

Ost-West Vermögensanlagen GmbH as the only subsidiary of VTB Bank (Europe) SE is of subordinate importance for the representation of the bank‘s 
assets, financial and earnings position. VTB Bank (Europe) SE utilises the rule pursuant to sec. 296 para. 2 HGB and does not prepare its own subgroup 
financial statements.
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XIX. TOTAL AUDITOR FEES

The expenses for fees paid to our auditors amounted to EUR 1,444 thousand until 31 December 2018 and are distributed as follows:

EUR thousand 2018 of which for previous years 

Auditing services 1,159 346

Other confirmation services 12 -

Tax consultancy services 180 -

Other services 93 -

Total 1,444 -

Other services mainly comprise consulting services in connection with corporate and commercial law issues.

XX. NUMBER OF EMPLOYEES

Sites Total Female Male

Frankfurt 154 62 92

Vienna 60 38 22

Total 214 100 114
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XXI. STATUTORY BODIES

Supervisory Board

Herbert Moos, Moscow 
(until 31/06/2018)

Chairman 
Member of the Board of PJSC Bank VTB

Alexey Yakovitsky, Moscow Chairman since 01/07/2018 
Chief Executive Officer of JSC VTB Capital Holding, Moscow

Victoria Vanurina, Moscow Vice Chairman 
Member of the Board of PJSC Bank VTB 

Vitaly Buzoveria, Moscow Senior Vice President of PJSC Bank 

Julian Simmonds, London Non-Executive Director of VTB Capital, London

Oleg Gorlinskiy, Moscow Senior Vice President of PJSC Bank

Dmitry Pyanov, Moscow 
(from 24/08/2018)

Senior Vice President of PJSC Bank

Florian Dorsch, Darmstadt Bank employee 
VTB Bank (Europe) SE 

Christoph Heger, Vienna 
(until 01/02/2018)

Bank employee 
VTB Bank (Europe) SE Vienna branch

Elisabeth Winkler, Vienna 
(from 01/02/2018

Bank employee 
VTB Bank (Europe) SE Vienna branch

Vladimir Zaytsev, Vienna Bank employee 
VTB Bank (Europe) SE Vienna branch

Management Board

Arthur Iliyav, Bad Homburg Chairman

Alexander Frey, Friedrichsdorf Member of the Board

Oleg Osipenko, Frankfurt am Main Member of the Board

Oxana Kozliouk, Frankfurt am Main Member of the Board
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REMUNERATION PAID TO STATUTORY BODIES

Remuneration to members of the Management Board in the past financial year totalled EUR 4,058 thousand. Payments to former members of the 
Management Board amounted to EUR 6,089 thousand, while the pension provisions for this group totalled EUR 11,422 thousand. The remuneration for 
members of the Supervisory Board amounted to EUR 34 thousand. 

The following credit lines were extended to members of the Management Board as at the closing date, whereby they represent the limits on company credit 
cards issued: 

EUR

Arthur Iliyav 10,000.00

Alexander Frey 7,000.00

Oleg Osipenko 10,000.00

Oxana Kozliouk 10,000.00

No loans were granted to members of the Supervisory Board. 

XXII. OTHER FINANCIAL OBLIGATIONS

The business premises of VTB Bank (Europe) SE in Frankfurt am Main in use on the closing date are subject to a lease until 2024. The total liabilities owed 
until the contract term expires amount to EUR 11,207 thousand.

XXIII. SIGNIFICANT EVENTS AFTER THE END OF THE FINANCIAL YEAR

As of the closing date, the bank reported a credit exposure of EUR 211.3 million under loans and advances to customers, which has been written down by 
around 34 %. This credit exposure was disposed at book value in 2019. This did not result in any further loss for the bank. 

As of the closing date, the bank reported a minority interest in a Russian bank with a book value of USD 30.0 million under shareholdings in other 
companies. The bank has already formed a related risk provision of USD 12.3 million. Due to more recent developments at the end of the first quarter of 
2019, loan loss provisions had to be substantially increased. The bank plans to sell the investment in the second quarter of 2019 in order to minimise risks 
for the bank.

The bank intends to further expand its overall business activities and therefore opened a trading book in accordance with Art. 4 (1) No. 86 CRR in March 
2019. The necessary preparations in the form of projects as well as the development of technical and personnel infrastructure have been completed. 

Otherwise, no further events occurred after the end of the financial year that were of particular significance for the company‘s net assets, financial 
position and results of operations.
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XXIV. OTHER INFORMATION

Members of the Management Board and employees held offices on supervisory committees or similar committees for the following corporations pursuant 
to sec. 267 para. 3 HGB or similar organisations in 2018:

Name Company Function

Kai Fabri Raiffeisenbank Oberursel eG, Oberursel Member of the Supervisory Board

David Tarkhanyan Dimension CJSC, Yerevan, Armenia Member of the Supervisory Board

Frankfurt am Main, 12 April 2019

The Management Board

A. Iliyav   O. Osipenko                A. Frey   O. Kozliouk



55

To VTB Bank (Europe) SE, Frankfurt am Main

REPORT CONCERNING THE AUDIT OF THE ANNUAL FINANCIAL STATEMENTS AND MANAGEMENT REPORT

Audit opinions

We have audited the annual financial statements of VTB Bank (Europe) SE, Frankfurt am Main – consisting of the balance sheet as of 31 December 2018 
and the profit and loss account for the financial year from 1 January 2018 to 31 December 2018 as well as the notes to the financial statements, including 
the presentation of the accounting policies. In addition, we have audited the management report of VTB Bank (Europe) SE for the financial year from  
1 January 2018 to 31 December 2018.

In our opinion, on the basis of the knowledge obtained in the audit,

•  the accompanying financial statements correspond in all material aspects to German commercial law regulations applicable for banks, and convey, 
in compliance with German generally accepted accounting principles, a true and fair view of the company‘s net assets and financial position as of  
31 December 2018 as well as the results of operations for the financial year from 1 January 2018 to 31 December 2018, and

•  the accompanying management report as a whole provides an appropriate view of the company‘s position. In all material aspects, this management 
report is consistent with the annual financial statements, complies with German legal requirements and appropriately presents the opportunities and 
risks entailed in future development.

Pursuant to Section 322 (3) Clause 1 of the German Commercial Code (HGB), we declare that our audit has not led to any reservations concerning the legal 
compliance of the annual financial statements and the management report.

Basis for the audit opinions

We conducted our audit of the annual financial statements and of the management report in compliance with Section 317 HGB and the EU Audit 
Regulation (No. 537/2014, referred to subsequently as "EU Audit Regulation"), as well as in accordance with German generally accepted standards for 
the auditing of financial statements as promulgated by the Institute of Public Auditors in Germany (IDW). Our responsibilities under such requirements 
and principles are further described in the "Auditor‘s responsibilities for the audit of the annual financial statements and of the management report" 
section of our auditor‘s report. We are independent of the company in accordance with the requirements of European law and German commercial and 
professional law, and we have fulfilled our other German professional responsibilities in accordance with these requirements. In addition, in compliance 
with Article 10 (-) point (f) of the EU Audit Regulation, we declare that we have not provided non-audit services prohibited under Article 5 (1) of the EU 
Audit Regulation. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinions on the 
annual financial statements and on the management report.

Key audit matters in the audit of the annual financial statements

Key audit matters are those matters that, in our professional judgement, were of most significance in our audit of the financial statements for the financial 
year from 1 January to 31 December 2018. These matters were addressed in the context of our audit of the annual financial statements as a whole, and in 
forming our related audit opinion we do not provide a separate audit opinion on these matters.

INDEPENDENT
AUDITOR’S REPORT
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In the following section, we describe the audit issues that in our view are particularly important:

Valuation of customer receivables

REASONS FOR IDENTIFICATION AS A PARTICULARLY IMPORTANT AUDIT ISSUE

The valuation of receivables due from customers in relation to the existence of objective indications of value impairment and the estimation of the level 
of any potentially necessary individual valuation allowances is an important area where the legal representatives make discretionary decisions. The 
identification of impaired receivables as well as the calculation of an appropriate individual valuation allowance are connected with uncertainties and 
include various assumptions and influencing factors, especially in relation to the counterparty‘s financial position, expectations concerning future cash 
flows, as well as in relation to the realisation of collateral. Slight changes in assumptions can lead to considerably divergent valuations.

Given the business model of VTB Bank (Europe) SE with its concentration on its customer lending portfolio, which accounts for the greatest proportion by 
far of the bank‘s assets, we have highlighted the identification of impaired receivables due from customers as a particularly important audit issue.

AUDIT APPROACH

As part of our audit, we concerned ourselves with processes for the identification of objective indications of value impairments and the calculation of 
value impairments, and tested by way of random sampling the efficacy of controls implemented in the processes.

Furthermore, on a random sampling basis, we conducted audit actions in relation to statements, assessing the necessity and appropriateness of individual 
valuation allowances as part of individual-case checks. The selection of random samples was performed on a risk-oriented basis, especially on the basis of 
criteria such as the inclusion of credits on monitoring lists for elevated default risks, rating classes, and already existing individual valuation allowances.

We examined significant assumptions as part of the value impairment process on the basis of risk-oriented random sampling. This included examining the 
approach adopted in relation to the valuation of collateral as well as rating procedures.

Our audit actions led to no objections in relation to the calculation of individual valuation allowances for customer receivables.

Reference to related disclosures

A qualitative and quantitative description of credit risk management, including the valuation of receivables from the lending business, is presented in the 
management report in the section "Risk types" in the risk report as well as in the section "Accounting and valuation methods" in the notes to the financial 
statements.
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Responsibility of the legal representatives and the Supervisory Board for the annual financial statements and the management report

The legal representatives are responsible for the preparation of the annual financial statements compliant in all significant aspects with German 
commercial law regulations applicable for banks, and for ensuring that the annual financial statements convey a true and fair view of the company‘s 
net assets, financial position and results of operations in accordance with German generally accepted accounting principles. Furthermore, the legal 
representatives are responsible for the internal controls they deem necessary in accordance with German generally accepted accounting principles to 
ensure the preparation of annual financial statements that are free of significant misstatements, whether intended or unintended.

In the preparation of the annual financial statements, the legal representatives are responsible for assessing the company‘s capability to continue as 
a going concern. They also bear responsibility for disclosing, as applicable, matters related to the company as a going concern. In addition, they are 
responsible for financial accounting based on the going concern accounting principle, insofar as this does not stand in contradiction with actual or legal 
circumstances.

Furthermore, the legal representatives are responsible for the preparation of the management report, which conveys overall an appropriate picture of 
the company‘s position and is consistent in all significant aspects with the annual financial statements, complies with German statutory regulations and 
appropriately presents the opportunities and risks entailed in the company‘s future development. Moreover, the legal representatives are responsible 
for precautions and measures (systems) they deem necessary in order to enable the preparation of a management report in accordance with applicable 
German statutory regulations, and to render sufficient appropriate evidence for the statements made in the management report.

The Supervisory Board is responsible for supervising the company‘s financial accounting process relating to the preparation of the annual financial 
statements and management report.

Auditor‘s responsibility for the audit of the annual financial statements and management report

Our objective is to gain sufficient certainty concerning whether the annual financial statements as a whole are free of significant misstatements, whether 
intended or unintended, and whether the management report overall conveys a suitable view of the company‘s position, and in all significant aspects 
is consistent with the annual financial statements as well as with the findings gained during the audit, complies with German strategy regulations and 
appropriately presents the opportunities risks entailed in future development, as well as to issue an audit report that includes our audit opinions relating 
to the annual financial statements and management report.

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with Section 317 HGB and the EU Audit 
Regulation and in compliance with German generally accepted standards for the auditing of financial statements as promulgated by the Institut der 
Wirtschaftsprüfer in Deutschland (IDW) will always detect a material misstatement. Misstatements can derive from infringements or incorrect information 
and are regarded as significant if it could be reasonably assumed that, either individually or overall, they influence addressees‘ economic decisions made 
on the basis of these annual financial statements and management report.



58

We exercise professional judgement and maintain professional scepticism throughout the audit. We also:

•  identify and assess the risks of significant intended or unintended misstatements in the annual financial statements and in the management report, 
plan and direct audit actions as a response to such risks, and obtain audit evidence that is sufficient and appropriate to serve as a basis for our audit 
opinions. The risk that significant misstatements are not uncovered is greater in the case of infringements than in the case of incorrect information, 
as infringements can include fraudulent collaboration, falsification, intended incompleteness, deceptive presentations and the incapacitation of 
internal controls;

•  we obtain an understanding of the internal control system relevant for the auditing of the annual financial statements and the precautions and 
measures relevant for the auditing of the management report in order to plan audit actions that are appropriate in the given circumstances, albeit 
not with the objective of issuing an audit opinion in relation to the efficacy of such systems of the company;

•  we assess the appropriateness of the financial accounting policies applied by the legal representatives as well as the appropriateness of the 
presented figures estimated by the legal representatives, and related disclosures in the notes to the financial statements;

• we draw conclusions concerning the appropriateness of the going concern financial accounting principle applied by the legal representatives and, on the 
basis of the audit evidence obtained, whether sufficient uncertainty exists in connection with events or circumstances that can raise significant doubts 
concerning the company‘s capability to continue as a going concern. If we arrive at the conclusion that significant uncertainty exists, we are obligated 
to draw attention in the audit report to the related disclosures in the notes to the annual financial statements and in the management report, if such 
disclosures are unsuited to a modification of our respective audit opinion. We draw our conclusions on the basis of audit evidence obtained until the date 
of our audit report. However, future events or circumstances can lead to a situation where the company is unable to continue its business activities;

• we assess the overall presentation, structure and content of the annual financial statements, including the disclosures in the notes to the financial 
statements, and whether the annual financial statements present the underlying business transactions and events in such a way that the annual 
financial statements, in compliance with German generally accepted accounting principles, convey a true and fair view of the company‘s net assets, 
financial position and results of operations;

•  we evaluate the consistency of the management report with the annual financial statements, its conformity with German law, and the view of the 
company‘s position it conveys;

•  we conduct audit actions in relation to the forward-looking statements presented by the legal representatives in the management report. In this 
context, and on the basis of sufficient appropriate audit evidence, we especially examine the significant underlying assumptions made by the legal 
representatives and evaluate the objective derivation of forward-looking statements from such assumptions. We do not issue an independent audit 
opinion in relation to the forward-looking statements and in relation to the underlying assumptions. A considerable unavoidable risk exists that 
future events will differ significantly from the forward-looking statements.

Matters we discuss with those individuals responsible for supervision include the planned scope and scheduling of the audit as well as significant audit 
findings, including any defects in the internal control system that we identify during our audit.

To those individuals responsible for supervision we issue a statement that we have complied with the relevant independence requirements and discuss 
with such individuals all relationships and other matters of which it can be reasonably assumed that they affect our independence, as well as related 
protective measures that have been undertaken.

Of those matters that we have discussed with the individuals responsible for supervision, we determine those that are of most significance for the audit 
of the annual financial statements for the current reporting period, and that are consequently the particularly important auditing issues. We describe such 
issues in the audit report unless acts or other legislation exclude public disclosure of the issue concerned.
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German Public Auditor responsible for the engagement

The German Public Auditors responsible for the engagement are Mr. Dirk Müller-Tronnier and Mr. Marco Gövert. 

Eschborn / Frankfurt am Main, 15 April 2019

Ernst & Young GmbH 
Wirtschaftsprüfungsgesellschaft

Müller-Tronnier 
Wirtschaftsprüfer
[German Public Auditor]

Gövert
Wirtschaftsprüfer
[German Public Auditor]

ÜBERSETZUNG FEHLT
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The Bank is obliged pursuant to Section 26a (1) KWG to publish information referred to in Articles 435 et seq. of Regulation (EU) No. 575/2013 as 
amended from time to time. The Bank fulfils its obligation by publishing the data on the homepage www.vtb.eu under the category downloads.

 DISCLOSURE  
ACCORDING TO CRR

During the year under review, the Supervisory Board performed all tasks incumbent upon it under the applicable law and the Bank‘s Statutes. 

The Supervisory Board was regularly informed by the members of the Management Board about the development of the Bank‘s business. 

The auditor elected by the Shareholders’ Meeting, Ernst & Young GmbH Wirtschaftsprüfungsgesellschaft, Eschborn/Frankfurt am Main, audited the 
Accounts, Annual Financial Statements and the Management Report, to the extent that latter adds explanatory notes to the Annual Financial Statements, 
and has no objections. 

The Supervisory Board has duly noted the result of the audit. 

Pursuant to Section 312 of the German Stock Corporation Act (AktG), the Management Board prepared a Report for the fiscal year 2018 on the 
Relationship with Affiliated Undertakings. No objections have been raised. Ernst & Young GmbH Wirtschaftsprüfungsgesellschaft audited the report  
and issued the following unqualified audit opinion: 

"Following our audit, which we performed in accordance with professional standards, we confirm that:

1. the actual information given in the report is correct, 

2.  viewed in the context of the circumstances known at the time they were undertaken, the legal transactions specified herein do not constitute services 
which the Bank rendered without appropriate remuneration." 

The Supervisory Board agrees with the result of this audit. 

After reviewing the Annual Financial Statements and the Report of the Management Board on the Relationship with Affiliated Undertakings,  
the Supervisory Board raises no objections to any of these items. 

The Supervisory Board approves the Annual Financial Statements, which are hereby adopted. 

The Supervisory Board would like to express its gratitude and appreciation to the Management Board and the employees for their dedicated work  
during the year 2018.

Frankfurt am Main, June 2019 

The Supervisory Board

REPORT OF  
THE SUPERVISORY BOARD 
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CRR institutions shall include in an annex to the annual accounts, specifying, by member state of the European Union and by third countries in which they 
have establishments, the following information on a consolidated basis:

1) Names, nature of activities and geographical location of the branches

2) Turnover

3) Number of employees on a full-time equivalent basis

4) Profit or loss before tax

5) Tax on profit or loss

6) Public subsidies received

Turnover is considered to be net profit pursuant to the German Commercial Code (HGB) before consideration of consolidation effects, taxes, extraordinary 
income and expenses, risk provisions, administrative expenses and depreciation on tangible fixed assets and intangible assets.

This results in the following allocations for VTB Bank (Europe) SEL

Country
Turnover  

(EUR)
No. of employees on a  

full-time equivalent basis
Profit before tax 

(EUR)
Tax on profit 

(EUR)
Public aid received 

(EUR)

Germany 67,327,013 153 (8,203,241) (1,812,437) 0

Austria 134,566,297 60 107,247,207 27,324,396 0

Companies included:

Company name Activity type Location Country

VTB Bank (Europe) SE Bank Frankfurt/Main Germany

VTB Bank (Europe) SE, Vienna branch Bank Vienna Austria

VTB Bank (Europe) SE, Frankfurt/Main branch 
(Also known as: VTB Direktbank) Bank Frankfurt/Main Germany

COUNTRY BY COUNTRY REPORTING  
(PURSUANT TO SEC. 26A OF THE GERMAN BANKING  
ACT (KWG) AS AT 31 DECEMBER 2018)
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