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FOREWORD BY THE
MANAGEMENT BOARD
Arthur Iliyav
Chairman of the Board

Alexander Frey
Member of the Board

Ladies and Gentlemen,
The 2019 financial year was a successful year for VTB Bank (Europe)
SE. Following on from 2018 that was dominated by the operational
implementation of the legal merger of VTB Bank’s continental institutions
to create a unified European banking institution in the form of a “Societas
Europaea”, the focus in 2019 was on further organic growth and the
successful launch of a trading book. We have pushed ahead with numerous
activities, particularly in the IT, trading infrastructure and human resources
areas, thereby improving the conditions for further growth.

The global outbreak of the Covid-19 pandemic in the first quarter of 2020,
however, has significantly worsened the global economic outlook for
2020. In view of the continued unforeseeable negative consequences of
the coronavirus pandemic, the outlook for the economy holds considerable
uncertainties. Despite the current volatile market conditions,
VTBE believes that, in light of the successful development of its structures
and of its range of products and services in recent years, it is well
positioned to successfully overcome this crisis and to continue its growth
strategy in Europe in the medium and long term.
SUCCESSFUL BUSINESS IN 2019 WITH POSITIVE TRADING RESULT

Oleg Osipenko
Member of the Board

Oxana Kozliouk
Member of the Board

VTBE has been operating as a trading book institution since March 2019.
This enables us to meet customer demand for products traded both on
and off the stock exchange. In the course of the year under review, we
introduced products from the asset classes of bonds, foreign exchange,
commodities and equities. Following the successful launch in 2019, for 2020
VTBE is planning additional expansion stages in the existing asset classes,
in order to further extend the trading book product range and make it more
attractive for potential customers. To support the new trading activities,
63 new employees were hired in 2019, mainly in the IT and controlling
divisions. In the area of IT structures, the projects we have been working
on include meeting customer needs even better with our services, such
as through the introduction of a new CRM system for our private clients,
featuring a service and a marketing cloud. With these new structures,
VTBE is well positioned in the market for 2020 and beyond.
TRADE CONFLICTS AND WEAK DEMAND DETERMINE 2019
The 2019 business year was influenced by a tangible economic slowdown,
characterised by trade conflicts such as the ongoing trade dispute between
the USA and China, and generally declining demand for industrial goods.
Since the end of 2019, the first signs of an improvement have been
identifiable in this context, as the USA and China moved closer together
with a new trade agreement, the United Kingdom agreed on the terms
of its Brexit with the EU, and important leading indicators for industrial
production have started to register an uptrend again. As VTBE focused to
a greater extent on Continental European clients over the past year, the
trade dispute between the USA and China did not have any serious effects
on our operating business. The VTBE Management Board will continue to
monitor these trends closely in order to minimise their impact on the bank’s
business. Moreover, the consequences of Brexit are unlikely to exert a
major effect on VTBE, as the introduction of the trading book and the focus
on Frankfurt as a financial centre have significantly strengthened VTBE’s
position in Continental Europe.
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Overall, we are very satisfied with our business trends in 2019.
We continued to focus on our business with institutional clients from the
European Union, the Russian Federation and CIS states in trade, export and
working capital financing. In addition, the successful launch of the trading
book and a robo-advisor for VTBE’s investment clients in the area of asset
management was also a success. In our newly established “Wealth and
Investment Management” division, a total of nine different ETF products
are currently available to our clients.
We achieved our ambitious business goals in our main target markets,
reporting a significant increase in net profit to EUR 117.6 million, compared
with EUR 73.5 million in the previous year. Although interest-bearing
business was down by 0.6 % year-on-year due to lower interest income in
the securities business, we reported a positive trading result for the first
time. This already confirms that we have successfully expanded VTBE’s
business model with the launch of the trading book, and that this will
enable us to generate additional types of income.
Thanks to the higher net profit for the year, VTBE also improved its return
on capital. We reduced the cost-to-income ratio to 35.8 % (2018:
36.8 %), despite cost-intensive activities being conducted in the IT,
trading infrastructure and personnel areas. Overall, our growth in the 2019
financial year underlines that the merger of VTB's European units since the
end of 2017 has proven its worth. As a bank, we are positioned increasingly
efficiently and are able to expand our business despite challenging market
conditions.
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2020 OUTLOOK BURDENED BY COVID-19 PANDEMIC
Our goal for 2020 is to continue on our growth path – also in a difficult
market environment. The focus remains on the completion of a number of
internal bank infrastructure projects, including in the IT area. In this way
we aim to further improve the quality of service for our clients. Moreover,
we are making our internal processes even more efficient as part of
several digitalisation initiatives, thereby enhancing our bank’s operational
resilience. At the same time, our goal is to continue to advance fee and
commission income in 2020, particularly in our global transactional and
asset management businesses.
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The ongoing COVID-19 pandemic is a major uncertainty factor
overshadowing 2020, which has a major impact on global economic
developments. The financial sector will also be affected. Based
on current knowledge, the Management Board assumes that
the VTBE business model will in all probability not be directly
and extensively affected by the consequences of the COVID-19
pandemic. Nevertheless, VTBE continues to monitor the impact
of the pandemic on its clients and on the financial sector very
closely. Accordingly, the Management Board has already adjusted
the business plan for 2020 to reflect the changed circumstances,
including continuously classifying the assessment of individual
loans in light of default probabilities. Furthermore, we are in close
contact with our clients in order to identify disruptions at an early
stage. The support programs of individual countries and of the EU
will continue to be included in decisions to be taken.

Especially in these times, VTBE is aware of its responsibility to its
employees and clients. For this reason, the Bank has taken the
necessary measures to ensure hygiene and distancing regulations at
its locations, and is enabling a large share of its staff to work from
home in order to reduce the risk of infection.
The Management Board would like to thank all business partners
and customers, the shareholder, JSC VTB Bank, Moscow, and the
Supervisory Board for their fruitful collaboration and the confidence
they have expressed. Our special thanks are also due to all our
employees, whose commitment has made a significant contribution to
the successful development and growth of our business in 2019.

Frankfurt, April 2020
Your Management Board

Arthur Iliyav

Alexander Frey

Oleg Osipenko

Oxana Kozliouk
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CORPORATE
CLIENTS

PRIVATE
CLIENTS

FINANCIAL
INSTITUTIONS

In the corporate business sector, we concentrate on corporate
clients and investment banking business, offering our clients
a wide range of products. Our clients profit from the bank‘s
comprehensive knowledge in the sectors of corporate finance,
trade and export finance, real estate finance, financing of
commercial transactions, cash management, treasury and
Capital Markets products.

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.

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.

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.
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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.

As a clearing office, the bank plays a key role for over 150
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.
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MANAGEMENT REPORT
GENERAL INFORMATION
Business structure
The business structure of VTB Bank (Europe) SE - hereinafter “VTBE” - has
not changed in comparison with the past financial year. PJSC VTB Bank, St.
Petersburg, Russia, continues to be the main shareholder with a share of
99.39 % in total. VO Novoexport, Moscow, Russia, continues to hold capital
shares of 0.61 %. Thus, VTBE is an dependent company of PJSC VTB Bank,
St. Petersburg, Russia (section 17 (2) AktG).
The Bank maintains a branch in Austria (“VTB Bank (Europe) SE, Vienna
Branch“) and an additional branch at the location in Frankfurt am Main
(“VTB Bank (Europe) SE, Frankfurt am Main Branch”), which includes the
direct banking business.
VTBE is a member of the deposit protection fund of the Association of
German Banks (Bundesverband deutscher Banken), Berlin.
Business model and management
VTB Bank has advised its clients, predominantly in the area of EuropeanRussian trading relationships, from the Frankfurt location since 1971.
Since 2017, we have done this in the new guise of VTB Bank (Europe) SE
(abbreviated as VTBE). With our experience from our business activities, we
enable a deepening of the economic relationships between the markets in
Europe, Russia and selected countries of the Community of Independent
States (CIS). In order to meet client demand and in order to prepare for the
changes expected as a result of Brexit, we expanded our range by trading
book products in the past financial year. In addition, the entire VTB Group
with all its products and its international sales network is available to us
and our clients. Trading volumes in German-Russian economic relationships
defied the sanctions in some economic sectors and amounted to 25 billion
USD¹ (previous year 29 billion USD) in the first half of 2019 alone. Thus,
Germany also remained an important trading partner for Russia in the first
half of 2019.
We offer our business partners numerous products within the individual
areas of business. In addition to the areas of business “Global Transaction
Banking”, “Financing”, “Trade Finance” and “Treasury”, we now also offer
our business clients products such as price and currency hedging products,
as well as some additional derivatives in our now significantly expanded
“Capital Markets” department.

1 https://owc.de/2019/08/22/aussenhandelsumsatz-russlands-ruecklaeufig
2 https://owc.de/2019/08/22/aussenhandelsumsatz-russlands-ruecklaeufigndards (IFRS)
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VTBE is the representative of the VTB Group in continental Europe for the
areas of business “Corporate Banking”, “Correspondent Banking” and
“Capital Markets”. VTBE offers structured financing services to corporate
clients in Russia, the Community of Independent States (CIS states) and in
Europe. The corporate clients area largely involves internationally active
companies, in particular clients with Russian shareholders or ownership,
or companies with business in Russia. Furthermore, the clientele also
includes Russian companies and companies from the CIS area with a focus
on export business.
We exclusively serve retail customers through the online range of our
direct bank with call money and time deposits. In the past financial year,
this was expanded by our new business area “Wealth and Investment
Management” with asset management products, currently a total of nine
different ETF products, where customers are helped to make their selection
by a robot advisor.
The Management Board runs the business activities of the Bank on the
basis of KPIs. First, the legal requirements that must be complied with
are taken into account. These include the total capital ratio (as per the
European Capital Requirement Regulation (CRR)), the liquidity coverage
ratio (LCR) and the net stable funding ratio (NSFR). In addition, balancesheet oriented KPIs are selected on the basis of business policy. What are
important here are the return on equity (RoE) and the cost-income ratio:
(CIR).
The RoE is a KPI that expresses the profitability of a company.
It is calculated by dividing net profit² by (average) equity. It details
the return on the capital employed that a company generates for the
shareholders and owners.
The “CIR” is an additional KPI for the profitability of a bank. It shows
how efficiently the Bank is being run. The lower the figure, the more
profitable the Bank. To calculate this, administrative expenses are put into
relation with the operating income of a bank (interest, commission and
trading income, however, without taking account of any allocations to
loan loss provisions) for the relevant accounting period. The net profit in
business and accounting shows what a bank has either earned or lost in a
certain accounting period. This is the income of a bank, minus expenses,
depreciation, interest and taxes for an accounting period. It is calculated as
the residual figure of all earnings over the expenses for the period.

These figures are monitored on a monthly basis and enable the
Management Board to take any corrective actions that may be necessary.
Further, the new “Engagement Committee” has the aim of controlling the
exposures of the Bank that are associated with non-finance risks that the
Bank does not accept or that are outside the business strategy of the Bank.
There is a broad spectrum of control instruments with regard to the overall
control of the Bank. These include numerous framework and volume
limits (including with regard to individual names, countries and sectors)
in order to avoid a concentration of risks caused by these limitations,
thus diversifying the lending portfolio. Economic KPIs regarding riskbearing capacity are also included in control activities. These are
primarily mathematical-statistical limits in the sense of economic capital
requirements or sensitivity limits. These contribute to risk management
both across products and also within the relevant type of risk.
The discontinuation of parallel structures in the Management Board,
Supervisory Board, IT, Operations, Compliance, KYC and HR as part of the
merger of the VTB units at the end of 2017 was reflected in a lower
cost-income ratio (CIR) of 35.8 % in 2019 (2018: 36.8 %). It was possible
to reach this result although VTB Bank (Europa) SE commenced activities
as a trade book institution during the reporting period and carried out
adjustments in areas including IT, trading infrastructure and HR.
The Bank has pursued the target of further reducing lending in USD
unchanged in comparison with the previous year. In addition, individual
risks have been limited to the extent that they are below supervisory
thresholds in order to reduce concentration risks. As far as possible this
limitation in accordance with the current lending directive has either been
applied by actively accepting valuable, chargeable securities, or through
financial products.
In order to be prepared for unforeseen incidents, the Bank has set
internal early warning indicators. These provide a buffer to the minimum
requirements under supervisory law and are intended to ensure compliance
with these requirements at all times. They allow counter measures to be
taken if necessary.
For a more detailed description, please refer to the chapter “Risk report”.

3 IMF (2020), World Economic Outlook January 2020. p. 9.
4 Ibid.
5 Statement of February 22, 2020. Online at: https://www.imf.org/en/News/Articles/2020/02/22/pr2061-remarks-by-kristalinageorgieva-to-g20-on-economic-impact-of-covid-19
6 www.imf.org/en/News/Articles/2020/03/23
7 www.imf.org/en/News/Articles/2020/03/23

ECONOMIC REPORT
World economy
According to provisional calculations made by the International Monetary
Fund (IMF), global economic growth in 2019 of 2.9 % was much weaker
than in the previous year, when world growth reached 3.6 %.³ In Russia,
the home market of the VTB Group, gross domestic product (GDP)
developed more slowly. At 1.1 % in 2019 it was 1.2 percentage points lower
than in the previous year.4
In February 2020, the IWF reduced the global growth rate for 2020 by
0.1 percentage points to 3.2 % as a result of the coronavirus pandemic.
The reduced forecast is subject to the assumption that the economic
situation in China normalizes in the second quarter and thus the effects
on the world economy would be relatively minor and of short duration.5
After discussions with the finance ministers and central bankers of the G20
in March 2020, the IMF declared that the coronavirus pandemic would
cause a world recession this year. This recession could be worse than that
triggered by the global financial crisis of 2008 to 2009 but world economic
output should recover next year.6
In March 2020, the IMF registered the strongest capital outflow of foreign
investors in emerging markets. Serious impairments to domestic activities
are expected when these countries react to the epidemic.7
While growth was strong in most Asian emerging markets in 2019,
economic growth in China weakened due to the trade war with the USA.8
Gross domestic product also grew much slower in India in the summer half
of the year as a result of problems with the shadow banking sector that
were transmitted to the rest of the economy.9
USA
The economy of the United States lost some momentum last year, but still
grew by a strong 2.3 % in 2019 after 2.9 % in the previous year.10
Beginning of March 2020 the economists of OECD, Berlin corrected their
expectations for the year 2020 by 0.1 % to 1.9 % before further adjustments
might need to be done as cause of the Corona-Pandemic.11
The scale of the corona pandemic prompts the US Senate to pass a
USD 2 trillion (EUR 1.85 trillion) rescue package at the end of March 2020
to support the population and the economy.12 No current data are available
at the time of writing this report.

8
9
10
11
12

Kiel Institute for the World Economy (2019), Kiel Economic Outlook in Winter 2019. p. 10.
Ibid.
IMF (2020), World Economic Outlook January 2020. p. 9.
https://www.oecd.org/berlin/publikationen/oecd-wirtschaftsausblick.htm Interim Economic Assessment, 2. March 2020
https://edition.cnn.com/2020/03/25/politics/stimulus-senate-action-coronavirus/index.html.
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Eurozone

United Kingdom

Economic growth in the Eurozone weakened noticeably further, falling by
0.7 percentage points to 1.2 %. 13

As in the previous year, the IMF assumed growth of 1.3 % in the United
Kingdom for 2019.20 However, at the beginning of March 2020, the
economists of the OECD, Berlin, corrected the expectation for 2020 by
0.2 percentage points to 0.8 % before further measures are taken to
contain the corona pandemic.21 Current data are not available at the time of
writing this report.

In view of the continuing coronavirus pandemic, in March 2020, the IfW,
Kiel expected a recession in the Eurozone could not be avoided in 2020 –
in Italy in particular, but also in across the currency union overall. The
OECD, Berlin, also corrected its expectations for economic development in
the euro zone at the beginning of March by 0.3 percentage points to 0.8.14
At this time, France and Italy were particularly affected by the corona crisis.
More recent data are not available at the time of writing.
Germany
In 2019, in the IfW‘s view there have been clear signs of a downturn
in Germany.15 Worldwide economic uncertainty has burdened German
industry in particular, forcing it into a recession.16 In contrast, the economy
has received positive impetus from strong private consumption and the
construction sector, which with growth in gross domestic product of
0.5 % prevented the economy as a whole from sliding into recession in
Germany.17 Researchers see signs of economic recovery again for next year.
Because the economic outlook has become much worse as a result of the
worldwide actions taken to contain the coronavirus pandemic, in March
2020, the IfW, Kiel forecast Germany’s gross domestic product would
collapse by between 4.5 and 9 % in 2020. The IfW produced two scenarios
in this connection: If the current stress situation lasted until the end of
April and then gradually eased from May, German GDP would fall by 4.5 %
this year. However, if the recovery only began three months later in August,
German GDP would drop by 8.7 %. As a result of the burdens on growth
worldwide, according to the IfW no appreciable recovery effects can be
assumed for either scenario for the rest of the year, even if free capacities
became available, for example, in manufacturing industry.18 In March 2020,
the German government decided to implement a stimulus program cause
of the financial hit for economy and population with a total volume of
EUR 750 billion and new public borrowing of EUR 156 billion. The stimulus
program provides for measures such as a stabilization fund similar to
that used during the financial crisis and loans from the state-owned
development bank, the KfW.19

13
14
15
16
17
18

Kiel Institute for the World Economy (2019), Kiel Economic Outlook in Winter 2019. p. 10.
https://edition.cnn.com/2020/03/25/politics/stimulus-senate-action-coronavirus/index.html.
Kiel Institute for the World Economy (2019), Kiel Economic Reports, German Economic Outlook in Winter 2019. p. 2
Ibid.
Ibid., p. 3.
IfW Kiel (2020): Economic Outlook UPDATE: German GDP expected to slump between 4.5 and 9 percent in 2020. Online at: https://
www.ifw-kiel.de/de/publikationen/medieninformationen/2020/update-konjunkturbericht-deutsches-bip-duerfte-2020-zwischen45-und-9-prozent-einbrechen/
19 https://www.tagesschau.de/inland/corona-paket-altmaier-scholz-101.html
20 IMF (2020), World Economic Outlook January 2020 (2020). p. 4.
21 https://www.sueddeutsche.de/politik/eu-grossbritannien-fraihandelsabkommen-1.4782709
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The cumulative negative effects of the corona crisis and oil price
developments are increasingly weakening Russia. The management of the
Russian Chamber of Accounts expects a budget deficit of just under 2 % of
gross domestic product. Income from exports is shrinking due to falling
demand and prices for raw materials.33
NET ASSETS

Trading portfolio assets
With the launch of the trading book in March 2019, trading assets first
disclosed a portfolio of EUR 216.4 million. These largely consisted of
non-derivative transactions of EUR 159.8 million. These were followed by
EUR 59.1 million from derivative financial instruments and risk discounts
of EUR 2.4 million. These consist among others of value-at-risk (VaR) and
credit valuation adjustments (CVA).

Lending
Deferred taxes

China
Growth in China reduced further toward growth potential.22 In 2019, GDP
growth fell to 6.1 % after 6.6 % in the previous year.23 Due to the global
corona pandemic and its impact on China‘s economy, the economists of the
OECD, Berlin, corrected their forecast for 2020 by 0.8 percentage points to
4.9 % at the beginning of March 2020.24 Current data are not available at
the time of writing this report.
Russia
After the strong previous year, economic growth in Russia slowed
significantly in 2019 and fell by 1.2 percentage points to 1.1 %.25
A more restrictive monetary policy and a rise in the inflation rate as
the result of an increase in value-added tax in the first half of the year
weakened the Russian economy.26 A decline in the working population also
slowed growth potential and could not be compensated for by a rise in
the retirement age.27 It was possible to stabilize growth in 2019 by easing
monetary policy and increasing public spending in the third quarter.28
The fall in oil prices in the wake of global economic cooling had negative
effects.29 Foreign trade also suffered from the worldwide economic
weakness and, according to the World Bank, fell from a record of
USD 507.8 billion in 2018 to an estimated USD 476.4 billion in 2019.
Nevertheless, economists still assume the trade surplus will remain at the
high level of USD 130.6 billion in 2019.
In the first three quarters of 2019, Germany remained Russia’s most
important trading partner in the EU with a share in Russian foreign trade
of 7.9 % (previous year: 8.9 %), followed by the Netherlands at 7.6 %.30
According to the calculations of the Federal Statistical Office of Germany
for the period January to November 2019, German exports to Russia rose
slightly to EUR 24.8 billion after EUR 24.2 billion in the previous year.31
In contrast, imports from Russia declined by 14.2 % to EUR 28.5 billion.32

22
23
24
25
26
27
28
29
30
31
32

Ibid., p. 3.
Ibid., p. 9.
Ibid.
Ibid., p. 9.
World Bank Group (2019). Russia Economic Report December 2019. p. 9.
Ibid.
Ibid.
Ibid.
German-Russian Chamber of Commerce (2019). Russia in figures. Current economic data for the Russian Federation Winter 2019/20. p. 6.
Federal Statistical Office of Germany (2020). First detailed data about foreign trade. November 2019. p. 4.
Ibid., p. 7.

Alongside payment transactions, lending continues to be the core business of
VTBE. At 51.8% (previous year: 73.9%) of business volumes, lending to banks
and customers is the main asset item of the Bank, as before.
In comparison with the reporting date of the previous year, this rose by
EUR 4,092.7 million to EUR 11,922.5 million. The change is related to the
increased deposits made by banks.
Lending to banks rose by EUR 219.4 m to EUR 690.6 million. This is largely
attributable to foreign trade financing with foreign banks.
We were able to develop lending to clients further in 2019. On the balance
sheet date we posted an increase of EUR 168.5 million to EUR 5,481.1 million
in this area. The Bank takes the acute risks from the lending business into
account with specific loan loss provisions. In addition to direct provision
(EUR 21.3 million), general loan loss provisions (EUR 57.1 million) and
provisions for the off-balance sheet business (EUR 0.7 million) are available
to cover latent risks. The Bank has a procedure to form appropriate provisions
for country risks. No country risks were necessary on the balance sheet date.
Securities
The securities portfolio fell from EUR 501.2 million to EUR 224.1 million on
the reporting date. The decline was caused by maturities and securities
sales to achieve book profits. In addition to securities acceptable as
collateral of EUR 92.5 million, the securities portfolio predominantly
consists of European companies and securities from German federal states.

Deferred taxes fell by EUR 22.8 million to EUR 17.3 million. The change in
the reporting year largely results from adjustments to general loan loss
provisions and the dissolution of provisions for contingent losses in the
derivative business.
Other assets
Investments of EUR 0.7 million largely continue to be the unchanged
investment in VTB Capital PLC, London, United Kingdom, with a carrying
amount of EUR 0.5 million. The change in value of EUR 15.4 million
results from the write-off in full and later disposal of the investment to
Evrofinance Mosnarbank JSC, Moscow, Russia.
Our 100 % investment in Ost-West Vermögensanlagen GmbH is the main
disclosure under shares in affiliated companies. The purpose of the
company is exclusively the acquisition and management of property.
Property, plant and equipment increased by EUR 4.3 million to
EUR 19.4 million in 2019. This includes the office furniture and equipment
of the Bank. Intangible assets largely involve software subject to
mandatory capitalization, which at EUR 3.3 million made a considerable
contribution to the change.
Other assets rose by EUR 94.3 million to EUR 145.8 million in the reporting
year. This item largely includes precious metal accounts of EUR 88.4 million
and what is known as margin accounts of EUR 49.1 million.

33 https://www.gtai.de/gtai-de/trade/wirtschaftsumfeld/bericht-wirtschaftsumfeld/russland/coronavirus-gefaehrdet-russlandswachstumsziele-220872
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Liabilities to banks and customers
Liabilities to customers increased by EUR 777.7 million to
EUR 5,187.8 million. This is mainly due to the expansion of the deposit
business with customers. In addition, liabilities to banks increased from
EUR 1,214.5 million to EUR 4,428.8 million in the fiscal year. This is a
reporting date-related effect. The payment transactions of VTB PJSC in EUR
and USD are processed via VTB, so that funds are posted to these accounts
in the meantime. To this extent, liabilities to banks are subject to high
fluctuations.

average market interest rate was increased slightly and the associated
pension provision was lowered. Taking the pension payments made into
account, pension provisions rose by EUR 1.5 million to EUR 33.7 million.
Tax provisions of EUR 39.5 million largely consist of obligations arising from
corporation tax.
The other provisions of EUR 42.3 million include obligations to staff,
for contingent losses from derivative financial instruments, for trade
receivables, as well as for the audit of the annual financial statements and
legal and general creditworthiness risks.

Trading portfolio liabilities
Equity
Trading liabilities of EUR 46.0 million were disclosed for the first time,
which consist exclusively of derivative financial instruments.
Other payables
Other payables of EUR 76.2 million largely contain margin accounts of
EUR 22.8 million (previous year: EUR 13.8 million) and negative
replacement values for derivative transactions of EUR 24.6 million
(previous year: EUR 38.9 million).

Equity (without net income) of EUR 894.3 million has remained constant in
comparison with the previous year. It is proposed to the general meeting
that the net income of EUR 117.6 million is distributed in full to the
shareholders.
In previous years, the Bank had formed loan loss provisions as per section
340g HGB of EUR 55.2 million to cover special risks from the banking
business. In addition, as a result of the launch of the trading book the Bank
recorded a special item as per section 340e (4) HGB of EUR 1.1 million for
the first time.

Provisions
Provisions for pensions, tax provisions and other provisions of
EUR 115.5 million (previous year: EUR 139.4 million) were formed. Tax
provisions rose by EUR 22.7 million to EUR 39.5 million. The general decline
in comparison with the previous year is mainly attributable to the reduced
formation of provisions with regard to derivative transactions.

The eligible own funds on the balance sheet date amounted to
EUR 1,121.4 million (previous year: EUR 1,194.2 million), and core capital
was EUR 927.3 million (previous year: EUR 935.5 million). The core capital
ratio pursuant to CRR is 15.0 % (previous year: 15.6 %). The total capital
ratio is 18.1 % (previous year: 19.91 %).
Financial performance indicators as per “IFRS”

The valuation of pension provisions was calculated by an actuarial report.
The effects from the initial application of the rules from the German
Accounting Law Modernisation Act (Bilanzrechtsmodernisierungsgesetz,
or BilMoG) in 2010 were distributed over a period of ten years for German
pension provisions. The final amount of the accumulation of EUR 0.1
million was recorded with an effect on expenses in the completed financial
year. As a result of the conversion of the period under consideration for
the calculation of the average interest rates from seven to ten years, the
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The financial “IFRS” performance indicators of the Bank include the return
on equity (ROE) and the cost-income ratio” (CIR). The return on equity on
the reporting date was 10.2 % (previous year: 7.8 %). The increase in the
ROE is largely attributable to the higher net income in 2019. At the end of
the financial year the cost-income ratio was 35.8 % (previous year: 36.8 %).

VALUATION UNITS
The formation of balance sheet valuation units was waived as per section
254 HGB.

The advantages of these lending commitments are the generation of future
interest earnings. Furthermore, there were contingent liabilities of
EUR 71.7 million (previous year: EUR 32.0 million).

FINANCIAL POSITION

At the time the annual financial statements for 2019 were compiled there
was no knowledge of any material change or deterioration in the liquidity
situation of the Bank.

The refinancing of VTB (Europa) SE is based on a financing mix according
to currency, geographic origin, term and products. The long-term financing
structure is based on the following features:

RESULTS OF OPERATIONS

(a) A considerable proportion of the funds obtained from borrowing
originates from credits of the direct bank, Loro / business accounts,
from funds borrowed within the scope of the deposit protection fund
guarantee, and from a subordinate loan transferred from VTB France.
(b) The majority of VTBE financing is denominated in euro, but a
proportion is also denominated in USD and originates from Loro
credits, participating loans and corporate accounts.
(c) The management of VTB Europe SE has accepted the existing currency
mismatch, which is covered by foreign exchange or currency swaps,
because the direct refinancing in USD is either less stable or more
expensive.
Thus, the refinancing structure has not changed in comparison with the
previous year. In this regard we refer to the disclosures about the deposit
business made in the section Net assets and to the statements made about
liquidity risks in the Risk report of this management report. The Bank was
solvent at all times during the past financial year. The supervisory law
liquidity ratio was always complied with. The LCR (liquidity coverage ratio)
was between 125.2 % and 185.93 % (average 154.87 %). It was 129.5 % on
December 31, 2019. The funding matrix of our report to supervision, which
examines a period of up to one year, shows a surplus of means of payment
in all term bands. Therefore, we see the liquidity situation of the Bank to be
orderly. There were no particular call-off risks.
At the end of the financial year there were irrevocable lending
commitments of EUR 166.7 million (previous year: EUR 98.5 million), for
which a provision of EUR 0.5 million (previous year: EUR 1.9 million) had
been formed. Lending commitments usually lead to a short-term outflow
of liquidity.

The net income of the Bank rose by 60.0 % in comparison with the previous
year. The main items of the income statement are explained below.
Overall net interest income fell to EUR 249.7 million after EUR 251.3
million in the previous year. This is equivalent to a decline of 0.6 %, which
predominantly resulted from a drop in interest income from securities.
Interest income from securities fell by EUR 3.4 million to EUR 5.4 million.
The lower securities portfolio as a result of maturities and sales was
the reason for this. Interest income from lending and money market
transactions rose by EUR 26.5 million to EUR 321.0 million, while at the
same time interest expenses from current account and money market
transactions rose by EUR 24.7 million to EUR 76.7 million.
Net commission income in comparison with the 2018 financial year rose by
253.8 %, from EUR 3.9 million to EUR 13.8 million in the past financial year.
This largely resulted from a rise in commission receipts from the lending
business.
The net income from the trading portfolio reached EUR 10.3 million. Due to
the fact that this was a new launch there is no figure for the previous year.
Risk discounts of EUR 2.4 million and EUR 1.1 million to form a special item
as per section 340 e (4) HGB are included in the result.
General administrative expenses rose in comparison with the previous year
by EUR 7.1 million to EUR 97.5 million (previous year: EUR 90.4 million).
This rise was driven by two main factors: on the one hand, by the increase
in the number of employees of approximately 13 %, and on the other hand,
by consulting costs, such as those required for launching the trade book
and for WIM (Wealth and Investment Management).
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The valuation result from receivables and certain securities, as well as from
allocations to provisions in the lending business, amounted to
EUR 8.7 million. This resulted from the depreciation of investments of
EUR 15.5 million. This contrasted with a net allocation of specific loan loss
provisions of EUR 4.7 million and a net dissolution of general loan loss
provisions of EUR 17.0 million. Furthermore, sales revenues from securities
of EUR 9.2 million and write-ups to the securities portfolio of EUR 0.5
million contributed to this item.
Other operating income of EUR 18.9 million (previous year: EUR -53.7
million) consisted of other operating earnings of EUR 41.1 million (previous
year: EUR 41.4 million) and of other operating expenses of EUR 22.2
million (previous year: EUR 95.1 million). Both items are influenced by the
derivative business. On the one hand, exchange rate gains and net income
from the recording of premiums in the income statement and on the other
hand, interest expenses for currency swaps are included here.
In total, VTBE achieved net income for the year of EUR 117.6 million
(previous year: EUR 73.5 million). This results in a net profit of EUR 117.6
million. It is proposed to the general meeting to distribute this amount in
full to the shareholders.
The return on investment as per section 26a (1) sentence 4 KWG was 1.0 %
for the 2019 financial year (previous year: 0.9 %). The return on investment
is calculated from net income for the year related to the balance sheet
total. The increase in the return on investment results from the rise in net
income for the year.
BRANCH OFFICES
VTBE has an international branch in Vienna. In accordance with Section
44 (4) of the Austrian Banking Act (BWG), the assets attributable to the
branch amount to EUR 2,834.0 million. Interest income stands at
EUR 159.9 million and commission income at EUR 11.8 million. In 2019,
the average number of staff at the branch (excluding staff on parental
leave) was 19 (previous year: 59). VTBE also has a branch office in
Frankfurt am Main.

GENERAL STATEMENT ON THE BUSINESS SITUATION FACING THE
COMPANY

REPORT ON OPPORTUNITIES, RISKS AND OUTLOOK
OPPORTUNITIES REPORT

The business situation and the development of the bank‘s business
activities in the 2019 financial year were satisfactory. With the
introduction of the trading book, the bank successfully expanded its
business model in 2019, thereby making additional streams of income
possible.
Interest-bearing business declined by 0.6 % year-on-year due to lower
interest income in the securities business. By contrast, the bank was able
to report a positive trading result for the first time.
Total assets rose year-on-year, a development attributable to the
increase in deposit business. The lending business remains the bank‘s
core business.
Nevertheless, VTBE was able to reduce its risk provisioning for general
credit risks for the financial year 2019.
Business development continues to be affected by economic sanctions –
both European and US-led – which restrict the business activities of the
VTB Group in Russia.
RELATIONSHIPS WITH RELATED PARTIES
Pursuant to Section 312 of the German Stock Corporation Act (AktG), the
Executive Board is obligated to prepare a dependency report for these
corporate relationships. This contains the following declaration:
“We declare that VTB Bank (Europe) SE – in accordance with the
circumstances known to the Executive Board at the time when the
above-mentioned transactions were carried out – received adequate
consideration for each transaction. The company was not disadvantaged by
the fact that a measure was taken or omitted.”

Opportunities as a result of improved infrastructure
The bank‘s chosen path, with a head office in Frankfurt am Main, led to
a concentration of infrastructure and resources. One of the reasons for
merging all activities was to reduce and optimise costs. VTBE regularly
updates its banking software to ensure that it remains state-of-the-art.
The bank thus sees itself as well-equipped to meet all regulatory
requirements and to adapt to a changing environment.
Opportunities arising from the expanded customer base and the
product range
By merging three locations, VTBE has created a uniform organisational
structure and expanded both its product range and customer base.
The focus continues to be on its lending business with, among other things,
trade financing. These include short-term “Trade & Export” transactions
with financial institutions as well as financing under the subsequent cover
of export credit agencies (“ECA”) or the financing of current assets.
In doing so, the bank considers itself to be diversified in its foreign trade
business.
VTBE also views itself as well-equipped for the commodity trading
financing business, which is very closely related (and complementary)
to traditional foreign trade financing. Business activities in this area were
expanded during the reporting period.
Trading infrastructures were finalised in the reporting period to ensure
continued product diversification. VTBE has been operating as a trading
book institution since March 2019.
The trading book serves customer demand for products traded on and off
the stock exchange. In the course of the year under review, products from
the asset classes of bonds, foreign exchange, commodities and shares
were introduced. Further expansion stages within existing asset classes
are planned for the course of 2020, in order to expand the product range
further. Trading activities are conducted and booked at the headquarters in
Frankfurt am Main.

Centralisation at the new European headquarters in Frankfurt am Main
has enabled us to expand our geographic customer base. This will create
additional business opportunities with new customers primarily originating
from the “Central and Eastern European” region, i.e. Central and Eastern
European countries. The existing market-specific expertise with a focus on
Eastern and Southern European business is primarily concentrated in the
Vienna branch.
Opportunities arising from shifting political and market conditions
Customer relations are being put to the test by the ongoing sanctions policy
being imposed by the USA and the EU.34 In addition, there are uncertainties
taking hold in the German, European and Russian markets with regard
to the consequences and effects of Brexit, which had not yet been
implemented during the reporting period. The bank assesses the changing
market conditions as an opportunity to find new business.
Opportunities thanks to enhanced visibility
VTBE is based in Frankfurt am Main, the heart of banking in Continental
Europe. Following the developments of Brexit, this represents a key location
advantage over London.
VTB Direktbank has been increasingly able to establish itself in Germany
and, thus, to contribute to VTBE‘s business success. As a product expansion,
VTB Invest was introduced in 2019 as a digital asset accumulation system
for retail customers.35, 36
Opportunities for the future
VTBE aims to increase its business opportunities, particularly on the
pan-European market. In order to achieve such a boost in business,
VTBE has implemented a new platform specifically for trading and it has
increased the number of employees. To hedge risks, VTBE has, as in previous
years, concluded interest-rate swaps in addition to the transactions entered
into in “FX swaps”, which flow into the management of the banking book.
With the new infrastructure in place and the expansion of its product range,
VTBE is keeping all options open for the future.

34 Sanctions Committee, client review by Client Coverage
35 www.vtbdirekt.de
36 Robo-Advisorn Ramking: https://de.extraetf.com/robo-advisor
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With the most recent change in the market environment following the
outbreak of the Covid-19 pandemic, immediate measures were introduced in
the division. VTBE is continuously assessing individual loans with regard to
the probability of default. There is also a close-knit exchange of information
with customers in order to identify any disruptions at an early stage.
The individual support programmes by individual countries and the EU will
continue to be included in any decisions to be taken.
Further business development for 2020 is considered challenging and the
ever-changing situation is subject to constant monitoring. Opportunities
for generating new business from both the new and altered market
environment remain difficult to estimate, but could indeed arise.
Opportunities await, for example, in access to government support
measures for VTBE customers.
RISK REPORT
Regulatory framework
Supervisors and other regulatory bodies have introduced a number of
comprehensive requirements that have far-reaching implications for the
financial industry. These include both the implementation of the Basel III
and IV packages (including CRR 2) and the implementation of key figures
to improve (and ensure the more uniform steering of) the banking industry.
Against the backdrop of the trading book launch in the first quarter of
2019, the “Fundamental Review of the Trading Book” (FRTB) is of particular
relevance for VTBE. The new regulations within the framework of the FRTB
include a sharper separation of positions between the trading book and the
banking book, as well as the introduction of a new standard approach to
market price risks. CRR 2 provides for an FRTB reporting obligation for banks
with significant market risk positions in accordance with the Standardised
Approach for the end of 2020. This means that VTBE and all other banks will
have to take action.
In the context of harmonising the requirements stipulated by international
and national supervisory bodies, the new guidelines for determining capital
adequacy are particularly worthy of mention. In future, this will not only
result in a considerable amount of implementation effort but will also
harbour a number of implications for overall bank management through the
establishment of “normative perspectives”.
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Furthermore, supervisory practice sets benchmarks that are characterised by
expanded qualitative requirements, e.g. in the requirements from BCBS 239
and BCBS 248, which have already been incorporated into the amendment
of the Minimum Requirements for Risk Management (MaRisk). In particular,
this formulates additional requirements for reporting and risk management
that can only be implemented with a corresponding amount of effort in
terms of data procurement and data quality. Given that these requirements
apply to all banks, those banks that have already consistently ensured
transparency and correctness in data storage in recent years (and who
plan to do so in the future) will enjoy both a competitive and time-specific
advantage.

Standard market management and controlling instruments are used for
all types of risk and are the subject of continuous further development.
The methods, procedures and systems used to measure risk are integrated
into VTBE‘s risk management system. The results are used to manage the
institution.
VTBE maintains an appropriate organisational structure, including the
necessary committees, as well as organisational regulations, methods and
data processing systems, in order to identify material risks at an early stage
and to take appropriate control measures.
Risk culture

General risk management approach
The business alignment of VTBE is historically based. The business model
is underpinned by a clear focus on foreign trade financing and “clearing”
in Europe and selected countries of the CIS states. The specific risks faced
by the bank result from the business profile, the target markets and the
degree of market penetration.
The bank‘s own alignment results in a risk profile in which counter-party
default risk is the main driver. Due to its corporate legal background and
business divisions, country risks are also actively addressed and managed.
Other relevant risks are reviewed for their materiality as part of the annual
risk inventory and, where necessary, are offset against the risk cover funds
using economic capital as a model.
The risk profile of VTBE has barely changed compared with the previous
year. One change has resulted primarily from the introduction of the
trading book in 2019 and the additional risk sub-types within market price
risk that this entails.
Risk management is based on the risk strategy and the “risk appetite
statement”, which are consistent in themselves and are derived from the
business strategy. This is where risk policy guidelines and risk strategy
specifications are formulated. Both the corresponding qualitative targets
and the quantitative key figures are an expression of VTBE‘s risk appetite.

The bank’s risk culture is defined in the mission statement of the business
strategy and the VTBE Code of Conduct. VTBE promotes an environment
in which risks are identified and consciously managed to ensure that
decision-making processes lead to results that meet the requirements of
the risk strategy and reflect VTBE‘s risk appetite.
To illustrate its risk culture, VTBE draws on the definition by the Basel
Committee on Banking Supervision (BCBS) given below:
“[Risk culture refers to] the standards, attitudes and behaviours
of a bank in terms of risk awareness, risk appetite, risk
management and controls that shape its risk decisions. The risk
culture influences the decisions of management and staff in dayto-day business and influences the risks they take.”
VTBE‘s risk culture goes beyond both the governance framework and
established controls. The continuous development of the bank’s risk
culture is a permanent task for all VTBE employees and managers. The
corporate values adopted by the Executive Board, which summarise VTBE‘s
fundamental values and guidelines, form the framework for action.
These include a needs-oriented management development programme,
a remuneration system based on risk awareness and open communication.
The aim of these measures is to ensure that relevant national and
international standards, as well as country-specific aspects are taken into
account.

Risk strategy and risk appetite
The harnessing of economic opportunities and the targeted assumption
of risks in line with economic expectations is an essential part of VTBE‘s
business purpose. The activities resulting from the business model
necessitate the ability to identify, measure and assess these risks and
to report on them. In addition, the adequate supply of liquidity and the
corresponding hedging of risks with equity capital is a prerequisite for any
successful operation underpinning banking business.
In line with the principle of a prudent risk culture, risks are only taken
on in all activities to the extent that this is necessary and acceptable for
achieving the business policy objectives, and to the extent that VTBE has an
appropriate understanding of (and expertise in) measuring and managing
these risks.
The Executive Board of VTBE has, therefore, defined a risk strategy for the
primary risks arising from our business strategy. The risk strategy comprises
the main risk-bearing business activities and the guidelines, objectives
and types of risk control, including the specifications for the tolerance and
avoidance of risks and measures for achieving objectives.
The annual update of the bank’s risk strategies is linked to the strategic
planning process and is executed by the Risk Controlling, Credit Risk
Management and Business Management divisions.
VTBE defines risk appetite as the type and extent of risks that are tolerated
at the level of VTBE as a whole, in order to implement its business models.
Risk appetite corresponds to the term risk tolerance as used by the banking
supervisory authorities in the context of disclosure.
Our “Risk Appetite Statement” (RAS) contains risk policy guidelines
on VTBE‘s risk appetite. The guidelines set out therein are overarching
statements that are consistent with the business model and risk strategy.
The qualitatively aligned guidelines are supplemented by quantitative
indicators for which internal minimum targets are set and also reported
on at regular intervals. These key figures represent the risk-oriented
performance indicators of VTBE.

The risk management system aims both to meet business requirements and
to comply with statutory obligations. Risk management is also an integral
part of the local and Group-wide strategic planning process within the
VTB Group.
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Governance and organisation of risk management
The Executive Board of VTBE bears overall responsibility for the proper
organisation of the bank’s business, which also includes risk management.
It formulates both the business and risk strategy and the “Risk Appetite
Statement”.
Risk management is based on the so-called “3 Lines of Defence” concept,
which are interconnected and embedded within the control and monitoring
environment (Internal Control System) and define the framework for risk
management.
Within this overarching governance structure, committees and special
functions have been established by the Executive Board to ensure the clear
allocation of responsibilities, carve out rapid information and escalation
channels and safeguard decision-making powers for the Bank‘s risk
management.

The Supervisory Board monitors the corporate management function and,
in the form of quarterly risk reports, maintains a close observation of the
risk management system (RMS) and the internal control system (ICS).
External auditors and the banking supervisory authority form the external
control environment, whereby the supervisory authority specifies key audit
points for the auditors as required, and the auditors notify the supervisory
authority of the results of their annual and special audits respectively.

The clearly defined organisation of the risk management process is intended
to ensure the operational efficiency and efficacy of risk management.
A total of five key committees are responsible for overarching risk and
banking management in VTBE:
•

1. Line of Defence:
represents the individual business unit that independently enters into (and
is responsible for) risks within the framework of strategic papers, the RAS
and the written rules and regulations. The First Line of Defence reports to
the Executive Board.
2. Line of Defence:
establishes a framework for risk management and furthers its
development; the second Line of Defence uses this framework to monitor
risks and compliance with the strategic papers, including the RAS and the
associated limits, and reports the relevant risks to the Supervisory Board
and the Executive Board.
3. Line of Defence:
checks and assesses the structural and procedural organisation and the risk
processes for the entire bank (independently of the processes involved) for
their appropriateness; reports are submitted to the Executive Board, the
Supervisory Board and the Audit Committee, and are also communicated to
the external control bodies.
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•

•

•

Audit Committee
The Audit Committee, which meets on a monthly basis, supports
the Executive Board in the performance of its supervisory duties
with regard to the monitoring and rectification of findings within
the scope of the tasks of internal / external auditing and external
audits / addressees.
Credit Committee (incl. Problem Credit Committee)
The Credit Committee, which meets on a weekly basis, reaches
decisions on credit and investment matters including new transactions,
amendments, waivers and annual reviews of the risk situation. It also
decides on measures relating to customers that are subject to intensive
support and which represent problem exposures.
Engagement Committee
The Engagement Committee, which meets on a weekly basis,
is situated upstream from the Credit Committee. This Committee
is responsible for preliminary analysis as part of the initiation of
business. It also deals with overarching decision-relevant topics such
as tax, reputation and sustainability management, as well as extensive
issues relating to lending decisions.
Risk Committee
The Risk Committee, which meets on a monthly basis (12 meetings
in 2019), assists the Executive Board in fulfilling its supervisory
responsibilities with regard to the bank‘s risk appetite, risk
management and compliance framework as well as the supporting
governance structure. The Risk Committee defines the risk profile and
limit system for the individual risk types within the framework of those
strategies laid down by the Executive Board.

“Asset Liability Committee” (ALCO)
The ALCO, which meets on a monthly basis, is responsible for the
asset-liability structure and, in particular, for the bank‘s liquidity
management and “Funds-Transfer-Pricing”.

In addition, the following organisational bodies exist within VTBE:
•

“New Business Forum” (NBF)
NBF is primarily responsible for introducing new products and
entering new markets, thereby ensuring that all the necessary
preparations are made. In this way, NBF aims to create
transparency for decision-makers regarding the risks involved.

•

“Project Office Committee” (POC)
The POC is responsible for the approval of the VTBE‘s respective
initiatives and projects. This is to ensure that decision-making
regarding the bank‘s various resources (budgetary and resourcerelated) remains transparent.

Internal committees and functions

“3 Lines of Defence” Concept
The “Three Lines of Defence” model illustrates the understanding of risk
management within VTBE and defines clearly formulated and demarcated
roles and responsibilities. The integrative interaction between these lines
of defence is intended to enable effective bank-wide risk management.
In this context, the individual lines of defence perform the following tasks:

•

The functional scope and organisation of these bodies are described in
the Committee Policy and the Terms of Reference of each body. VTBE
has implemented the Minimum Requirements for Risk Management
(MaRisk) by assigning not only the “Risk Controlling” division – which
performs the tasks of risk controlling – but also the other divisions of
“Compliance” and “Internal Audit” to monitor and manage the bank‘s
risks. Within the scope of their duties, the employees are not bound by
instruction and have direct information channels to both the Executive
Board and the Supervisory Board.
Risk Controlling
Risk Controlling supports the Executive Board in relation to all risk policy
issues, in particular in the design and monitoring of the risk strategy.
Risk Controlling is independent of other divisions and, in particular,
of the bank’s Front Office function.

the strategic capital planning process. This includes the early identification,
recording and internal monitoring of all material risks,
as well as taking measures to mitigate risks. In addition, Risk Controlling
reports the risks to the Executive Board, the Supervisory Board, the VTB
Group and the relevant external addressees including, among others,
as part of the Risk Committee.
At VTBE, Risk Controlling sets out specifications for the risk measurement
methods to be applied and coordinates their implementation with all
the divisions involved. This is intended to ensure consistent risk capital
management. Risk Controlling also prepares the bank-wide risk reporting
system, which covers all significant types of risk on the basis of specified
minimum standards using agreed methods.
Regulatory and economic capital adequacy
Capital adequacy management forms an integral part of management
operations at VTBE. Capital adequacy is understood to mean the sufficient
provision of equity capital to cover risks taken, taking into account both the
internal economic perspective and the view from a regulatory perspective.
While the economic perspective takes into account the Minimum
Requirements for Risk Management (MaRisk) and the corresponding
guidelines that have been published, the regulatory perspective stemming
from the so-called “Pillar I” takes into account the requirements of the
“Capital Requirement Regulation” (CRR) as well as the national regulations
for implementing the “Capital Requirement Directive” (CRD).
The management of economic and regulatory capital adequacy is rooted
in internal target values. In order to avoid unexpected charges weighing
on target values and capital ratios, and to ensure that risks develop in line
with the bank’s strategy, economic limits are set on an annual basis as
part of the strategic planning process using planned risk-weighted assets,
among other things. This process leads to effective requirements planning
for the economic and regulatory capital required at VTBE. This is then
subsequently coordinated in the Group-wide strategic planning process.

Risk Controlling is essentially responsible for identifying, measuring and
assessing risks within the bank. This is accompanied by monitoring the
compliance of the relationship between risk capital and risk cover funds
(capital adequacy) and the planning of economic limits as determined in
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By integrating economic risk capital requirement planning into the
strategic planning process, the aim is to achieve a link between the risk
strategy and the business strategies for capital-based risk types.

The previous risk inventory came to the conclusion that the following
risks are to be defined as material in the 2019 financial year, and are to be
included in the scope of capital adequacy planning:

Since the first quarter of 2019, VTBE has adopted the so-called economic
perspective (previously “Going Concern”) as the leading approach in its
capital adequacy concept. The economic perspective corresponds to a
purely internally defined view and is based on the “Supervisory assessment
of bank-internal capital adequacy concepts and their integration into firmwide performance and risk management processes (ICAAP – realignment)
published by BaFin in 2018.

•

Counter-party default risk (including country risks)

•

Market price risk

•

Liquidity risk

•

Non-financial risk (primarily operational risk)

From an economic perspective, the aggregate risk cover (ARC) determined
in accordance with internal definitions must be sufficient to cover all
material risks (risk capital requirement, RCR). In this way, VTBE is pursuing
the goal of securing its own existence in the long-term, thereby protecting
creditors from financial loss. The concept is based on a near-present value
approach, in which the aggregate risk cover (ARC) is adjusted for hidden
reserves and charges, among other things, starting from the regulatory
capital. The RCR is compared to the ARC over a time horizon of one year
(rolling).

•

Other risk types (primarily business risks)

In 2020, the economic perspective of capital adequacy will be
supplemented by the normative perspective as defined in the risk
adequacy guideline. The normative perspective is based on the capital
ratios of Pillar I and considers a period of at least three years on the basis
of strategic business planning. Interactions are also taken into account,
both from and to the economic perspective. The aim of normative capital
adequacy is to ensure compliance with the minimum regulatory capital
requirements by VTBE in order to secure the continued existence of
the bank (the so-called “Going Concern” principle), both in terms of
fundamental planning and in adverse scenarios that deviate from it.
Risk identification
The relevant risk types are identified and examined with regard to
their materiality as part of the annual risk inventory. Potential risk
concentrations are also ascertained. This process is conducted at least
once a year in order to identify relevant risks in good time and to integrate
these into the economic capital management process. Furthermore, a risk
inventory is carried out during the course of a financial year as required,
in order to identify possible material changes in the risk profile during the
year in question.
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It was established that the most significant concentrations of risk and
revenue are to be found in counter-party default risk, but that these are
taken into account as part of the calculation of capital adequacy.
Risk measurement
VTBE uses the “value-at-risk” (VaR) approach as the central measure
for quantifying risks. The VaR is defined as the absolute loss in value
of a defined risk position which, with a previously defined probability
(confidence level), will not be exceeded within a fixed period (holding
period). The calculation is always performed as “value-at-risk” with a
holding period of one year and a one-sided confidence level of
99.90 %.
The VaR quantifies the loss potential. A risk capital requirement (RCR)
is then derived from this, taking into account the characteristics of each
type of risk. In exceptional cases, the RCR is determined using scenario
analyses or simplified approaches if sufficient data or models are
unavailable, meaning that the statistical modelling of risks is not possible
in the intended way. In general, the RCR corresponds to the potential loss
measured over a risk horizon of one year and is consistent for all risk types.
When aggregating the risk capital requirement for major risk types, no
possible consideration of diversification effects between the risk types is
taken into account. The total capital requirement calculated in this way
is compared with the corresponding risk cover funds for the purposes of
capital adequacy utilisation and analysis.

Risk assessment and risk management
The aim of risk assessment and management is to ensure compliance with
the capital adequacy requirement and to review the strategy specified
by the Executive Board with regard to its implementation. In particular,
potential action measures must be identified in good time. In order to
quantify the utilisation of economic capital made available, VTBE compares
the risk cover funds under capital adequacy with its material risks. The
absolute values of each significant risk are presented and quantified.
The foundation for ensuring capital adequacy is the limit system.
Only part of the available risk cover funds is made available for limiting RCR
(overall economic limit). The overall economic limit is broken down into the
individual risk types (risk type limits), in order to prevent inconsistencies
occurring in the risk profile. Default risk in particular – as the largest risk
type – continues to be managed according to structural volume limits,
including, for example, the limitation of exposure to Russia, a breakdown
according to “core / non-core countries” (reflecting the strategic target
markets), a limitation of the real estate finance segment as well as size
restrictions on individual counter-parties.
The management of risk concentrations is ensured by means of portfolio
analyses. In addition, risk concentrations occurring within a risk type
(intra-risk concentrations) and risk concentrations resulting from the
interaction of different risk types (inter-risk concentrations) are also
the subject of close examination. In addition, particularly significant
concentrations at individual counter-party level within the lending
business are taken into account directly when calculating the risk capital
requirement within the credit portfolio model; the structural volume limits
also serve to manage risk concentrations.
Risk management is supplemented by stress tests. These are
comprehensive scenario analyses that consider the effects of plausible
extreme events. These scenario analyses follow a historical or hypothetical
narrative. Such stress tests are used to check whether the capital adequacy
or the viability of the business model is ensured – even under extreme
economic conditions – or indeed if any counter-measures will become
necessary. In addition, so-called inverse stress tests will be introduced from
2020. These tests will examine, conversely, which events could endanger
the viability of VTBE.

In addition, early warning indicators for macroeconomic and idiosyncratic
risks are regularly analysed. These remained virtually unchanged in
the financial year 2019. The development in exchange rates, oil prices
and even credit default premiums are taken into account, in order to
achieve a detailed understanding of the possible risks that will shape
future developments – an understanding that is rooted not just in our
own assessment, but also that of the market itself. An indicator of the
development of target markets is not only the exchange rate for the rouble,
which can have an impact on the earnings situation of Russian companies
but also the key interest rate level.
Risk reporting
VTBE utilises the following reporting formats for the internal
communication of the risk situation:
•

“Key risk indicators” or “KRI” (weekly):
The weekly KRI report provides an overview of the most important
internal and regulatory risk indicators and is used to monitor target
values with a view to the risk appetite statement.

•

Risk report (monthly):
In addition to monitoring and analysing capital adequacy, the
comprehensive risk report also presents detailed developments
within the individual risk types.

•

Risk report extended (quarterly):
The monthly risk report is supplemented by additional information on
credit risk and a comprehensive analysis of the stress test results.

The aim of internal reporting is to present the bank‘s risk situation
transparently and to monitor compliance with both the risk strategy and
risk appetite. External reporting (supervisory, disclosure, rating companies
etc.) for VTBE must also be taken into account in this context.
The bank is currently able to provide regulatory and economic key figures
and their composition on a daily basis and can, therefore, also exploit
these on an ad-hoc basis for risk assessment and management if necessary.
Risk reporting for management purposes is increasingly generated using
automated technology. Even in crisis situations, the preparation processes
are sufficiently flexible to enable the bank to act in line with the situation
using reliable data.
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The determination of risk coverage potential is always based on current regulatory requirements and is included in the same form in the FinaRiskV report.
The risk capital requirement and economic utilisation at the relevant reporting dates are also listed.
The following table shows the risk coverage potential from an economic perspective in accordance with the FinaRiskV report as at 31 December 2019
vis-a-vis 31 December 2018.

In EUR million
Risk coverage potential (economic perspective)
Risk capital requirement
Risk adequacy (economic capacity utilisation)

31 / 12 / 2019

31 / 12 / 201837

1,113

1,184

570

617

51.2 %

52.1 %

The fact that VTBE has been able to successfully assert itself with its
business model despite challenging market conditions and additional
regulatory requirements is also reflected in the development of its external
rating38: Despite continuing sanctions and a tense overall economic
situation, the bank‘s rating has been awarded a stable outlook, as was the
case in the previous year.

The following table shows the economic utilisation of the corresponding risk types in accordance with the Financial and Capital Adequacy Information
Ordinance (FinaRisikoV) Report as well as the limits compared therewith as at the reporting date 31 December 2019.

In EUR million as at 31 / 12 / 2019

Risk capital requirement

Economic limit

Economic capacity utilisation

432

750

57.6 %

75

150

50.1 %

-

-

-

Operational risk

36

60

59.2 %

Business risk

25

40

62.5 %

Credit risk
Market price risk
Liquidity risk

With regard to VTBE, the existing economic sanctions against Russia and
the VTB Group, in particular, are significant burdening factors that require
a far-sighted business policy. In this context, VTBE has actively addressed
the framework conditions that have existed for many years and sharpened
both its business and risk profile accordingly. As part of a continuous
process of portfolio optimisation, the bank continues down its path of a
conservative risk policy. The bank has deposited financial reserves for all
potential risks and eliminated a number of non-strategic positions in the
course of the financial year. By continuing to focus on its core business,
lending volumes increased during the year and are in line with our existing
expectations.

The management of individual risk types is described in more detail below.
GENERAL ECONOMIC RISKS AND RISK TYPES

RISK TYPES
Default risks
Default risk is defined by VTBE as a loss arising from the default or
deterioration of credit-worthiness of a business partner (borrower,
issuer, counterparty). The traditional lending business corresponds to the
commercial lending business including financial guarantees and credit
approvals. This constitutes by far the most important risk at VTBE. Along
with classical default risk, migration risk and resale risk, models also
include the concentration risk and the specific country risk (transfer risk).

Macroeconomic risks
The central banks‘ expansive monetary policy continues to exert significant
influence on developments on the international financial markets.
Even if isolated voices in favour of a less expansive monetary policy could
be heard, the fundamental strategic alignment of the European Central
Bank has remained unchanged, even after the changing of the guard in
2019. The phase of low-interest rates has, thus, manifested itself over
many years and delivered a lasting effect on the earnings opportunities
within the traditional banking business. Another factor will be the support
measures due to the corona pandemic.

37 The “Going Concern” approach has been deployed as at the reporting date 31 December 2018. For improved comparability,
the economic perspective is presented here.
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There are also risks to global growth: On the one hand, these centre
around the ongoing trade conflicts between the USA, China and the EU,
as well as political tensions (including with the USA, Turkey and Russia)
on the other. There are additional uncertainties in connection with the
hotly anticipated outcome of Brexit and its specific form in 2020. The
effects of the coronavirus are expected to lead to negative macroeconomic
developments. The extent of these developments cannot be precisely
quantified at present.

The bank‘s risk strategy includes the rules and guidelines for assuming
credit risks and for their exposures. VTBE makes lending decisions using its
own analyses and ratings as part of a detailed credit-worthiness analysis
which includes qualitative and quantitative company data. The analysis
follows a periodic plan and takes into account the accounting principles as
well as the industry of the borrower. Supervision is particularly strict for the
Russian banks, whose data can be analysed on a monthly basis.
The responsibilities in the credit process are clearly specified, from
application and approval to processing (including periodic credit
monitoring with regular analysis of credit-worthiness), and are

documented in the written system of approval powers. The decisionmaking powers are set forth in the relevant rules for decision-making,
which are based on the risk content of the lending transactions. A
workflow management system covers the two-vote process that is required
for lending up to the final rating and loan decision. This includes the rating
and monitoring of collateral. Non-performing loans, deeply delinquent
loans and loan restructurings are handled by the bank in separate credit
processes.
VTBE controls credit risk by, among other things, grouping issued loans to
a rating category that is based on credit-worthiness. The borrower-specific
probabilities of default during the reporting year are based on a thirteenstep internal rating system which was calibrated to external ratings from
Standard & Poor‘s. In this way it was possible to implement risk-adequate
pricing of loan risk premiums. The relevant probabilities of default were
thus based on reality-based and up-to-date values which are provided by
an external service provider. The appropriateness of the methods used in
the credit risk is reviewed annually at a minimum.
There are strict qualitative and quantitative criteria for any possible
inclusion of collateral. Internationally recognised appraisers, among
others, are used for rating collateral, which are confirmed through an
internal examination of the market (e.g. including account additional
haircuts). When accepting collateral, VTBE does not assume total defaults
on the loaned funds with its borrowers or borrower units. Due to the
Ukraine crisis, the bank had already begun auditing its loan exposures
more frequently during the year of 2014. The bank also had a restrictive
policy during the past reporting year towards the newly acquired
exposures in the affected crisis regions.
For the calculation of an expected loan default, the bank assumes a loan
volume in the amount of the “net exposure“, which also takes into account
loan collateral. The “expected loss” (“EL”) is calculated by multiplying
the probability of default of the notch of the relevant borrower by the
associated “exposure” at the time of default (“exposure at default, EAD”)
and a loss rate (“loss given default, LGD”). The bank uses this EL value
in its risk-bearing capacity calculation, which is based on a calculation in
the credit portfolio model with a confidence level of 99.90 % (economic
perspective). In addition to default, migration and resale risk, the loan
portfolio model also includes various concentration risks (name and
country or sector / industry concentrations) in determining capital at risk.

38 Private Rating
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For non-performing loans, a loan loss provision is created using the specific
loan loss provision method. VTBE generally follows the default definition
used in the Capital Requirements Regulation (CRR). An internal master
scale, among other things, is used for this purpose. Specific loan loss
provisions are created in the amount of the difference between the book
value and the net present value of the expected payments, including the
proceeds from the collateral, provided the book value of the receivable is
greater than its cash value.
For latent risks in the portfolio, general loan loss allowances are
additionally created for the default risk of the borrower. The amount of the
general loan loss allowance is calculated by multiplying the credit volume
of all loan exposure not covered with single loan loss provisions, less the
German Banking Act (KWG)-relevant collateral with the loss given default
(“LGD”), the probability of default (“PD”) and the time interval between
default and default identification (the “LIP factor”). Here the focus is
constantly on the consistency between the parameters used in the loan
loss provision and the parameters in the internal control.
VTBE manages country risk through monitoring based on internal risk
assessments, appraisals of the VTB Group and external ratings. It divides
countries of investment into three categories. Limits by volume are set
by the relevant committed based on the rules in the risk strategy and the
risk-bearing capacity. The specific country risk is already included in the
rating. To ensure appropriate allowance for transfer risk, the bank has also
implemented a “hard country ceiling” as part of the economic perspective
of the risk-bearing capacity calculation.
The assets are mainly distributed among three areas of activity and target
regions: Germany, Russia (and CIS member states) as well as customers
and counterparties in Europe. For trade loans, the bank uses a “follow
your customer” approach (see explanation above), which focuses on
new countries. Because VTBE only conducts low-risk business in these
new countries and does not envision a long-term commitment to these
countries, this is only an addition to the portfolio mix and does not
constitute a fundamental realignment of the bank.
As part of default risk, VTBE also includes concentration risks that may
arise in the form of individual securities or entire countries and industries.
These are also included in the risk-bearing capacity.
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The bank performs quarterly bank-wide stress tests. In one scenario a
possible severe economic downturn in Russia caused by trade embargoes
and geopolitical conflicts is simulated, which makes up the internal bank
stress test at VTBE. In addition, the financial crisis of 2007 / 2008 (“Lehman
crisis”) is simulated as a historical stress test.

risks are incurred from exchange rate fluctuations in the event of currency
incongruities between refinancing sources and lending. These risks can
take the form of lower interest and capital repayments of the customer or
a rise in the price of foreign currency liabilities. In addition, market price
fluctuations in currency swaps can lead to risks and replacement risks due
to the default of currency swap counterparties.

Market price risks
VTBE has met the regulatory criteria of a trading book institution since
the first quarter of 2019. The trade strategy of VTBE is based on acquiring
profits mainly through retail lending and allocation margins. Open market
price risk positions from the original business activity primarily result from
the customer business and from the allocation of securities portfolios for
the customer business, among other things.
The market price risk in the narrow sense is the risk of a loss arising from
unfavourable fluctuations in market prices or price-influencing parameters.
For VTB Bank (Europe) SE, interest rate fluctuation, currency and spread
risks are mainly relevant. Even if the trade book activities and especially
the risks associated with them are still manageable in relation to the
overall risk position, the volatility risk as well as raw material risk have
already been defined as critical with respect to the growth plan.
At VTBE, interest risks are incurred from the customer trade business
with interest-sensitive products and from positions related to liquidity
management. The risks in the customer trade business are secured
dynamically within legal limits and risks from liquidity management are
generally minimised. VTBE also incurs interest risks from asset values and
liabilities as part of the customer lending business.
With respect to foreign currency risk, VTBE generally pursues a fully
matched currency refinancing strategy. For this reason, it enters into
currency swaps, among other arrangements, strictly for purposes of
currency procurement and not for speculation. The currency swaps
normally do not involve anticipatory hedges, as the US dollar acquisition is
covered at all times by parts of the loan portfolio that cannot be covered by
other liquidity sources in US dollars.
Foreign currency risks are limited by daily monitored position and stop loss
limits within narrow bands. From the bank‘s perspective, foreign-exchange

At VTBE, spread risks are mainly incurred from the allocation of securities
portfolios for the customer business. The risks assumed in the customer
trading business are actively managed. Here migration risks are not part
of operating, short-term value-at-risk management, but rather are part of
strategic risk capital requirement management.
As with credit risk, market price risk is managed using value-at-risk.
The VaR model does not map the maximum possible potential loss that
may result from extreme market events, but rather takes a historical period
of 506 trading days as a basis. VTBE creates market scenarios using a
historical simulation as a basis. For operating risk management, holding
periods of one day and ten days are used. For the economic perspective of
risk-bearing capacity, a holding period of one year is assumed for purposes
of consistency.
For total value at risk, VTBE calculates a value-at-risk for the market price
risk sub-types (e.g. interest, FX, spread) separated by trading portfolios
and non-trading portfolios. The value-at-risk for the non-trading portfolios
includes the risk in the banking book. The migration risk does not represent
a separate risk type in the short-term perspective. Here the risk of changes
in credit-worthiness is included in the “spread” risk.
The methods used at VTBE for continuous quantification of the market
price risk are subject to back-testing, which is used to examine the
forecast quality of these methods. Here the portfolio value changes each
trading day are typically compared to the value-at-risk values that are
calculated using risk modelling. Risks from extreme market events are
mainly observed during stress tests. The crisis scenarios on which stress
tests are based include the simulation of large fluctuations in risk factors
and are used to highlight potential losses that are generally not covered
by value-at-risk. During the stress tests, both actual past extreme market
movements and crisis scenarios that – irrespective of the market data
history – are deemed economically relevant are assumed. The crisis
scenarios used here are reviewed regularly for suitability.

Within the trading desk and inside the treasury department of VTBE,
risk management that is based on “value-at-risk” is supported through
limiting based on sensitivities and scenarios, as well as through stress
test limits.
For the calculation of interest change risk in the banking book (“IRRBB”),
VTBE uses the two regulatory methods “Net-Interest-Income” (NII) and
“Economic-Value-of-Equity” (EVE). Compared to EVE, the NII method is
not cash-oriented and measures the net income effects of interest rate
changes. It examines the effect of eight interest scenarios for the largest
currencies. The definition of the interest-rate stress test scenarios meets
the requirements of BCBS 238 and the current BaFin circular 06 / 2019 (BA).
Reporting for market price risk is conducted on an as-needed basis and is
performed daily with the appropriate exemption from the trading desk. In
addition, there are aggregate reports on a weekly and monthly basis which
are part of the risk report of VTBE.
Liquidity risks
VTBE defines liquidity and refinancing risk as the risk that it will not be
possible to acquire the required means of payment, or only possible at a
higher cost; a sub-type of this is the “intraday liquidity risk”. This describes
the risk of a liquidity shortage in meeting intraday payment obligations.
The liquidity risk of the bank is considered essential and is discussed on
an ongoing basis in the meetings of the “Risk Committee” and “Asset and
Liability” (“ALCO”).
To reduce liquidity risk, the bank finances its lending business with matching
maturities to the extent that it is prudent from a business standpoint. As we
have seen in previous years, substantial funding can be raised as part of the
“direct bank” in the form of customer deposits through the membership in
the private deposit protection fund. This refinancing option has also proven
valuable during times of financial market crisis and has proven to be highly
stable. Refinancing in the US dollar domain can also be secured through
adequate credit lines for currency swaps with other banks.
Because of its business structure, VTBE differentiates between short-term
liquidity risk, which is managed day-to-day and monitored by Treasury, and
long-term liquidity risk. The bank considers itself to be exposed to the latter
risk when loans or credit are not refinanced with matching maturities.
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The bank also has different ways of measuring and monitoring liquidity risks:
In addition to the management of payment flows, reports on the liquidity
status are sent during the course of the day. In this way liquidity can be
continuously measured especially in the loro accounts, which allows the bank
to respond quickly to unexpected liquidity flows.
VTBE manages its liquidity using a system of regulatory performance
indicators and its own limits in order to limit maturity transformation risks.
For maturity transformation, the bank relies on contractually agreed payment
flows. It does not differentiate between euro, US dollar and RUB payments
as it assumes that its main currencies are freely convertible at all times.
VTBE continuously had sufficient short-term liquidity during the reporting
year to meet its short-term liabilities at all times.
VTBE calculates scenarios that offer a preview of the near future based
on realistic plan assumptions. It thus forecasts based on contractually
agreements to what extent a sudden liquidity loss may impact the solvency
of the bank.
On the other hand, in these stress test scenarios the relevant means of
payment from its own account credit balances, receivables from money
market transactions, collateral with the German Bundesbank and binding
funding assets must provide cover for a potential liquidity bottleneck at
a minimum. These stress calculations are concretely expressed in the key
figure “Survival Period”. For longer term liquidity planning, the bank uses a
standardised model for monitoring and controlling liquidity.
For this purpose, the bank divides assets and liabilities into appropriate
maturity bands, so that the Treasury department can take effective liquidity
measures early using a funding matrix. Here appropriate scenarios are also
considered that involve taking large haircuts on securities in the liquidity
reserve to cover potential liquidity gaps. The result in the year under review
did not show that the limits were exceeded.
A separate emergency plan defines the procedure in the event of liquidity
bottlenecks. By using qualification and substitution rules, as well as defined
communication paths and options for action, the bank is able to respond
appropriately to specific dangers.

The Liquidity Coverage Ratio (LCR) that was passed into law as part of the
Basel III framework and with the CRR, as well as the Delegated Regulation
(EU) 2015 / 61, and the structural Net Stable Funding Ratio (NSFR) based
on the Basel III framework (BCBS 295) round out the internal liquidity risk
management system at VTBE. The purpose of the short-term liquidity
coverage ratio is to ensure the resilience of institutions in the event of a
liquidity stress scenario that lasts 30 days. The key figure is defined as a
quotient of the available reserves of liquid assets (liquidity buffer) and the
net liquidity outflows under specific stress conditions over a time period of
30 days. The minimum ratio as of 1 January 2018 has been 100 percent.
The purpose of the long-term focused structural liquidity ratio is to ensure
that institutions limit incongruities between the maturity structures of
lending and deposit business. It considers the available amount of stable
refinancing (own funds and liabilities) as a ratio of the required amount
of stable refinancing (lending). Here the refinancing sources or assets are
weighted using regulatory weighting factors as a function of their degree of
stability or as a function of their degree of convertibility.
VTBE has defined an internal lower limit both for the LCR and for the NSFR
in the amount of 120 or 110 percent, where a minimum level of 120 percent
is the goal for both key figures. During the period from 01 / 01 / 2019 to
31 / 12 / 2019, both key figures were significantly above the internally defined
lower limit. The limiting of the maturity transformation was also adhered
to at all times. The high values are explained not least by the fact that VTBE
did not pursue profitable investment of excess liquidity to further ensure the
protection of the liquidity supply.
Operational risks
The operating risks are the focus of the “Non Financial Risk” category that
was newly introduced in the 2019 risk inventory. Following the definition
of the CRR, VTBE defines operating risk as the risk of losses arising from
the failure of internal processes, humans or systems or as a consequence
of external events. The definition does not include legal risks, but it does
include non-strategic risks, business risks and reputational risks.

Loss event reports are completed by the “OpRisk” officers in the relevant
department and are sent to the “Risk Controlling” department. The loss
events are collected there and evaluated. A loss event database ensures
continuous tracking and review. In addition, a bank-wide “Risk and Control
Self-Assessment” (“RCSA”) is performed for regular identification of danger
sources in the area of operational risks and the “Top Down” perspective of
company management is added to complement the “Bottom Up” perspective
of the departments.
As part of the calculation of risk-bearing capacity, this is followed by the
determination of risk capital requirements, the regulatory approach of
“Pillar I”. Using this parameter, a “scorecard” approach is used to adapt the
result based on the current risk-relevant influencing variables such as for ex.
the results of the current “Self-Assessment”.
Recorded loss events are regularly reported to the Risk Committee and the
supervisory board. In case of serious events, the responsible individuals are
informed by ad-hoc message so that any necessary measures can be taken in
due course.
Summary presentation and outlook
In the year under review, all major risk types were reviewed and adjusted as
necessary against the background of extended regulatory requirements on
the one hand and the internal requirement to move towards “good practice”
on the other.
Operational risk management in the risk types as well as in the
corresponding market divisions was further sensitized, mainly through active
operational risk management and cross-cutting issues such as risk inventory,
and should therefore contribute to an improved risk culture in the Bank.
All key control-related – economic and regulatory – indicators are also at a
sufficient level and allow VTBE to pursue all relevant business activities.
Due to the worldwide outbreak of the corona virus, negative effects on
the global supply chains in connection with a generally weakened world
economy are foreseeable. The trade dispute between Saudi Arabia and

Russia regarding the production volumes of oil is having an additional
negative impact on the market situation. Due to the unforeseen
developments, the existing regulations in supervisory practice will be put
to the test in the coming weeks and months and far-reaching packages of
measures will be adopted by governments and supervisors.
At VTBE level, the developments will lead to an increased risk situation,
which will be reflected in the Bank‘s various risk indicators (including an
increased non-performing loss ratio, higher risk capital requirements).
In particular, deferred repayments, rating migrations and defaults by
customers in the sectors and regions particularly affected may necessitate
increased provisioning requirements. Nevertheless, VTBE assumes that even
under the current increased stress conditions, VTBE will be able to meet all
its external and internal requirements thanks to its solid capital and liquidity
resources. VTBE will closely monitor the general easing of regulatory
requirements and include them in its options for action where necessary.
FORECAST REPORT
The global economy continued to cool down in 2019.39 Industry already
had to contend with falling orders and the trade conflict between the USA
and China weakened foreign trade and readiness to invest.40 The trend was
counterbalanced by the continuing high demand for consumer goods.41
In the USA, the economy lost momentum because the 2018 tax reform ended
and exports weakened slightly.42 In China, economic growth was limited by
the trade conflict with the USA.43 The eurozone also saw weaker growth, due
primarily to weakness in the manufacturing industries.44
Because of the coronavirus pandemic, the IMF reduced its global growth
forecast by 0.1 percentage points to 3.2 %. The diminished forecast is based
on the assumption that the economic situation in China will normalise in the
second quarter and thus the effects on the global economy will be relatively
minor and of short duration.45 After discussions with the financial ministers
and central bankers of the G20 in March 2020, the IMF explains that the
coronavirus pandemic this year will cause a global recession that could be
worse than the one triggered by the global financial crisis of 2008-2009,
but global economic output should recover the following year.46
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Joint Economic Forecast Project Group (2019). Joint Economic Forecast #2-2019. P. 13.
Ibid.
Ibid.
Kiel Institute for the World Economy (2019), Kiel Economic Reports, Global Economy in Winter 2019. P. 4.
Ibid., p. 5.
Ibid., p. 10.
Statement of IMF of 22/02/2020. Online at: https://www.imf.org/en/News/Articles/2020/02/22/pr2061-remarks-by-kristalinageorgieva-to-g20-on-economic-impact-of-covid-19
46 www.imf.org/en/News/Articles/2020/03/23
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Since the summer of 2019, the USA have once again adopted a more
expansive fiscal policy to support the economy.47 The Federal Funds Rate was
lowered from 2.5 % to 1.75 % in three steps by autumn.48 The prime rate in the
eurozone remained unchanged at 0.0 %, but more expansive measures were
passed in September. Bond purchases thus resumed and the deposit rate
declined to -0.5 %.49 The ECB also announced that there would be no further
interest rate increases for the time being and that it would only act if the
inflation rate in the eurozone rises above 2.0 %.50

Forecast for the eurozone

Forecast for Russia

For Germany the economists of IfW, Kiel expect in March 2020 a decrease
of the gross economic profit between 4.5 % and 9 % in 2020 because the
global measures to contain the coronavirus pandemic have significantly
clouded the global outlook at the beginning of 2020.62

Inflation declined significantly during the year after rising at the beginning
of the year,51 which allowed the Russian central bank to lower the key rate
in 2019 by 75 basis points.52

However, there are significant risks in the continuing weakness in industry
and political uncertainties in France and Italy.61
In the view of the coronavirus pandemic, the IfW, Kiel expects that a
recession - especially in Italy, but also on average in the monetary union cannot be avoided in the eurozone in March 2020.

Target figures of VTB Bank (Europe) SE
According to the statement of the World Bank, state-owned enterprises
continued to account for nearly 70 % of Russian bank assets last year.53 This
is primarily due to the consolidation efforts of the Russian central bank
(CBR), which in 2019 resulted in the closure of insolvent small banks and
distressed larger institutions.54 The number of banks in Russia thus fell
from 484 at the beginning of the year of 2019 to 454 at 1 November 2019.
Strengthening competitiveness in the financial sector remains an urgent
issue for the Russian central bank according to the World Bank. Rescued
banks thus should be reintegrated into the private sector.55
Risks to the macroeconomic development of Russia are coming both from
external and internal factors according to data from the World Bank.56
The risk of additional economic sanctions persists.57 Demographic
developments will limit potential growth in the medium term, resulting in a
labour shortage, according to the assessment of the World Bank.58 Risks to
the financial system are due primarily to the rapid rise in private debt.59
The cumulative negative effects of the corona crisis and oil price
developments are increasingly weakening Russia. The management of the
Russian Chamber of Accounts expects a budget deficit of just under 2 % of
gross domestic product. Income from exports is shrinking due to falling
demand and prices for raw materials.60
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Due to the unforeseen developments in early 2020 and the lockdown
of Europe because of the global spread of the novel coronavirus (SARSCoV-2), our ability to achieve our previous goals and plans may be
substantially impaired. The developments will contribute to a worsened
risk situation, which will be reflected in the various risk indicators of the
banking industry and also at VTBE. Nonetheless, through monitoring of the
general regulatory parameters as well as through actively managing the
existing portfolio and current planning, VTBE expects to deliver positive
results for its shareholders for the financial year. The bank has taken
steps to maintain its business activity and has instituted up daily review
routines. However, it is still not possible to provide a reliable prediction
or quantification of the full effects on the bank, in particular on VTBE, as
the entire process is still in the early stages. The new effects and increased
geopolitical economic risks that emerge after publication of this report may
still have a significant impact on our expectations concerning the annual
result currently forecast for 2020, which cannot be reliably predicted.
Despite these precautions, we are planning our business development for
2020 with an almost unchanged capital base compared to 2019,
as the traditional part of existing Tier 2 capital will be replaced by new Tier
2 capital from the corporate headquarters. VTBE has already received the

57
58
59
60
61
62

first part of the capital injection, which amounted to 70 million euros,
from the parent company at the beginning of the year. We continue to
expect to meet a total capital ratio (CRR) of over 18 % by year end (2018:
19.9 %, 2019 planned:15.3 %, 2019: 18.1 %). Moreover, a minimum ratio of
110 % for “Net Stable Funding Ratio” (NSFR) is planned.
We expect slight growth of risk-weighted assets by 2020 over the previous
year. For 2020 we are planning a positive capital ratio (“Return on Equity”:
RoE) (2018: 7.8 %, 2019 planned: 7.1 %, 2019: 10.2 %). The principal source
of earnings is our interest-bearing operations. Despite the losses in net
income cause by the current market volatility, we expect a positive annual
result after taxes.
On the risk side, our plans include a significant addition of valuation
allowances, which will allow us to respond to possible crises. VTBE has
provisionally assessed the effects of SARS-CoV-2 and performed selective
downgrades of borrowers that are active in certain economic sectors
and countries hardest hit by SARS-CoV-2. These are customers in the
high risk country China, Italy and Iran, that perform the activities in the
industries tourism, commercial real estate, shipping, aeronautics and
railway transport. The manufacturing industry and retailers will also face
difficulties in the current environment because of the disruption of the
distribution chain and the fall in demand. The regulatory authorities and
governments in the affected countries, including the German government,
are preparing measures to limit the effects of the SARS-CoV-2 on the
economy. The German BaFin, the Bundesbank and the EBA have already
loosened a few of their approaches for regulatory requirements.

Our goals for 2019 have largely been met. The planned total capital ratio
(according to the European Capital Requirements Regulation (CRR))
of more than 15 % was met with 18.1 % and the planned return on equity
of 6.1 % was met with 13.2 %.
Despite the current situation, we will make further investments in our
banking infrastructure in 2020 so that we can offer our customers an
expanded portfolio of financial products. Our further goal is to continue to
expand our income from fee-based and commission business, especially
from the global transaction business and wealth management business.
We include here the provision of investment services to the extent
necessary to qualify as an investment services institution.
We assume that the number of employees will increase slightly in the
course of the 2020 reporting year (Germany and Austria), but not to the
same degree as in the past two years.

Looking to the year 2020 and the persistent challenge of our cost base, we
are planning a slightly higher Cost IncomeRatio (CIR) (2018: 36.8 %,
2019 planned: 40.5 %, 2019: 35.8 %). We expect positive earnings after
taxes for the next reporting year. We assume that our liquidity situation
in 2020 will be suitable at all times because VTBE has a significant cash
component and expects an average LCR of over 110 % in 2020 (2018: 163 %,
2019 planned: min. 110 %, 2019: 155 %).63

Ibid.
Ibid.
Ibid.
Ibid.
Ibid., p. 10-11.
IfW Kiel (2020): Economic Report Update: German GDP Should Plunge between 4.5 and 9 Percent in 2020. Online at: https://www.
ifw-kiel.de/de/publikationen/medieninformationen/2020/update-konjunkturbericht-deutsches-bip-duerfte-2020-zwischen-45und-9-prozent-einbrechen/
63 The figures relate to average LCR.
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INDIVIDUAL FINANCIAL STATEMENTS
BALANCE SHEET OF VTB BANK (EUROPE) SE
AS AT 31 DECEMBER 2019
Liabilities

Assets
EUR

EUR

EUR

EUR

Prev. year kEUR

1. Cash reserve
a) Cash balances

5,789.72

7

5,117,975,262.63

1,414,263

of which: held with Deutsche Bundesbank
EUR 5.117.225.324,30 (prev. year kEUR 1.414.263)
a) due on demand

369,904,614.44

b) other receivables

320,677,503.00

3. Receivables from customers

a) due on demand

966,381,989.56

223,714
690,582,117.44

247,527

5,481,066,862.42

5,312,619

aa) with an agreed notice period of three months
ab) with an agreed notice period of more than three months

495,793,577.16

bb) with agreed term or notice period

2,466,430,107.34

216,728

of which: eligible as collateral at Deutsche Bundesbank
EUR 92,530,896.00 (prev. year kEUR 216,728)
131,539,264.06

224,070,160.06

224,070,160.06

284,500

of which: eligible as collateral at Deutsche Bundesbank
EUR 0.00 (prev. year kEUR 88,881)
5. Trading Book
6. Participations

216,440,323.14

0

670,927.12

16,113

11. Accruals and deferrals
12. Deferred tax assets

5,187,835,394.89

2,373,668
0
72,002

5. Accruals and deferrals

43,328,281.69

47,648

6. Provisions
a) Provisions for pensions and similar obligations

33,738,010.00

32,190

b) Tax provisions

39,542,540.09

16,757

c) Other provisions

42,251,589.08

115,532,139.17

90,452

956,521,794.76

923,222

56,297,574.08

55,158

of which: special position acc. to § 340e (4) HGB EUR 1,139,132.59
(prev. year kEUR 0)
9. Equity

19,404,916.23

19,404,916.23

15,053

a) Subscribed capital

66,467,945.00

66,468

4,092,343.55

3,601

b) Capital reserve

612,239,210.63

612,239

145,823,682.62

51,514

4,662,330.57

3,623

17,286,287.49

40,126

c) Revenue reserves
ca) Legal reserve
cb) Other revenue reserves
d) Unappropriated profit

Total assets

4,675,984,953.40

76,211,070.81

8. Fund for general bank risks
420

1,604,097

46,030,726.56

of which: in financial service institutions EUR 0.00 (prev. year kEUR 0)
400,000.00

415,925

4. Other liabilities

of which: in banks EUR 487,710.63 (prev. year kEUR 15,208,392.60)

8. Intangible assets

511,850,441.49

3. Trading Book

7. Subordinate liabilities

7. Shares in affiliated companies

16,431

b) Other liabilities

a) Bonds and debt securities
92,530,896.00

777,782

16,056,864.33

2,209,554,846.06

10. Other assets

436,672

a) Savings

ba) due on demand

9. Fixed assets

4,428,848,885.30

3,462,466,895.74

b) with agreed term or notice period

4. Debt securities and other fixed-interest

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

Prev. year kEUR

2. Liabilities to customers

5,117,981,052.35

2. Receivables from banks

ab) from other issuers

EUR

1. Liabilities to banks

b) Balances with central banks

aa) from public issuers

EUR

11,922,481,002.99

6,646,794.46
208,918,169.70

6,647
215,564,964.16
117,603,015.94

208,918
1,011,875,135.73

73,532

11,922,481,002.99

7,829,808

71,654,696.82

31,992

166,132,924.76

96,628

7,829,808
Total liabilities

1. Contingent liabilities
a) Liabilities from guarantees and indemnity agreements
2. Other commitments
a) Irrevocable undrawn credit lines
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PROFIT AND LOSS ACCOUNT OF VTB BANK (EUROPE) SE
FOR THE PERIOD FROM 1 JANUARY TO 31 DECEMBER 2019
Income

Expenses
EUR

EUR

EUR

Prev. year kEUR

EUR

1. Interest expenses
Interest expenses from the bank business

81,653,515.95

less positive interest from the bank business

-4,970,609.85

2. Commission expenses

54,834
76,682,906.10
20,486,059.23

-2,818
22,835

Prev. year kEUR

less negative interest from lending and money market transactions

333,587,428.75
-12,566,771.04

299,598
321,020,657.71
5,351,916.70

-5,094
326,372,574.41

8,849

0.00

386

3. Commission income

34,293,705.32

26,718

4. Net earnings of the Trading Book

10,252,193.34

0

51,170

5. Income from write-ups on receivables and certain securities and
from the reversal of provisions in the lending business

24,235,953.32

0

4,696,472.45

4,687

6. Income from write-ups of participating interests, shares in
affiliated companies and securities treated as fixed assets

0.00

54

22,173,963.75

95,110

41,097,294.03

41,396

6. Allocation to fund for general bank risks

0.00

0

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

0.00

7,664

Total income

436,251,720.42

371,907

15,548,546.60

0

1. Annual profit

117,603,015.94

73,532

3,965.38

0

2. Withdrawals from capital reserve

aa) Wages and salaries
ab) Social security contributions, pension and welfare expenses

35,809,319.02
5,757,998.04

32,259
41,567,317.06

6,958

of which: for pensions EUR 2,269,565.71 (prev. year kEUR 3,141)
b) Other administrative expenses
4. Depreciation, amortisation and write-downs on intangible
assets
5. Other operating expenses

8. Depreciation, amortisation and write-downs on
participations, shares in affiliated companies and
securities treated as fixed assets
9. Expenses from loss assumed
10. Extraordinary expenses
11. Taxes on income and profit
12. Other taxes, if not shown under item 5
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a) lending and money market transactions

2. Income from profit pools, profit transfer
or partial profit transfer agreements

a) Staff expenses

EUR

1. Interest income from

b) fixed-interest securities and debt register claims

3. General administrative expenses

EUR

55,940,696.39

97,508,013.45

75,401.00

163

81,472,160.52

25,512

1,216.00

1

13. Annual profit

117,603,015.94

73,532

Total expenses

436,251,720.42

371,907

7. Other operating income
8. Extraordinary income

3. Unappropriated profit

0.00

0

117,603,015.94

73,532
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NOTES
GENERAL INFORMATION
The registered office of VTB Bank (Europe) SE is located in Frankfurt am
Main. The company is registered at the Local Court of Frankfurt am Main in
Commercial Register B under the number HRB 12169.
The annual financial statements for VTB Bank (Europe) SE for
31 December 2019 were prepared according to the relevant provisions of
the German Commercial Code (HGB), the Regulation on Accounting by
Credit Institutions and Financial Services Institutions (RechKredV) and the
German Stock Corporation Act (AktG). The account form was used for the
preparation of the income statement. The statutory offset options that are
available with regard to the income statement were utilised.
Where information can be provided in either the balance sheet or in the
Notes, it was included in the Notes.
ACCOUNTING AND MEASUREMENT POLICIES
The accounting and measurement policies that were used in the previous
year were maintained without changes.
Following the start of a trading book in March 2019, the statutory valuation
principles for trading portfolios pursuant to sec. 340e (3) HGB were
applied for the first time.
Valuation units are not depicted in the balance sheet as defined by
sec. 254 HGB.
Cash reserve
The cash reserve is entered at the nominal value.

Adequate precautions are taken to address identifiable credit rating and
country risks with the creation of specific provisions and country risk
provisions. In addition, lump-sum adjustments and provisions have also
been created for latent credit risks. This value adjustment is reversed if the
reasons for the adjustment no longer apply.

The risk deduction calculated on the basis of mathematical models refers to
the so-called Value-at-Risk (VaR). It corresponds to the loss that will not be
exceeded within a certain holding period in the future, based on a specified
probability. The specified probability is 99.0 %. The holding period is one
day. The historic observation period is 506 days.

Securities

Participations and shares in affiliated companies

Debentures and other fixed-interest securities in the liquidity reserve are
measured in accordance with the strict lowest value principle at acquisition
cost or the lower exchange / market price, or at the lower fair value.

Participations and shares in affiliated companies are entered at acquisition
cost or at the lower fair value on the closing date. The corresponding writeups are applied if the reasons for the write-downs no longer apply.

In contrast, the moderated lowest value principle is used for securities that
are treated as fixed assets. Amounts are entered at acquisition cost less
impairments that are expected to be permanent. Premiums are included in
the acquisition costs and are reversed as scheduled. Write-ups are applied
up to the amount of the original acquisition costs if the reasons for an
impairment no longer apply.

Property, plant and equipment and intangible assets

Liabilities are entered at the amount repayable.

Property, plant and equipment and intangible assets are entered at
acquisition cost reduced by regular depreciation / amortisation, which is
applied on a straight-line basis in accordance with the expected useful life.
Low-value assets (acquisition or production costs of up to EUR 800.00 net)
are fully expensed in the year of purchase. The bank does not utilise the
option available under sec. 248 (2) HGB.

Provisions

Trading portfolio
The financial instruments in the trading portfolio are measured at the fair
value less a risk deduction.
The fair value mainly consists of the available exchange prices for the
relevant financial instrument in active / liquid markets.

Premiums and discounts are reported as accruals / deferrals and are
reversed as scheduled over the term of the underlying transaction.
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Other assets are entered at the nominal value or the lower fair value that
applied on the closing date.
Accruals and deferrals

Selected financial instruments (e.g. interest swaps / options, foreign
currency-based transactions and options, and credit default swaps) are
measured using standard measurement models. They include discounted
cash flow models and option price models according to Black-Scholes and
Hull-White. Certain data that is included in these models is derived from
exchange prices or observable market data.

Receivables
Receivables from credit institutions and customers are entered at the
nominal value including accrued interest.

Other assets

Financial instruments not listed in a liquid / active market are measured on
the basis of generally recognised models. Discounted cash flow models,
which use quoted market data (e.g. interest curves), are used in this
context. Studies by international rating agencies are used to determine the
probabilities of default.

Accruals and deferrals consist of expenditures before the closing date that
represent expenses for a certain period after this date. They are reversed
over the term of the underlying transactions.
Deferred income refers to income before the closing date that represents
income for a certain period after this date. This item is reversed over the
term of the underlying transactions.

Deferred taxes
If the value rates for assets, debt and deferrals / accruals under commercial
law and the value rates under tax law result in differences that will
probably disappear in future years, the total resulting tax burden is
recognised as a deferred tax liability and the total resulting tax relief is
recognised as a deferred tax asset. Deferred taxes are measured on the
basis of the company-specific tax rates expected to apply at the time the
differences are settled
Liabilities

Provisions for pensions and similar obligations were calculated on the basis
of an actuarial appraisal. Tax provisions and other provisions for uncertain
liabilities or imminent losses from pending transactions are created in
compliance with sec. 253 (1) HGB on the basis of a reasonable business
assessment. Provisions with a residual term of more than one year are
discounted in accordance with sec. 253 (2) sent. 1 HGB.
Pursuant to sec. 340a in connection with sec. 249 (1) sent. 1 alt. 2 HGB ,
the bank investigated whether it is required to create a provision in the
banking book for a possible excess liability from transactions involving
interest-rated financial instruments. All balance sheet and off-balance
sheet interest-related financial instruments outside of the trading portfolio
were included in the calculation. The bank‘s portfolio structure forms
the basis in this regard. To this end, the bank selected the net present
value approach. The cash flows from the financial instruments in the
banking book are discounted using term-congruent interest rates. Risk
and administration costs are included in the form of a deduction from the
cash flows. The calculation did not result in an excess liability, hence no
provision had to be created in this context as of the closing date.
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Fund for General Banking Risks
The option according to sec. 340g HGB (Fund for General Banking Risks)
was utilised in the past financial year.
Moreover, ten percent of the net income from the trading portfolio was
allocated to the Fund for General Banking Risks as specified in
sec. 340e (4) HGB , and was reported separately in the balance sheet.
Shareholders’ equity
Shareholders’ equity represents the residual amount from the total assets
in the balance sheet less the obligations in the balance sheet. The share
capital is entered at the nominal value.
Derivative financial instruments
Derivative financial instruments that are not part of the trading portfolio
are recognised and measured in accordance with the imparity principle and
on an individual transaction basis, as required by the provisions for pending
transactions. Non-realised losses are taken into account with a pending
loss provision.
During the conversion of non-settled forward exchange transactions that
are used to hedge interest-bearing balance sheet items, the swap amounts
are accrued / deferred on a pro rata temporis basis and are reported in the
balancing item for forward exchange transactions together with the spot
price differences under the items “Other assets” and “Other liabilities”.
Amounts collected from the pro rata accrual / deferral of the swaps are
reported in the items “Interest expenses” and “Interest income from
lending and money market transactions”.
Pro rata accrued / deferred interest from the interest swaps is reported
in the balance sheet under “Receivables from credit institutions” and
“Liabilities to credit institutions”. Interest income from the interest swaps
is reported in the items “Interest expenses” and “Interest income from
lending and money market transactions”.
Currency conversion
Foreign currency amounts are converted in accordance with the principles
specified in sec. 340h HGB in connection with sec. 256a HGB.
Long-term assets in foreign currency are converted into euros based
on their acquisition rates, if there is no special cover. The average spot
exchange rate on the balance sheet date is used for assets and debts
denominated in foreign currency.
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INFORMATION REGARDING THE BALANCE SHEET
FOREIGN CURRENCY VOLUMES
Receivables, securities and liabilities consist entirely of non-securitised assets and obligations.
EUR thousand

BREAKDOWN OF REMAINING TERMS

31 / 12 / 2019

Assets
Balance Sheet Position

2,085,262

Liabilities

2,121,726

EUR thousand
Other receivables from banks

320,678

of which with a residual term of

RELATIONS WITH AFFILIATED COMPANIES AND ASSOCIATES

up to three months

182,616

more than three months to one year

137,726

more than one year to five years
more than five years
Receivables from customers

246
90
5,481,067

of which with a residual term of
up to three months

324,206

more than three months to one year

371,390

more than one year to five years

3,570,247

more than five years

1,215,224

Liabilities to banks with agreed term or notice period

966,382

of which with a residual term of
up to three months

0

more than three months to one year

242,031

more than one year to five years

208,247

more than five years

516,104

Savings

511,851

EUR thousand

Affiliated companies

Participations

Receivables from banks

56,752

10

Receivables from customers

11,845

0

0

0

Debt securities and other fixed-interest securities
Trading portfolio (asset side)
Other assets
Liabilities to banks
Liabilities to customers

16,358

0

0

2,513

1,506,094

941

451,146

0

Trading portfolio (liabilities side)

15,135

0

Other liabilities

17,503

3,470

0

0

Subordinate liabilities

956,522

0

Contingent liabilities

32,029

0

Securitised liabilities

TRADING PORTFOLIO

of which with a residual term of
up to three months

469,339

more than three months to one year

10,670

more than one year to five years

30,456

more than five years
Other liabilities to customers with agreed term or notice period

1,386
2,466,430

of which with a residual term of

The trading portfolio is organised as follows:

EUR thousand

31 / 12 / 2019

Assets
Derivative financial instruments

59,068

Receivables

142,368

up to three months

282,747

Debt securities and other fixed interest securities

17,446

more than three months and up to one year

622,327

Other (risk discounts)

-2,442

more than one year and up to five years
more than five years

1,513,212
48,144

216,440
Liabilities
Derivative financial instruments

46,031
46,031
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FIXED ASSETS

SECURITIES, PARTICIPATIONS AND AFFILIATED COMPANIES

Intangible assets and property, plant and equipment
EUR thousand

Statement of changes in
fixed assets
EUR thousand
Intangible assets
Tangible fixed assets
and operating &
office equipment

Cost of
acquisition /
manufacture
01 / 01 / 2019

Disposals

Cost of
acquisition /
manufacture
31 / 12 / 2019

Additions

26,289

Depreciation
31 / 12 / 2019

Residual
book value
Financial
year

Residual
book value
Previous
year

Depreciation
01 / 01 / 2019

Depreciation
Current year

Disposals
Current year

8,035

1,074

33,250

11,236

3,588

979

13,845

19,405

15,053

6,906

1,796

1,066

7,636

3,306

1,291

1,053

3,544

4,092

3,600

33,195

9,831

2,140

40,886

14,542

4,879

2,032

17,389

23,497

18,653

Debt securities and other fixed-interest securities
(without accrued interest)

Total

Tradable

Listed

222,418

222,418

222,418

Participations

671

0

0

Shares in affiliated companies

400

0

0

In the balance sheet item debentures and other fixed-interest securities, amounts of EUR 102,728 thousand are due by 31 December 2020.

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

The depreciation / amortisation amounts were measured in accordance with the rates recognised under commercial law.

OTHER ASSETS AND LIABILITIES
Other assets of EUR 145,824 thousand are broken down as follows:

FINANCIAL ASSETS
EUR thousand

Statement of
changes in
fixed assets
EUR thousand

Cost of
acquisition/
manufacture
01 / 01 / 2019

Additions

Disposals

Participations

16,113

0

15,451

9

419

0

19

0

Shares in
affiliated
companies
Debt securities
and other
fixed-interest
securities

Depreciation
01 / 01/
2019

Writedowns
Current
year

Depreciation
Current
year

Writedowns
Current
year

Disposals
Current
year

Depreciation/
writedowns
31/12/2019

671

0

0

0

0

0

0

671

16,113

400

0

0

0

0

0

0

400

419

Cost of
Exchange acquisition/
rate losses/ manufacture
gains 31 / 12 / 2019

Residual
book value
Financial
year

Residual
book value
Previous
year

Precious metals

88,424

Cash collateral (margin accounts)

49,137

Accrued premiums paid for derivative financial instruments

3,519

Income tax receivables

2,255

Other

2,489
145,824

Other liabilities of EUR 76,211 thousand are broken down as follows:
3,282

0

0

0

3,282

0

0

0

0

0

0

3,282

3,282
EUR thousand

Total

31 / 12 / 2019

19,814

0

15,470

9

4,353

0

0

0

0

0

0

4,353

19,814

On the closing date, no impairments were applied to fixed-interest securities held as fixed assets due to an expected permanent reduction in value,
and no impairments were avoided due to the application of the moderated lowest value principle.

Net liability from currency swaps

31 / 12 / 2019
24,595

Cash collateral (margin accounts)

23,921

Deferred premiums received for derivative financial instruments

13,784

Capital gains tax payable

5,273

Deliveries of goods and provision of services

3,470

Other

5,168
76,211
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Other provisions of EUR 42,252 thousand are broken down as follows:

DEFERRED TAXES
The bank has created deferred tax assets for the differences between the tax balance sheet and the trade balance sheets. A tax rate of 15 % plus solidarity
surcharge (5.5 % on the corporate tax) was taken into account for the German corporate tax. A trade tax measurement of 3.5 % and an assessment rate of
460 % for the city of Frankfurt am Main were used for the trade tax. The measurement of deferred tax assets for the Vienna branch is based on an Austrian
corporate tax rate of 25 %.
The differences between the tax and trade balance sheets are due to different risk provisions, measurements and discounting rates. There were no
deferred tax liabilities on the closing date.

EUR thousand

31 / 12 / 2019

Personnel

16,677

Impending losses on derivative financial instruments

15,935

Deliveries of goods and provision of services

3,768

Financial statements and tax consultancy

1,018

Legal risks

883

Lump-sum credit risks

PROVISIONS

735

Other

3,236
42,252

Of the pension provisions totalling EUR 33,738 thousand, EUR 2,180 thousand is attributable to the branch in Vienna (Austria). The pension provisions
were calculated according to the provisions of the HGB using actuarial methods. They were measured in accordance with the recognised actuarial
principles using the so-called Project Unit Credit Method (PUC method). According to the PUC method, the amount of the provision corresponds to
the actuarial net present value of the pension obligations, which has been earned by the employees by that date based on their past working hours in
accordance with the pension formula and the vesting provision.

SUBORDINATED LIABILITIES

The “2018G Reference Tables” by Klaus Heubeck were used as the basis for the biometric calculations (whereby the AVÖ 2018 P calculation basis for
pension insurance was used for the Vienna branch).

Subordinated liabilities are all due to affiliated companies. In the past financial year, there was no additional borrowing in the form of subordinated
liabilities.

The following trend assumptions were taken into account:

SUBSCRIBED CAPITAL

Name / Location

VTB Bank SE

Vienna branch

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

2.72 %

2.72 %

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

1.97 %

1.97 %

Salary trend p.a.

2.00 %

2.00 %

Pension trend p.a.

1.50 %

2.00 %

As of the closing date 31 December 2019, the company‘s share capital consisted of 66,467,945 no-par registered shares (with restricted transferability).
JSC VTB Bank domiciled at 29, Bolshaya Morskaya Street, St. Petersburg 190000, Russia, held 99.39 % of these shares. The remaining 0.61 % of shares were
held by VO Novoexport, Moscow, Russia.
CAPITAL RESERVE
In a formal sense, the capital reserve is a capital reserve as defined by sec. 272 (2) no. 4 HGB (other contributions to the equity capital by the
shareholders).

The pension provisions are measured on the basis of an average market rate of the last ten financial years. The application of an average market rate of
the past seven financial years results in a value of EUR 37,889 thousand. Therefore the difference is EUR 4,151 thousand.
The conversion of the pension provision measurement according to BilMoG in 2009 resulted in an additional and one-time provision requirement of
EUR 2,446 thousand. The bank utilised the transition provision pursuant to sec. 67 (1) sent. 2 EGHGB (introductory Act for the German Commercial Code)
and distributed this additional expense over ten years. In the 2019 financial year, this resulted in a distribution amount of EUR 75 thousand in the income
statement, which is shown as an extraordinary expense.
The tax provisions of EUR 39,543 thousand consist of provisions for domestic income taxes of EUR 11,849 thousand and provisions for foreign income
taxes of EUR 27,694 thousand.
Of the tax provisions, EUR 38,161 thousand relate to the past financial year and EUR 1,382 thousand to previous years. Of the latter amount,
EUR 78 thousand are attributable to foreign withholding taxes.
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REVENUE RESERVES
Revenue reserves of EUR 215,565 thousand consist of statutory reserves (EUR 6,647 thousand) and other revenue reserves (EUR 208,918 thousand).
The statutory reserve accounts for 10 % of the subscribed share capital pursuant to sec. 150 (2) AktG.
The net profit of the previous year was EUR 73,532 thousand. In accordance with the resolution of the Annual General Meeting, the entire net profit was
distributed to the shareholders.
An amount of EUR 21,437 thousand is blocked from distribution as of the closing date. This amount consists of deferred tax assets of EUR 17,286 thousand
as well as the difference between the recognition of pension provisions according to the corresponding average market rate of the last ten financial years
and the recognition of the corresponding average market rate of the last seven financial years in the amount of EUR 4,151 thousand.
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Derivative financial instruments that are not measured at the fair value are broken down as follows:

DERIVATIVE FINANCIAL INSTRUMENTS
Derivative financial instruments that are measured at the fair value are broken down as follows (by product):

Nominal amount
Remaining term
Nominal amount
Remaining term

EUR thousand

< 1 year

> 1-5 years

EUR thousand
> 5 years

Total amount
31 / 12 / 2019

Market value
negative
31 / 12 / 2019

84,602

3,832

Market value
positive
31 / 12 / 2019

Precious metal transactions
OTC FX-Swap
OTC Credit Default Swaps
4,451

4,451

100

OTC FX-Spot
OTC FX-Swap

17,803

26,705

44,508

571

OTC FX-Swap

718,538

40,000

758,538

11,924

OTC XCCY

151,994

94,007

246,001

11,945

994,354

1,174,354

Credit-related derivatives
OTC Credit Default Swaps

68,912

312,477

4,335

77,151

77,151

248

521,826

521,826
1,697,015

Interest-related transactions

Currency-related transactions
OTC FX-Forwards

> 1-5 years

Market value
positive
31 / 12 / 2019

Currency-related transactions

Credit-related derivatives
Protection buyer

Market value
negative
31 / 12 / 2019

< 1 year

Protection buyer
84,602

> 5 years

Total amount
31 / 12 / 2019

OTC Interest rate options
243,565

OTC XCCY

626,391

1,070,624

8,059

Purchases

180,000

Sales

180,000

994,354

1,174,354

12,773

1,851

12,733

OTC Interest-rate swaps

151,326

606,649

29,375

787,351

5,358

5,766

53,578

54,804

Total

1,399,661

2,756,069

29,375

4,185,106

42,571

19,513

12,773

Interest-related transactions

Derivative financial instruments that are measured at the fair value are broken down as follows (by counterparty):

OTC Interest rate options
Purchases
Sales
OTC Interest-rate swaps
Total

59,198

267,223

326,421

59,198

267,223

326,421

3,818

18,000

19,100

53

105

1,623,071

3,369,464

67,816

79,652

1,100
928,244

818,149

3,952
EUR thousand
Non-OECD banks
OECD banks

Market value negative
31 / 12 / 2019

Market value positive
31 / 12 / 2019

2,139

16,358

25,145

6,150

40,532

56,646

67,816

79,652

OECD financial services institutions
Other companies and private individuals

498

Derivative financial instruments that are not measured at the fair value are broken down as follows (by counterparty):

EUR thousand
Non-OECD banks
OECD banks
Other companies and private individuals

Market value negative
31 / 12 / 2019

Market value positive
31 / 12 / 2019

4,048

1,580

32,705

8,419

5,818

9,514

42,571

19,513

The risk associated with these instruments is that the counterparty fails to service its obligation on the due date as agreed.
Most of the transactions noted above are concluded in order to cover interest rate, currency or market price fluctuations.
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EXPLANATIONS REGARDING THE INCOME STATEMENT

OTHER INFORMATION

EARNINGS BROKEN DOWN BY GEOGRAPHIC MARKETS

CONTINGENT LIABILITIES AND OTHER OBLIGATIONS

Earnings are broken down as follows (by geographic markets):
EUR thousand
1) Contingent liabilities
Total

Home

Abroad

a) Liabilities from guarantees and indemnity agreements

326,373

107,582

218,791

of which: Prepayment and payment guarantees

62,355

Commission income

34,294

2,979

31,315

of which: Guarantees for goods and services

23,156

Net income from the trading portfolio

10,252

5,234

5,018

of which: Letters of credit

EUR thousand
Interest income

Other operating income

41,097

28,059

13,038

7,160

of which: Credit guarantees

0

of which: Other sureties/guarantees less collateral
less collaterals

1,871
22,686

less adjustments / provisions

INTEREST INCOME
The negative interest from lending and money market transactions, which is included in interest income, results from the reserve balance at the ECB that
goes beyond the bank‘s minimum reserves, and credit balances on current nostro and margin accounts.

2) Other commitments
a) Irrevocable credit lines

Other operating expenses of EUR 22,174 thousand mainly consist of expenses from derivative transactions of EUR 18,293 thousand and expenses from VAT
of EUR 2,035 thousand.

166,668

less adjustments / provisions

535
166,133

The positive interest from the banking business, which is included in interest expenses, results from money market transactions with other banks,
and from overnight deposits.
OTHER OPERATING EXPENSES AND INCOME

201
71,655

A historical average model (supplemented with a risk mark-up) is used to assess the latent risk of utilisation from contingent liabilities and other
obligations. The bank creates the relevant contingency reserves. In our opinion, the risk assessment that we have calculated on this basis, and the
resulting provision, are appropriate considering the financial situation of our customers. In addition, individual risk provisions are created for acute risks.
CONSOLIDATED FINANCIAL STATEMENTS AND GROUP INFORMATION

Other operating income of EUR 41,097 thousand mainly consists of income from the conversion of foreign currencies in the amount of
EUR 20,510 thousand, from derivative transactions in the amount of EUR 14,768 thousand, and from the reversal of other provisions in the amount of
EUR 4,009 thousand.

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

EXTRAORDINARY INCOME AND EXPENSES
Extraordinary expenses relate to an allocation to the pension provisions due to the transition provision of sec. 67 (1) sent. 2 EGHGB.

Ost-West Vermögensanlagen GmbH, the only subsidiary of VTB Bank (Europe) SE, is immaterial for the presentation of bank‘s net assets, financial
position and results of operations. Therefore, VTB Bank (Europe) SE does not utilise the provision pursuant to sec. 296 (2) HGB and does not prepare
separate financial statements for the sub-group.

OTHER INFORMATION
Taxes on income relate to the taxes that must be paid according to the law, taking into account changes in deferred taxes. The tax expenditure of
EUR 81,472 thousand includes expenses from income taxes in the amount of EUR 58,633 thousand, and expenses from the reduction in deferred tax assets
of EUR 22,839 thousand. Of the expenses from income taxes, an amount of EUR 66,518 thousand is due to ordinary activities during the past 2019 financial
year, and EUR 7,885 thousand is due to the business activities of previous years.
ANNUAL RESULT AND RECOMMENDED APPROPRIATION OF PROFITS
It is recommended to the Annual General Meeting that the entire net profit of EUR 117,603,015.94 is distributed to the shareholders.
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LIST OF INVESTMENTS

EXECUTIVE BODIES
Supervisory Board

Name / Corporate seat
Ost-West Vermögensanlagen GmbH, Frankfurt am Main

Interest held in %

Interest held in EUR million

100.0

0.4

According to sec. 296 (2) HGB, the subsidiary Ost-West Vermögensanlagen GmbH, Frankfurt am Main, is immaterial to the presentation of the net assets,
financial position and results of operations. A profit / loss transfer agreement has been concluded with Ost-West Vermögensanlagen GmbH.
In addition, an affiliation in terms of corporate, trade tax and VAT law exists with Ost-West Vermögensanlagen GmbH as the subsidiary company.
TOTAL AUDITOR FEE
As at 31 December 2019, the expenses for auditor fees are broken down as follows:

EUR thousand

2019

of which for previous years

Auditing services

1,140

-

12

-

Tax consultancy services

237

-

Other services

294

-

1,683

-

Other confirmation services

Total

Alexey Yakovitsky, Moscow, Russia

Chairman
Chief Executive Officer of JSC VTB Capital Holding, Moscow, Russia

Victoria Vanurina, Moscow, Russia

Vice Chairwoman
Senior Vice President of PJSC Bank VTB, Moscow, Russia

Vitaly Buzoveria, Moscow, Russia

Senior Vice President of PJSC Bank VTB, Moscow, Russia

Julian Simmonds, London, United Kingdom

Non Executive Director of VTB Capital, London, United Kingdom

Oleg Gorlinskiy, Moscow, Russia
(until 15/11/2019)

Senior Vice President of PJSC Bank VTB, Moscow, Russia

Dmitry Pianov, Moscow, Russia

Member of the Management Board of PJSC Bank VTB, Moscow, Russia

Vladimir Potapov, Moscow, Russia
(from 28/11/2019)

Senior Vice President of PJSC Bank VTB, Moscow, Russia
CEO of VTB Capital Investments, Moscow, Russia

Florian Dorsch, Darmstadt, Germany

Bank employee
VTB Bank (Europe) SE

Elisabeth Winkler, Vienna, Austria

Bank employee
VTB Bank (Europe) SE Vienna Branch, Austria

Vladimir Zaytsev, Vienna, Austria

Bank employee
VTB Bank (Europe) SE Vienna Branch, Austria

Management Board

NUMBER OF EMPLOYEES

Sites

Total

Female

Male

205

85

120

Vienna

19

10

9

Total

224

95

129

Frankfurt
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Arthur Iliyav, Bad Homburg

Chairman

Alexander Frey, Friedrichsdorf

Member of the Management Board

Oleg Osipenko, Frankfurt am Main

Member of the Management Board

Oxana Kozliouk, Frankfurt am Main

Member of the Management Board
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As VTB Bank (Europe) SE is included in the liquidity controlling of the VTB Bank group, which has access to different refinancing options, there is no
elevated or higher-than-average refinancing / liquidity risk at this time.

RECEIPTS OF THE EXECUTIVE BODIES
The receipts of the Management Board during the past financial year totalled EUR 4,574 thousand. EUR 636 thousand had to be paid to former members
of the Management Board, and the pension provisions for this group totalled EUR 11,319 thousand.

No other events of special significance to the company‘s net assets, financial position and results of operations occurred after the close of the financial
year.

The remuneration for the Supervisory Board for the past financial year amounts to EUR 52 thousand.
The following credit lines apply to the members of the Management Board as of the closing date, whereby the limits refer to limits for issued company
credit cards:

EUR
Arthur Iliyav

The bank took out a subordinated loan of EUR 70,000 thousand on 23 January 2020.

OTHER INFORMATION
In the year 2019, members of the Management Board and employees held mandates in supervisory or similar committees of the following incorporated
companies as defined by sec. 267 (3) HGB or similar organisations:

10,000.00

Alexander Frey

7,000.00

Oleg Osipenko

18,000.00

Oxana Kozliouk

10,000.00

No credit was extended to members of the Supervisory Board.

Name
Roberto Petz
Kai Fabri
David Tarkhanyan

Company

Function

Banco VTB África S.A, Luanda, Angola

Member of the Supervisory Board

Raiffeisenbank Oberursel eG, Oberursel

Member of the Supervisory Board

Hundred CJSC, Jerewan, Armenien

Member of the Supervisory Board

OTHER FINANCIAL OBLIGATIONS
The premises used by VTB Bank (Europe) SE in Frankfurt am Main as of the closing date have been leased until the year 2024. The total obligation until
the end of the contract term is EUR 9,286 thousand.

Frankfurt am Main, 31 March 2020
The Management Board

EVENTS OF SPECIAL SIGNIFICANCE AFTER THE END OF THE FINANCIAL YEAR
Between the closing date of 31 December 2019 and the preparation of the annual financial statements, cases of infections involving the novel virus
COVID-19 have been rising across the globe. In March 2020, the virus started to spread quickly in Europe and North America, whereby some Asian
countries, which were the first to be affected by the epidemic in January and February 2020, are reporting stable or even declining case numbers.
The restrictive measures that have been implemented by governments - particularly the shut-down of production facilities, the closure of large parts of
the retail sector and restrictions on daily public life - harbour significant economic risks. This sentiment is reflected in the equity, capital and commodity
markets, where prices are already in rapid decline.

A. Iliyav

O. Osipenko

A. Frey

O. Kozliouk

To mitigate these restrictive measures and stimulate the economy, central banks and governments are relying on the instruments that are available
to them, including lower interest rates, a significant (and in some cases unlimited) expansion of credit, tax relief / deferrals, nationalisation as well as
support and stimulus programmes.
These developments will probably create additional challenges for the results of operations, particularly for the interest result due to a drop in new
business, increased adjustment requirements in the customer credit portfolio and valuation losses for securities in both the trading and the banking book.
Generally speaking, it is impossible to provide reliable and valid forecasts or quantifications at this time, as the full extent of the consequences has yet to
be determined and the effectiveness of the countermeasures remains to be seen.
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INDEPENDENT
AUDITOR’S REPORT
To: VTB Bank (Europe) SE Frankfurt am Main

Below is a description of what we consider to be key audit matters:

REPORT ON THE AUDIT OF THE ANNUAL FINANCIAL STATEMENTS AND OF THE NOTES TO THE FINANCIAL STATEMENTS

Valuation of customer receivables

Opinion

REASONS FOR IDENTIFYING THIS ASPECT AS A KEY AUDIT MATTER

We have audited the Annual Financial Statements of VTB Bank (Europe) SE, Frankfurt am Main, comprising the balance sheet as at December 31, 2019 and
the income statement for the financial year from January 1, 2019 to December 31, 2019 as well as the Notes, including the presentation of the recognition
and valuation methods. We have also audited the Management Report of VTB Bank (Europe) SE for the financial year from January 1, 2019 to December
31, 2019.

The assessment of loans and advances to customers with regard to objective indications of impairment and the estimation of the amount of potentially
required individual valuation allowance is a key area in which the legal representatives make discretionary decisions. The identification of loan
impairments and the calculation of an appropriate provision are associated with uncertainties and involve various assumptions and influencing factors,
in particular regarding the financial position of the debtor, expectations of future cash flows and the liquidation of collateral. Minor changes in these
assumptions may result in significantly different assessments.

In our opinion, and based on the findings of our audit,
•

•

the accompanying Annual Financial Statements comply in all material respects with German commercial law applicable to financial institutions and,
in accordance with German principles of proper accounting, provide a true and fair view of the net asset and financial position of the enterprise as at
December 31, 2019 and its results of operations for the financial year from January 1, 2019 to December 31, 2019.
The accompanying Management Report as a whole provides a suitable view of the position of the enterprise. The Management Report is in
all material respects consistent with the Annual Financial Statements, complies with German laws and regulations and suitably presents the
opportunities and risks of future development.

In accordance with section 322 (3) sentence 1 HGB, we hereby confirm that our audit has not led to any reservations regarding the correctness of the
Annual Financial Statements and Management Report.
Basis for our audit opinion
We conducted our audit of the Annual Financial Statements in accordance with Section 317 HGB and the EU Audit Regulation (537/2014/EU) as well
as generally accepted standards for the audit of financial statements promulgated by the Institut der Wirtschaftsprüfer [Institute of Public Auditors in
Germany – IDW]. Our responsibility according to these regulations and principles is described in more detail in the section "Responsibility of the auditor
for the audit of the Annual Financial Statements and the Management Report" in our Auditor’s Report. We are independent of the enterprise as required
by EU and German commercial and professional law and have fulfilled our other German professional duties in accordance with these requirements.
Pursuant to Article 10 (f) of the EU Audit Regulation, we also confirm that we have not provided any prohibited non-audit services as specified in Article
5(1) of the EU Audit Regulation. We believe that the audit evidence obtained by us is sufficient and appropriate to provide a basis for our audit opinion
regarding the Annual Financial Statements and the Management Report.

Against the background of the business model of VTB Bank (Europe) SE with a focus on the customer loan portfolio, which accounts for the vast majority
of the Bank's assets, we determined the identification of impaired loans and advances to customers to be a key audit matter.
AUDIT PROCEDURE
Within the scope of our audit, we examined the processes for identifying objective indications of impairment and the impairment calculation and tested
the effectiveness of the controls implemented in these processes on a sample basis.
In addition, we carried out meaningful audit procedures on a sample basis and assessed the necessity and adequacy of individual valuation allowances on
an individual basis. Samples were selected on a risk-oriented basis, in particular based on criteria such as maintaining loans and advances on watch lists
to monitor for increased default risks, rating categories or individual valuation allowances already implemented.
Significant assumptions within the scope of the valuation allowance process were verified by us using risk-oriented random samples. This included
understanding the procedure used for the valuation of collateral as well as the rating procedures.
Our audit activities did not provide reasons for objection to the determination of individual valuation allowances for customer receivables.
Reference to related information
A qualitative and quantitative description of lending risk management including the valuation of loans and advances is provided in the "Accounting and
valuation policies" section in the Notes.
Other information

Key audit matters in our audit of the Annual Financial Statements
Key audit matters are those matters that, in our professional judgment, are most relevant to our audit of the Annual Financial Statements for the financial
year from January 1, 2019 to December 31, 2019. These matters were addressed in the context of our audit of the Annual Financial Statements as a whole,
and in forming our opinion thereon; we do not provide a separate audit opinion on these matters.

The Supervisory Board is responsible for the "Report of the Supervisory Board". Otherwise, the legal representatives are responsible for the other
information. The other information obtained up to the date of issuing this Auditor’s Report includes the "Letter from the Executive Board", "VTB Bank
Europe SE at a Glance", the "Report of the Supervisory Board", the "Disclosures in accordance with CRR" as well as „Country by Country Reporting“.
Our audit opinion on the financial statements and Management Report does not extend to the other information, and accordingly we do not express an
audit opinion or any other form of conclusion thereon.
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In connection with our audit, we have the responsibility to read the other information and assess whether such other information
•

shows material inconsistencies with the Annual Financial Statements, the Management Report or our insights gained during the audit, or

•

otherwise appear to constitute substantial misrepresentations.

fraud or inaccuracies and are considered material if they could reasonably be expected to influence, individually or collectively, financial decisions of the
addressees made on the basis of these Annual Financial Statements and the Management Report.
During our audit, we exercise professional judgment and maintain professional skepticism. In addition,
•

we identify and assess the risks of material misstatements in the Annual Financial Statements and the Management Report, whether due to fraud
or error, design and perform audit procedures in response to such risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for our opinion. The risk of material misstatements not being detected is higher for fraud than for inaccuracies, as fraud may involve collusion,
forgery, intentional omissions, misrepresentation or the override of internal controls;

•

we obtain an understanding of the internal control system relevant to the audit of the Annual Financial Statements and the precautions and
measures relevant for the audit of the Management Report in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the enterprise’s internal control system;

•

we evaluate the appropriateness of the accounting policies used by the legal representatives and the reasonableness of accounting estimates and
related disclosures made by the legal representatives;

•

we conclude on the appropriateness of the legal representatives’ going concern basis of accounting and, based on the audit evidence obtained,
whether a material uncertainty exists related to events or circumstances that may cast significant doubt upon the enterprise's ability to continue as a
going concern. If we conclude that a material uncertainty exists, we are obliged to draw attention in the Auditor’s Opinion to the related disclosures
in the Annual Financial Statements and in the Management Report or, if such disclosures are inadequate, to modify our Auditor’s Opinion. Our
conclusions are based on the audit evidence obtained up to the date of issuing our Auditor’s Opinion. However, future events or circumstances may
cause the enterprise to continue as a going concern;

•

we evaluate the overall presentation, structure and content of the Annual Financial Statements, including the disclosures and whether the Annual
Financial Statements represent the underlying transactions and events in such a way that they provide a true and fair view of the net assets, financial
position and results of operations of the enterprise in accordance with German principles of proper accounting;

•

we assess the consistency of the Management Report with the Annual Financial Statements, its compliance with law and regulations and the view of
the enterprise's position conveyed by it;

•

we perform audit procedures to examine the forward-looking statements made by the legal representatives in the Management Report. On the basis
of sufficient and adequate audit evidence, we verify in particular the key assumptions on which the forward-looking statements made by the legal
representatives are based and assess whether these forward-looking statements are properly derived from the assumptions. We do not express
an independent audit opinion on the forward-looking statements and the underlying assumptions. There is a significant and unavoidable risk that
future events could differ materially from the forward-looking statements.

If, based on the work performed by us, we conclude that such other information includes a material misstatement, we have an obligation to report it. We
have nothing to report in this regard.
Responsibilities of the Legal Representatives and of the Supervisory Board for the Annual Financial Statements and the Management Report
The legal representatives are responsible for the preparation of Annual Financial Statements, which comply in all material respects with German
commercial law applicable to financial institutions, and for ensuring that the Annual Financial Statements present a true and fair view of the net
assets, financial position and results of operations of the enterprise in accordance with German principles of proper accounting. Furthermore, the legal
representatives are responsible for the internal control system established by them in accordance with German principles of proper accounting, as
necessary to enable the preparation of Annual Financial Statements that are free from material misrepresentations—whether intentional or unintentional.
In preparing the Annual Financial Statements, the legal representatives are responsible for assessing the enterprise's ability to continue as a going
concern. They are also responsible for disclosing facts relating to the enterprise's ability to continue as a going concern, as applicable. Furthermore, they
are responsible for preparing the accounts based on the going concern principle, unless actual or legal circumstances dictate otherwise.
In addition, the legal representatives are responsible for preparing the Management Report, which as a whole must provide a correct representation
of the enterprise's position, be consistent with the Annual Financial Statements in all material respects, comply with German legal requirements and
accurately present the opportunities and risks of future development. Furthermore, the legal representatives are responsible for the precautions and
measures (systems) deemed necessary to enable the preparation of a Management Report in accordance with the applicable German legal provisions and
to provide sufficient supporting evidence for the statements made in the Management Report.
The Supervisory Board is responsible for monitoring the enterprise's accounting process for preparing the Annual Financial Statements and the
Management Report.
Auditor's Responsibility for the Audit of the Annual Financial Statements and the Management Report
Our objective is to obtain reasonable assurance as to whether the Annual Financial Statements as a whole are free from—intentional or unintentional—
material misstatements, whether the Management Report as a whole provides a suitable view of the enterprise's position and suitably presents the
opportunities and risks of future development in all material respects in accordance with the Annual Financial Statements and the findings of our audit,
and to issue an Auditor’s Report with our audit opinion on the Annual Financial Statements and the Management Report.
Reasonable assurance means a high degree of assurance, but does not guarantee that an audit conducted in accordance with section 317 HGB
and EU-APrVO and with due regard to German generally accepted standards for the audit of financial statements promulgated by the Institut der
Wirtschaftsprüfer [Institute of Public Auditors in Germany - IDW] will always be able to reveal a material misstatement. Misstatements may result from
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REPORT OF THE
SUPERVISORY BOARD
We discuss with those responsible for monitoring, among others, the planned scope and timing of the audit and significant audit findings, including any
shortcomings of the internal control system we may identify during our audit.

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.

We issue an opinion to those responsible for the audit that we have complied with the relevant independence requirements and discuss with them any
relationships and other matters that could reasonably be expected to affect our independence as well as the safeguards implemented by us in this regard.
From the matters discussed with those monitoring the audit, we identified those matters that were most significant in the audit of the Annual Financial
Statements for the current reporting period and which are therefore the key audit matters. We describe these matters in our auditor's report, unless laws
or regulations preclude public disclosure of such matters.
Other statutory and legal requirements
OTHER DISCLOSURES PURSUANT TO ARTICLE 10 EU-APRVO

The auditor elected by the Annual General 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 2019 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:

We were appointed as auditors of VTB Bank (Europe) SE by the Annual General Meeting on 23 July 2019. We were engaged by the Supervisory Board on
28 October 2019. We have served as auditors of VTB Bank (Europe) SE (formerly VTB Bank (Deutschland) AG) without interruption since the 2016 financial
year.

“Following our audit, which we performed in accordance with professional standards, we confirm that:
1.

the actual information given in the report is correct,

We hereby confirm that the audit opinion provided in this audit report is consistent with the additional report to the Audit Committee pursuant to Article
11 EU-APrVO (audit report).

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."

Responsible public auditor (Wirtschaftsprüfer)

The Supervisory Board agrees with the result of this audit.

The public auditor (Wirtschaftsprüfer) responsible for the audit is Dirk Müller-Tronnier.

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.

Eschborn/Frankfurt am Main, 3 April 2020
The Supervisory Board approves the Annual Financial Statements, which are hereby adopted.
Ernst & Young GmbH
Wirtschaftsprüfungsgesellschaft
Müller-Tronnier
Wirtschaftsprüfer
(Public Auditor)

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 2019.

Kujath
Wirtschaftsprüfer
(Public Auditor)
Frankfurt am Main, April 2020
The Supervisory Board

DISCLOSURE
ACCORDING TO CRR
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.
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COUNTRY BY COUNTRY REPORTING
(PURSUANT TO SEC. 26A OF THE GERMAN BANKING
ACT (KWG) AS AT 31 DECEMBER 2019)
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

Turnover
(EUR)

No. of employees on a
full-time equivalent basis

Profit before tax
(EUR)

Tax on profit
(EUR)

Public aid received
(EUR)

Germany

174,898,802.66

205

65,481,585.81

48,089,949.13

0

Austria

117,770,069.98

19

133,593,590.65

33,382,211.39

0

Country

Companies included:

Company name
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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
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VTB Bank (Europe) SE
Rüsterstraße 7 – 9
60325 Frankfurt am Main
Bundesrepublik Deutschland
Telefon +49 69 2168-0
Telefax +49 69 2168-6319
E-Mail: service@vtb.eu

S.W.I.F.T.:
OWHB DE FF

vtb.eu

