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Nick Hutt
Chairman of the Board

Miro Zadro
Member of the Board

Oleg Osipenko
Member of the Board

Oxana Kozliouk
Member of the Board

Dear Ladies and Gentlemen,
The financial year 2020 was successful for VTB Bank (Europe) SE (VTBE)
in spite of the exceptional economic situation. The COVID 19 pandemic
dominated 2020 and reshaped our working practices for the decades to
come. Nevertheless, we were able to improve and expand our existing
services and develop new products. We invested into our infrastructure and
risk management systems as we strive to continuously improve our systems
and controls. Our strategy remained largely unchanged but we continued to
refine as we learnt from our experiences. To support our business activities,
we hired more than 20 new employees in 2020.
Having successfully launched the trading book in 2019 we continued to
build on the strong foundations in 2020 and we launched several new
products for our Investment Banking Clients. The Debt Capital Markets
continue to be an important source of funding for corporate and sovereign
clients and debt securities remain an integral part of our investment
portfolio. The portfolio more than doubled from year to year and circa
40 % of the bond portfolio now comes from European corporate issuers.
VTBE was also impacted by the far-reaching contact restrictions the
pandemic imposed. In response to the first wave of infection at the
beginning of the year, ca. 90% of VTBE‘s staff were transferred to home
offices. In order to protect the health of those few employees whose
activities can only be carried out from the office, VTBE implemented
comprehensive hygiene measures. During the year, the contact restrictions
were lifted to a certain degree allowing a larger number of employees to
return to the office. Then, in the last quarter of 2020, the infection situation
worsened again, and a large number of employees returned to their home
offices. For members of staff who need to be present in the office,
VTBE has introduced weekly testing in order to reduce infection risks.

FINANCIAL YEAR DETERMINED BY COVID-19 AND TRADE
CONFLICTS
2020 was overshadowed by the pandemic. Uncertainty was high from
the beginning of the year. For VTBE this manifested itself in lower market
activities and as a result declining revenues. Some customers applied for
payment deferrals and each decision was made on a case-by-case basis.
Inevitably this led to higher provisions. Clearly, uncertainty remains as to
the long-term repercussions of the pandemic. Irrespective of the backdrop
we believe that VTB’s diverse business model allows us to be optimistic
with respect to the banks business.
Although the pandemic was the main focus of public attention in the year
2020, the past business year was also marked by the ongoing trade wars.
Brexit was completed after a protracted period of negotiations and the
United Kingdom is now no longer a member of the European Union. We
prepared well for this situation and are able to serve VTB Group clients from
the European Economic Area (EEA) with the execution of cash equity orders.
VTBE will continue to serve international clients and, in the future, will also
serve clients from those EEA countries that may have entered into or will
enter into bilateral country-specific trade agreements post Brexit. VTBE
plans to introduce a similar model for cash bonds in 2021. Overall,
we assess the consequences of Brexit as manageable for VTBE, as the
focus on the financial centre of Frankfurt has significantly bolstered VTBE‘s
position in continental Europe. Moreover, VTBE will continue to closely
monitor the trade conflict between the USA and China in order to keep its
impact on the bank‘s business as low as possible.
SUCCESSFUL BUSINESS IN 2020 WITH POSITIVE TRADING RESULT
IOverall, we are satisfied with business development in 2020. It became
apparent at an early stage that the demand for loans from crisis-resistant
companies is on the rise. Furthermore, the focus remained on business with
institutional clients from the European Union, the Russian Federation and
the CIS states in the area of trade, export and working capital financing.
In addition, we successfully introduced new products in the trading book
and expanded our Wealth and Investment Management business.
We succeeded in increasing both the assets under management and the
number of clients and we hope to continue this into 2021.
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We were able to achieve our ambitious business goals in the main target
markets. This resulted in net profit of EUR 71.5 million following on from
EUR 117.6 million in the previous year. While interest-bearing business was
down by 18 % compared to the previous year, we were once again able
to achieve a positive trading result. With the introduction of the trading
book, we have thereby successfully expanded VTBE‘s business model and
established an additional growth business for the bank.
As a result of the declining net profit for the year, VTBE was unable to
improve its return on investment. The cost-to-income ratio rose to 43.9 %
(2019: 35.8 %). The development in the 2020 financial year confirmed that
the merger of the VTB units since the end of 2017 has proven its worth.
To an increasing extent we are positioned more efficiently as a bank and are
capable of expanding our business despite challenging market conditions.
CONSISTENT PURSUIT OF OUR STRATEGY IN 2021
Our goal for 2021 is to continue to grow our business in a difficult market
environment and to further expand the range of products and services that
we offer to our clients. We have improved our risk management, which
likewise enhances the conditions for us in the current business year. In view
of the pandemic, however, our planning for 2021 is more conservative than
that for the previous year.
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As before, our focus remains on vigorously implementing our
internal banking infrastructure projects. In 2020, we launched
several infrastructure projects to support our trading business as
well as traditional lending business. In this way, we want to make
the bank more efficient and further improve the quality of our
customer service. At the same time, we are aiming to expand the
trading book product offering in 2021 and to adapt to regulations
such as CRR2, SA-CCR and FRTB.
The ongoing pandemic remains a major uncertainty factor for
2021, which is exerting a powerful impact on global economic
development. The financial sector will also continue to be affected
by the respective economic repercussions. That said the roll out
of vaccines offers some light at the end of the tunnel. We expect
a gradual lifting of restrictions and the positive stimulus that this
will provide to business. VTBE continues to monitor the impact of
the pandemic on its clients and the financial sector very closely.
We have already established comprehensive and far-reaching
measures to safeguard our business. We have strengthened our
credit decisions and implemented a new procurement system to
enhance cost efficiency. In addition, we are in close contact with
our customers in order to identify disruptions at an early stage.

Especially in these times, VTBE is aware of its responsibility towards
its employees and customers. For this reason, the bank continues to
consistently implement the necessary measures to ensure hygiene
and social distancing at its locations and allows a large proportion of
employees to work from their home offices 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, Russia, and the
Supervisory Board for their sound cooperation and the trust extended
and expressed. Special thanks also go out to all our members of staff,
whose commitment made a significant contribution to the successful
business development in 2020, also in in these challenging times of
the pandemic.

Frankfurt am Main, May 2021
Your Management Board

Nick Hutt

Miro Zadro

Oleg Osipenko

Oxana Kozliouk
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CORPORATE CLIENTS
VTB Bank (Europe) SE has a wide portfolio of corporate lending products,
providing both secured and unsecured financing to organisations
across several industries. The VTB Bank (Europe) SE lending team offers
financing support to facilitate transactions including M&A, asset sale &
bridge financing, along with bespoke financing structures for individual
companies.
VTB is the award-winning leader in Trade and Export Finance (TEF). The TEF
development strategy is yielding results and business is growing year to
year adopting the new market environment. To fulfill client demands VTB
is focusing on new markets and widening its product line, including special
COVID-solutions.
Additionally, we offer complete real estate asset financing & refinancing as
well as offering developers access to funding at a corporate level.
Our structured commodity financing is specifically designed for commodity
producers to assist with liquidity management and risk mitigation.
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Capital Markets product range has significantly expanded. Our strategic
plan is an ongoing effort in extending our product range offering our
clients an extensive flexibility.
Capital Markets provides standardised and tailor made financing products
with securities as collateral,a broad portfolio of FX & Rates products as
well as cash equities and cash bonds.

PRIVATE CLIENTS

FINANCIAL INSTITUTIONS

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 and investment products offering.

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 currently serve more than 160,000 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 call
money deposit products as well as digital asset management services.
This means that all services are offered, processed and managed on-line
respectively digitally. We plan further to increase our retail product offering
by additional digital products to enhance our footprint within the German
retail sector.

As a clearing office, the bank plays a key role for over 140 correspondent
banks in the Russian Federation and the Commonwealth of Independent
States. We are specialised in particular in clearing in EUR for correspondent
banks as well as the processing of cross-border payment orders.
All transactions are processed using SWIFT or the bank‘s own electronic
banking system.

VTB Direktbank‘s deposits are protected by the statutory deposit protection
scheme and the Deposit Protection Fund.
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MANAGEMENT REPORT
GENERAL INFORMATION
Business structure
The corporate structure of VTB Bank (Europe) SE – hereinafter referred
to as “VTBE” – has not changed compared with the last financial year.
PJSC VTB Bank, St. Petersburg, Russia, continues to be the main
shareholder with an interest of 99.39 %. VO Novoexport, Moscow
continues to hold an interest of 0.61 %. VTBE is consequently a dependent
company of PJSC VTB Bank, St. Petersburg, Russia (Section 17 (2) of the
Stock Corporation Act [AktG]).
The bank operates a branch in Vienna, Austria (“VTB Bank (Europe) SE,
Zweigniederlassung Wien”) and a further branch in Frankfurt am Main
(“VTB Bank (Europe) SE, Zweigniederlassung Frankfurt am Main”),
where the direct banking business is bundled.
VTBE is a member of the Deposit Protection Fund of the Association of
German Banks (Bundesverband deutscher Banken), Berlin.
Business model and management
As part of the VTB Group, VTBE provides consulting and other services to
its customers specifically in the area of European-Russian trade relations,
and has been offering various products in this area for almost 49 years.
With the experience gained from its business activities, VTBE handles
banking and financial transactions between the markets in Europe, Russia
and selected CIS countries. While the focus in the past was particularly on
the lending business (including trade finance) and payment transactions,
in the past two financial years we have expanded our product range to
include trading book products, especially in order to meet demand from
our customers, and to be prepared for the imminent changes arising from
Brexit. Thanks to our networking within our Group, our customers enjoy
access to the product range of the entire VTB Group.
Despite continuing sanctions, German-Russian trade volumes proved
stable early in the year, and Germany continued to be a reliable and
important trading partner of the Russian Federation.1 Our business model
proved resilient during the Covid-19 pandemic, as VTBE ended the year
with a positive net result.

1 https://russland.ahk.de/infothek/wirtschaftsdaten – Russland in Zahlen Herbst 2020
2 As at 31/12/2021; Non-Core 10 % as at 31/12/2020
3 In addition to offering an “investment mix” (fixed-term deposits and EFT-based asset management), customer applications are
being expanded (pushTAN APP, aggregated view of deposits and asset management as well as orders directly online)
4 Net profit is derived from accounting according to International Financial Reporting Standards (IFRS)
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In addition to the Russian Federation as the Group’s home market, the
geographical focus of VTBE’s business model is on Germany as its core
market, and several further EU countries, predominantly in Central and
Eastern Europe. The risk strategy permits the leveraging of opportunities
outside these geographies, which are regarded as core markets, but limits
such activity to a maximum of 20 % (= non-core). Currently, the contribution
of the core markets to revenue amounts to approximately 90 %.2 This
breakdown also roughly corresponds to the internal allocation of
exposures to risk classes: 77 % are classified as advanced or developing
countries, with 89 % of exposures being rated investment grade.
Within the individual business divisions of Global Transaction Banking,
Financing, Trade Finance, and Treasury, we offer our clients a wide range of
products. At the same time, products such as exchange rate and currency
hedging products and further derivatives, for which the fast-growing
Capital Markets division is responsible, round off our portfolio.
We serve the private customer business through our online offerings in our
direct bank with overnight and term deposits, as well as the Wealth and
Investment Management business area with asset management products.
At present, our range of products includes a total of nine different ETF
products, with a robo-advisor assisting the customer in selecting them.
The business area will be able to offer customers further product
innovations once the Digital Banking Platform project currently underway
has been completed. 3
The Management Board has compiled a number of key performance
indicators through which it manages the bank’s business activities. In
addition to statutory requirements, the Management Board takes into
account the total capital ratio in accordance with the European Capital
Requirement Regulation (CRR), the Liquidity Coverage Ratio (LCR) and the
Net Stable Funding Ratio (NSFR). In addition, balance-sheet oriented KPIs
are selected on the basis of business policy. The most important KPIs in this
context include the return on equity (RoE) and the cost-income ratio (CIR).
RoE as a ratio reflects a company’s profitability in relation to its capital,
which is calculated by dividing the net profit4 by the (average) equity,
thereby showing the return on capital employed that an entity generates
for its shareholders and owners. The CIR profitability ratio, which shows
how efficiently the bank is managed in terms of the costs it incurs, is similar.
The lower the ratio, the more profitable the bank.

The calculation is based on the ratio of administrative expenses to a bank’s
operating income (net interest income, net fee and commission income
or net trading income, but excluding additions to provisions for losses on
loans and advances) for the respective financial year.
This differs from net profit, which only indicates the business result in a
specific business period. Net profit is the bank’s income less expenses,
depreciation, interest and taxes for a financial period. As a consequence,
it is calculated as the surplus of all income over expenses for the period.

The bank continues to regularly review the adequacy of the early warning
indicators that have been introduced. These enable the bank to ensure
that it is prepared for unforeseen events and has a buffer in relation to
minimum regulatory requirements, thereby aiming to secure compliance
with such requirements at all times, including in extraordinary situations,
and enabling countermeasures to be taken.
For a more detailed description, please refer to the section “Risk report”.
ECONOMIC REPORT

While VTBE reduced its cost-income ratio to 35.8 % in 2019 (36.8 % in 2018)
over the previous two financial years, this low level was not maintained
in 2020, and most recently stood at 56.3 %5,6. Further, the return on equity
decreased to 4.5 % for the year, down from 10.2 % in 2019 (2018: 7.8 %). Both
ratios were impacted by the pandemic, as VTBE not only lent significantly
less interest-bearing assets than planned, but also made further major
investments in infrastructure7 in 2020 in order to be more efficiently
positioned in the future.
These key figures are subject to monthly review, with some data
downloads being made available automatically on a daily basis. The
key figures enable the Management Board to take control measures
if necessary. Prior to the Credit Committee’s approval of individual
exposures, the Engagement Committee reviews whether the bank’s
potential exposures entail non-financial risks that are not acceptable
to the bank, lie outside the scope of its business strategy, or need to
be eliminated for other reasons. In other committees, such as the Asset
Liability Committee (ALCO)8 and the Credit Committee, the bank monitors
numerous framework and volume limits (including those relating to
individual counterparties, countries and sectors) in order through these
limits to avoid risk concentrations and thereby achieve diversification of
the credit portfolio. Economic KPIs regarding risk-bearing 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 risk type.
In addition, counterparty default risk will continue to be limited to such
an extent that it lies below the regulatory limits in order to further reduce
concentration risks. As far as possible, this limitation in accordance with
the current lending directive is applied by actively accepting valuable,
eligible securities.

5
6
7
8

Since 2018, new business has been managed in accordance with International Financial Reporting Standards (IFRS).
CIR after impairment
Updating of the business systems FBM (Fusion Banking Midas), PAYSYS and the Svenson reporting system, among others
For explanations of the internal committees and their functions, see “Risk report” / “Governance”, and “Organisation of risk
management”

World economy
Global economic activity in 2020 was largely shaped by the Covid-19
pandemic and the policy actions taken to contain it. After a plunge
in economic activity in March and April 2020, the economic situation
recovered somewhat due to a slight improvement in infection rates.9
Nevertheless, according to the International Monetary Fund (IMF),
economic growth of -4.4 % was significantly lower than in the previous
year.10 In Russia, the VTB Group’s home market, gross domestic product
(GDP) also contracted. For 2020, the IMF expects a reduction in economic
output of around -4 %.11
With a look to 2021, the IMF forecasts a significant recovery of 9.6 percentage
points to 5.2 % for the global economy.12 While emerging economies are
already forecast to report a big jump of 9.6 percentage points from -3.3 % to 6 %,
economists expect economic growth in developed economies to recover to an
even greater extent, with a difference of 9.7 percentage points (from -5.8 %
in 2020 to 3.9 % in 2021).13 In general, economists emphasise that a great
deal of uncertainty still prevails regarding the trend in global economic
activity. According to the report, small countries, in particular, as well
as economies dependent on tourism and commodity-based economies,
continue to face a difficult situation.14
Most countries have seen their economic performance diminish as a
consequence of the crisis, with the only major exception being China.15
While other countries were still struggling with the effects of the crisis,
China largely restored economic activity to normal levels from April 2020
onwards, achieving economic growth of around 2 % on a full-year basis.16
By contrast, countries such as India have been particularly hard hit,
suffering a sharp economic contraction of -10.3 % for 2020.17

9
10
11
12
13
14
15
16
17

IMF (2020), World Economic Outlook October 2020, p. 1.
IMF (2020), World Economic Outlook October 2020, p. 9.
Ibid.
Ibid.
Ibid.
IMF (2020), World Economic Outlook October 2020, p. XIV
IMF (2020), World Economic Outlook October 2020, p.9
Ibid.
Ibid.
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USA
Economic growth in the United States was also impacted by the pandemic.
The rate of economic output growth dropped from 2.2 % to -4.3 %
year-on-year.18 For the next few years, the Kiel Institute for the World
Economy (IfW) first expects an increase to 3.7 % in 2021, but then a slight
slowdown in growth momentum to 3.5 % in 2022.19 This positive trend is
primarily due to the assumed extension and prolongation of assistance
included in unemployment insurance, approved as part of Pandemic
Emergency Unemployment Compensation and Pandemic Unemployment
Assistance.20 The assumption that vaccinations will be available
nationwide in the second half of 2021, thereby removing existing
restrictions, also contributes to a positive forecast.21 In addition, the hope
exists that the change of leadership in the USA could also improve the
trade policy climate.22

With regard to the coming years, the IfW expects an upswing for Germany
as well as for the rest of the Eurozone. The IfW anticipates growth of
3.1 % in 2021 and 4.6 % in 2022.30 This growth is also based on the
assumption that better control of the pandemic situation is possible,
which in turn could lead to rising production levels and higher investment
subsidies.31 The unemployment rate is forecast to increase from 5.9 % in
2020 to 6.1 % in 2021.32 In 2022, it is expected to decrease again to 5.5 %,
according to the IfW, which is related to an economic upturn in 2021.33
Furthermore, the IfW expects disposable incomes to rise slightly by 0.6 %
in 2020, following much stronger increases of at least 3 % in each of the
previous years. Although the tangible increase in monetary social security
benefits had a positive effect, disposable income was reduced by the
cyclical decrease in corporate income and property income of private
households.34

Eurozone

United Kingdom

Economic activity in the Eurozone weakened sharply as a consequence
of the political measures to contain the pandemic in 2020, dropping
to -7.2 %.23 For 2021 (4.9 %) and 2022 (4.0 %), by contrast, the IfW’s
economists forecast a resumption of economic growth. They see this as
being mainly supported by the distribution of vaccines to the population,
and the hoped-for relaxation of restrictions.24 The IfW expects a strong
increase in overall economic production in EU member states over the next
two years. This is expected to gather considerable momentum, similar
to the Eurozone. Increasing investment subsidies from EU funds are also
expected to provide impetus.25 According to the IfW, one risk for the
Eurozone is the outlook in terms of inflation, which was already at a high
level in some countries during the recession, and could rise further as the
economy recovers.26

The UK faced a double burden in 2020, with both the pandemic and
ongoing uncertainty surrounding Brexit impacting on its economy.35
The pandemic led to a severe plunge in production early in the year.36
The economy recovered from this in the second half of the year, but still
stood below the previous year’s level.37 At the end of the year, measures
to reduce the number of infections were again necessary, leading to lower
gross domestic product.38 Sentiment in the United Kingdom is additionally
burdened by the complicated Brexit conditions, which are acting as a
further brake on investment.39 Expanded tariff barriers to trade between
the UK and EU are expected to negatively impact trade in 2021, and weaken
domestic production.40 Economic growth is expected to reach 6.5 % in 2021,
slowing somewhat to 4.0 % in 2022.41
China

Germany
In 2020, the effects of the pandemic were also clearly felt in the German
economy.27 Following the economic slump in the spring, the economy
recovered somewhat, but showed signs of weakening again from
November onwards.28 This is mainly due to renewed high infection rates
and the resultant restrictions on social and economic activities.29

18
19
20
21
22
23
24
25
26
27
28
29

16

IMF (2020), World Economic Outlook October 2020, p.9
Kiel Institute for the World Economy (IfW) (2020), Kiel Institute Economic Outlook, World Economy Winter 2020, p. 9.
Ibid.
Ibid.
Kiel Institute for the World Economy (IfW) (2020), Kiel Institute Economic Outlook, World Economy Winter 2020, p. 6.
Kiel Institute for the World Economy (IfW) (2020), Kiel Institute Economic Outlook, World Economy Winter 2020, p. 9.
Kiel Institute for the World Economy (IfW) (2020), Kiel Institute Economic Outlook, World Economy Winter 2020, p. 10.
Ibid.
Kiel Institute for the World Economy (IfW) (2020), Kiel Institute Economic Outlook, German Economy Winter 2020, p. 2.
Ibid.
Ibid.
Ibid.

China managed to return much of its economy to normality relatively
quickly after its lockdown in early 2020.42 In 2020, China recorded
economic growth of around 2 %, making it one of the few countries to
report growth.43 Industrial production in China already recovered tangibly
in the spring, and since September 2020 year-on-year growth rates have

30
31
32
33
34
35
36
37
38
39
40
41
42
43

Kiel Institute for the World Economy (IfW) (2020), Kiel Institute Economic Outlook, German Economy Winter 2020, p. 11.
Ibid.
Kiel Institute for the World Economy (IfW) (2020), Kiel Institute Economic Outlook, German Economy Winter 2020, p. 10.
Kiel Institute for the World Economy (IfW) (2020), Kiel Institute Economic Outlook, German Economy Winter 2020, p. 5.
Ibid.
Kiel Institute for the World Economy (IfW) (2020), Kiel Institute Economic Outlook, German Economy Winter 2020, p. 7.
Kiel Institute for the World Economy (IfW) (2020), Kiel Institute Economic Outlook, World Economy Winter 2020, p. 10.
Ibid.
Ibid.
Ibid.
Ibid.
Ibid.
Kiel Institute for the World Economy (IfW) (2020), Kiel Institute Economic Outlook, World Economy Winter 2020, p. 9.
Kiel Institute for the World Economy (IfW) (2020), Kiel Institute Economic Outlook, World Economy Winter 2020, p. 11.

even been slightly above the pre-crisis level. This was mainly due to strong
export growth.44 Although exports will lose momentum in the near future
as a consequence of the new Covid-19 wave, they continue to form an
important pillar for the economy.45 China enjoys a head start on pandemic
control and is likely to be able to exploit this in 2021 in order to drive the
expansion of its economy.46 The IfW forecasts strong growth of 9.2 % for
2021 and 5.9 % for 2022.47
Russia
In 2020, economic growth in Russia slowed significantly after the strong
previous year, dropping to between -3 %48 and -4.1 %.49 The IfW also
expects a clearly positive trend for 2021 with a forecast growth rate of
4.2 %. With a look to 2022, the rate of expansion is then expected to level
off again somewhat to 1.8 %.50

Russia’s main trading partner in the 2020 financial year was China, with
China’s trade share rising by 2 percentage points to 18 % in the first quarter
of 2020.59 Germany’s share of Russia’s foreign trade volume was recorded
at 7.2 % in the first half of 2020, slightly below the previous year’s level.
Overall, the EU lost importance as a trading partner for Russia during the
Covid-19 crisis.60
German exports to Russia were down to EUR 23.1 billion in 202061, from
EUR 26.6 billion in the previous year, according to data from the German
Federal Statistical Office.62 Imports from Russia also decreased, dropping
by 29.9 % to EUR 21.9 billion.63
NET ASSETS
Lending

Last year, Russian economic growth was dampened not only by the
effects of the pandemic, but also by the substantial reduction in crude oil
production agreed with OPEC.51

In addition to payment transactions, lending remains VTBE’s core business
segment. At 63.5 % (previous year: 51.8 %) of business volumes, receivables
from banks and customers continue to comprise the bank’s main assets.

Russia’s GDP contracted by 8 percentage points in the second quarter of
2020 due to an imbalance in the supply-demand relationship, but was
slightly higher than forecast in the third quarter of 2020, mainly thanks to
higher-than-expected exports.52 Moreover, the number of people infected
with Covid-19 decreased during this period, allowing for relaxations of
pandemic control measures.53 This also exerted a correspondingly positive
effect on corporate revenues and solvency.54 However, Covid-19 cases rose
again in October, with a negative impact on the economy.55 Accordingly,
the number of small and medium-sized enterprises reduced by 4.2 % in
2020.56

In comparison with the previous year’s reporting date, total assets decreased
by EUR 3,782.0 million to EUR 8,140.5 million. The change is related to the
lower level of deposits made by banks.

The Covid-19 pandemic had a significant impact on Russia’s trade in goods
in 2020. Here, the significant drop in oil prices at the beginning of the year
and subdued global demand for energy resources had a negative effect.
Exports were down by 22 % between January and May 2020, according to
customs statistics.57 By contrast, the sharp rise in the gold price exerted a
positive effect.58
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Kiel Institute for the World Economy (IfW) (2020), Kiel Institute Economic Outlook, World Economy Winter 2020, p. 13.
Kiel Institute for the World Economy (IfW) (2020), Kiel Institute Economic Outlook, World Economy Winter 2020, p. 11.
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Receivables due from banks reduced by EUR 295.9 million to EUR 394.7 million
as of the 31 December 2020 reporting date.
VTBE was unable to further expand its lending business with customers in
2020. As of the reporting date, we registered a decrease in this segment of
EUR 707.1 million to EUR 4,774.0 million. The bank addresses acute risks
from lending by means of specific loan loss provisions. In addition to direct
provisions (EUR 66.9 million), general loan loss provisions (EUR 48.0 million)
and provisions for off-balance sheet business (EUR 1.8 million) are available
to cover latent risks. The bank has a procedure in place to form suitable
provisions for country risks. No country risks were necessary on the balance
sheet date.

59 Ibid.
60 German-Russian Chamber of Foreign Trade (Deutsch-Russische Außenhandelskammer, 2020), Russland in Zahlen: Aktuelle
Wirtschaftsdaten für die Russische Föderation Herbst 2020. p. 7.
61 Ibid.
62 German Federal Statistical Office (2021), Initial detailed data on foreign trade, December 2020. p. 4.
63 Ibid., p. 7
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Securities

Liabilities to customers and banks

The securities portfolio expanded from EUR 224.1 million to EUR 388.4 million
as of 31 December 2020. Purchases of securities served to generate further
income. The securities portfolio consists mainly of European corporate bonds.

Liabilities to customers increased by EUR 452.8 million to EUR 4,735.0 million.
This is mainly due to a lower volume of deposit business with customers.
Furthermore, liabilities to banks reduced from EUR 4,428.8 million to
EUR 1,067.4 million in the past financial year. This change is attributable,
firstly, to a business environment influenced by Covid-19. Secondly,
a reporting date-related effect in the previous year contributed significantly
to the increase in liabilities. The payment transactions of VTB PJSC in EUR
and USD are processed via VTBE, so that funds are meanwhile booked to
these accounts. This effect did not materialise as of 31 December 2020.

Trading portfolio assets
Compared to the previous year’s reporting date, the trading portfolio
increased by EUR 240.3 million to EUR 456.7 million as of 31 December 2020,
and consisted mainly of EUR 359.0 million in non-derivative transactions,
which are responsible for the increase in the trading portfolio. This is
followed by EUR 101.7 million from derivative financial instruments and
risk discounts of EUR 3.9 million. These are composed of Value-at-Risk
(VaR) and Credit-Valuation-Adjustment (CVA).
Deferred taxes
Deferred taxes increased by EUR 1.3 million to EUR 18.6 million.
The change in the reporting year is mainly due to the capitalization of
deferred taxes on tax loss carry forwards in Germany.
Other assets
The main item under participations is the unchanged investment in VTB
Capital PLC, London, United Kingdom, with a book value of EUR 0.4 million.
Interests in affiliated companies include the 100 % interest in Ost-West
Vermögensanlagen GmbH in the amount of EUR 0.4 million. This company’s
sole purpose is the acquisition and management of real estate.
Tangible fixed assets were up by EUR 0.7 million to EUR 4.8 million in
2020. These include the bank’s operational and business equipment.
Intangible assets relate to software subject to mandatory capitalisation,
which contributed to the change from EUR 19.4 million to EUR 28.1 million.
Other assets decreased by EUR 58.0 million to EUR 87.8 million in the year
under review. They largely comprise income tax receivables of EUR 54.1 million,
and cash collateral of EUR 21.3 million.

18

Trading book liabilities
The book of trading liabilities decreased by EUR 2.3 million to EUR 43.7 million
as of 31 December 2020, and is composed exclusively of derivative financial
instruments.
Other liabilities
Other liabilities of EUR 65.7 million largely contain margin accounts
of EUR 38.5 million (previous year: EUR 22.8 million), and negative
replacement values for derivative transactions of EUR 11.9 million
(previous year: EUR 24.6 million).
Provisions
Provisions for pensions, tax provisions and other provisions of EUR 82.0 million
(previous year: EUR 115.5 million) were formed. The general decrease
compared to the previous year is mainly due to the utilization and
dissolution of tax provisions in the amount of EUR 39.4 million.
Pension provisions were valued on the basis of actuarial assessments.
The effects from the initial application of the regulations from the
German Accounting Law Modernisation Act (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 expensed
in the financial year elapsed. As a consequence of the conversion of
the observation period for the calculation of the average interest rates
from seven to ten years, the average market interest rate was increased

slightly, and the associated pension provision was reduced. Taking pension
payments made into account, pension provisions rose by EUR 2.0 million to
EUR 35.7 million.
The other provisions of EUR 46.1 million include provisions for obligations
to staff, contingent losses from derivative financial instruments, trade
receivables, as well as the audit of the annual financial statements, and
legal and general credit risks.
As part of the work on the preparation of the financial statements as of
31 December 2020, all interest-related financial instruments on the banking
book were valued in their entirety without loss. As a consequence, in the
valuation, it is not the interest rate of an individual position, but rather
the interest margin as the difference between the interest claims of asset
and refinancing positions that is decisive for the valuation. If the interest
claims and interest obligations (including risk and administrative costs) still
outstanding on the balance sheet date lead to a surplus of obligations,
a provision for contingent losses must be recognised in accordance with
Section 340a in conjunction with Section 249 (1) HGB. No surplus of
obligations was determined as of the balance sheet date. As a consequence,
it was not necessary to form a provision for contingent losses.
In accordance with the special standard for credit institutions (Section 340h HGB),
gains from currency translation must be taken into account in the profit and
loss account if the assets, liabilities or forward transactions are specifically
covered by assets, liabilities or forward transactions in the same currency.
VTBE applies this regulation.
Equity
Equity (excluding unappropriated net profit) remained constant
year-on-year at EUR 894.3 million. It is recommended to the Shareholders’
Meeting that the unappropriated net profit of EUR 189.1 million be distributed
in its entirety to the shareholders. This includes a profit carried forward of
EUR 117.6 million from the previous year, which was not distributed due to
the negative economic impact of Covid-19.

In previous years, the bank formed a risk provision of EUR 55.2 million in
accordance with Section 340g HGB to cover special risks arising from the
banking business. In addition, the bank reports a special item of EUR 3.4 million
for the trading book in accordance with Section 340e (4) HGB.
On the balance sheet date, eligible equity stood at EUR 1,123.6 million
(previous year: EUR 1,121.4 million) and core capital at EUR 924.2 million
(previous year: EUR 927.3 million). The CRR core capital ratio stands at
16.7 % (previous year: 15.0 %). The total capital ratio amounts to 20.3 %
(previous year: 18.1 %).
Financial performance indicators according to IFRS
The bank’s financial IFRS performance indicators include the return on
equity (ROE) and the cost-income ratio (CIR). The return on equity64 as of
the reporting date stood at 4.5 % (previous year: 10.2 %; 2020 planned:
8.2 %). The change in the ROE ratio is mainly due to the lower net profit
in 2020. As of the end of the financial year, the CIR65 amounted to 56.3 %
(previous year: 35.8 %; 2020 planned: 39.5 %).66 This is related to the low
profitability in the year under review.
With regard to the financial performance indicators according to IFRS,
VTBE was unable to achieve its targets for 2020.
The Covid-19 pandemic had an impact on VTBE’s earnings situation,
particularly in the lending business. The low loan volume and the
associated reduced interest income, significantly impacted net interest
income. In addition, the higher loan loss provisions compared with the
previous year had an impact on net income. As a result, net income fell
short of the original expectation due to lower operating income compared
with virtually unchanged operating expenses.

VALUATION UNITS
The bank has refrained from the formation of accounting valuation units
pursuant to Section 254 HGB.

64 Return on equity (ROE) = Net profit divided by (avg.) equity; 4.5% = EUR 49.4 million divided by EUR 1.107 million
65 Cost-income ratio (CIR) = Operating expenses divided by operating income after impairment; 56.3% = EUR 88.6 million divided by
EUR 157.2 million
66 CIR after impairment
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FINANCIAL POSITION
The refinancing of VTB (Europe) 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:
•

A significant portion of the debt capital consists of overnight
deposits, fixed-term deposits and savings deposits of the direct
bank, loro / corporate accounts, and funds borrowed under the ESF
guarantee (deposit guarantee fund). The term structure is presented
in the notes to the financial statements under “Notes to the balance
sheet – Analysis of residual terms”.

•

Subordinated loans of unlimited duration transferred from VTB France
amounting to EUR 889.1 million and a subordinated loan of limited
duration with a residual term of more than 7 years amounting to
EUR 70.0 million.

•

Equity (excluding net unappropriated profit) of EUR 894.3 million.

•

Most of VTBE’s liabilities are denominated in EUR. However, a limited
amount of USD-, CHF- and RUB-denominated liabilities also exist
which arise from loro balances, corporate accounts and subordinated
loans transferred from VTB France.

•

•
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The management of VTB Europe SE has accepted the existing currency
mismatch, which is presently covered by foreign exchange or currency
swaps, as direct refinancing in USD and RUB is either less stable or
more expensive.
The interest rate structure in the banking book is determined by the
fixed-interest periods on the assets and liabilities sides. Due to the
maturity transformation that has been entered into, i.e. in the case
of longer-term (corporate) customer loans on the assets side and,
among other items, overnight variable-rate deposits on the liabilities
side, the bank is exposed to an interest rate risk. VTBSE manages such
maturity transformation positions by means of derivative instruments
such as interest rate options or swaps. With regard to the monitoring
of this risk, reference is made to the risk report “Macroeconomic risks
and risk types” – to the section on market price risks.

As a consequence, the refinancing structure has not changed in comparison
with the previous year. VTBE refers in this regard to the information on
the deposit business in the section on the net assets position, and to the
comments on liquidity risks in the risk report of this report. The bank
was solvent at all times during the past financial year. The bank always
complied with the regulatory liquidity ratio, and reported an LCR (liquidity
coverage ratio) of between 178.3 % and 254.1 % (mean value 204.8 %).
The LCR amounted to 186.9 % as of 31 December 2020. The forward
liquidity exposure in our report to the regulator, which also looks at a period
up to one year, shows a cash surplus in all term bands. Consequently, we
regard the bank’s liquidity position as orderly. No particular call-off
risks existed.
At the end of the financial year irrevocable lending commitments of
EUR 131.8 million existed (previous year: EUR 166.7 million), for which a
provision of EUR 1.7 million (previous year: EUR 0.5 million) was formed.
Lending commitments usually lead to a short-term outflow of liquidity.
The benefits of these loan commitments include the generation of future
interest income. Furthermore, contingent liabilities of EUR 54.4 million
existed (previous year: EUR 71.7 million).
As at the date of preparation of the 2020 financial statements, no
knowledge exists of any material change or deterioration in the bank’s
liquidity position.
RESULTS OF OPERATIONS
The bank’s net profit decreased by 41.2 % to EUR 71.5 million in the 2020
financial year (previous year: EUR 117.6 million). The main items of the
profit and loss account are explained below.
Overall, net interest income reduced to EUR 193.5 million in 2020,
compared with EUR 249.7 million in the previous year. This corresponds to
a decrease of 22.5 %, which is mainly due to the lower interest income from
lending business. Interest income from securities was up by EUR 4.8 million
to EUR 10.2 million in the period under review. This was mainly attributable
to the higher securities portfolio due to acquisitions. Interest income from
lending and money market transactions decreased by EUR 62.5 million to
EUR 258.5 million in 2020, while at the same time interest expenses from
current account and money market transactions was down by EUR 1.6 million
to EUR 75.1 million.

Net commission income decreased by 28.3 % from EUR 13.8 million in
financial year 2019 to EUR 9.9 million in the past financial year. This is
mainly due to reduced commission income from the lending business.

provisions realised in the form of specific and general loan loss provisions
remained below budget, and did not have a further negative effect on
earnings.

Net income from the trading portfolio rose by 91.3 % year-on-year from
EUR 10.3 million to EUR 19.7 million. This result includes risk discounts
of EUR 3.7 million (previous year: EUR 2.4 million) and EUR 2.2 million
(previous year: EUR 1.1 million) for the formation of a special item
pursuant to Section 340 e (4) HGB.

Furthermore, due to the impact of Covid-19 on the Russian economy, the
rouble exchange rate lost up to 23.5 % of its value as of 31 December 2020
compared to the previous year’s reporting date. As VTBE generally pursues
a fully currency-congruent refinancing strategy in relation to currency risk,
an effect on the profit and loss account was avoided.67

General administrative expenses rose by EUR 4.2 million year-on-year to
EUR 101.7 million (previous year: EUR 97.5 million). Personnel expenses
increased by 16% compared to the previous year, with salaries and bonuses
accounting for the majority of the increase.

Overall, VTBE achieved a net profit for the year of EUR 71.5 million
(previous year: EUR 117.6 million). As a consequence, the unappropriated
net profit amounts to EUR 189.1 million. This is due to the profit carried
forward of EUR 117.6 million, which was not distributed to the shareholder
on the basis of a recommendation by the European Central Bank (ECB) and
the German Federal Financial Supervisory Authority (BaFin).
The unappropriated surplus will be proposed for distribution in full to the
shareholders at the Annual General Meeting.

The valuation result from receivables and certain securities as well as from
additions to provisions in the lending business amounted to EUR -43.3 million.
This derived from the net addition of specific loan loss provisions in the
amount of EUR 51.1 million as well as the net reversal of general loan loss
provisions in the amount of EUR 8.1 million. Furthermore, proceeds from
the sale of securities amounting to EUR 1.4 million and write-downs on the
securities portfolio amounting to EUR 1.0 million contribute to this item.
The other operating result of EUR 2.7 million (previous year: EUR 18.9 million)
comprises other operating income of EUR 14.9 million (previous year:
EUR 41.1 million) and other operating expenses of EUR 12.1 million
(previous year: EUR 22.2 million). Both items are influenced by the derivative
business. This includes, firstly, exchange rate gains and net income from
the recognition of premiums in the profit and loss account, and, secondly,
interest expenses for currency swaps.
At EUR 2.7 million (previous year: EUR 81.5 million), income tax expense
was significantly lower relative to net income than in the previous year.
This reduction is mainly due to the dissolution of provisions for tax risks
related to previous years.

The return on investment in accordance with Section 26a (1) Clause 4 KWG,
which is calculated by dividing net income for the year by total assets,
amounted to 0.9 % for the 2020 financial year (previous year: 1.0 %).
The decrease in the return on investment arises from the lower net profit
for the year.
BRANCH OPERATIONS
VTBE has one international branch operation in Vienna. Pursuant to
Section 44 (4) of the German Banking Act (BWG), the branch operation’s
eligible assets as at 31 December 2020 amount to EUR 2,986.8 million.
Interest income for the financial year 2020 amounts to EUR 120.2 million
and commission income to EUR 5.5 million. In 2020, the average number
of employees at the branch (excluding employees on parental leave) was
18 (previous year: 19). VTBE also has a branch operation in Frankfurt am Main.
GENERAL STATEMENT ON THE COMPANY’S FINANCIAL POSITION

VTBE’s core business, the lending business, and associated with this the
main part of the interest result, was mainly influenced by Covid-19 in the
year under review. Due to the economic situation, the bank generated
less new business than originally planned, while at the same time the
volume of loans decrease due to maturities. Both circumstances had a
corresponding impact on the net interest income. The expense of the risk

The economic situation and the performance of the bank’s business in the
2020 financial year were affected by the Covid-19 pandemic.
Although the bank generated a positive result, it fell short of our
expectations due to the economic crisis.

67 See the risk report “Macroeconomic risks and risk types”, p. 28
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The bank successfully continued its activities in the trading book,
achieving a 92.5 % increase in earnings in this area compared to the
previous year.

REPORT ON OPPORTUNITIES, RISKS AND OUTLOOK

Total assets decreased as of 31 December 2020 due to lower deposit
business, which was heavily impacted by Covid-19. Furthermore, an
increase in the level of payment transaction activities via PJSC VTB Bank,
St. Petersburg, Russia, did not occur as of the balance sheet date, as in
the previous year. Due to the lower lending volume, interest-bearing
business reduced by 13.5 %.

Opportunities as a consequence of improved infrastructure

The lending business remained the bank’s core business. Due to the
economic situation, VTBE generated less new business than originally
planned. At the same time, the volume of loans decreased due to
maturities. Both circumstances had in a corresponding impact on net
interest income. At the same time, the loan loss provisioning in the form
of specific and general impairment losses remained below budget.

OPPORTUNITIES REPORT

The bank’s chosen path, with a head office in Frankfurt am Main, led to a
concentration of infrastructure and resources. VTBE reviews its banking
software and hardware at regular intervals and keeps them up to date.
The bank thereby considers itself well equipped to meet regulatory
requirements and to adapt to the changing environment.
Opportunities arising from the expanded customer base and the
product range

VTBE always complied with the regulatory liquidity ratio. It amounted
to 186.9 % as of 31 December 2020. The bank’s liquidity position is
considered to be orderly, as the liquidity terms statement, which
examines a period of up to one year, shows a cash surplus in all term
bands. No particular call-off risks existed.

VTBE has established a uniform organisational structure at the Frankfurt
am Main location, and at the branch operation in Vienna, and has
expanded its product range and customer base. The focus continues to
be on lending business, including trade finance. These include short-term
“Trade & Export” transactions with financial institutions as well as
financing under the subsequent cover of export credit agencies (ECAs),
or the financing of current assets. The bank considers itself to be broadly
positioned in the foreign trade business.

Business development and growth continues to be hampered by European
and US economic sanctions, which are restricting the VTB Group’s business
in Russia.

VTBE also considers itself well equipped for the commodity trading
financing business, which is very closely related, and complementary,
to classic foreign trade financing.

Related parties

VTBE pursued its activities as a trading book institution during the
period under review. The trading book serves customer demand for both
exchange-traded and over-the-counter products. In the course of the year
under review, products from the asset classes of bonds, foreign exchange,
commodities and shares were introduced. Further product enhancements
in the areas of fixed income, foreign exchange and equities are planned for
2021 in order to meet customer demand. The trading activities are realised
and booked at the headquarters in Frankfurt am Main.

Pursuant to Section 312 of the German Stock Corporation Act (AktG),
the Management Board is obligated to prepare a dependency report for
these corporate relationships. This contains the following statement:
“We declare that VTB Bank (Europe) SE – in accordance with the
circumstances known to the Management Board at the time when
the aforementioned transactions were realised – received adequate
consideration for each transaction. The company was not disadvantaged
by any measures undertaken or omitted.”
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From its headquarters in Frankfurt am Main, VTBE served the European
markets centrally during the reporting period, with Germany as its core
market. Furthermore, the focus was on the region of Central and Eastern
European countries, among other areas. In addition, isolated business
activities were carried out in the Northern European region. The existing
market-specific expertise with a focus on Eastern and Southern European
business is primarily concentrated in the Vienna branch.
Opportunities arising from political changes to market conditions
Customer relations are being put to the test by the continuing sanctions
policy of the USA as well as by EU policy.68 With Brexit completed on
31 December 2020, a trade agreement has been reached between the EU
and the UK. However, the provisions of the agreement apply to financial
services to only a limited extent. From a regulatory perspective, the UK has
been a third country since January 2021. Financial service providers based in
this country do not have free access to the entire European Economic Area.69
This creates opportunities for the bank to attract new customers as well as
to find business opportunities.
Opportunities due to enhanced visibility
VTB Direktbank has been increasingly able to establish itself in Germany,
and thereby contribute to VTBE’s business performance. VTB Invest as
a digital asset formation service for private customers was expanded in
the reporting period.70, 71 This is also reflected in the Wealth & Investment
Management segment. The customer base grew from 285 customers in
2019 to 634. In this context, assets under management rose by EUR 5.8 million
to EUR 9.4 million in the period under review. Greater visibility is achieved
thanks to performance marketing and the expansion of the affiliate
network72, 73 in cooperation with external marketing agencies.

risk hedging purposes, which are included in the management of the banking
book. Furthermore, VTBE is implementing new products in, among other
areas, the trading book, as part of the New Business Forum.74 Building on the
existing infrastructure, these can be offered to customers after successful
approval. This means that there is also the possibility of a constant expansion
of the product range in the future.
Given the Covid-19 pandemic and the change in the market environment, the
bank introduced urgent measures in this business area. VTBE continuously
assesses individual loans as to the probability of default.
Regular communication also occurs with customers in order to identify any
disruptions at an early stage. Furthermore, the bank is participating in the
various support programmes in the respective countries where the bank’s
customers are active, in order to work together with its regular customers in
finding targeted solutions to overcome the pandemic.
VTBE expects the market environment for its business to remain challenging in
2021. It will continue to constantly monitor the dynamic market situation and
initiate further measures to strengthen the business where necessary. The new
and changed market environment could also create opportunities to generate
new business, although this is difficult to gauge.
RISK REPORT
Regulatory framework
The numerous regulatory innovations from the Basel packages (essentially
CRR-II) over the last few years (including the Fundamental Review of
the Trading Book, and the introduction of the new standard approach for
counterparty credit risk, the SA-CCR) will necessitate various projects at
VTBE in 2021.

Opportunities for the future
VTBE aims to increase its business opportunities, particularly in the
pan-European market. As in previous years, VTBE has concluded FX swaps for

68 Sanctions Committee, Client Review on the part of Client Coverage
69 https://www.bundesbank.de/de/aufgaben/bankenaufsicht/einzelaspekte/brexit-bezogene-informationen-fuer-finanzinstitute/
brexit-bezogene-informationen-fuer-finanzinstitute-597826
70 www.vtbdirekt.de
71 https://www.vtbdirekt.de/news-blog/news/vtb-invest-2021-erneut-von-extraetf-ausgezeichnet/
72 https://www.facebook.com/VTBDirektbank
73 https://www.finanztip. de/jede-woche-neuder-finanztip-newsletter/kw202040/
74 See,explanation of “New Business Forum” (NBF). p. 20
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In addition, the topic of harmonising the requirements of international and
national regulators continues to be present. This includes the introduction
of the so-called normative perspective in 2020 as an additional steering
function alongside the existing economic perspective, as this has already
been envisaged for some time as part the integrative process of German and
European standard setters.
In addition, VTBE drew up a restructuring plan in accordance with simplified
requirements at the request of the Federal Financial Supervisory Authority
(BaFin), Bonn, during the course of the year.
General risk management approach
VTBE’s business orientation is historically based. The business model is
based on a clear focus on foreign trade financing and clearing in Europe
and selected CIS states. The bank’s specific risks are derived from its
business profile, target markets, and extent of market penetration.
The bank’s orientation leads to a risk profile in which counterparty default
risk is the main driver. Country risks are also actively addressed and
managed on the basis of its corporate structure and business divisions.
Further relevant risks are reviewed for their materiality as part of the
annual risk inventory and, where necessary, offset against risk cover funds
using economic capital as a model.
VTBE’s risk profile has hardly changed compared to the previous year.
Risk management is based on the risk strategy and the risk appetite
statement, which are consistent with each other and derive 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 reflect VTBE’s risk appetite.
The risk management system aims to meet both business requirements and
legal requirements. Risk management also forms an integral part of the
local and Group-wide strategic planning process within the VTB Group.
Standard management and controlling instruments are deployed for all
types of risk and are continuously refined. The methods, procedures and
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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 take appropriate control measures.
Risk culture
The risk culture is defined in the guiding principles of VTBE’s business
strategy and code of conduct. VTBE fosters an environment in which risks
are identified and consciously managed in order to ensure that decisionmaking processes lead to outcomes 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) below:
“[Risk culture refers to] the norms, attidues and behaviours
related to risk awareness, risk taking and risk management and
controls that shape decisions on risks. Risk culture influences the
decisions of management and employees during the day-to-day
activities and has an impact on the risks they assume.“
VTBE’s risk culture extends beyond its governance framework and
established controls. The continuous development of the risk culture is an
ongoing task for all VTBE employees and managers. The corporate values
adopted by the Management Board, which summarise VTBE’s fundamental
values and guidelines, form the framework for action. These include a
needs-oriented management development programme, a compensation
scheme 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

Governance and organisation of risk management

The leveraging of economic opportunities as well as the targeted
assumption of risks, taking economic expectations into account, forms
an essential part of VTBE’s business purpose. The activities deriving from
the business model require the ability to identify, measure, assess and
report on such risks. Moreover, the adequate supply of liquidity and the
corresponding hedging of risks with equity capital is a prerequisite for
any successful operation underpinning banking business.

The Management 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, as well as the Risk
Appetite Statement.

In line with the principle of a prudent risk culture, in all activities, risks
are only assumed to the extent necessary and acceptable in order to
achieve the business policy objectives, and to the extent that VTBE
has an appropriate understanding of (and expertise in) measuring and
managing such risks.
For this reason, the Management Board of VTBE has defined a risk
strategy for the main risks arising from the business strategy. The risk
strategy comprises the main risk-bearing business activities as well
as the guidelines, objectives and types of risk management, including
the requirements for tolerating and avoiding risks, and measures for
achieving objectives.
The annual updating of risk strategies is linked to the strategic planning
process and is conducted by the Risk Controlling, Finance and Business
Management departments.
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 utilised by banking regulators in the context of disclosure.
Our Risk Appetite Statement (RAS) contains risk policy guidelines
concerning VTBE’s risk appetite. The guidelines it sets out provide
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 upon at regular intervals. These key figures comprise the
bank’s risk-oriented performance indicators.

Risk management is based on so-called lines of defence (“3 Lines of
Defence“ concept), which are interconnected and embedded in 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 Management Board in order to
ensure the clear allocation of responsibilities, to ensure rapid information
and escalation channels, and to safeguard decision-making powers for the
bank’s risk management function.
“3 lines of defence” concept
The model of the three lines of defence concept clarifies the understanding
of risk management within VTBE, and establishes 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:
1. First line of defence
represents the individual business unit that independently assumes, and is
responsible for, risks in the context of strategic papers, the Risk Appetite
Statement (RAS), and the written rules of procedure. The First Line of
Defence reports to the Management Board.
2. Second line of defence:
establishes and develops a risk management framework; the second line
of defence utilises this framework in order to monitor risks and compliance
with the strategic papers, including the RAS and associated limits, and
reports related risks to the Management and Supervisory boards.
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3. Third line of defence:
examines and assesses the structural and procedural organisation as well
as risk processes for the entire bank for appropriateness in a processindependent manner; reports to the Management and Supervisory board
as well as the Audit Committee, and communicates with external control
bodies.
The Supervisory Board monitors the management of the company,
including through both quarterly risk reports and the internal control
system (ICS). External auditors and the banking regulator form the external
control environment, whereby the regulator specifies key audit points for
the auditors as required, and the auditors notify the regulator of the results
of their audits of the annual financial statements and any special audits.

•

Risk Committee
The monthly Risk Committee assists the Management Board in
fulfilling its oversight responsibilities in relation 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 in the context of
strategies determined by the Management Board.

•

Asset Liability Committee (ALCO)
The monthly ALCO is responsible for the asset-liability structure, and
particularly for the bank’s liquidity management and funds transfer
pricing.

In addition, the following organisational bodies exist within VTBE:
Internal committees and functions
•

New Business Forum (NBF)
The NBF is primarily responsible for the introduction of new
products and entry into new markets, ensuring that all the necessary
preparations are made. In this manner, the NBF aims to create
transparency for decision-makers in relation to associated risks.
Project Office Committee (POC)
The POC is responsible for approving VTBE’s respective initiatives
and projects. This is to ensure that decision-making regarding the
bank’s various resources (budgetary and resource-related) remains
transparent.

The clearly defined organisation of the risk management process aims to
ensure the operational efficiency and efficacy of risk management. A total
of five key committees are responsible for overall risk management and
bank management at VTBE:
•

Audit Committee
The Audit Committee, which meets monthly, assists the Management
Board in fulfilling its oversight responsibilities with respect to
monitoring and remediation of findings within the scope of
internal / external audit and external inspections / addressees.

•

•

Credit Committee (including the Problem Loan Committee)
The weekly Credit Committee makes 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 subject to intensive management, and which comprise
problem exposures.

The functional scope and organisation of these bodies are described in each
body’s Committee Policy and Terms of Reference. VTBE has implemented
the requirements of the Minimum Requirements for Risk Management
(MaRisk) by assigning the monitoring and control of the bank’s risks to the
Risk Controlling area, which performs the tasks of risk controlling, as well as
to the other areas, including Compliance.

•

Engagement Committee
The weekly Engagement Committee occupies an upstream position
in relation to the Credit Committee. The committee is responsible
for early analysis as part of business initiation. 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 controlling
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The Risk Controlling area supports the Management Board in relation to all risk
policy issues, particularly the structuring and monitoring of the risk strategy.
Risk Controlling is independent of other areas, and especially of the bank’s
front office operations.

Risk Controlling is mainly 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
the strategic capital planning process. It includes the early identification,
recording and internal monitoring of all material risks, as well as the
implementation of measures to mitigate risks. In addition, Risk Controlling
reports risks to the Management Board, the Supervisory Board, the VTB Group as
well as relevant external addressees, including as part of the Risk Committee.
VTBE’s Risk Controlling area specifies the risk measurement methods to be
applied, and coordinates their implementation with all the areas involved.
This is to ensure consistent risk capital management. Risk Controlling
also prepares the bank-wide risk reporting system, which records all
material types of risk on the basis of predefined minimum standards using
coordinated methods.
Regulatory and economic capital adequacy
Capital adequacy management forms an integral part of the bank’s
management. Capital adequacy is defined as the sufficiency of equity
capital to cover the risks incurred, whereby both the internal economic
perspective and the regulatory perspective are taken into consideration.
While the economic perspective takes into account the Minimum
Requirements for Risk Management (MaRisk) and corresponding published
guidelines, the so-called “Pillar I” regulatory perspective takes into account
the requirements of the Capital Requirement Regulation (CRR) and national
regulations implementing the Capital Requirement Directive (CRD).
The management of economic and regulatory capital adequacy is based on
internal target values. In order to avoid unexpected burdens on the target
values and capital ratios, and to ensure that risks unfold in line with the
strategy, economic limits are set annually in the strategic planning process
on the basis of the planned risk-weighted assets, among other factors.
This process leads to effective demand planning for the economic and
regulatory capital required at VTBE. This is then further coordinated within
the Group-wide strategic planning process.

The integration of economic risk capital requirements planning into the
strategic planning process aims to achieve a link between the risk strategy
and the business strategies for capital-backed risk types.
VTBE’s risk-bearing capacity concept is based on the economic perspective.
The economic perspective corresponds to a purely internally defined view,
and is based on the “Supervisory assessment of internal bank risk-bearing
capacity concepts and their procedural integration into overall bank
management (ICAAP – realignment)” published by the German Federal
Financial Supervisory Authority (BaFin) in 2018.
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). This enables VTBE to pursue
the objective of securing its assets long-term, and to thereby protect
creditors from financial losses. The concept is based on a near-presentvalue approach, in which the aggregate risk cover (ARC) is adjusted
for hidden reserves and charges, among other items, starting from the
regulatory capital. The RCR is compared to the ARC over a (rolling) one-year
time horizon.
In 2020, the economic perspective of risk-bearing capacity was
supplemented by the normative perspective as defined in the RBC
guidelines. The normative perspective is based on Pillar 1 capital ratios,
and takes into consideration a period of at least three years on the basis of
strategic business planning. Interactions both from and with the economic
perspective were also included. The objective of the normative risk-bearing
capacity is to comply with VTBE’s minimum regulatory capital requirements
in order to safeguard the bank as a going concern (in accordance with the
going concern concept), both in the consideration of the basic planning
and in adverse scenarios diverging from it.
Risk identification
The relevant risk types are identified and examined in relation to
their materiality as part of the annual risk inventory. Potential risk
concentrations are also identified. 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 taken during the course of a financial year as required,
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in order to identify possible material changes in the risk profile during the
year in question.

compared with the corresponding risk cover funds for the purposes of
capital adequacy utilisation and analysis.

In 2020, the following risks were designated as material and included in
the risk-bearing capacity:

Risk assessment and risk management

•

Counterparty default risk (including country risks)

•

Market price risk

•

Liquidity risk

•

Non-financial risk (primarily operational risk)

•

Other risk types (primarily business risks)

The most significant concentrations of risk and return exist in relation to
counterparty default risk. However, these are taken into account in the riskbearing capacity calculation.
Risk measurement
VTBE applies the Value-at-Risk (VaR) approach as the central measure for
quantifying risks. VaR is defined as the absolute loss in value of a defined
risk position that is not exceeded with a previously defined probability
(confidence level) within a fixed period (holding period). 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 %.
VaR quantifies potential losses. A risk capital requirement (RCR) is then
derived from this, taking into consideration the characteristics of each type
of risk. In principle, risk measurement is based on mathematical-statistical
methods. If sufficient data or models are not available, thereby rendering
impossible the statistical modelling of the risks in the manner envisaged,
quantification is determined on the basis of scenario analyses. In general,
the risk capital requirement corresponds to the loss potential 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, the
bank refrains from potentially considering diversification effects between
the risk types. The total capital requirement calculated in this manner is
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The aim of risk assessment and management is to ensure compliance with
the capital adequacy requirement, and to review the strategy specified
by the Management Board in relation to its implementation. In particular,
potential action measures must be identified in good time. In order to
quantify the utilisation of the economic capital that has been made
available, VTBE compares the aggregate risk cover under capital adequacy
with its material risks. The absolute values of each significant risk are
presented and quantified.
The limit system serves as the basis for ensuring capital adequacy. Only
part of the available aggregate risk cover is made available for limiting
RCR (overall economic limit). The overall economic limit is analysed by
individual risk types (risk type limits), in order to prevent inconsistencies
occurring in the risk profile. Counterparty risk, in particular, as the largest
risk type, continues to be managed in accordance with structural volume
limits, including, for example, a limit on exposure to Russia, a breakdown
by core / non-core counties (reflecting the strategic target markets), a limit
on the real estate financing segment, and volume restrictions on individual
counterparties.
The management of risk concentrations is ensured by means of portfolio
analyses. Moreover, risk concentrations occurring within a risk type (intrarisk concentrations) and risk concentrations arising from the interaction
of different risk types (inter-risk concentrations) also form the subject
of review. In addition to this, 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. 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 and
hypothetical narrative. Such stress tests are utilised in order to check
whether the capital adequacy or the viability of the business model is
ensured – including under extreme economic conditions – or whether
any countermeasures are necessary. In addition, inverse stress tests are

performed. These tests examine, conversely, which events could jeopardise
VTBE as a going concern.
Furthermore, early warning indicators for macroeconomic and idiosyncratic
risks are regularly analysed. These have remained virtually unchanged for
the current financial year. Trends in exchange rates, the oil price as well
as credit default premiums are monitored in order to include a market
assessment in the consideration of possible risks in the overall view, in
addition to the bank’s own assessment of the situation. Besides the rouble
exchange rate, which can have a bearing on Russian corporate profitability,
the level of the key interest rate is also an indicator of trends in target
markets.
Risk reporting
VTBE utilises the following reporting formats for internal communication of
the risk situation:
•

Key-Risk-Indicators (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 risk
report also presents detailed trends within individual risk types.

•

Risk report extended (quarterly):
The (monthly) risk report is supplemented by additional information
on the normative perspective, credit risk (including loan loss
provisions, watch lists), and the analysis of 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 regulatory and economic key figures and their composition can be
provided by the bank on a daily basis, and can thereby generally also be
utilised for risk assessment and management on an ad hoc basis if necessary.
Risk reporting for management purposes is increasingly generated using
automated technology. The preparation processes are sufficiently flexible,
including in crisis situations, in order for the bank to be able to act according
to the situation on the basis of reliable data.
The determination of the risk coverage potential is based, as a matter of
principle, on current regulatory requirements, and is included in the same
form as in the report pursuant to the German Financial and Risk-bearing
Capacity Information Directive (FinaRisikoV). The risk capital requirement
and the economic utilisation on the corresponding reporting dates are also
shown.
The following table shows the risk coverage potential in the economic
perspective according to the FinaRisikoV report as at 31 December 2020
compared to the previous year’s reporting date.

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

31 / 12 / 2020

31 / 12 / 2019

1,127

1,113

659

570

58.4 %

51.2 %

The following table shows the economic utilisation of the corresponding risk types according to the FinaRisikoV report, and the limit set against them for
the 31 December 2020 reporting date.

EUR million as at 31 / 12 / 2020

Risk capital requirement

Economic limit

Economic utilisation

Credit risk

433

680

63.7

Market price risk

143

200

71.7

Liquidity risk

-

-

Operational risk

51

80

64.0

Business risk

31

40

77.9
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The management of individual risk types is described in more detail below.

RISK TYPES

MACROECONOMIC RISKS AND RISK TYPES

Counterparty default risks

Macroeconomic risks

VTBE defines counterparty default risk as the loss due to the default or
deterioration in credit quality of a business partner (borrower, issuer,
counterparty). The classic lending business corresponds to the commercial
lending business, including financial guarantees and credit approvals.
This constitutes by far the most significant risk at VTBE. In addition to
classic credit default risk, migration risk and liquidation risk, the model
also takes concentration risk and country risk into consideration.

The central banks’ expansive monetary policy continues to exert a
significant influence on trends in international financial markets.
Taking into account the numerous packages of measures taken by the
central banks to overcome the Covid-19 crisis, the low interest rate phase
will remain for many years to come, and will consequently have a lasting
bearing on earnings opportunities in the classic banking business. The
extent of such developments cannot be precisely quantified at this stage.
Possible consequential effects, including increased credit default risks
due to reduced or non-existent earnings opportunities in certain sectors or
individual companies (including tourism, transport, entertainment / trade
fairs), which are associated with higher national debt levels, cannot be
ruled out.
In addition, global growth risks continue to arise from the numerous
geopolitical trade conflicts. While the new political leadership in the USA
has sporadically sent out positive signals with regard to transatlantic
engagement, specific measures have yet to be implemented. Additional
uncertainties remain in connection with Brexit and its specific form in 2021.
As far as VTBE is concerned, the existing economic sanctions against Russia
and the VTB Group, in particular, are noteworthy negative factors requiring
a far-sighted business policy. In this context, the bank has considered the
general conditions that have existed for years, and has aligned its business
and risk profile accordingly. As part of a continuous process of portfolio
optimisation, the bank continues to pursue a conservative risk policy.
The fact that VTBE is able to successfully maintain its business model in
terms of a steady annual profit, despite difficult market conditions and
additional regulatory requirements, is also evident in its rating trend75:
notwithstanding ongoing sanctions and the strained macroeconomic
situation, the bank’s rating has been assigned a stable outlook, as in the
previous year.

75 Private rating
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The bank’s risk strategy sets out the requirements and guidelines for
entering into credit risks, and for related exposures. VTBE makes credit
decisions on the basis of its own analyses and assessments as part of credit
quality analysis, which includes qualitative and quantitative customer data.
The analysis follows a periodic schedule, and takes into consideration
accounting standards and other factors such as the borrower’s economic
sector.
Responsibilities in the credit process are clearly defined from application
through to approval and processing (including periodic credit monitoring
with regular credit quality analysis), and documented in written rules and
regulations. The decision-making powers are set out in the respective
competency regulations, which are based on the lending transactions’ risk
content. A workflow management system maps the two-approval process
required for granting a loan, all the way through to the final rating and
decision. This includes the appraisal and monitoring of collateral. The bank
handles problem loans, intensively managed loans, and restructurings in
separate credit processes.
VTBE controls credit risk by, inter alia, grouping issued loans to a rating
category based on credit quality. In the year under review, borrowerspecific probabilities of default were based on a thirteen-stage internal
rating system calibrated to external ratings from Standard & Poor’s. This
enables risk-adequate pricing of credit risk premiums. The corresponding
default probabilities were thereby based on realistic and current values
obtained from an external service provider. The appropriateness of the
methods utilised in credit risk is reviewed regularly.

Stringent qualitative and quantitative criteria are applied when any
collateral is taken into consideration. Internationally recognised appraisers,
among others, are used for rating collateral, with such ratings being
confirmed through internal market monitoring (e.g. including any further
safety discounts). In accepting collateral, VTBE does not assume total
defaults on funds extended to its borrowers or borrower entities. As far
as “loss-free valuation” is concerned, the bank has refrained from the
formation of balance sheet valuation units pursuant to Section 254 HGB.

VTBE manages country risk by monitoring based on its own risk
assessments, assessments by the VTB Group, and external ratings.
Limits by volume are set by the relevant committee on the basis of the
specifications of the risk strategy and the risk-bearing capacity.
The specific country risk is already taken into account 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.

To calculate an expected credit loss, the bank assumes a credit volume
in the amount of the net exposure, which also takes loan collateral into
account. The so-called expected loss (EL) is calculated by multiplying the
probability of default (PD) of the corresponding borrower’s rating grade by
the associated exposures at default (EAD) and a loss given default (LGD).
The bank applies this expected loss 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 liquidation risk, the credit portfolio model also takes into
account various concentration risks (counterparty and country or sector / industry
concentrations) when determining risk capital.

The assets are distributed primarily among three areas of activity and
target regions: Germany, Russia (and the CIS states), as well as customers
and counterparties in Europe. In trade finance, the bank pursues a “followyour-customer” approach (see remarks above), enabling it to focus on new
countries. As VTBE seeks only low-risk business in these new countries
(mainly foreign trade financing with corresponding guarantees), and
the bank does not have a long-term commitment to such countries, this
represents solely an addition to the portfolio rather than a fundamental
reorientation of the bank.

With regard to non-performing loans, a loan loss provision is formed
using the specific loan loss provision method. As a matter of principle,
VTBE follows the default definition presented in the Capital Requirements
Regulation (CRR). Specific loan loss provisions are formed in the amount
of the difference between the book value and the net present value of the
expected payments, including proceeds from collateral, provided the book
value of the receivable exceeds its present value.
As far as latent risks in the portfolio are concerned, general loan loss
provisions are also formed for borrowers’ risk of default. The amount of the
general loan loss provision is calculated, in principle, by multiplying the
credit volume of all loan exposures for which no specific loan loss provision
has been formed, less the relevant collateral, by the loss given default
(LGD), the probability of default (PD), and the period between default and
identification of default (loss identification period, LIP). Consistency is
always ensured between the parameters applied in risk provisioning and
those applied in internal management.

Within the counterparty default risk, the bank also takes into account
concentration risks, which can occur in the form of individual securities, or
entire countries and industries. These are also included in the risk-bearing
capacity.
The bank performs stress tests and sensitivity analyses on a quarterly basis.
The bank’s own stress test scenario covers a possible severe economic
downturn in Russia due to trade embargoes and geopolitical disputes.
In addition, the 2007 / 2008 financial crisis (Lehman crisis) is simulated as a
historical stress test.
In the context of COVID19, starting from 1Q2020, Credit Risk Management
have taken the below measures:
•

Rating downgrades of counterparties in what we consider to be the
most affected countries and industries;

•

Underwriting standards tightened on new transactions related to real
estate and other affected Industries
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•

Unutilized limits reviewed

•

Restricting trading activities, including the taking of collateral, for
what we consider to be the most affected industries (e.g., airlines,
air services, tourism, hotel etc.)

•

Risk and Credit Committees of VTBE as well as Group Risk properly
informed about possible impact on portfolio from COVID19 and about
measures taken.

In addition, CRM have developed the COVID19 list which includes
information on all requests on deferrals, waivers of covenant breaches
from counterparties due to COVID19. The database update is provided
to Credit Committee of VTBE on a weekly basis. Each such request is
approved by Credit Committee separately, including information on impact
of COVID19 on counterparties performance. Where needed, the clients are
classified as Forborne and intensive monitoring is applied.
Market price risks
VTBE has met the regulatory criteria of a trading book institution
since 2019. The bank’s trading strategy is to generate profits primarily
through client transactions and structuring margins. Open market price
risk positions from the primary business activity derive mainly from the
customer business, and from maintaining securities portfolios for the
customer business, among other factors.
Market price risk in the narrower sense refers to the risk of a loss that can
occur as a consequence of adverse changes in market prices or parameters
that influence prices (market liquidity risk is subsumed under the
definition). For VTB Bank (Europe) SE, interest rate fluctuation, currency
and spread risks are mainly relevant. Nevertheless, trading book activities
and, in particular, the associated risks are still manageable in relation to
the overall risk position.
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 trading business are hedged within
the limits set, and the risks from liquidity management are generally
minimised. VTBE is also exposed to interest rate risks from asset values
and liabilities as part of the customer lending business.
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As far as foreign exchange risk is concerned, VTBE generally pursues a
fully matched currency refinancing strategy. For this reason, it enters
into currency swaps, among other arrangements, solely for purposes of
currency procurement, rather than for speculative purposes. The foreign
exchange swaps are generally not anticipatory hedging relationships,
as US dollar procurement is matched at all times by portions of the loan
portfolio that cannot be covered by other US dollar liquidity sources.
Foreign exchange risks are limited by position and stop loss limits within
narrow bands which are monitored daily. From the bank’s perspective,
foreign currency risks arise from exchange rate fluctuations in the event of
currency mismatches between refinancing sources and lending.
Such risks can take the form of lower interest and principal repayments
by the customer, or an increase in the cost of foreign currency liabilities.
Market price fluctuations with currency swaps can also lead to risks,
and replacement risks can occur through default on the part of currency
swap counterparties.
At VTBE, spread risks arise primarily from the holding of securities portfolios
for customer business. The risks assumed in the customer trading business
are actively managed. In this context, migration risks do not form part of
operating, short-term value-at-risk management, but rather form part of
strategic risk capital requirement management.
Analogously to credit risk, market price risk is managed with value-at-risk
(in 2020, the so-called “stressed VaR” was also introduced, which is also
included in the risk-bearing capacity calculation). The VaR model does not
represent the maximum potential loss that can occur in extreme market
situations, but is based on a historical period of 506 trading days. VTBE
creates market scenarios based on historical simulation. Holding periods
of one day or ten days are used for operational risk management. For the
economic perspective of risk-bearing capacity, a holding period of one year
is assumed for purposes of consistency.
With regard to an overall value-at-risk, VTBE calculates a value-at-risk
for each of the market price risk subtypes (e.g. interest rates, FX, spreads)
separately for trading portfolios and non-trading portfolios. The value-atrisk for the non-trading portfolios includes the risk in the non-trading book.
Migration risk is not a separate risk type in the short-term perspective.
The risk of changes in credit quality is captured here in the spread risk.

The procedures the bank applies to quantify market price risk on an
ongoing basis are subject to regular validation. In addition, regular
back-testing is performed in order to check the forecasting quality of such
procedures. This usually involves comparing the daily changes in portfolio
value with the value-at-risk figures calculated on the basis of the risk
modelling. Risks from extreme market events are mainly observed during
stress tests. The crisis scenarios on which the stress tests are based involve
the simulation of large fluctuations in risk factors, and serve to highlight
potential losses that are generally not captured by the value-at-risk. In the
stress tests, both extreme market movements that have actually occurred
in the past and crisis scenarios that are assessed as economically relevant
– irrespective of the market data history – are assumed. The crisis scenarios
used for this purpose are regularly reviewed for their appropriateness.

In order to mitigate liquidity risk, the bank finances its lending business at
matching maturities, where this makes business sense. As past years have
shown, through the membership in the private deposit protection fund,
substantial funding can be raised as part of the “direct bank” in the form
of customer deposits. This refinancing option has also proven its worth in
periods of financial market crisis, and has proved to be extremely stable.
Refinancing in the US dollar area can also be secured through sufficient
credit lines for currency swaps with other banks.

Within VTBE’s trading division and Treasury area, risk management
based on value-at-risk is supported by limits oriented to sensitivities and
scenarios, as well as by stress test limits.

In addition, the bank measures and monitors liquidity risks in various ways:
in addition to the management of cash flows, reports on the liquidity
situation are also distributed during the course of the day. In particular,
liquidity in loro accounts can be measured on a continuous basis, enabling
the bank to quickly address unplanned liquidity flows.

With regard to the calculation of “interest rate risk in the banking book”
(IRRBB), VTBE applies the two regulatory methods Net Interest Income
(NII) and Economic Value of Equity (EVE). Compared to the EVE, the NII
method is not present-value-oriented, and measures the profit and loss
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 complies with the requirements of BCBS 238 and the current
BaFin Circular 06 / 2019 (BA).
Reporting on market price risk occurs as required, and is conducted on a
daily basis with the corresponding approval by the trading area, or on a
monthly basis with approval by the Treasury area (for the IRRBB).
In addition, aggregate reports are compiled on a weekly and monthly
basis, which, among other items, form part of the risk report of VTBE.
Liquidity risks
The bank defines liquidity risk as the risk of being unable to procure required
cash, or of only being able to do so at increased cost (refinancing risk is already
subsumed here); intraday liquidity risk76 represents a subtype in this context.
This describes the risk of a lack of liquidity in relation to intraday payment
obligations. The bank’s liquidity risk is considered material, and is discussed on
an ongoing basis at Risk Committee and “Asset and Liability” meetings.

Due to its business structure, VTBE distinguishes between short-term
liquidity risk, which is managed and monitored daily by the Treasury area,
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.

VTBE manages its liquidity through a system of regulatory (LCR, NSFR) and
economic ratios (including LAB, stressed LAB). The Bank reports a ratio of
143.3% (previous year: 141.4%) for the NSFR and an LCR of 186.9% (previous
year 129.5%) as of the closing date December 31, 2020.
During the year under review, the bank maintained sufficient short-term
liquidity to meet its short-term liabilities at all times.
VTBE calculates scenarios that offer a preview of the near future based on
realistic planning assumptions. For example, on the basis of the contractual
agreements, it forecasts the extent to which a sudden outflow of liquidity
could affect the bank’s solvency.
In turn, corresponding funds from the bank’s own bank balances, receivables
from money market transactions, collateral held with the Deutsche
Bundesbank, and mandatory funding credit for a potential liquidity
bottleneck must at least cover any shortfall as part of a stress-test scenario.
These stress calculations are specified in the key figure of the “survival
period”. For longer-term liquidity planning, the bank applies a standard
group model for monitoring and managing liquidity.

76 Market liquidity risk is defined within the market price risk.
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For this purpose, the bank divides the assets and liabilities into
corresponding term bands so that measures affecting liquidity can be taken
at an early stage by means of a funding matrix. Here, too, corresponding
scenarios are considered in which high discounts are applied to securities in
the liquidity reserve in order to cover potential liquidity gaps. The results in
the year under review did not exhibit any overruns of the limits.
A separate emergency plan defines the procedure in the event of liquidity
shortages. The bank can respond appropriately to specific risks by means of
competency regulations and substitute staffing measures, as well as defined
communication channels and options for action.
The Liquidity Coverage Ratio (LCR), which was transposed into applicable
law in the Basel framework and with the CRR and Delegated Regulation (EU)
2015 / 61, and the Net Stable Funding Ratio (NSFR), which is based on the
Basel III framework (BCBS 295), supplement VTBE’s internal liquidity risk
management.
VTBE has defined an internal floor for both the LCR and NSFR of 120 % and
110 % respectively, with a target level of at least 120 % and 115 % for both
ratios. In the period from 1 January 2020 to 31 December 2020, both ratios
stood significantly above the internally defined lower limit. The limit on
maturity transformation was also complied with at all times. The high values
are explained not least by the fact that VTBE refrains from the incomegenerating investment of surplus liquidity in order to additionally ensure
liquidity supply.
Operational risks
In accordance with the definition of the CRR, VTBE defines operational
risk as the risk of losses occurring as a consequence of a failure of internal
procedures, people or systems, or as a consequence of external events.
The definition includes legal risks, but does not include strategic risks,
business risks and reputational risks.
Loss events are documented in each case by the relevant department’s
OpRisk officer, and submitted to the Risk Controlling department via a webbased application. The loss events are collected there and evaluated. A loss
event database ensures continuous tracking and review. In addition, a bankwide Risk and Control Self-Assessment (RCSA) is carried out annually for the

regular identification of sources of risk in the area of operational risks, and is
supplemented by a top-down perspective on the part of the management, in
addition to the divisions’ bottom-up perspective.
As part of the risk-bearing capacity calculation, the determination of the
risk capital requirement follows the Pillar I regulatory approach. Based on
this measure, the result is adjusted using a scorecard approach in relation to
current risk-relevant influencing variables, such as the results of the current
self-assessment.
Loss events are regularly reported to the Risk Committee and the Supervisory
Board. In the event of serious incidents, the relevant individuals are informed
by ad hoc notification in order to be able to initiate any necessary measures
in a timely manner.
Other risks
Business risk is defined as the risk of insufficient profits, or even losses, due
to uncertainties (such as increased competition). In particular, this includes
the risk that losses cannot be covered on a purely operational basis due to
changes in the most important general conditions (such as the economic and
product environment, customer behaviour, the competitive situation).
It is assumed that income trends attributable to other material risk types are
not taken into account. Business risk is consequently defined as having as
little overlap as possible with the other risk types.
VTBE has adopted a forward-looking scenario-based approach to measuring
business risk in relation to risk-bearing capacity. Business risk is consequently
expected to comprise the divergence of the result in unfavourable scenarios
based on an assumed trend in risk factors (volumes, margins and costs),
which are generally based on the strategic business plan.
Summary and outlook
In the year under review, all material risk types were reviewed and adjusted
where necessary. All key control-related – both economic and regulatory
– indicators also stand at a sufficient level, and enable VTBE to pursue all
relevant business activities.
The worldwide outbreak of the Covid-19 virus has negatively impacted
global supply chains within the context of an overall weakened global
economy, which is also associated with reduced new business levels for

34

VTBE. Overall, this led to a slight increase in the risk situation for VTBE,
which will be reflected in the bank’s various risk indicators (including an
increased average default probability and higher risk capital requirements),
among other areas. Nevertheless, no Covid-19-related defaults occurred
during the financial year under review. Notwithstanding this, increased
provisioning requirements may become necessary at a later date, particularly
as a consequence of deferred repayments, rating migrations and defaults
by customers in sectors and regions particularly affected. Nevertheless, the
bank assumes that, under the current conditions of increased stress, VTBE
will remain 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 recorded marked contractions in the 2020 financial
year.77 In particular, after the first wave of Covid-19 infections in March and
April, economic activity worldwide contracted.78 This first wave was followed
by a period of recovery, which was, however, burdened by great uncertainty
concerning the further course of the pandemic.79 Companies are holding
back on their investment activities, and private households are also showing
little willingness to make major purchases.80 Due to the period in spring
when purchasing power accumulated, private consumption is in evidence,
although at the same time being held back by higher unemployment and
income losses.81
Given these factors, experts forecast economic growth of 5.9 % for 2021 and
3.7 % for 2022.82 World trade is also anticipated to increase slightly in the
coming years, with growth of 5.7 % expected for 2021 and 3.1 % still expected
for 2022.83
In this context, active fiscal policies and stabilisation measures have played
a crucial role in enabling business to recover in many advanced economies.84
Examples include support for individuals who have lost wage income due
to Covid-19, and assistance for companies that have encountered liquidity
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shortages due to revenue foregone.85 However, state support combined
with a lack of revenue signifies large deficits in many countries’ treasuries.86
Moreover, the concern exists that companies will have to file for insolvency
once financial support from government ends, leading to more job losses.87
Simmering trade conflicts are identified as a further risk for the global
economy, especially those between the USA and China.88 An underlying
trade conflict between the USA and the European Union could also weigh on
the economy in the future.89
In the USA and Japan, IMF economists expect the direction of the economy
to turn from negative to positive, to reach growth of 3.1 % (USA) and
2.3 % (Japan) in 2021.90 A significant increase to 5.2 % is forecast for the
Eurozone.91 Emerging markets are also expected to expand significantly
again, with China leading the way with growth of 8.2 % in 2021.92 Economic
processes in China normalised more rapidly, to the country’s subsequent
benefit.93 In other emerging markets, the ongoing pandemic, combined
with overburdened healthcare systems, could quickly lead to further market
plunges.94 Regional differences are evident, with many South American
countries suffering losses. However, production was also down in the Middle
East, Central Asia and the sub-Saharan region.95 Latin America and the
Caribbean is forecast to expand by 3.6 % in 2021, the Middle East and Central
Asia by 3.0 %, and the Sub-Saharan region by 3.1 %.96
The USA has once again adopted a more expansive fiscal policy course in
order to support the economy.97 The federal funds rate was set at 0.0 % in
the second quarter of 2020 in the context of the Covid-19 crisis, with this rate
level also expected to continue in 2021.98 The Eurozone’s key interest rate
remained unchanged at 0.0 %, and additional expansionary measures were
approved.99 These include expanded volumes and extended maturities for
bond programmes. In most emerging markets, interest rates have also been
cut in recent months, and stand in a favourable position overall, which is also
related to the effectively depreciating US dollar.100
Overall, leading economists expect the global economy to stabilise in the
medium term.101
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Forecast for Russia
For 2021, the IMF forecasts economic growth in Russia of 2.8 % after a
contraction in economic output of around -4 % in the previous year.102
Inflation rose in 2020, in a pattern similar to other countries with weak
fiscal positions that were hit hard by the crisis.103 Examples include
Argentina, Brazil and Turkey.104 In order to avoid a further uptick in the
inflation rate, the Russian key interest rate was cut to a record low of
4.25 %.105 In addition, the reduced key interest rate is expected to
stimulate growth.
Looking ahead, the World Bank expects private investment and oil exports
to weaken.106 Although oil prices are anticipated to rise in the future, longterm demand for oil after the pandemic is expected to reduce by 5 %.107
The precise level of demand for oil is highly dependent on the further
course of the pandemic, and cannot be determined at the present time.108
According to the World Bank, the Russian banking sector is defying the
pandemic, although the worst may still lie ahead. According to the World
Bank, the Covid-19 pandemic and the associated deterioration in economic
conditions in 2020 have undermined balance sheets in all sectors of the
economy, affected corporate ability to service and repay debt.109 In the
first nine months of 2020, large and medium-sized companies’ earnings
halved compared to the same period last year, with various sectors such
as hotels and restaurants recording losses. SMEs, which account for
one fifth of GDP,110 were hit even harder.111 As a consequence, the World
Bank summarises that the deterioration of the business environment has
severely affected the profitability of Russian banks and the quality of their
assets. It notes that the actual extent of problem loans on bank balance
sheets will become apparent from mid-2021, when the remaining regulatory
“forbearance” measures are due to be lifted.112
According to the World Bank, risks to Russia’s macroeconomic
development and growth arise from both external and internal factors.113
An unpredictable course to the pandemic continues to be identified as
a risk.114 Moreover, long-term economic success depends on continued
support for potential growth industries.115 Increasing competition poses
a challenge to which Russia is responding with product and market
regulations within its own borders.116
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Overall, the World Bank expects government debt to reach about 4.6 % of
GDP in 2020, after a surplus of 1.9 % of GDP in the previous year. Economic
support measures under the Action Plan to Restore Economic Growth and
Disposable Income Growth will continue until 2021. After a stronger fiscal
stimulus in 2020, the World Bank expects Russia’s fiscal consolidation in
2021 and 2022 to be more far-reaching than in other emerging markets,
with consequence that it could slow growth.117
Forecast for the Eurozone
Marked growth is expected in the Eurozone in the coming year,118
reflecting a recovery from -8.3 % to 5.2 %.119 Growth in the Eurozone is
highly dependent on the further course of the pandemic.120 Economists
expect the vaccine rollout to progress over the course of 2021, with
warmer temperatures also contributing to the widespread elimination of
far-reaching restrictions on economic activity in the future.121 In this case,
pent-up purchasing power may drive demand.122 However, the large debts
incurred by the EU during the pandemic for coronavirus support packages
are proving to be a disadvantage.123
Thanks to the extensive support programmes, jobs have been saved,
and companies have been rescued from insolvency.124 As a consequence,
although the unemployment rate at the beginning of this year was higher
than in recent years, it decreased again relatively quickly in the summer
of 2020.125 Nevertheless, the unemployment rate is expected to rise
again in 2021 after the support programmes expire. The IfW forecasts an
unemployment rate of 8.3 % for 2021, and again a slightly improved rate
of 7.2 % for 2022.126
With regard to Germany, where VTB Bank (Europe) SE is headquartered,
economists expect improved economic growth of 3.1 % in 2021 and 4.6 %
in 2022.127
Planning figures of VTB Bank (Europe) SE
Unforeseen events in early 2020 and the lockdown of Europe due to the
global spread of the novel Covid-19 virus have significantly affected the
achievement of our previous targets and plans. These developments
contributed to a deterioration in the risk situation, which was reflected
in various risk indicators for the banking sector as well as for VTBE.
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Nevertheless, VTBE’s monitoring of the regulatory environment, as well
as its management of its existing portfolio and ongoing plans for the 2020
financial year, enabled it to achieve positive results for its shareholders.
The bank has taken steps to safeguard its business operations. The steps it
has introduced include daily review routines.
Business growth for 2021 is planned at a slightly reduced level compared
to the previous year, with net income before taxes of EUR 66.8 million
(2020: EUR 74.2 million). In terms of net interest income, the bank expects
a slight recovery following the previous year’s result, which was adversely
affected by the effects of the novel Covid-19 virus. After a very significant
increase in loan loss provisions in 2020, (EUR 43.1 million) compared to
2019 (EUR -12.3 million), which should also be seen against the backdrop
of the pandemic, the planning envisages a 25% increase in loan loss
provisions for 2021.
Taking into account prior-year performance and the ongoing cost base
challenge, VTBE is planning for a slightly reduced cost income ratio before
impairment of 41.3 % (CIR) (2019 33.4 %; planned 2020: 31.6 %, 2020: 43.9 %).
For 2021, the bank plans a positive return on equity (RoE) of 4.2 % (2019:
10.2 %, plan 2020: 8.2 %, 2020: 4.5 %). The main source of income remains
interest-bearing business, the volume of which is budgeted on the basis of
the previous year’s level. The decrease in total assets from EUR 8.1 Billion to
EUR 6.9 billion is mainly due to the reduction in cash and cash equivalents,
which serve as a source of refinancing for new business replacing maturing
business. Despite the loss in net result caused by the current market
volatility-, compared to the previous year (2020: EUR 19.7 million vs. 2021:
EUR 7.0 million) VTBE expects a positive net result after tax of EUR 46.8 million
in 2021.

In addition, a minimum ratio of 110 % is planned for the Net Stable Funding
Ratio (NSFR) (2019: 141.4%; 2020: 143.3%).
Moreover, business is expected to recover at a slower pace in 2021
following the novel Covid-19 virus, replacing the expiring business with
approximately EUR 2.5 billion of new business with a net increase of
approximately EUR 0.2 billion by year-end 2021. The annual margin for the
corporate and investment business is expected to be 3% in 2021, while the
net interest margin for the bank as a whole is expected to be slightly lower
at 2.9%. The RUB / EUR exchange rate is anticipated to end the year at
86.59 and 1-year IRS rates are forecasted at -0.35% / 0.65% / 4.77% for
EUR / USD / RUB currencies.
The bank anticipates that its liquidity position will be adequate at all times
in 2021, given VTBE’s a significant cash holdings and despite the decrease
to EUR 0.7 billion. Accordingly, it expects inan LCR of at least 120% as of
the balance sheet date December 31, 2021 (129.5 % in 2019, 186% in 2020).128
Despite the current situation, we will make further investments in our
banking infrastructure in 2021 in order to offer our customers an expanded
portfolio of financial products. Our continued objective is to continue to
grow our fee and commission income further, especially from our global
transaction and wealth management businesses. We include here the
provision of securities investment services in the trading book to the extent
that this is necessary for qualification as a securities investment services
institution.
We expect a moderate increase in the number of in the reporting year 2021
Austria and budgeted 16 additional positions (majority in the back office area).

However, the capital base (and Tier 2 capital, in particular) will decrease
by approximately EUR 64 million compared to 2020. The reason for this is
the amortisation of the subordinated loan from VTB PJSC, St. Petersburg,
Russia, which will be further reduced due to a transitional provision (CRR
Article 64 – Amortisation of Tier 2 Instruments). Nevertheless, the bank
continues to expect to meet a total capital ratio (CRR) of 17.6 % by the yearend (2019: 18.1 %, 2020 plan: above 18.0 %, 2020: 20.3 %).

128 The values shown relate in each case to the LCR as of balance sheet date December 31.
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INDIVIDUAL FINANCIAL STATEMENTS
BALANCE SHEET OF VTB BANK (EUROPE) SE
AS AT 31 DECEMBER 2020
Assets
EUR

EUR

EUR

Prev. year kEUR

1. Cash reserve
a) Cash position
b) Balances with central banks

5,005.62

6

1,982,767,311.61

5,117,975

of which: at Deutsche Bundesbank
EUR 1,982,023,463.32 (prev, year EUR thousand 5,117,225)

1,982,772,317.23

2. Receivables from banks
a) due on demand

213,992,599.90

b) other receivables

180,661,100.33

3. Receivables from customers

369,905
394,653,700.23

320,678

4,773,998,556.78

5,481,067

4. Debt securities and other fixed-interest securities
a) Bonds and debt securities
aa) from public issuers

0.00

92,531

of which: eligible as collateral at Deutsche Bundesbank
EUR 0.00 (prev, year EUR thousand 92,531)
ab) from other issuers

388,419,307.69

388,419,307.69

388,419,307.69

131,539

456,722,000.84

216,440

629,711.58

671

400,000.00

400

of which: eligible as collateral at Deutsche Bundesbank
EUR 0.00 (prev, year EUR thousand 0)
5. Trading Book
6. Participations
of which: in banks EUR 446,495.09 (prev, year EUR thousand 488)
of which: in financial service institutions EUR 0.00 (prev, year EUR
thousand 0)
7. Interests in affiliated companies
8. Intangible assets
a) Acquired concessions, industrial property and similar rights and assets, as
well as licences for such rights and assets

28,053,555.53

19,405

9. Tangible fixed assets

4,787,000.46

4,092

10. Other assets

87,772,547.57

145,824

11. Accruals and deferrals
12. Deferred tax assets

Total assets
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28,053,555.53

3,707,822.64

4,662

18,617,395.44

17,286

8,140,533,915.99

11,922,481

Equity and liabilities
EUR

EUR

EUR

Prev. year kEUR

1. Liabilities to banks
a) due on demand

458,109,766.34

b) with agreed term or notice period

609,337,457.82

3,462,467
1,067,447,224.16

966,382

2. Liabilities to customers
a) Savings deposits
aa) with an agreed notice period of three months
ab) with an agreed notice period of more than three months

10,038,171.76
557,992,454.37

16,057
568,030,626.13

495,793

b) Other liabilities
ba) due on demand

2,285,450,572.79

bb) with agreed term or notice period

1,881,481,460.54

2,209,555
4,166,932,033.33

3. Trading Book

4,734,962,659.46

2,466,430

43,722,127.42

46,031

4. Other liabilities

65,657,299.48

76,211

5. Accruals and deferrals

34,410,690.22

43,328

6. Provisions
a) Provisions for pensions and similar obligations
b) Tax provisions
c) Other provisions

35,741,321.00

33,738

77,620.47

39,542

46,143,916.33

7. Subordinate liabilities
8. Fund for general banking risks

81,962,857.80

42,252

970,512,686.90

956,522

58,527,738.79

56,298

of which: special item acc, to § 340e (4) HGB EUR 3,369,297.30
(prev, year EUR thousand 1,139)
9. Equity
a) Subscribed capital

66,467,945.00

66,468

b) Capital reserve

612,239,210.63

612,239

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

Total equity and liabilities

6,646,794.46
208,918,169.70

6,647
215,564,964.16
189,058,511.97

208,918
1,083,330,631.76

117,603

8,140,533,915.99

11,922,481

54,410,991.14

71,655

130,123,095.76

166,133

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 2020
Expenses
EUR

EUR

EUR

Prev. year kEUR

1. Interest expenses
Interest expenses from the bank business

79,968,372.87

less positive interest from the banking business

-4,818,982.03

2. Commission expenses
3. Net expenses from the trading portfolio

81,654
75,149,390.84

-4,971

13,620,091.01

20,486

0.00

0

4. General administrative expenses
a) Staff expenses
aa) Wages and salaries
ab) Social security contributions, pension and Welfare expenses
of which: for pensions EUR 2,976,179.77 (prev, year kEUR 2,270)
b) Other administrative expenses

6,645,908.39

35,809
48,214,152.66

55,941

5. Amortisation, depreciation and write-downs on
intangible and tangible fixed assets

6,694,579.70

4,697

6. Other operating expenses

12,119,773.45

22,174

0.00

0

43,292,000.03

0

0.00

15,549

8. Amortisation and write-downs on receivables and certain
securities as well as additions to provisions in the lending
business
9. Depreciation, amortisation and write-downs on
participations, shares in affiliated companies and
securities treated as fixed assets
10. Expenses from loss absorption
11. Extraordinary expenses
12. Taxes on income and profit
13. Other taxes, if not shown under item 6
14. Net profit for the year

Total expenses

53,526,140.57

5,758
101,740,293.23

7. Allocation to fund for general bank risks
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41,568,244.27

3,533.08

4

0.00

75

2,701,286.15

81,472

540,00

1

71,455,496.03

117,603

326,776,983.52

436,252

Income
EUR

EUR

EUR

Prev. year kEUR

1. Interest income from
a) lending and money market transactions
less negative interest from lending and money market transactions
b) fixed-interest securities and debt register claims
2. Income from profit pools, profit transfer
or partial profit transfer agreements

269,298,847.20
-10,769,502.63

333,588
258,529,344.57
10,165,159.66

-12,567
268,694,504.23

5,352

0.00

0

3. Commission income

23,494,965.31

34,294

4. Net income of the trading portfolio

19,732,581.74

10,252

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

0.00

24,236

6. Income from write-ups of participations, interests in affiliated
other investments companies and securities treated as fixed
assets

0.00

0

14,854,932.24

41,097

0.00

0

326,776,983.52

436,252

71,455,496.03

117,603

7. Other operating income
8. Extraordinary income

Total income

1. Net profit for the year
2. Profit carried forward from the previous year

117,603,015.94

0

3. Unappropriated net profit

189,058,511.97

117,603
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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 with Frankfurt am Main District Court in
Commercial Register B under commercial register sheet (HRB) number 12169.
The annual financial statements of VTB Bank (Europe) SE as at 31
December 2020 have been prepared according to the relevant regulations
of the German Commercial Code (HGB), the German Ordinance Regulating
the Accounting Requirements for Financial Institutions and Financial
Service Providers (RechKredV), and the German Stock Corporation Act
(AktG). The account format was applied as the basis for the profit and loss
account. The statutory offset options for the profit and loss account have
been utilised.
Insofar as information can be optionally included either on the balance
sheet or in the notes to the financial statements, such information has been
included in the notes.

Where credit risks and country risks were identified, allowances and
country risk provisions are formed. In addition, general loan loss provisions
cover potential credit risks. If the reasons for forming an allowance no
longer apply, the allowance is released accordingly.In addition, we refer to
the additionalmeasures taken as a result of the COVID19 pandemic, which
are listed in the risk report as part of the management report.
Securities
Debt securities and other fixed-interest securities in the liquidity reserve
are measured on the stringent principle of the lower of cost, market, cost of
acquisition, stock exchange or market price, or fair value.
By contrast, securities treated as fixed assets are valued in accordance with
the moderate lower of cost or market principle. They are reported at their
cost of acquisition after deducting an impairment loss that is likely to be
permanent. Premiums are included in the acquisition costs and released on
a scheduled basis. Write-ups are applied up to a maximum of the original
cost of acquisition if the reasons for the impairment loss no longer apply.

ACCOUNTING POLICIES
Trading book
The accounting policies that were applied in the previous year were
retained without changes.
Valuation units in the meaning of Section 254 HGB are not shown on the
balance sheet.

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

Cash reserve
The cash reserve is recognised on the balance sheet at its nominal value.
Receivables
Receivables from credit institutions and customers are entered at their
nominal value, including accrued interest.
Discounts and premiums are reported under deferred and accrued items
and systematically released over the term of the underlying transaction.
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For selected financial instruments (e.g. interest rate swaps and options,
foreign currency-related transactions and options, and credit default
swaps), valuation is performed using standard valuation models. These
include discounted cash flow models and option pricing models according
to Black-Scholes and Hull-White. Certain data that are included in such
models are derived from exchange prices or observable market data.
Financial instruments not quoted on a liquid or active market are valued
applying generally accepted models. This involves the use of discounted
cash flow models which in turn apply quoted market data such as yield
curves. Studies by international rating agencies are applied in order to
determine the probability of default.

The risk discount determined on the basis of mathematical models is the socalled value-at-risk (VaR). This 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 507 days.
Participations and interests in affiliated companies
Participations and interests in affiliated companies are recognised at the
lower of the acquisition cost or fair value on the balance sheet date. Writeups are applied if the reason for former write-downs no longer applies.

Deferred taxes
If differences exist between the commercial law valuations of assets, debts
and deferred items and their fiscal valuations that are expected to be settled
in later financial years, any resultant tax liabilities are reported as deferred
tax liabilities and any resultant tax relief as deferred tax assets. In addition,
deferred tax assets are recognized for tax loss carryforwards.
Deferred taxes are measured on the basis of the company-specific tax rates
expected to apply at the time the differences are settled.
Liabilities

Tangible and intangible fixed assets
Liabilities are entered at the amount repayable.
Tangible and intangible fixed assets are recognised at acquisition cost less
depreciation and amortisation. Depreciation and amortisation are applied
straight-line over the expected useful life. Low value assets (net cost of
acquisition or manufacture up to EUR 800.00) are written off in full in the
year of acquisition. The bank has not made use of its option pursuant to
Section 248 (2) HGB.
Other assets
Other assets are reported at the nominal value or fair value on the balance
sheet date.
Accruals and deferrals
Accruals and deferrals reported under assets consist of expenditures before
the closing date that represent expenses for a certain period after this date.
This item is reversed over the term of the underlying transactions.
Accruals and deferrals reported under liabilities refer to earnings before the
closing date that relate to earnings for a certain period after that date. This
item is reversed over the term of the underlying transactions.

Provisions
Provisions for pensions and similar obligations are calculated on the basis
of actuarial appraisal. Tax provisions and other provisions for uncertain
liabilities or imminent losses from pending transactions are formed based
on reasonable commercial judgement in accordance with Section 253 (1)
HGB. Provisions with a residual term of more than one year are discounted
pursuant to Section 253 (2) Clause 1 HGB.
Pursuant to Section 340a in conjunction with Section 249 (1) Clause 1 Alt. 2 HGB,
the bank has examined whether it must recognise a provision on the
banking book for a possible excess liability from transactions with interestrelated financial instruments. All on-balance-sheet and off-balance-sheet
interest-related financial instruments outside the trading book were
included in the calculation. The bank’s portfolio structure forms the basis
in this regard. For this purpose, the bank has selected the present value
approach. Cash flows from financial instruments in the non-trading
portfolio are discounted at term-congruent interest rates. Risk costs
and administrative costs are reflected as a discount on cash flows. The
calculation did not lead to an excess liability; for this reason, no provision
was to be formed in this context as of the balance sheet date.
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Fund for general banking risks
Use was made in the past financial year of the option pursuant to Section
340g HGB (fund for general banking risks).
Moreover, ten percent of the net income from the trading portfolio was allocated
to the fund for general banking risks as specified in Section 340e (4) HGB, and
was reported separately on the balance sheet.
Equity
Equity is the residual amount derived from the sum of assets as recognised
on the balance sheet less liabilities as recognised on the balance sheet.
The share capital is reported on the balance sheet at its nominal value.
Derivative financial instruments
Derivative financial instruments that do not form part of the trading book
are recognised and measured in accordance with the imparity principle,
and on an individual transaction basis, as required by the regulations
for pending transactions. Unrealised gains are taken into account with a
pending loss provision.
For the conversion of pending currency forward transactions that hedge
interest-bearing balance sheet items, the swap amounts are deferred pro
rata temporis and reported in the adjustment item for foreign exchange
transactions, together with the spot rate differences, under “other assets”
and “other liabilities”. The amounts arising from the deferral of the swaps
pro rata temporis are reported under the items “interest expenses” and
“interest income from lending and money market transactions”.
Deferred interest arising from interest rate swaps are reported on the
balance sheet under the items “receivables from banks” and “liabilities to
banks”. The interest income arising from interest rate swaps is reported
under the items “interest expenses” and “interest income from lending and
money market transactions”.
Currency translation
Currencies are translated pursuant to the principles set out in Section
340h HGB in conjunction with Section 256a HGB. Fixed assets denominated
in foreign currencies are translated into euros at the acquisition rate,
to the extent that no special cover exists in this regard. The spot mid
exchange rate on the balance sheet date is applied for assets and liabilities
denominated in foreign currencies.
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NOTES TO THE BALANCE SHEET
Receivables, securities and liabilities refer solely to non-securitised assets and obligations.
ANALYSIS OF REMAINING TERMS

Balance sheet item
EUR thousand
Other receivables from banks

180,661

of which with a remaining term of
up to three months
more than three months to one year
more than one year to five years
more than five years
Receivables from customers

30,810
81,411
68,439
0
4,773,999

of which with a remaining term of
up to three months

431,825

more than three months to one year

486,326

more than one year to five years

3,207,245

more than five years

648,603

Liabilities to banks with agreed maturities or notice period

609,338

of which with a remaining term of
up to three months
more than three months to one year
more than one year to five years

59,192
83
99,871

more than five years

450,192

Savings

568,031

of which with a remaining term of
up to three months

535,966

more than three months to one year

10,536

more than one year to five years

19,436

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

2,093
1,881,481

of which with a remaining term of
up to three months
more than three months and up to one year
more than one year and up to five years
more than five years
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1,412,016
92,542
376,924
0

FOREIGN CURRENCY VOLUMES

EUR thousand

31 / 12 / 2020

Assets

932,214

Liabilities

913,240

RELATIONS WITH AFFILIATED COMPANIES AND PARTICIPATIONS

EUR thousand

Affiliated companies

Participations

Receivables from banks

35,481

12

Receivables from customers

96,095

0

0

0

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

8,883

0

0

1,651

92,952

254

477,698

0

1,436

0

10,099

0

0

0

970,513

0

4,160

0

Transactions with related parties have been concluded exclusively on an arm’s length basis.
TRADING BOOK
The trading portfolio comprises the following balance sheet items:

EUR thousand

31 / 12 / 2020

Assets
Derivative financial instruments

101,690

Receivables

270,650

Debt securities and other fixed interest securities
Other (risk discounts)

88,313
-3,931
456,722

Liabilities
Derivative financial instruments

43,722
43,722
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FIXED ASSETS
INTANGIBLE AND TANGIBLE FIXED ASSETS

Statement of
changes in fixed
assets (in EUR
thousand)

Acquisition
or production
costs
01 / 01 / 2020

Disposals

Acquisition
or production
costs
31 / 12 / 2020

Amortisation.
depreciation.
write downs
01 / 01 / 2020

Current-year
amortisation.
depreciation.
write-downs

Additions

Intangible assets

33,250

Current-year
disposals

Amortisation.
depreciation.
write downs
31 / 12 / 2020

Net book
value for the
financial year
under review

Net book
value
previous
year

13,998

0

47,248

13,845

5,349

0

19,194

28,054

19,405

7,636

2,053

24

9,665

3,544

1,345

11

4,878

4,787

4,092

40,886

16,051

24

56,913

17,389

6,694

11

24,072

32,841

23,497

Tangible fixed
assets
operating &
office equipment
Total

Amortisation and depreciation was calculated in accordance with the rates recognised for commercial law purposes.
FINANCIAL ASSETS

Statement of
changes in
fixed assets
(in EUR
thousand)

Acquisition
costs or
amortised
acquisition costs
01/01/2020

Additions

Disposals

Participations

671

0

0

-41

Interests in
affiliated
companies

Acquisition
costs or
Exchange
amortised
rate losses / acquisition costs
gains
31/12/2020

Currentyear
disposals

Amortisation.
depreciation/
write-ups
31/12/2020
accumulated

Net book value for
the financial year
under review

Net book value
previous year

0

0

0

630

671

Currentyear
write-ups

Current-year
amortisation.
depreciation.
write-downs

Currentyear
write-ups

0

0

0

Amortisation.
depreciation.
write downs
01/01/2020

630

400

0

0

0

400

0

0

0

0

0

0

400

400

Debt
securities
and other
fixed-interest
securities

3,282

166,891

0

0

170,173

0

0

0

0

0

0

170,173

3,282

Total

4,353

166,891

0

-41

171,203

0

0

0

0

0

0

171,203

4,353

No write-downs based on the assumption of a probably permanent impairment loss were applied to fixed income securities forming part of fixed assets as
of the balance sheet date. As a result of the application of the moderate lower of cost or market principle. write-downs of EUR 39 thousand was avoided.
Write-downs were not applied to these securities, as they will be repaid at par at maturity, provided the issuer is not in financial difficulties. No indications
of this existed at the time when the annual financial statements were prepared.
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SECURITIES, PARTICIPATIONS AND AFFILIATED COMPANIES

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

Total

Tradable

Listed

383,197

383,197

383,197

Participations

630

0

0

Interests in affiliated companies

400

0

0

The balance sheet item debt securities and other fixed-interest securities includes amounts of EUR 7,303 thousand that are due by 31 December 2021.
As in the previous year. no assets had been sold under repurchase agreements as of the closing date.
As of the balance sheet date. subordinated bonds and other fixed-interest securities with a carrying amount of EUR 3,282 thousand were held.

OTHER ASSETS AND LIABILITIES
Other assets of EUR 87,773 thousand are composed as follows:

EUR thousand

31 / 12 / 2020

Tax receivables. mainly income taxes

54,122

Cash collateral (margin accounts)

21,304

Net claims from currency swaps

10,097

Accrued premiums paid for derivative financial instruments
Other

1,616
634
87,773

Other liabilities of EUR 65,657 thousand are composed as follows:

EUR thousand

31 / 12 / 2020

Cash collateral (particularly margin accounts)

38,506

Net obligations from currency swaps

11,863

Deferred premiums received for derivative financial instruments

6,858

Capital gains tax payable

4,663

Supplies and services

2,951

Other

816
65,657
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DEFERRED TAXES
The bank has formed deferred tax assets on differences between the tax balance sheet and the commercial balance sheet as well as on tax loss
carryforwards. A tax rate of 15 % plus solidarity surcharge (5.5 % on the corporate income tax) was taken into account for the German corporate income tax.
For trade tax, a trade tax assessment amount of 3.5 % and an assessment rate of 460 % were applied for the city of Frankfurt am Main. The valuation of
deferred taxes for the Vienna subsidiary is subject to Austrian corporate income tax of 25 %.
The differences between the tax balance sheet and commercial balance sheet are based on risk provisions, valuations and discount rates that vary for tax
purposes. No deferred tax liabilities existed on the closing date.
PROVISIONS
Of the pension provisions totalling EUR 35,741 thousand, EUR 2,213 thousand is attributable to the branch operation in Vienna (Austria). The pension
provisions were measured in accordance with the provisions of the German Commercial Code (HGB) applying actuarial methods. They were measured
in accordance with the recognised principles of actuarial mathematics applying the projected unit credit method (PUC method). Under the PUC method,
the amount of the provision is the actuarial present value of the pension obligations earned by employees up to that date based on their past service in
accordance with the pension formula and vesting rules.
The “Richttafeln 2018G” (mortality tables) by Klaus Heubeck (for the Vienna branch, the AVÖ 2018-P calculation bases for pension insurance) were applied
as the biometric calculation basis.
The following trend assumptions were taken into account:

Name / Corporate seat
Discount rate p.a. (10-year average)

VTB Bank SE

Vienna branch

2.31 %

2.31 %

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

1.60 %

1.60 %

Salary trend p.a.

2.00 %

2.00 %

Pension trend p.a.

1.50 %

2.00 %

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 39,894 thousand. As a consequence, the difference amounts to EUR 4,153 thousand.
The tax provisions relate to foreign withholding taxes.
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Other provisions of EUR 46,144 thousand are composed as follows:

EUR thousand

31 / 12 / 2020

Personnel

18,307

Impending losses on derivative financial instruments

15,605

Supplies and services

5,442

Annual financial statements and tax advice

891

Legal risks

618

Generalised credit risks

1,794

Membership fees deposit guarantee

625

Other

2,862
46,144

SUBORDINATED LIABILITIES
The subordinated liabilities are due entirely to affiliated companies. In the past financial year, additional borrowing occurred in the amount of
EUR 70,000.00 thousand. The total expenses incurred for subordinated liabilities amounts to EUR 14,016 thousand.
SUBSCRIBED CAPITAL
As of the 31 December 2020 balance sheet date, the company’s share capital consisted of 66,467,945 no-par registered shares (with restricted
transferability). Of this, JSC VTB Bank, with its registered office at Degtyarnyy Pereulok 11a, St. Petersburg, 191144 Russia, held 99.39 %.
The remaining 0.61 % of shares were held by VO Novoexport, Moscow, Russia.
CAPITAL RESERVE
The capital reserve relates formally to a capital reserve in the meaning of Section 272 (2) No. 4 HGB (other capital contribution by shareholders to equity).
REVENUE RESERVES
Revenue reserves of EUR 215,565 thousand consist of legal reserves of EUR 6,647 thousand and other revenue reserves of EUR 208,918 thousand.
The legal reserve is 10 % of the subscribed capital pursuant to Section 150 (2) AktG.
The unappropriated net profit for the previous year amounted to EUR 117,603 thousand. In accordance with a resolution passed by the Shareholders’
General Meeting, the entire unappropriated net profit was carried forward to the 2020 financial year.
As of the balance sheet date, a total amount of EUR 22,770 thousand was blocked from distribution. This amount is divided into deferred tax assets of
EUR 18,617 thousand as well as the difference between the recognition of pension provisions in accordance with the corresponding average market
interest rate from the past ten financial years and the recognition of the corresponding average market interest rate from the past seven financial years of
EUR 4,153 thousand.
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DERIVATIVE FINANCIAL INSTRUMENTS
Derivative financial instruments that are measured at fair value are composed as follows (by product):

Nominal amount Remaining term
EUR thousand

< 1 year

> 1-5 years

> 5 years

Total amount
31/12/2020

Market value negative

31/12/2019

31/12/2020

31/12/2019

Market value positive
31/12/2020

31/12/2019

Precious metal transactions
OTC FX-Swap

84,602

3,832

Credit-related derivatives
OTC Credit Default Swaps
Protection buyer

4,075

4,075

4,451
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100

Currency-related transactions
FX-options

857,159

OTC FX-Forwards

412,257

OTC FX-Spot
OTC FX-Swap

857,159
49,811

462,068

717
312,477

17,216

717
4,335

2,217

8,059

152,747

152,747

77,151
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248

3

1,082,908

1,082,908

521,826

11,158

1,851

31,947

12,733

300,655

941,280

1,241,935

1,697,015

11,933

53,578

65,210

54,804

350,465

941,280

3,796,817

2,608,468

41,082

60,011

100,094

75,595

98,168

240,178

338,345

326,421

1,478

3,952

Sales

98,168

240,178

338,345

326,421

5,764

3,818

OTC Interest-rate swaps

612,911

18,000

630,911

19,100

1,239
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117

105

809,246

498,355

1,307,601

671,943

2,581

3,872

1,595

4,057

1,163,786

1,439,635

5,108,492

3,369,464

43,722

67,816

101,690

79,652

OTC XCCY
Total

2,505,071

Interest-related transactions
OTC Interest rate options
Purchases

Total
Total
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2,505,071

Derivative financial instruments that are not measured at fair value are composed as follows:

Nominal amount Remaining term
TEUR

< 1 year

> 1-5 years

> 5 years

Total amount

Market value negative

Market value positive

31/12/2020

31/12/2019

31/12/2020

31/12/2019

31/12/2020

31/12/2019

24,448

44,508

256

571

721,147

758,538

11,539

11,924

16

974

11,945

11,173

11,539

23,870

11,189

974

12,064

12,773

Credit-related derivatives
OTC Credit Default Swaps
Protection buyer

24,448

Currency-related transactions
OTC FX-Swap
OTC XCCY
Total

721,147
53,945

16,393

70,337

246,001

775,092

16,393

791,484

1,004,539

955,236

955,236

1,174,354

Interest-related transactions
OTC Interest rate options
Purchases

955,236

955,236

1,174,354

11,086

12,773

OTC Interest-rate swaps

Sales
84,566

558,281

642,847

787,351

4,683

5,358

5,089

5,766

Total

84,566

2,468,753

2,553,319

3,136,060

15,769

18,131

17,153

18,539

Total

859,658

2,509,593

3,369,251

4,185,106

27,564

42,571

28,342

19,513
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Derivative financial instruments that are measured at fair value are composed as follows (by counterparty):

EUR thousand
Non-OECD banks
OECD banks

Market value negative

Market value positive

31 / 12 / 2020

31 / 12 / 2019

31 / 12 / 2020

31 / 12 / 2019

1,436

2,139

15,239

16,358

22,985

25,145

19,642

6,150

6,791

498

OECD financial services institutions
Other companies and private individuals
Total

19,301

40,532

60,018

56,646

43,722

67,816

101,690

79,652

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

EUR thousand

Market value negative
31 / 12 / 2020

Non-OECD banks
OECD banks
Other companies and private individuals
Total

Market value positive

31 / 12 / 2019

31 / 12 / 2020

31 / 12 / 2019

692

4,048

2,212

1,580

21,594

32,705

16,756

8,419

5,277

5,818

9,374

9,514

27,564

42,571

28,342

19,513

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

Book values
EUR thousand

Other assets / liabilities(-)
31 / 12 / 2020

Provisions
31 / 12 / 2020

256

256

Currency-related transactions
FX swap
XCCY

-2,267
-773

637
0

Interest-related transactions
Interest-rate options
Interest-rate swaps

384
-2,592

10,767
3,945

Total

-4,992

15,605

Credit-related derivatives
Credit default swaps

The risk of instruments consists of the counterparty’s failure to perform on the due date as per the agreement.
Most of the aforementioned transactions are concluded in order to cover interest rate, currency or market price fluctuations.
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NOTES TO THE PROFIT AND LOSS ACCOUNT

INCOME ANALYSED BY GEOGRAPHIC MARKETS
Income is analysed by geographic markets as follows:

EUR thousand
Interest income

Total

Germany

Abroad

268,695

2,527

266,168

Commission income

23,495

3,394

20,101

Net income from the trading portfolio

19,732

-30,860

50,592

Other operating income

14,855

6,643

8,212

INTEREST INCOME
The negative interest from lending and money market transactions contained in interest income derives from the reserve credit balance with the ECB
exceeding the bank’s minimum reserve requirement and from credit balances in current nostro accounts and margin accounts.
The positive interest from banking business included in interest expenses results from deposits and money trading transactions with banks as well as from
customer deposits payable on demand.
OTHER OPERATING EXPENSES AND INCOME
The other operating expenses of EUR 12,120 thousand mainly include expenses from derivative transactions of EUR 9,641 thousand and expenses from the
translation of foreign currencies of EUR 963 thousand.
Other operating income of EUR 14,855 thousand mainly includes income from derivative transactions of EUR 11,700 thousand and from the reversal of
other provisions of EUR 2,584 thousand.
OTHER DISCLOSURES
Taxes on income and earnings relate to the statutory tax burden, taking into account changes in deferred taxes. Tax expenses of EUR 2,701 thousand
contain expenses from taxes on income of EUR 4,032 thousand, and income arising from an increase in deferred tax assets of EUR 1,331 thousand. Of the
expenses from income taxes, an amount of EUR 9,822 thousand is due to ordinary activities during the past 2020 financial year, and EUR 5,790 thousand is
due to previous years’ business activities.
NET PROFIT FOR THE YEAR AND PROPOSED APPROPRIATION OF PROFIT
It is recommended to the Shareholders’ General Meeting that the entire unappropriated net profit of EUR 189,058,511.97 be distributed to the
shareholders.

59

OTHER INFORMATION
CONTINGENT LIABILITIES AND OTHER OBLIGATIONS

EUR thousand
1) Contingent liabilities
a) Liabilities from guarantees and indemnity agreements
of which: Advance payment and payment guarantees

45,582

of which: Guarantees for goods and services

20,773

of which: Letters of credit

426

of which: Loan guarantees

0

of which: Other guarantees
less collateral

1,318
13,564

less valuation adjustments / provisions

125
54,411

2) Other commitments
a) Irrevocable undrawn credit lines
less valuation adjustments / provisions

131,792
1,669
130,123

A historical average model (supplemented with a risk mark-up) is applied in order to assess the latent risk of utilisation from contingent liabilities and
other obligations. The bank establishes forms corresponding contingency reserves. Given our customers’ financial situation, we are of the view that our
risk assessment and resultant provisions are currently appropriate. In addition, individual risk provisions are established when acute risks arise.
CONSOLIDATED FINANCIAL STATEMENTS AND CONSOLIDATED GROUP
The company is a subsidiary of JSC VTB Bank domiciled at Degtyarnyy Pereulok 11a, St. Petersburg, 191144 Russia, which holds 99.39 % of the company’s
shares, and 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.
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. For this reason, VTB Bank (Europe) SE does not utilise the provision pursuant to Section 296 (2) HGB, and does not
prepare separate financial statements for the sub-group.
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LIST OF INVESTMENTS

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

Interest held in %

Equity in EUR million

100.0

0.4

In accordance with Section 296 (2) HGB, the subsidiary Ost-West Vermögensanlagen GmbH, Frankfurt am Main, is of subordinate importance for
the representation of the bank’s net assets, financial position and results of operations. A profit and loss transfer agreement has been concluded
with Ost-West Vermögensanlagen GmbH. Furthermore, a fiscal union for the purposes of corporation tax, business tax and VAT exists with Ost-West
Vermögensanlagen GmbH as a controlled company.
TOTAL AUDITOR’S FEE
As at 31 December 2020, the expenses for auditor fees are composed as follows:

EUR thousand

2020

of which for previous years

Auditing services

1,484

134

Other certifications services

89

0

Tax consultancy services

111

26

Other services

31

0

1,715

160

Total

NUMBER OF EMPLOYEES

Location

Total

Female

Male

Frankfurt

210

83

127

Vienna

18

8

10

Total

228

91

137
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EXECUTIVE BODIES
Supervisory Board
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

Dmitry Pianov, Moscow, Russia

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

Vladimir Potapov, Moscow, Russia

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

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

Management Board
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Arthur Iliyav, Bad Homburg, Germany

Chairman (until 2 July 2020)

Nicholas Hutt, Billericay, Essex, United Kingdom

Chairman (from 6 July 2020)

Alexander Frey, Friedrichsdorf, Germany

Management Board member (until 31 December 2020)

Oleg Osipenko, London, United Kingdom

Member of the Management Board

Oxana Kozliouk, Esher, Surrey, United Kingdom

Member of the Management Board

Miro Zadro, Steinbach / Taunus, Germany

Management Board member (from 1 January 2021)

REMUNERATION OF THE EXECUTIVE BODIES
Remuneration paid to members of the Management Board in the past financial year amounted to a total of EUR 3,068 thousand. Payments to former
members of the Management Board amounted to EUR 600 thousand, while the pension provisions for this group of individuals totalled EUR 11,898 thousand.
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 balance sheet date, whereby the limits refer to limits for issued
company credit cards:

EUR

31 / 12 / 2020

Nicholas Hutt

20,000

Alexander Frey

7,000

Oleg Osipenko

18,000

Oxana Kozliouk

10,000

No loans were granted to members of the Supervisory Board.
OTHER FINANCIAL OBLIGATIONS
The premises used by VTB Bank (Europe) SE in Frankfurt am Main as of the balance sheet date have been leased until 2024. The total liabilities owed until
the contract term expires amount to EUR 7,365 thousand.
EVENTS OF SPECIAL SIGNIFICANCE AFTER THE END OF THE FINANCIAL YEAR
At the time of preparing the financial statements, a high level of infection exists worldwide of the Covid-19 virus, which has been circulating since March
2020. The start of vaccination measures in January 2021 has not yet brought about any relief in this context. Uncertainty and significant economic risks
remain due to a variety of restrictive policies aimed at containing the virus. The resulting effects on the bank’s net assets, financial position and results of
operations are presented in the risk report of the management report.
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.
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OTHER INFORMATION
Members of the Management Board and employees held offices on supervisory committees or similar committees for the following corporations pursuant
to Section 267 (3) HGB or similar organisations in 2020:

Name
Nicholas Hutt

Roberto Petz
Kai Fabri
David Tarkhanyan

Company

Function

VTB Capital Plc., London, UK

Executive Director, until 3 July 2020

VTB Europe Strategic Investments Ltd, London,
UK, dormant company

Executive Director

Moscow Narodny Bank Ltd., London, UK,
dormant company

Executive Director

VTB Europe Strategic Investments Ltd., London,
UK, dormant company

Executive Director

VTB Capital Holding UK Ltd., London, UK,
dormant company

Executive Director

VTB Capital Hong Kong Ltd., Hong Kong

Executive Director

VTB CGI Ltd., London, UK, dormant company

Executive Director

VTB Commodities Holding (Ireland) Limited,
Dublin, Irland

Executive Director,
since 27 February 2020

VTB Capital Ad (Sofia), Sofia, Bulgaria

Executive Director

Banco VTB África S.A, Luanda, Angola

Supervisory Board member

Raiffeisenbank im Hochtaunus eG, Bad Homburg,
Germany

Supervisory Board member

Hundred CJSC, Yerevan, Armenia

Supervisory Board member

Frankfurt am Main, May 2021
Your Management Board

N. Hutt
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O. Kozliouk

O. Osipenko

M. Zadro
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INDEPENDENT
AUDITOR’S REPORT
To VTB Bank (Europe) SE, Frankfurt am Main
REPORT ON THE AUDIT OF THE ANNUAL FINANCIAL STATEMENTS AND OF THE MANAGEMENT REPORT
Opinions
We have audited the annual financial statements of VTB Bank (Europe) SE, Frankfurt am Main, which comprise the balance sheet as at 31 December 2020,
and the income statement for the fiscal year from 1 January 2020 to 31 December 2020, and notes to the financial statements, including the recognition
and measurement policies presented therein. In addition, we have audited the management report of VTB Bank (Europe) SE for the fiscal year from 1 January
2020 to 31 December 2020.
In our opinion, on the basis of the knowledge obtained in the audit,
• the accompanying annual financial statements comply, in all material respects, with the requirements of German commercial law applicable to
institutions and give a true and fair view of the assets, liabilities and financial position of the Institution as at 31 December 2020 and of its financial
performance for the fiscal year from 1 January 2020 to 31 December 2020 in compliance with German legally required accounting principles, and
• the accompanying management report as a whole provides an appropriate view of the Institution’s position. In all material respects, this
management report is consistent with the annual financial statements, complies with German legal requirements and appropriately presents the
opportunities and risks of future development.
Pursuant to Sec. 322 (3) Sentence 1 HGB [“Handelsgesetzbuch”: German Commercial Code], we declare that our audit has not led to any reservations
relating to the legal compliance of the annual financial statements and of the management report.
Basis for the opinions
We conducted our audit of the annual financial statements and of the management report in accordance with Sec. 317 HGB and the EU Audit Regulation
(No 537 / 2014, referred to subsequently as “EU Audit Regulation”) and in compliance with German Generally Accepted Standards for Financial Statement
Audits promulgated by the Institut der Wirtschaftsprüfer [Institute of Public Auditors in Germany] (IDW). Our responsibilities under those requirements
and principles are further described in the “Auditor’s responsibilities for the audit of the annual financial statements and of the management report”
section of our auditor’s report. We are independent of the Institution in accordance with the requirements of European law and German commercial and
professional law, and we have fulfilled our other German professional responsibilities in accordance with these requirements. In addition, in accordance
with Art. 10 (2) f) of the EU Audit Regulation, we declare that we have not provided non-audit services prohibited under Art. 5 (1) of the EU Audit Regulation.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinions on the annual financial statements
and on the management report.
Key audit matters in the audit of the annual financial statements
Key audit matters are those matters that, in our professional judgment, were of most significance in our audit of the annual financial statements for the
fiscal year from 1 January 2020 to 31 December 2020. 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 opinion on these matters.
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Below, we describe what we consider to be the key audit matters:
Measurement of loans and advances to customers in the corporate credit portfolio
REASONS WHY THE MATTER WAS DETERMINED TO BE A KEY AUDIT MATTER
The measurement of loans and advances to customers in the corporate credit portfolio is a key area in which the management board uses judgment.
The identification of impaired loans and advances to customers and the calculation of any required specific bad debt allowances in the corporate credit
portfolio entail uncertainties and involve various assumptions and factors which require the use of judgment or estimates. Expectations as to future cash
inflows are developed on the basis of the assessment of the customers’ financial situation and the collateral furnished. These judgments can have a
significant effect on the amount of risks provisions to be recognized.
In view of the business model of VTB Bank (Europe) SE, which focuses on the corporate credit portfolio, which in turn comprises a significant portion of
the Bank’s assets, we identified the measurement of loans and advances to customers in the corporate credit portfolio as a key audit matter.
AUDITOR’S RESPONSE
As part of our audit, we assessed the processes for identifying objective evidence of impairment and for calculating specific bad debt allowances.
We tested the controls for identifying impaired loans implemented in the processes. Our audit procedures focused on the processes for evaluating the
borrowers’ financial situation, for applying internal risk classification procedures, for monitoring early warning indicators and for valuing collateral.
In addition, we performed substantive procedures on a sample basis, testing in a credit file review whether impairment was required to be recognized
for the loan exposures. To this end, we primarily assessed the financial situation of the borrower and, where necessary, of the collateral provider on the
basis of the financial information presented to us. Where necessary, we evaluated the calculation of the specific bad debt allowances recognized, taking
into account individual circumstances such as collateral provided, anticipated cash flows, forecast developments and other information. We selected
our sample using a risk-based approach, notably on the basis of the amount outstanding, the internal rating of the borrower and the specific bad debt
allowances already recognized.
Our procedures did not give rise to any reservations relating to the measurement of loans and advances to customers in the corporate credit portfolio.
Reference to related disclosures in the annual financial statements
Information on the measurement of loans and advances to customers in the corporate credit portfolio is provided in the “Accounting policies” section of
the notes to the financial statements.
Other information
The supervisory board is responsible for the report of the supervisory board. In all other respects, the executive directors are responsible for the other
information. The other information we received before issuing this auditor’s report comprises the letter from the management board, the report of the
supervisory board and the country-by-country reporting.
Our opinions on the annual financial statements and on the management report do not cover the other information, and consequently we do not express
an opinion or any other form of assurance conclusion thereon
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In connection with our audit, our responsibility is to read the other information and, in so doing, to consider whether the other information
•

is materially inconsistent with the annual financial statements, with the management report or our knowledge obtained in the audit, or

•

otherwise appears to be materially misstated.

If, based on the work we have performed, we conclude that there is a material misstatement of this other information, we are required to report that fact.
We have nothing to report in this regard.
Responsibilities of the executive directors and the supervisory board for the annual financial statements and the management report
The executive directors are responsible for the preparation of the annual financial statements that comply, in all material respects, with the requirements
of German commercial law applicable to institutions, and that the annual financial statements give a true and fair view of the assets, liabilities, financial
position and financial performance of the Institution in compliance with German legally required accounting principles. In addition, the executive
directors are responsible for such internal control as they, in accordance with German legally required accounting principles, have determined necessary
to enable the preparation of annual financial statements that are free from material misstatement, whether due to fraud or error.
In preparing the annual financial statements, the executive directors are responsible for assessing the Institution’s ability to continue as a going concern.
They also have the responsibility for disclosing, as applicable, matters related to going concern. In addition, they are responsible for financial reporting
based on the going concern basis of accounting, provided no actual or legal circumstances conflict therewith.
Furthermore, the executive directors are responsible for the preparation of the management report that, as a whole, provides an appropriate view of
the Institution’s position and is, in all material respects, consistent with the annual financial statements, complies with German legal requirements and
appropriately presents the opportunities and risks of future development. In addition, the executive directors are responsible for such arrangements
and measures (systems) as they have considered necessary to enable the preparation of a management report that is in accordance with the applicable
German legal requirements, and to be able to provide sufficient appropriate evidence for the assertions in the management report.
The supervisory board is responsible for overseeing the Institution’s financial reporting process for the preparation of the annual financial statements and
of the management report.
Auditor’s responsibilities for the audit of the annual financial statements and of the management report
Our objectives are to obtain reasonable assurance about whether the annual financial statements as a whole are free from material misstatement,
whether due to fraud or error, and whether the management report as a whole provides an appropriate view of the Institution’s position and,
in all material respects, is consistent with the annual financial statements and the knowledge obtained in the audit, complies with the German legal
requirements and appropriately presents the opportunities and risks of future development, as well as to issue an auditor’s report that includes our
opinions on the annual financial statements and on the management report.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with Sec. 317 HGB and the EU Audit
Regulation and in compliance with German Generally Accepted Standards for Financial Statement Audits promulgated by the
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Institut der Wirtschaftsprüfer (IDW) will always detect a material misstatement. Misstatements can arise from fraud or error and are considered material
if, individually or in the aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of these annual
financial statements and this management report.
We exercise professional judgment and maintain professional skepticism throughout the audit. We also:
•

Identify and assess the risks of material misstatement of the annual financial statements and of the management report, whether due to fraud or
error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis
for our opinions. The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

•

Obtain an understanding of internal control relevant to the audit of the annual financial statements and of arrangements and measures (systems)
relevant to 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 these systems of the Institution.

•

Evaluate the appropriateness of accounting policies used by the executive directors and the reasonableness of estimates made by the executive
directors and related disclosures.

•

Conclude on the appropriateness of the executive directors’ use of the going concern basis of accounting and, based on the audit evidence obtained,
whether a material uncertainty exists related to events or conditions that may cast significant doubt on the Institution’s ability to continue as a going
concern. If we conclude that a material uncertainty exists, we are required to draw attention in the auditor’s report to the related disclosures in the
annual financial statements and in the management report or, if such disclosures are inadequate, to modify our respective opinions. Our conclusions
are based on the audit evidence obtained up to the date of our auditor’s report. However, future events or conditions may cause the Institution to
cease to be able to continue as a going concern.

•

Evaluate the overall presentation, structure and content of the annual financial statements, including the disclosures, and whether the annual
financial statements present the underlying transactions and events in a manner that the annual financial statements give a true and fair view of the
assets, liabilities, financial position and financial performance of the Institution in compliance with German legally required accounting principles.

•

Evaluate the consistency of the management report with the annual financial statements, its conformity with [German] law, and the view of the
Institution’s position it provides.

•

Perform audit procedures on the prospective information presented by the executive directors in the management report. On the basis of sufficient
appropriate audit evidence we evaluate, in particular, the significant assumptions used by the executive directors as a basis for the prospective
information, and evaluate the proper derivation of the prospective information from these assumptions. We do not express a separate opinion on the
prospective information and on the assumptions used as a basis. There is a substantial unavoidable risk that future events will differ materially from
the prospective information.
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We communicate with those charged with governance regarding, among other matters, the planned scope and timing of the audit and significant audit
findings, including any significant deficiencies in internal control that we identify during our audit.
We also provide those charged with governance with a statement that we have complied with the relevant independence requirements, and communicate
with them all relationships and other matters that may reasonably be thought to bear on our independence and where applicable, the related safeguards.
From the matters communicated with those charged with governance, we determine those matters that were of most significance in the audit of the
annual financial statements of the current period and are therefore the key audit matters. We describe these matters in our auditor’s report unless law or
regulation precludes public disclosure about the matter.
Other legal and regulatory requirements
FURTHER INFORMATION PURSUANT TO ART. 10 OF THE EU AUDIT REGULATION
We were elected as auditor of VTB Bank (Europe) SE by the annual general meeting on 23 October 2020. We were engaged by the supervisory board on
3 November 2020. We have been the auditor of VTB Bank (Europe) SE (formerly VTB Bank (Deutschland) AG) without interruption since fiscal year 2016.
We declare that the opinions expressed in this auditor’s report are consistent with the additional report to the audit committee pursuant to Art. 11 of the
EU Audit Regulation (long-form audit report).
German Public Auditor responsible for the engagement
The German Public Auditor responsible for the engagement is Mr. Dirk Müller-Tronnier.
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REPORT OF THE
SUPERVISORY BOARD
During the year under review, the Supervisory Board performed all tasks incumbent upon it under the applicable law and the Bank‘s Statutes.
The Supervisory Board was regularly informed by the members of the Management Board about the development of the Bank‘s business.
The auditor elected by the Annual General Meeting, Ernst & Young GmbH Wirtschaftsprüfungsgesellschaft, Eschborn as statutory year-end auditors for
VTB Bank (Europe) SE and Ernst & Young Wirtschaftsprüfungsgesellschaft m.b.H., Vienna as statutory year-end auditors for VTB Bank (Europe) SE, Vienna Branch,
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 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 2020 on the
Relationship with Affiliated Undertakings. No objections have been raised. Ernst & Young GmbH Wirtschaftsprüfungsgesellschaft audited the report and
issued the following unqualified audit opinion:
“Following our audit, which we performed in accordance with professional standards, we confirm that:
1.

the actual information given in the report is correct,

2.
viewed in the context of the circumstances known at the time they were undertaken, the legal transactions specified herein do not constitute
services which the Bank rendered without appropriate remuneration.“
After reviewing the Annual Financial Statements and the Report of the Management Board on the Relationship with Affiliated Undertakings, the
Supervisory Board raises no objections to any of these items.
The Supervisory Board approves the Annual Financial Statements, which are hereby adopted.
The Supervisory Board would like to express its gratitude and appreciation to the Management Board and the employees for their dedicated work during
the year 2020.
Frankfurt am Main, May 2021
The Supervisory Board:
Chairman of the Supervisory Board
Alexey Yakovitsky

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 SECTION 26A OF THE GERMAN BANKING
ACT (KWG) AS AT 31 DECEMBER 2020)
CRR institutions are to include in an annex to the annual financial statements, specifying, by member state of the European Union and by third countries
in which they have branch operations, the following information on a consolidated basis:
1) Names, nature of activities and geographical location of the branches
2) Revenue
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
Revenue 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
((-)refund)EUR

Public aid received
EUR

149,630,225.84

210

37,336,914.50

-6,903,836.50

0

76,253,969.47

18

36,819,867.85

9,605,122.65

0

Country
Germany
Austria

Companies included:

Company name
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Type of actifity

Location

Country

VTB Bank (Europe) SE

Bank

Frankfurt am Main

Germany

VTB Bank (Europe) SE, Vienna branch

Bank

Vienna

Austria

VTB Bank (Europe) SE, Frankfurt am Main branch
(Also referred to as: VTB Direktbank)

Bank

Frankfurt am Main

Germany
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