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Part 1. Nature of Operations

Part 1. Nature of Operations

1.1. General Information about the National Bank of Ukraine

The National Bank of Ukraine (NBU) is Ukraineis central
bank. Its operations are governed by Ukraineis Constitution,
Ukrainefs law On the National Bank of Ukraine, as well as
other Ukrainian laws.

The central bankis main statutory function is safeguarding the
stability of the Ukrainian unit of money. In performing its main
function, the NBU must be guided by the priority of achieving
and maintaining price stability in the country.

As of 31 December 2021 and 2020, the NBUis structure
comprised the Head Office and the Banknote Printing and
Minting Works, the central bankis standalone unit. These
units operate within the scope of the NBUis tasks and
functions, as defined by Ukraineis Law On the National Bank
of Ukraine.
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The NBUis subsidiary is the SETTLEMENT CENTER FOR
SERVICING FINANCIAL MARKET AGREEMENTS PJSC
(the Settlement Center).

Under Ukrainian legislation, the Settlement Center carries out
professional activities in capital markets, clearing activities to
identify liabilities, and clearing activites of a central
counterparty.

As of 31 December 2021 and 2020, the NBU had investments
in the National Depositary of Ukraine PJSC (the National
Depository of Ukraine).

More detailed information about the NBUis functions,
operational purpose and the participating interest in its
subsidiary and associated companies is provided in Note 1 to
the Consolidated financial statements for the year ended 31
December 2021 (hereinafter - Consolidated Financial
Statements).
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Chart 1. Model of NBU activities
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1.2. NBU Management
1.2.1. NBU Council

Under the Ukrainian Constitution, the main tasks of the NBU
Council include developing Monetary Policy Guidelines and
monitoring the conduct of monetary policy. Pursuant to the
Law of Ukraine On the National Bank of Ukraine, the main
task of the NBU Council is also exercising supervision over
the NBUis internal control system, and is authorized to:

A develop and approve the Monetary Policy Guidelines
and exersize control over its implementation submit
recommendations to the Cabinet of Ministers of Ukraine
on the impact of the public debt policy and tax policy on
monetary conditions in Ukraine

A approve the administrative expenses budget and the
progress report

A approve the auditors for auditing the annual financial
statements, review the auditor's report and approve the
NBUis annual financial statements; approve the
distribution of profits for the reporting year

A make a decision on increasing the authorized capital,
including at the expense of profit before distribution

A appoint and dismiss the First Deputy Governor and
Deputy Governors of the NBU, approve, on the
recommendation of the NBU Governor, the method of
determining the salary of the NBU Governor and his
deputies

A set the procedure and frequency of internal audit;
approve the annual audit plan and the regulation on the
internal audit function, supervise its activities, appoint
and dismiss the head of the internal audit

A approve the decision of the NBU Board on the
participation of the NBU in international financial
organizations

A confirm presence or absence of indications of unstable
financial standing of the banking system, deterioration of
the balance of payments of Ukraine, and circumstances
that threaten stability of the banking system and/or of the
financial system of the country

A approve the NBU Council Rules of Procedure, the
Regulations on the Audit Committee and other working
bodies of the NBU Council, establish such bodies,
determine their composition and appoint their heads.

In 2021, the Law of Ukraine On the National Bank of Ukraine
was amended, including in the part related to NBU Council
powers. Specifically, the amended and added authorities
empower the NBU Council to

A make decision, in line with the set procedure, on
informing the President of Ukraine or the Verkhovna
Rada of Ukraine of the emergence of any grounds for the
dismissal of a member of the NBU Council appointed by
the President of Ukraine or the Verkhovna Rada of
Ukraine (new power)

A approve the NBU Code of Conduct for NBU Employees
submitted by the NBU Board (new power)
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A approve the Annual Management Report of the NBU
(new power)

A assess the state of implementation by the NBU Board of
the NBU Council decisions in the areas where decisions
are binding on the NBU Board (replacing the authority to
assess NBU Board activities).

Besides, in 2021, the following authorities were removed from
the scope of powers of NBU Council:

A to analyze the effects of the monetary policy of Ukraine
on the social and economic development of the country
and develop proposals on amending the policy

A to approve the methodology for determining
renumeration of NBU Council members (the size of
remuneration is set directly in the Law of Ukraine On the
National Bank of Ukraine).

Four NBU Council members are appointed by parliament,
with four other members being appointed by the president.

The NBU Governor, who is appointed by the Ukrainian
parliament on the recommendation of the Ukrainian
president, is a member of the Council by virtue of their
position.

Sitting Council members that have been appointed by
parliament:

Viktor Koziuk
Olena Scherbakova
Vitaliy Shapran (was appointed a member of the NBU
Council for the term until 7 July 2021)
Vasyl Horbal
Sitting Council members that have been appointed by
the President of Ukraine:

Bohdan Danylyshyn

Vasyl Furman

Mykola Kalenskyi

Oleksandr Petryk
Kyrylo Shevchenko, Governor of the National Bank of
Ukraine, member of NBU Council by virtue of his position

1.2.2. NBU Board

The NBU Board is responsible for managing the central
bankis activities, conducting monetary policy in line with
Monetary Policy Guidelines through relevant instruments,
and performing other functions, as set forth in Ukraineis Law
On the National Bank of Ukraine.

Pursuant to the amendments introduced in the Law of
Ukraine On the National Bank of Ukraine in 2021, the number
of NBU Board members was increased from six to seven
members: Actual governance of the NBU activities was
performed by six NBU Board members: the NBU Governor,
the First Deputy Governor, and four Deputy Governors. The
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NBU Governor is appointed by the Ukrainian parliament at
the suggestion of the Ukrainian President, and has a tenure
of seven years. All NBU Deputy Governors are appointed and
dismissed by the NBU Council at the suggestion of the NBU
Governor. NBU Board decisions are taken on the principle of
collegiality by a simple majority vote, with the Governor
having the deciding vote.

NBU Board
Kyrylo Shevchenko, NBU Governor

Kateryna Rozhkova, NBU First Deputy Governor. Areas
under her management include finance, management of
property and procurement for the NBU, nonperforming assets
management, Corporate Pension Fund operation,
accounting and operations.

Yaroslav Matuzka, Deputy Governor. Yaroslav Matuzka is
responsible for prudential supervision, in particular banking
supervision, registration and licensing, and financial
monitoring of the banking system and nonbank financial
services markets.
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Oleksii Shaban, Deputy Governor. His area of responsibility
comprises issues of payments and cash circulation,
regulation of cashless payments and payment systems,
development of innovative information technologies and
infrastructure, as well as strategic review, drafting NBU
strategy, strategy programs and plans of development of the
NBU and the financial sector.

Yuriy Heletiy, Deputy Governor. Yurii Heletiy oversees open
market operations, FX regulation, bank regulation
methodology, NBU Depository, NBU foreign exchange and
gold reserves management.

Sergiy Nikolaychuk, Deputy Governor, apointed on 13 July
2021. Sergiy Nikolaychuk oversees monetary policy,
macroprudential policy to ensure financial stability, economic
analysis, the collection and analysis of statistics and
reporting, central bank research, nonbank financial services
regulation framework, and development of international
relations.

1.3. Organizational Structure. Organizational Changes at the NBU in 2021

More detailed information about the NBUis organization
chart is available on the NBU official website
https://bank.gov.ua/en/about/structure#orgchart.

In 2021, the NBUIis chart was modified to improve its
organizational structure as follows:

A Onsite Bank Inspection Department was reorganized
into Inspection Department, which took over all the
functions earlier implemented by Onsite Inspection
Department. The aim of reorganization was to
improve the efficiency of planning, organizing, and
implementing effective supervision in a form of
inspections of banks and nonbank financial
institutions.

A Procurement and Sales Department was reorganized
into Procurement Department, which assumed all the
functions of the former, except for the selling property
and free transfer of own property (excluding real
estate) and methodological support of those activities.
The reorganization was made to optimize the
distribution of functions on procurement, property
selling, and free transfer of own property between the
NBU structural units:

o the functions on selling the NBUis own and acquired
property and methodological support of those
activities were transferred to Problem Assets
Management Office

o0 the functions on free transfer of own property (except
real estate) and methodological support of those
activities were transferred to Administrative Support
Department.

A Office for Custodial Activity of the National Bank of
Ukraine and Corporate Rights Division were
reorganized into Office for Corporate Rights and NBU
Depository Services, which assumed all functions
performed by Office for Custodial Activity of the
National Bank of Ukraine and Corporate Rights
Division, except for the functions on ensuring the NBU
representation in the Administrative Board of the
Deposit Guarantee Fund. Those functions were
transferred to the NBU Board Office. These structural
changes were aimed at improvement of distribution of
functions related to management and control over the
NBU financial investment and its participation in the
corporate governance of companies.

1.4. Structure and Composition of Management Bodies

As of 31 December 2021, the NBU Board has ten special committees. The structure of the committees covers all key activities
of the NBU that require collective decisions. The committees fall into three main groups shown in Chart 2.

Consolidated Management Report
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Chart 2. Structure and composition of corporate governance bodies
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Forex Indicators

Mandate of NBU Board Committees

Monetary Policy Committee. An advisory body established
to facilitate the exchange of information and opinions
regarding the development and implementation of monetary
policy. The main tasks of the Committee are:

A formulating the principles of, and conducting, monetary
policy with the purpose of meeting the objectives and
performing the tasks set forth in Ukrainian laws,
Monetary Policy Strategy, and Monetary Policy
Guidelines

A developing draft proposals on monetary policy objectives
and benchmarks

A using monetary policy instruments.

Financial Stability Committee. A consultative and advisory
collegial body that develops proposals and recommendations
for the formulation of principles and implementation of
macroprudential policy to ensure financial stability. The main
tasks of the Committee are:

A identifying potential systemic risks threatening the
financial stability, and preparing proposals on minimizing
their adverse impact
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A developing recommendations on use of macroprudential
policy, their alignment with measures of monetary and
macroprudential policy, and monitoring of their
implementation

A ensuring interaction between the NBU units in
developing recommendations on financial stability.

Credit Committee. A consultative and advisory collegial
body established to consider/review the issues and provide
recommendations to the NBU Board concerning:

A lending to banks for the liquidity support except for the
operations with the use of standard tools for the banking
system liquidity regulation, and to the Deposit Guarantee
Fund

A provisioning (release) and use of reserves to cover
financial risks related to the NBU assets impairment
(including loans, securities), except for receivables

A debt workout of the banks classified as insolvent under
loans issued by the NBU

A methodology and management of credit risk assessment
(collateral appraisal) under NBUis transactions.

Assets and Liabilities Management Committee. A collegial
body mandated by the NBU Board to make decisions
concerning the management of assets and liabilities,
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including Ukraineis gold and foreign exchange (international)
reserves, to monitor risks, and to deliver financial results on
operations with the NBUis assets and liabilities. The main
tasks of the Committee are:

A formulation and implementation of the policy of efficient
assets and liabilties management, including
international reserves

A definition and implementation of the NBU investment
strategy under transactions on international reserves
allocation

A definition of actions on open markets

A definition and implementation of policy of management
of the international reserves financial risks and the NBU
market risks

A monitoring of market risks and financial performance
under transactions with the NBU assets and liabilities.

Committee on Banking Regulation and Supervision and
Oversight of Payment Systems. A collegial body mandated
by the NBU Board special authorities on banking regulation
and supervision, currency supervision, state regulation and
supervision of financial monitoring, and oversight of payment
systems. The main tasks of the Committee are:

A ensuring stability and reliability of the Ukrainian banking
system and protection of interests of banksi depositors
and other creditors

A solving priority issues of supervision over banks, their
standalone units and branches of foreign banks, and
activities of the Ukrainian banking sector

A defining development trends in banking system
development and submission of respective proposals to
the NBU Board (if needed)

A ensuring coordination of the NBU structural units work in
banking supervision, including improvement of
information flows, further development of procedures for
prompt and efficient decision-making and response to
the banksb activities

A imposing corrective measures/sanctions for violations of
the banking, currency laws of Ukraine, Ukrainian laws on
financial monitoring, NBU regulations, including the
regulations setting the restrictions for transactions that
violate/intend to violate the laws, assist or may assist to
bypass/avoid the restrictions established by personal
special economic and other restrictive measures
(sanctions) (hereinafter referred to as the sanctions
laws), NBU requirements set pursuant to Articles 66, 67
of the Law of Ukraine On Banks and Banking, Ukrainian
laws on protection of consumer rights in financial
services, including concerning the interaction with
consumers when settling the outstanding debts
(requirements on ethical conduct), or in the case of the
banksi risky operations threatening to the interests of
depositors or other bankis creditors, as well as in the
case of applying by the foreign states or interstate
associations, international organizations of sanctions to
banks or qualifying holders in the banks that threaten the
interests of depositors or other bankis creditors, and/or
banking system stability

Consolidated Management Report
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A application of corrective measures for violation of the
laws of Ukraine on payment systems and funds transfer,
NBU regulations

A implementing the measures for prevention of crimes and
offences in the banking system

A assisting in improvement of the legal framework on
banking regulation and supervision, currency
supervision, state regulation and supervision of financial
monitoring, supervision over compliance with the
sanctions laws, oversight of payment systems by
initiating new and amending the applicable laws of
Ukraine, NBU regulations

A approval, rejection of appointment of the bankis CEO
(except for the Chairman of the Board), chief risk officer,
chief compliance officer, head of the internal audit unit
(candidates for positions), employee in charge for
financial monitoring; decision-making on fitness or
unfitness of the bankis CEO (except for the Chairman of
the Board), chief risk officer, chief compliance officer,
head of the internal audit unit (candidates for positions),
employee in charge for financial monitoring to the
qualification requirements established in the laws of
Ukraine, NBU regulations

A ensuring the NBUis functions on registration and
licensing of banks, accreditation of branches,
representative offices of foreign bank in the territory of
Ukraine, and registration of payment systems.

Change Management Committee. A collegial consultative
and advisory body of the NBU Board established to manage
project activities at the NBU, with the purposes of
implementing changes to build a modern, institutionally
capable central bank and financial sector, including the
Ukrainian banking system. The main tasks of the Committee
are:

A management of the strategic initiatives implementation
within the NBU Strategy, Financial Sector Strategy and
functional strategies that meet the criteria and attributes
of the project activities, or those implemented within the
changes to the NBU processes without launching the
project

A approval for introduction of new information systems and
technologies, software complexes implemented within
the project activities

A consideration of introduction of the innovative financial
products/services in the NBU.

Budget Committee. A collegial consultative and advisory
body set up to ensure the professional discussion of the
issues related to the NBUIis supporting activities, with the
ultimate goal of improving the quality of managerial decisions.
The main tasks of the Committee are:

A promoting formation and implementation of the NBU
policy aimed at enhancing the efficiency of its financial
resources management

A ensuring the cost management, including the budgeting
process and its integration with the strategy planning

vi
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process for development of an integral system on the
NBUis activities management

A promoting implementation of the NBU cost management
process to enhance the economic feasibility assessment
when making managerial decisions in the NBUIis
financial and economic activities.

Committee on Operational Risk Management and
Business Continuity A collegial consultative and advisory
body established to coordinate the operational risk
management, organize the NBUis business continuity
management system, and to establish the system of internal
control and development of the culture of operational risk
management at the NBU. The main tasks of the Committee
are consideration and provision to the NBU Board of
recommendations/proposals on operational risk
management, business continuity management, organization
of the NBU internal control system.

Committee on Regulation and Supervision of Nonbank
Financial Services Markets. A collegial body to which the
NBU Board delegated special authorities on supervision over
nonbank financial services market participants and regulation
of activities in the markets of nonbank financial services, in
the sphere of protection of consumer rights in financial
services, currency supervision, state regulation and
supervision in financial monitoring. The main tasks of the
Committee are:

A ensuring stability and reliability of nonbank financial
markets of Ukraine

A protection of consumer rights in nonbank financial
services

A solving issues of supervision and regulation of the
Ukrainian markets of nonbank financial services,
including in the area of consumer loans regarding the
collection agencies

A defining development trends of nonbank financial
services markets and submission of respective
proposals to the NBU Board (if needed)

A ensuring coordination of the units work in supervision
over the nonbank financial markets, improving
information exchange, further development of the
procedures for prompt and efficient decision-making and
response to the operations in nonbank financial markets,
including consumer lending as regards the collection
agenciesi activities

A applying corrective measures/penalties for violation of
laws on nonbank financial services, protection of
consumer rights in nonbank financial services, currency
legislation, laws on financial monitoring, on applying and
monitoring of efficiency of the applied special personal
economic and other restrictive measures (sanctions),
including the NBU regulations, by the following
supervised entities:

o legal entities/individuals providing one and more
financial services, other services (transactions) related to
provision of financial services, except for banks and
subjects of payment systems oversight

Consolidated Management Report
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o0 collection agencies, nonbank financial institutions that
grant loans and are new creditors

o0 nonbank financial groups and institutions listed in the
NBU regulations on organization and conducting
supervision in the area of financial monitoring, currency
supervision, supervision on the issues related to
implementation and monitoring of personal special
economic and other restrictive measures (sanctions)

A promoting improvement of the legal framework for
regulation and supervision of nonbank financial markets,
currency supervision, state regulation and supervision in
the area of financial monitoring, protection of consumer
rights in nonbank financial services, provision of
recommendations on amending the NBU regulations

A ensuring exercising of the NBU functions in the area of
registration and licensing of participants of nonbank
financial services markets

A ensuring exercising of the NBU functions in the area of
protection of consumer rights in nonbank financial
services.

Oversight Committee of Ukrainian Money Market and
Forex Indicators. A collegial advisory body established to
share information and opinions on definition, calculation, and
publication of the Ukrainian Money Market and Forex
indicators the oversight of which is performed by the NBU.
The Committeels task is to resolve and discuss issues related
to the definition, calculation, and publication of indicators.

Committees that discontinued activities in 2021

A Committee on Cash Circulation and Payments

A Tender committee (reorganized into the
Procurement Commission)

A Committee for Strategic Planning of the NBU Banknote
Printing and Minting Works Activities

A The NBU Investment Committee on Assets Management
of the Corporate Nonstate Pension Fund was
reorganized into the NBU Council on Assets
Management of the Corporate Nonstate Pension Fund.

NBU

Mandates of the NBU Council Committees

The Audit Committee is an advisory body of the NBU
Council established in accordance with statutory
requirements. Its main tasks are: preparing and submitting for
consideration of the NBU Council of materials within the
authorities of the NBU Council regarding assessment of
reliability and efficiency of the internal control system in the
NBU, completeness and accuracy of its annual financial
statements, review of the administrative costs estimates,
supervision over activities of the internal audit unit, decision-
making on capital management and other financial issues
within the Council authorities.

Monetary Policy and Financial Stability Committee of the
NBU Council is the NBU Council body acting to ensure the
implementation of the Councilis authorities according to the
Constitution of Ukraine. Law of Ukraine On the National Bank
of Ukraine and other laws. In particular, its main tasks are:

Vii
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developing and submitting for consideration of the Council of
draft decisions and other materials on drafting Monetary
Guidelines, exercising control over monetary policy
implementation, assessing the compliance by the NBU Board

1.5. Process and Project Management

Assessing NBUbis Process Management Maturity

The NBU conducts a process management maturity
assessment as a maturity level is one of the key indicators of
its performance and an important element of the strategic
planning roadmap.

Understanding a level of process management maturity lets
an organization identify a level for next changes, a level at
which the process owners perform their functions, and a level
for process performance controlling.

In 2020, it was decided that a new, more relevant model for a
process management maturity assessment T the Business
Process Maturity Model (At JZf) T should be introduced.

According to the updated Maturity Assessment Methodology,
the evaluation takes place once in two years. Therefore, the
assessment was not conducted in 2021.

A maturity assessment based on the BPMM framework is
scheduled for 2022. The target interim value as for the end of
2022 is 3.0 (three) points: the expected reduction in the
assessed value comparing to the previous reporting period
was due to the introduction of the new, relevant maturity
assessment model.

Developing Project Management

The NBU continues to deepen and improve the project
management methodology and tools for the more efficient
implementation of projects on financial sector development,
including the introduction of the best global practices of
central banking.
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with the Monetary Policy Guidelines, performing analysis of
the problems in price and financial stability, and other issues
of monetary policy within the Councilis competence.

In 2021, the project management activities, besides the
implementation of projects itself, were focused on improving
the earlier introduced project management tools and
increasing their usage.

Thus, monthly Steering Committee meetings ensure timely
monitoring and a prompt response to project risks through
necessary decision-making to prevent or manage them. It
positively influences the general condition of a project
portfolio: during the year, the number of the projects
implemented in line with the schedule tripled and the share of
the projects with small deviations from the plan or with risks
materialized with a significant impact considerably
decreased.

The new automated project management system (APMS)
covers all the portfolio projects. Project participants took part
in theoretical and practical training and the project office
conducts ongoing consultations. The APMS insures thorough
planning of projects and control of performance. Also, the
system conducts resource planning for employees, so that
unit managers can effectively plan participation of the unit in
projects and current operations.

The NBU promotes accessible training: expanding the
remote training course for project participants by adding
modules on operation of the APMS, automated budget
management and procurement. Thus, project managers,
project teams, and other interested persons may at any time
utilize the knowledge and hints on effective project
management in said areas.

1.6. Impact of Economic Conditions on the NBUis Financial Position and Performance

Economic Developments

In 2021, real GDP grew by 3.4% (after falling by 3.8% in 2020
due to the COVID-19 crisis) (http://ukrstat.gov.ua).

Economic growth was driven by sustained consumer
demand, increased investment by businesses after the crisis,
and a record harvest of crops. The latter was driving high
growth rates in agriculture and related sectors (such as food
production, freight transportation, and wholesale trade) in late
2021. Private consumption, underpinned by rising household
incomes, continued to surge. This was facilitated by
significant wage growth due to higher minimum wages, price
revisions in the public sector, surcharges for physicians, and
increased demand for Ukrainian workers both domestically
and abroad. Record remittances, pension increases, and

Consolidated Management Report
for the year ended 31 December 2021

significant social benefits during the quarantine were also
fueling consumption. The increase in investments reflected
the modernization of facilities, infrastructure projects, and the
revival of demand for housing. The solid financial
performance of businesses and improved business
expectations, as well as higher public capital expenditures,
also supported investments.

However, the economy recovered more slowly than
expected. This was in part due to a spike in energy prices and
shortages, the high cost of inputs, the impact of weak 2020
harvests, a slower recovery in the services sector, the limited
capacity of some manufacturing sectors, more significant
losses from the pandemic amid longer quarantine restrictions
and a slower vaccine rollout, and because of a faster fiscal
consolidation. Specifically, industry recovered slowly during
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the year, despite benign external conditions. This was largely
due to the difficult situation in the energy sector, with prices
for natural gas surging amid low reserves of power-
generating coal.

The significant degree of depreciation of fixed assets due to
underinvestment in previous years, higher costs of production
inputs, including raw materials and energy, and the global
push to tighten measures to combat emissions made it
necessary to conduct repairs at many industrial plants. This
reduced effective capacities and the potential for scaling up
production. This was amplified by the weakening of external
demand for metals-and-mining products in H2. The
consequences of underinvestment and the wearing out of
tangible assets were seen in other activities, including
transport. The service sectors also recovered more
moderately, both due to increased production costs and
further quarantine restrictions.

In addition to the immediate impact, quarantine restrictions
also had longer-term effects on the labor market. Labor force
participation was slow to recover, and businesses had
difficulty recruiting workers. Coupled with the increase in
external demand for labor and the deepening of supply and
demand mismatches, this led to unemployment remaining
high as labor costs rose.

Rapid fiscal consolidation hampered the increase in gross
value added in a number of budget sectors, primarily public
administration, defense, and education. In 2021, the
consolidated budget ran a deficit (of almost UAH 187 billion,
or 3.4% of GDP), which was lower than in 2020, both in
nominal and relative terms. The consolidated budget deficit
arose from the dynamics of state budget expenditures and
revenues. Consolidated budget revenues in 2021 surged (by
20.7% yoy), driven by economic factors: sustained domestic
demand, significant imports, high commodity prices, and
higher wages and corporate profits. At the same time,
consolidated budget expenditures grew at a slower pace
(15.6% yoy) than revenues, with health and infrastructure
projects and social spending remaining the top priorities.

The state budget deficit was primarily financed by borrowing
in both the domestic and foreign markets. Together with
additional factors, in particular the issuing of domestic
government debt securities to capitalize Ukrainian Financial
Housing Company PrJSC, and the issuing of Eurobonds to
repay debts to renewable electricity producers and provide
state guarantees, this resulted in the public and publicly
guaranteed debt increasing in absolute terms relative to the
beginning of the year. At the same time, because of the
growth in nominal GDP, debt as a share of GDP in 2021 fell
sharply, to below 50%, providing greater stability and
flexibility of public finances, as well as increasing the
investment appeal of Ukraine. Meanwhile, significant external
financing received at the end of the year, in particular from
international partners, along with domestic government debt
securities issued in significant volumes, helped maintain
significant balances in government accounts in domestic and
foreign currency. The availability of these funds will make it
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possible to finance both current budget expenditures and
debt repayments in early 2022.

As expected, the current account in 2021 returned to a deficit
(USD 3.2 bhillion or 1.6% of GDP), which nonetheless
remained below pre-crisis levels due to favorable trade
conditions. In contrast to previous post-crisis periods, the
deficit resulted from record dividend payments and
reinvestment of income as the financial performance of
businesses improved. On the other hand, the deficit in trade
in goods did not change compared to the previous year.
Exports of goods grew by 39.8% due to a significant increase
in commodity prices (food, metals-and-mining products) and
a record grain harvest in 2021. Imports of goods also grew at
a high rate (34.3%) against the backdrop of last yearis low
comparison base, the recovery of domestic consumer and
investment demand, and a significant rise in energy prices in
the second half of the year. Despite a further increase in
exports of IT services, the surplus in the trade in services
narrowed as foreign travel gradually recovered. At the same
time, the expansion of the current account deficit was
expectedly constrained by an increase in remittances as
borders reopened and the economies hosting labor migrants
recovered.

The financial account recorded capital inflows (USD 3.7
billion). Significant FDI inflows, driven in part by high
reinvested earnings, and the issuing of Eurobonds in both the
public and real sectors, exceeded the capital outflows
generated by the growth in cash outside banks. The resulting
consolidated balance of payments surplus, along with
proceeds from a Special Drawing Right (SDR) allocation,
made it possible to increase international reserves to USD
30.9 billion.

In 2021, as expected, inflation was above its 5% N 1 pp target
range, primarily driven by external factors. The rapid recovery
of economic activity across the globe was accompanied by
disruptions to production and supply chains, and an abrupt
shift of demand toward some groups of goods (e.g., natural
gas as a more environmentally-friendly fuel compared to oil)
led to shortages on some markets. This led to a sharp rise in
prices for energy and raw materials. High global food prices
were driven by poor harvests in some countries in both 2020
and 2021, as well as increased demand, including from
livestock farming and biofuels. These factors accelerated
consumer inflation around the globe, in particular in Ukraineis
MTPs, which led to more expensive imports. Domestic
factors also played a role. Specifically, wages grew more
rapidly in Ukraine, fueling consumer demand and increasing
production costs.

Having peaked in September 2021 (11% yoy), consumer
inflation declined as expected, to 10% yoy in December. This
was due to the easing of external pressure on the prices of
certain food products (including sunflower oil) with the
simultaneous impact of record harvests in Ukraine, the
effects of the transfer from the strengthening of the hryvnia
for most of the year, administrative decisions to introduce
annual contracts with a fixed price for gas for households,
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keeping unchanged, during the heating season, other prices
for housing and utilities, regulation of the maximum trade
markup on gasoline, exhaustion of the low base effect for
prices for a number of goods and services, and a
strengthening of the monetary policy.

With inflationary pressures growing and inflation expectations
deteriorating, the NBU started tightening its monetary policy
in March 2021, becoming one of the worldis first central banks
to switch to a cycle key policy rate hikes. In 2021, the NBU
raised its key policy rate by a total of 3 pp, to 9% in December
from 6% in January. To amplify the effect from the key policy
rate hike, the NBU gradually rolled back its anti-crisis
measures T long-term refinancing transactions and interest
rate swaps. The operational design of monetary policy was
also normalized. Despite its gradual tightening, monetary
policy did not become an obstacle to economic growth.
Specifically, the real key policy rate stayed below its neutral
level over the course of the year, allowing the central bank to
support the still weak economic recovery.

The banking system maintained a large liquidity surplus
(defined as the amount in the banksi correspondent accounts
and NBU certificates of deposit). The daily average liquidity
surplus increased markedly in 2021, primarily due to the
growth in the daily average value of certificates of deposit (the
principal amount reached UAH 145.6 billion). The daily
average balances of the banksi correspondent accounts
remained almost unchanged at UAH 55.5 billion.

Changes in Ukraineis and
environment in 2021

operating political

In 2021, the global and Ukrainian economies recovered from
the impact of COVID-19 as quarantine restrictions were
eased and the vaccine rollout intensified. However, the
recovery was uneven across countries due to the persistence
of high morbidity and the spread of new variants of the virus,
different rates of vaccination, and differences in the scale of
government incentives. The global economyis recovery was
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also hampered by a supply chain disruption associated in
particular with the rapid recovery of demand amid slow
production increases. Furthermore, energy costs increased
significantly at the end of the year, also weighing on the pace
of recovery.

In Ukraine, the vaccine rollout was relatively slow, with the
government imposing additional quarantine restrictions as
new waves of disease emerged, a strategy that stifled
business activity. The energy crisis also had a significant
impact.

In 2021, Ukraine remained affected by russials annexation of
Crimea, the unresolved armed conflict in some areas of
Luhansk and Donetsk oblasts, as well as by complicated
political and economic relations with russia. In late 2021,
mounting geopolitical tensions over the buildup of russiais
military presence on the border with Ukraine affected the
expectations of the various groups of business entities and
fueled depreciation pressure on the hryvnia and as Ukrainian
assets declined in value.

During 2021, global inflationary pressures increased
materially, including in Ukraineis MTPs, due to the surge in
energy and food prices and because of accommodative
central bank policies aimed at easing the fallout from COVID-
19. Going forward, global price movements will strongly
depend on how quickly leading central banks respond to
inflation challenges. Any delays will drive up external price
pressures. Conversely, a quick tightening of monetary
policies by leading central banks would pose the risk of
emerging markets experiencing substantial capital outflows.

The further impact of these factors may have a mixed effect
on the NBUis performance and financial standing. However,
the degree of this effect cannot be gauged accurately at this
point. The NBUis leadership is closely monitoring the current
developments and is taking necessary action in order to
mitigate the influence of adverse factors.

1.7. Impact of Global COVID-19 Pandemic on the NBUis Operation

In order to ensure the operational continuity, the NBU took
the following preventive measures to prevent COVID-19
infection from being brought in and spread in the NBUis
premises:

A created an emergency operations center based on NBU
units in order to prevent COVID-19 infection from being
brought in and spread in the NBUis premises

A regulated the use and provision of employees with
personal protective equipment

A arranged procurement of personal protective equipment
(protective masks, disinfectants and other necessary
materials)
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A organized thermometry of employees and visitors at the
entrance to buildings

A optimized the program of public events (including
business trips of NBU employees) in order to minimize
the participation of NBU employees in these events as
organizers or attendees (both in Ukraine and abroad)

A arranged premises for medical personnel at the sites of
the NBU (in Kyiv)

A organized workplace vaccination for NBU employees
and their families. In total, 3,711 employees received two
vaccine doses.



National Bank of Ukraine

In 2020-2021, the following personal protective equipment
was procured/used:

Item

Protective masks

Safety glasses

Protective gloves

Pyrometers

UV germicidal lamps

Door frames for disinfecting employeesi clothes

Disinfectants

NBU Measures Related to Fallout from Global COVID-19
Pandemic

In order to implement the national quarantine measures,
labor laws, and other NBUis regulations and orders intended
to prevent the spread of the COVID-19 infection in the
workplace, the NBU introduced, as part of the COVID-19
preventive measures, the remote work mode.

2,597 employees switched to the remote work in 2021.

For those NBU employees, who are unable to work remotely
due to the nature their job duties and whose work in the
NBUIs premises is suspended for the period of the imposed
quarantine, the NBU introduced employment agreement
suspension till the end of the quarantine imposed by the
Cabinet of Ministers of Ukraine, paying to employees two-
thirds of the monthly salary (tariff rate) in line with Article 113
part one of the Labor Code of Ukraine.

In order to provide NBU employees with the opportunity to
work remotely during the quarantine imposed to fight the
COVID-19 pandemic, the NBU purchased portative
computers (laptops), computer equipment and software,
which allowed NBU employees to work remotely during the
quarantine and safely access the NBUis resources via the
internet.
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Unit of 2021 2020
measuremen
t
pcs 804,043 396,275
pair - 794
pair 30,500 47,200
pcs - 27
pcs - 53
pcs - 14
liters 4,689 2,579

The NBU developed a training course for remote employees
with the NBUis information resources.

In 2021, the NBU team extended a charity project, which was
launched in April 2020, to help Ukrainian medical institutions
fight COVID-19. The funds donated by employees are used
to purchase the required equipment for medical institutions in
Ukraine.

Handling Cash

In order to maintain domestic currency cash in proper
condition and prevent the coronavirus from spreading, and
implement recommendations of the Ministry of Health of
Ukraine, the NBU reduced from 14 to 5 days the time of
storing cash accepted by the NBU from banks/customers and
kept in quarantine due to the COVID-19 pandemic before
being handled.

After the end of the observation period for cash accepted from
banks, hryvnia banknotes are treated in specialized high-
speed machines in compliance with safety requirements and
protection measures for cash desk employees.

The NBU provides additional treatment of cash center
premises, vaults, and customer areas, and controls fulfillment
of preventive measures.

1.8. Impact of russiais Invasion on the NBUis Operation

Due to the large-scale military aggression and imposition of
martial law in Ukraine, the NBUis was forced to change its
principles of the monetary policy implementation. Ensuring
the reliable and stable operation of the banking and financial
system, as well as maximizing Ukraine's defense needs,
uninterrupted functioning of public finances and critical
infrastructures are of paramount importance.
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From the first hours of the war, the NBU promptly activated
the anticrisis plan drafted in advance.

Thus, to prevent destabilization in the FX market, the NBU
fixed the official hryvnia to U.S. dollar exchange rate as of
24 February 2022 and introduced a number of temporary
administrative restrictions on FX transactions and cross-
border capital flows.
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Also, the NBU has adapted the operational design of its
monetary policy and taken the anti-crisis measures to
mitigate risks to financial stability. Specifically, the following
decisions have been taken:

A introduction of tenders for provision of long-term
refinancing to banks (including, partially, through
unsecured mechanisms)

A suspension of tenders on placement of 14-day
certificates of deposit

A cancellation of the decision to raise the required
provisioning ratios that was made in early February.

This allowed to offset the initial adverse effects of hostilities
on banksi performance indicators, protect interests of bank
customers, primarily depositors, and maintain uninterrupted
settlements in the country. Banking system has remained
liquid.

On 15 April 2022, the NBU Council adopted its Monetary
Policy Guidelines for the Duration of Martial Law. The
document sets the key monetary policy priorities and
principles, which will apply during martial law and until the
Ukrainian economy and financial system return to their
normal mode of operation.

In line with the amended legislation, the NBU for the period
of martial law was given the opportunity to purchase
government debt securities to ensure proper rebuff to russiais
large-scale military aggression. In line with the Monetary
Policy Guidelines for the Duration of Martial Law, the NBU
only provides limited amounts of funds so that the
government can meet its critical expenditures. This will
minimize the risks of high inflation and disruption of
macrofinancial stability and facilitate a quick return to the
market-driven operation of economy and financial markets
after the war. In March-June 2022, the NBU purchased
government bonds in the primary market for UAH 225 billion.

In order to reduce the need for monetization of the budget
deficit, the NBU took the following effort to encourage market
demand for domestic government debt securities:

A introduced new accounting models for nonresidentsi
securities and widened the application of the link with the
international depository

A eased approaches to assessing the value of domestic
government debt securities, which serve as a collateral
for refinancing loans

A authorized foreign investors to transfer abroad the funds
received from redemptions or interest payments on
domestic government debt securities made after
1 April 2023. The implementation of this requirement will
stimulate nonresidentsb interest in purchasing domestic
government debt securities, in particular using funds
from scheduled redemptions and interest payments.

In February-May 2022, the NBU kept the key policy rate
unchanged at 10%. Due to strong psychological pressure
caused by the war, changing the key policy rate was unlikely
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to stabilize expectations and encourage keeping hryvnia
assets, in particular to support the fixed exchange rate.

The gradual adaptation of Ukraineis economy and the
psychological shock giving way to the economic decision-
making logics of businesses and households required
returning to market-driven financial system management. On
2 June 2022, the NBU considerably raised the key policy rate
to 25% to protect householdsi income and savings in the
hryvnia, boost the attractiveness of hryvnia assets, and to
ease pressures on the foreign exchange market. Such
decision will enable the NBU to maintain the stability of the
exchange rate and restrain inflation processes in wartime.

The NBU has also expanded the interest corridor for
monetary transactions with banks (key policy rate N2 pp) to
provide additional room for reviving the interbank market.

The NBU continues to revise the abovementioned restrictions
in the FX market to raise their effectiveness and adapt them
to the current changing conditions. In particular, the NBU has
taken a number of measures to restrict unproductive capital
outflows, narrow the range of exchange rate fluctuations in
the marketis cash segment, and maintain gold and FX
reserves at sufficient levels.

The NBU remains committed to pursuing its inflation-
targeting regime with a floating exchange rate and a ban for
the NBU to finance the state budget. As the Ukrainian
economy and financial system go back to normal, the NBU
will resume, as soon as possible, the principles and
instruments of the monetary policy set by the NBUis Monetary
Policy Strategy and Monetary Policy Guidelines for 2022 and
the medium term.

In view of the risks related to the escalation of the military
threat near the state border, the NBU took preventive
measures to ensure the safety of hryvnia cash and to
minimize risks, including by decentralizing the storage of the
NBU s reserves.

Pursuant to the Presidential Decree On the Introduction of
Martial Law in Ukraine, the NBU Board passed a resolution
On Operation of Banking System Under Martial Law, which
defines the specifics of conducting banking transactions,
including with cash. Specifically, the resolution stipulates:

A aUAH 100,000 per day limit on hryvnia cash withdrawals
in Ukraine from client accounts

A a requirement that ATMs be refilled with cash without
restrictions

A the right for banks to exceed the maximum volumes of
cash and/or other valuables that are stored in a vault and
safe deposit boxes that are used as a vault, which
volumes are specified in the annex to the Rules for
Securing Bank Premises in Ukraine

A unlimited cash lodgement by the NBU.

Along with the above, the NBU Board developed and adopted
a resolution that establishes the requirement to give free cash
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to involved banks so that they can issue it to military units, the
Armed Forces of Ukraine, and other military formations and
special-purpose state authorities, provided that these funds
are debited from the correspondent accounts of such banks
and that they provide information on the purpose of such cash
withdrawals.

Taking into account the situation that developed in some
regions of Ukraine and affected the state of cash circulation
in the country, the NBU took a number of logistical measures,
specifically steps to:

A improve the work with authorized banks regarding the
redistribution of the limits of cash in vaults (by reducing
them in the regions of active military operations)

A promote the effective storage of cash and optimal use of
vaults of the NBU and authorized banks in regions
located outside the zone of active military operations, as
well as to open additional vaults if necessary

A ensure a prompt response to the need to reduce cash in
vaults in regions of active hostilities to mitigate the risk of
cash loss.

Given the large flow of displaced citizens of Ukraine to the EU
member states and other countries and the availability of
hryvnia cash in these individualsi possession, the NBU
signed Agreements with the central banks of Poland,
Germany, Belgium, and other countries to enable said
persons to exchange their cash hryvnias (at a specified fixed
rate).

With the introduction of martial law throughout Ukraine,
reporting documents, starting 24 February 2022, are filed in
accordance with the Rules for Submitting Statistical
Reporting to the NBU during the Special Period, under which
respondents provide a shortened list of reports before
extended deadlines.

Providers of nonbank financial services also continue to
report to the NBU and, where possible, should submit and
publish reports within the time limits established by the Rules
for the Compilation and Filing of Reports with the National
Bank of Ukraine by Nonbank Financial Services Market
Participants and other requirements of the laws. At the same
time, in line with the Law of Ukraine On Protecting the
Interests of Entities Submitting Reports and Other
Documents Under Martial Law or in Wartime, all nonbank
financial services providers that, for objective reasons, could
not duly submit reports, should do so within three months
after the martial law is suspended or lifted.

The NBU promptly provides information about changes in
reporting requirements on NBUis webpage. At the same time,
the NBU ensures the uninterrupted operation of the web
portal designated for the filing of electronic reports.

The russian military aggression has exacerbated the
following risks in occupational health and safety,
environment, and natural resources:
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A the risk of accidents involving employees and the
deterioration of working conditions

A the risk of damage to water supply and drainage
networks, contamination of land plots, reservoirs, and
groundwater

A the risk of accidents, fires, and other emergency
situations that threaten the life and health of employees
and the environment.

Russiais military actions violate all applicable norms of
international law regarding nature protection, sustainable
development, humanitarian law, and the fundamental moral
norms and principles of human coexistence.

To provide additional motivation and financial support to the
NBU employees, the NBU adopted a number of decisions, in
particular:

A During martial law, wages are paid to employees every
week.

A Additional incentive payments are made to those
employees who ensure the uninterrupted work and
performance of critical tasks.

A To support employees who have been laid off (those who
cannot work remotely due to the specifics of their jobs),
material assistance is provided for the duration of martial
law in Ukraine.

A Material assistance is provided to employees so they can
resolve their family problems, and those whose housing
is partially or completely destroyed as a result of
hostilities.

Financial assistance is also provided to NBU employees who
joined the ranks of the Armed Forces of Ukraine and the
Territorial Defense Forces, and additional support is provided
to wounded fighters for their rehabilitation.

Financial assistance has been provided to members of the
NBU Labor Union who:

A are raising at least three children
A have the large-family status or are rearing children with
disabilities.

As part of the work with the NBUis impaired assets, the
Ministry of Justice of Ukraine, due to russian aggression, has
shut down access to the state registers of Ukraine while
under martial law, in particular to the State Register of
Property Rights to Immovable Property, the State Register of
Encumbrances of Movable Property, the State Land
Cadastre, the Unified State Register of Court Decisions, and
more.

Therefore:
A The Deposit Guarantee Fund (DGF) temporarily

suspended the sale of assets (property) pledged as
collateral by insolvent banks to the NBU.
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A The NBU temporarily suspended the sale of the property
it acquired to pay off the banksi debts on the refinancing
loans.

A SETAM SE was temporarily suspended from auctions for
the forced sale of property.

A Bodies of the state executive service do not fully perform
executive actions in executive proceedings for the
recovery in favor of the NBU of debts from the guarantors
of insolvent banks (said authorites do not take
inventories when deductions from debtors{ incomes are
suspended or when property valuation becomes
impossible, etc.).

In addition, there is a significant risk of a decrease in the value
of assets (property) pledged to the NBU or acquired by it,
given the probability of their damage, destruction, or in
connection with their location in the territories temporarily
occupied by russia and the loss of pledged items in
connection with the illegal actions of the russian military.
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In the earliest days of martial law in Ukraine, the NBU took
every step necessary to ensure the smooth operation of the
information infrastructure of both the financial sector of
Ukraine and the NBU itself. To that end, the backup Data
Processing Center was commissioned as the main Data
Processing Center of the National Bank. In this way, the NBU
ensured the uninterrupted operation of all information
systems classified as critical information infrastructure of the
NBU and the banking system of Ukraine.

The NBU also ensured the organization of reserve
workplaces, their technical support for appropriate security
measures, making it possible to organize the continuous work
of all critical services and units of the NBU from the first hours
of the war. The experience gained while setting up work
processes in remote mode under the COVID-19 quarantine,
as well as the achievement of performance indicators for the
first year of the functional strategy regarding the mobility of
NBU workplaces, made it possible to ensure the ability of
NBU employees to work remotely.
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Part 2. Goals and Strategies

2.1. NBU:is Vision, Mission, and
Corporate Values

Vision

The National Bank of Ukraine is a modern, innovative, open,
and independent central bank that is a leader in the
development of the financial ecosystem, cares about financial
services consumers, is integrated into the European
community of national central banks, and enjoys trust of the
public and international partners.

Mission

NBU mission is to ensure price and financial stability with the
goal of contributing to Ukrainels sustainable economic
development.

Corporate Values
The NBUis operation is guided by five values:

Patriotism: the NBU acts in the interests of the public and the
state.

Professionalism: the NBU is focused on results, strives for
excellence, and promotes an environment that inspires and
supports innovation, development, and the spread of new
ideas.

Transparency: the NBU is open, consistent and logical in
decision making.

Integrity: the NBU is honest and principled, respects diverse
ideas and opinions, and always complies with ethical
business practices.

Partnership: the NBU supports dialogue and partnership,
respects diverse ideas and opinions, has a shared vision and
enjoys public trust, and its staff works together to implement
the NBUIs mission.

2.2. Current Trends and Challenges

In its analysis of the external environment, the NBU focused
on political, economic, social, and technological trends that
will play a decisive role in the development of Ukrainets
economy and financial system in the coming years.

The main challenge will be to overcome not only the
pandemic itself, but also the global economic crisis it has
caused. In developing the NBU Strategy, the NBU identified
and took into account the following factors:

Political context:
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A Ukraine will continue to move towards European
integration and approximation of Ukrainian legislation to
EU law

A Ukraine continues structural reforms and development of
institutions

A the biggest obstacle to a more active integration into the
European community and attracting large-scale
investment is the lack of proper judicial reform, which
remains urgently needed by society

A risks of escalation of russiais military aggression in the
east of Ukraine persist, posing a significant obstacle to
domestic and foreign investment

Economic context:

A in foreign economic policy, Ukraine is deepening its
relations with the EU to gain EU membership one day,
and special attention is paid to cooperation with the
International Monetary Fund (IMF)

A green finance is being pursued, as are investments in
environmental protection and rational use of natural
resources

A transparency of financial transactions and the level of
social responsibility are increasing

A promotion and dissemination of cryptocurrencies
encourage countries to develop optimal regulatory
frameworks

A labor migration and population aging will continue

Social context:

A the spread of COVID-19 in Ukraine and social tensions
due to quarantine restrictions will determine the level of
trust in public and financial institutions

A digitalization and further development of technologies
will promote financial services, in particular by increasing
financial inclusion, use of online financial services, and
demand for cashless transactions

A demand for talent by IT companies makes it difficult to
attract professionals to the banking sector

Technological context:

A the development of digitalization and Al technology will
increase the demand for automation, robotics, ready-
made fast technologies, and solutions aimed at ensuring
security

A financial services are being personalized to maintain
customer loyalty: banks and insurance companies
compete for customers by tailoring their mobile apps to
specific needs through the use of data on customers and
their consumer preferences

A central banks focus on regulating technology companies
that provide financial services

Current challenges of the external environment require timely
and effective methods of responding to them, relevant

XV



National Bank of Ukraine.

internal changes aimed at developing management tools and
a strategic vision, improving operational efficiency, optimizing
processes, increasing staff involvement, and improving
communications and professional and personal skills.

The NBU keeps on transforming the internal structure and
has already made many quality changes in each of these
areas.

For effective internal transformation in response to external
challenges and customer needs, the NBU as an organization
should understand its strengths and weaknesses:

Strengths:

A institutional maturity

A financial, institutional, and operational independence of
the NBU, which is ensured by Ukrainian law

A atransformed modern institution with the strong basis for
development

A expertise, analytics, high professional level of employees

A capacity for originating and implementing complex
projects

A NBU values and an unflinching leadership

good reputation of the NBU as an employer

A human Resources policy in line with market

requirements: transparent recruiting process and

competitive terms of employment

project-based management

collegial decision making, system of committees

effective system of external communications

strategic vision, understanding of landmarks and areas

of development for the financial ecosystem

A understanding the needs and values of client groups

NN

Weaknesses:

difficulties with involving highly qualified staff
cumbersome processes and red tape

lacking internal drivers of innovation and technology
different pace of unitsi development

partially mismatched actions of units

need for digital transformation

major political risks

different paces for implementing adopted important and
complex institutional decisions

Green Finance

The National Bank of Ukraine has presented its Sustainable
Finance Development Policy 2025, which provides a
comprehensive view on creation and further development of
the sustainable finance sector in Ukraine.
https://bank.gov.ua/en/news/all/politika-natsionalnogo-
banku-ukrayini-schodo-rozvitku-stalogo-finansuvannya-na-
period-do-2025-roku

The document drafted in cooperation with the International
Finance Corporation aims to shape the future landscape of
sustainable finance in Ukraine. It contains a detailed
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description of tasks and new instruments to bring practices
applied by Ukrainian financial institutions closer to the best
global standards of integrating environmental, social, and
governance (ESG) criteria into financial services.

The NBU has also drawn up amendments to the
Methodological Recommendations on Corporate
Governance in Ukrainian Banks to incorporate ESG aspects.

2.3. NBU Strategic Goals 2025

NBU Strategy comprises three strategic pillars, which are
based on twelve strategic goals and address the evolution of
the role the NBU plays in the Ukrainian economy, the central
bankis impact on the financial eco-system, and internal
transformations in the institution.

Pillar 1. Promotion to economy recovery and development

Goal 1. Maintaining macroeconomic stability

Goal 2. Resuming lending in the economy

Goal 3. Developing the financial services market
Goal 4. Developing the capital marketsb infrastructure.

Pillar 2. Digital finance as a driver for digitalization of the
economy

Goal 5. Development of cashless economy

Goal 6. Improving the level of financial inclusion

Goal 7. Developing innovations in the financial sector
Goal 8. Cybersecurity of the financial sector.

Pillar 3. Institutional development and operational excellence
of the NBU

A Goal 9. Improving the operational efficiency of the NBU

A Goal 10. Partnership and communication with
stakeholders of the NBU

A Goal 11. Digital transformation of the NBU

A Goal 12. NBU the best employer

In response to the global economic crisis and local economic
problems in Ukraine, the first strategic pillar T Promoting
Economic Recovery and Growth T aims to use a flexible and
well-thought policy to help the country overcome the effects
of the coronavirus crisis, which caused the deepest global
economic recession in a century, threatening public health
and well-being and disrupting economic activity. Clear
answers to macroeconomic, monetary and financial policy
issues will support eco-system participants and maintain the
pace of financial services development, while also minimizing
economic losses.

Digitalization is rapidly changing and reshaping the economy
and society, stimulating entrepreneurial innovations,
productivity and economic growth. The NBU is also involved
in digital transformational processes in the financial sector. In
response to challenges related to the digitalization of
everyday activities, the economy, and finance, the second
strategic pillar T Digital Finance as a Driver of a Digitalized
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Economy T aims to stimulate productivity and employment
and boost the competitiveness of economic sectors, laying
the foundations for Industry 4.0. in Ukraine.

Given the rapid development of the financial eco-system and
the extension of the NBUis mandate, we need to continue our
efforts to develop the institutional capacity and independence
of the organization, increase its achievements, act proactively

among policymakers and market players, retain talented
staff, and attract the most talented people to the central
bankis team. This requires ongoing internal transformation at
the NBU. That is why the third strategic area T the NBUis
Institutional Development and Operational Excellence T aims
to improve the carrying out of the central bankis Mission and
the implementation of its Vision through internal changes.

& NBU'’s Strategic Pillars and Goals towards 2025
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Part 3. Resources, Risks and Relations

Resources

The NBU uses the following types of resources in order to create products/value proposition for its customers and attain the

goals set forth in its mandate:

financial resources

human resources

production resources

intellectual resources

social and reputational resources
natural.

3.1. Financial Resources

Financial resources include available means which the NBU
receives as financing or from transactions or investment and
which it uses to fulfill its functions and provide services.

The NBU employs the following types of financial resources:
debt and equity, namely paid-in capital and earned capital.

The NBUis debt includes funds the central bank raises from
foreign and international organizations in order to implement
its policy. These are

A loans received from foreign banks and organizations

A funds received from the IMF, including liabilities arising
from quota contributions, SDR purchases (received
loans), and SDR allocations.

Debt is shown in the NBUis consolidated statement of
financial position as liabilities and gives rise to expenses
recorded in the consolidated statement of profit or loss and
other comprehensive income.

The paid-in capital refers to the authorized capital of UAH 100
million, which is owned by the state. A part of the NBUis
distributable profit and, if required, the state budget of
Ukraine, are the sources of the central bankis authorized
capital.

The earned capital consists of retained profits and provisions
created from profits. The NBU creates:

A general reserves to cover its losses; these provisions are
made annually by distributing a portion of the profits
earned during the year

A revaluation reserves to cover unrealized costs from the
revaluation of financial instruments, monetary gold, and
investment metals.

The NBUis equity is presented in the respective section of the
NBUis consolidated statement of financial position.

General reserves are created from a portion of the profits
earned in the current year. Revaluation reserves are made by
accumulating gains from financial instrument revaluations
carried out during the year. These revaluations are presented
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in the NBUis consolidated statement of profit or loss and other
comprehensive income.

For more details on the management of NBU capital, see
Note 28 to the NBUis Consolidated Financial Statements.

3.1.1. Distributable Profit Forecast

The NBU determines distributable profit in accordance with
the Law of Ukraine On the National Bank of Ukraine and
distributes it between its equity and the state budget, as set
forth in the law. Therefore, forecasting distributable profit is
important for assessing the central bankis future financial
position and equity and for medium-term budget planning.

The NBU makes financial forecasts within a framework of a
specific process. These forecasts include projections of the
NBUis financial position (assets, liabilities and equity) and
income and expenses, which in turn allows the central bank
to forecast distributable profit and its distribution. The
forecasts can cover the following periods:

A the medium term (i.e. three years) T specifically, for
informing state authorities about projected transfers from
the NBU to the budget

A the current year T for obtaining more up-to-date
information about the NBUis financial position and
distributable profit as of the end of the year.

A macroeconomic forecast that is approved by the NBU
Board as part of the monetary policy decision-making
process is the basis for a distributable profit forecast.
Macroeconomic forecasts contain information about the
NBUis projections of the monetary base, international
reserves and transactions with the reserves, the hryvnia
exchange rate, the key policy rate, and the consumer price
index. In addition, a forecast of open market operations
provides inputs for a distributable profit forecast. These inputs
include yields on foreign currency instruments, projected fee
and commission and other income and expenses, including
administrative expenses, projected repayments of past due
debt on bank loans and making/cancelling provisions for such
loans, and so on.
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All inputs are integrated into a financial forecast model, which
processes the inputs. What is more, a number of indicators
are calculated in line with the algorithms set in the model.
Expert assumptions are an important element of forecasting,
as they allow for forecasting future indicators under
conditions of uncertainty. Scenario modelling may also be
used in order to construct various scenarios, depending on
the variations in inputs and expert assumptions.

3.1.2. Planning and Controlling Administrative Expenses

With a view to ensuring its operation, the NBU draws up an
administrative budget for one year ahead; the NBU Council
approves the budget by 15 November of the current year.

The administrative budget includes:

staff costs

administrative and other expenses
depreciation and amortization

provisions for assets and other deductions
investment in NBU activities.

Financial resources are planned to meet the needs of NBU
subdivisions and the NBU Council for the year ahead and
thus enable the NBU to fulfill its tasks and attain its strategic
goals.

In line with the principles of transparency and efficiency of the
NBUIs expenses, control over the central bankis expenses is
established by law:

A The NBUts expenses are disclosed in its annual financial
statements in accordance with the Law of Ukraine On the
National Bank of Ukraine.

A The financial statements are audited by an audit
company selected through a procurement procedure in
accordance with the Law of Ukraine On Public
Procurement.

A The NBU Council, an independent body to which the
NBU reports, approves the administrative budget, which
includes the NBUis operating expenses, and controls the
implementation of the budget during the year.

A Every year, the Accounting Chamber monitors the
implementation of the NBUis administrative budget and
its obligation to transfer funds to the state budget of
Ukraine. The Accounting Chamber reports audit results

3.2. Human Resources

Human resources include employees of the NBU, their
competencies, abilities, experience, and motivation to fulfill
the functions, provide the services, and attain the goals of the
NBU.

In its activities, the NBU uses human resources represented
by its staff, namely:
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to the Ukrainian parliament, the Cabinet of Ministers, and
the President of Ukraine.

Reports on the NBUis planned and actual expenses for the
reporting period are submitted on a monthly basis to the
Budget Committee and on a quarterly basis to the NBU Board
and the NBU Council.

The approval and implementation of the NBUis administrative
budget is controlled in line with requirements specified in
regulations and internal control procedures of the NBU. The
procurement procedure is public and competitive.

The NBU has a system of internal control of expenses. The
controls ensure that expenses are justified and economically
sound and that goods, works, and services of proper quality
are purchased at reasonable prices.

The NBU has a cost management system, which, among
other things, serves to determine general expenses incurred
by NBU units as they work on reaching the strategic goals,
record and analyze the expenses, assess the efficiency of
resource usage, and search for cost cutting opportunities.

One of the cost management tools used by the NBU is cost
allocation, which the central bank implemented in 2019.

Cost allocation implies distributing expenses from the
administrative budget of the NBU head office (excluding
expenses on provisioning for assets and other costs that are
not subject to distribution) among three cost allocation
targets: NBU structural units, level two processes, and the
NBU s functions.

Cost allocation results are reflected in regular reports that
contain information (data as of a certain date and historical
data) about the costs of structural units, level two processes,
and the NBUis functions. These reports are used to assess
the efficiency of NBU units and level two processes as well
as to find ways to optimize costs, and make decisions on the
management of costs and NBU activities.

The NBU has established and maintains a corporate culture
of resource saving by its units. In particular, the staff incentive
system envisages a dependence of bonuses paid to heads of
units on cost saving results.

A specialists who work to fulfill the NBUis central bank
functions

A workers who are support staff carrying out maintenance
functions (drivers, cleaners, catering staff, and so on).

Human resources do not appear in the NBUis Consolidated
Statement of Financial Position, as this type of the resources
does not meet the recognition criteria T the NBU has no
control. However, the Consolidated Statement of Profit or
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Loss and Other Comprehensive Income reflects expenses on
these resources: staff costs and other expenses, provisions,
and other expenses.

HR Policy

The NBU ensured the implementation of the main tasks and
functions of personnel management and administration in
accordance with the Labor Code of Ukraine and NBU
administrative acts. In 2021, the NBU hired 329 employees
and dismissed 365. It was engaged in document-related
formalities and registration of relevant HR documents,
tracked employee absences from work (by issuing orders to
formalize all kinds of leave, other absence types, namely
military leave of absence, quarantine-related inactivity,
accounting travel hours of work, processing sick leave
documentation).

Remuneration Policy

The NBU aims to create modern conditions for retaining the
best employees and attracting professionals. In view of high
competition in the labor market, the system of remuneration
of employees is focused on their individual needs and
designed to ensure their satisfaction and motivation for the
effective performance of their functions and achievement of
their goals.

The NBU uses the following elements of aggregate
remuneration: compensation payments, benefits,
performance management, development and recognition,
work-life balance. The system is based on position grading,
which, among other things, serves to analyze the value of
positions, processes, and functions.

3.3. Production Resources

The NBUis production resources include man-made (rather
than natural) physical assets that it uses to perform its
functions and provide services.

The NBUis production resources include:

A property and equipment (buildings, facilities, vehicles,
machinery, equipment, tools, appliances, gear, capital
investment in property and equipment, etc.)

A investment property

inventories of tangible assets

A other similar assets.

NN

Production resources are presented in the NBUIis
Consolidated Statement of Financial Position as assets.
Production resources give rise to expenses that are
recognized in the Consolidated Statement of Profit or Loss
and Other Comprehensive Income.
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Compensation payments are a set of cash benefits that form
an employee's income. These include the NBUis base pay
(base component), which is the official salary set within the
minimum and maximum ranges for each position grade, and
extra salary (a variable component of remuneration), which is
set in the form of salary supplements, bonuses, and extra

pay.

Benefits are monetary rewards or services provided in
addition to compensation payments to cover certain needs of
employees.

Understanding the risks of the external environment and
striving to ensure security, the NBU offers employees the
payment of financial aid for the medical treatment of
employees and their family members; payments for the burial
of deceased NBU employees; severance pay to NBU
employees upon termination of employment; other
remunerations  (contributions), such as the pension
contributions the NBU makes for its employees to the NBU
Corporate Nonstate Pension Fund, insurance premiums
under voluntary health insurance agreements, contributions
to the NBU primary labor union organization, and
contributions related to cultural events and health
improvement.

The NBU complies with the requirements of legislation, while
monitoring remuneration-related statistics on the wage
market, trends; maintains and improves its own best
practices and policies, takes care of the level of the internal
service, in particular, by automating processes.

Management of State-Owned Real Assets

Under the Law of Ukraine On the National Bank of Ukraine,
the NBUis assets are owned by the state and are under the
central bankis operating control.

The NBU manages the following assets:

A the central bankis own real assets

A real assets the NBU has acquired by recovering the
property (collateral) pledged as security against
refinancing loans.

A list of the NBUis real estate was approved as part of
implementing the NBUis Functional Strategy for Developing
Infrastructure and Corporate Administration in 2021-2024,
ensuring effective real estate management, optimizing the
NBUis real estate portfolio, determining the efficient and
sustainable use of the existing administrative and economic
space, as well as developing measures to maximize their
usage, analyze and determine the feasibility of projects
designed in previous years.
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As of 31 December 2021, the NBU managed 346 own real
assets, which were listed in the Unified Registry of State
Property Objects. They included: 47 plots of land and 299
buildings and engineering structures. As many as 150
buildings were listed according to the real estate classifier; of
them, there were four residential buildings, 126
nonresidential buildings, 20 other facilities, as well as 149
engineering structures.

Collateral Management Policy

The NBU issues loans backed by securities, real estate and
movable property, property rights under loan agreements,
and other types of collateral.

For more information on types of collateral and the extent of
coverage of loans issued to banks, refer to Note 10 of the
NBU Consolidated Financial Statements.

Under collateralized loan agreements, property put up as
collateral shall be managed and kept by a collateral provider
until enforcement is required to repay a debt under a loan
agreement if there is a breach of the obligation.

Nonperforming loans issued to banks were repaid using
proceeds including from the sale of property put up as
collateral, as well as by the NBUis appropriation of collateral.

3.4. Intellectual Resources

Intellectual resources include intangible, knowledge-based
assets.

The NBU uses the following types of intellectual resources:

A intangible assets (software, both purchased and own,
licenses, websites, information, databases, copyright,
rights of enjoyment, etc.)

A organizational resources T knowledge, research, and
knowledge bases accumulated in the NBU, systems,
processes, and procedures.

The NBUis intangible assets, recognized and presented in
the Consolidated Statement of Financial Position as assets,
primarily include third-party software and licenses to use
software that eventually expire, resulting in expenses that are
recognized in the Consolidated Statement of Profit or Loss

3.5. Social and Reputational Resources

Social and reputational resources include institutions and
relationships within communities, as well as between
stakeholders and other groups, and the ability to share
information to increase individual and collective wealth.

The NBU uses the following types of social and reputational
resources:
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Under the Law of Ukraine On the National Bank of Ukraine,
the NBU acquires, in order to cover the debts owed to the
NBU, any rights and assets, provided that they are further
alienated within the shortest possible time.

Under Article 73 part two of the Law of Ukraine On the
National Bank of Ukraine, the NBU may sell through the
established procedure the property that it acquired from
banks to recover the money it loaned to the banks with the
purpose of supporting liquidity, without obtaining approval
from other government agencies.

The NBUis balance sheet as of 31 December 2021 included
four real estate facilities with a total area of 17,200 square
meters; one property complex consisting of 65 buildings and
facilities with a total area of 27,800 square meters; and 135
plots of land covering 563.8 hectares with a total book value
of UAH 576.3 million (excluding VAT). They passed into NBU
ownership as a result of partial repayment of debt on
refinancing loans to be put up for further sale for the best bid
in the shortest possible time.

In 2021, the NBU sold 27 assets at a total price of UAH 161
million (excluding VAT).

Part 4 hereof describes how the NBU forecloses and acquires
the assets of this type to recover outstanding loans.

and Other Comprehensive Income mainly as administrative
and other expenses.

Proprietary software, the official website built by the NBUis
software developers, databases, and the right to use state-
owned land do not meet the criteria for being recognized as
assets, and are thus not recognized as such in the
Consolidated Statement of Financial Position. However, the
NBU bears the costs of developing and maintaining these
assets, and these costs are recognized in the Consolidated
Statement of Profit or Loss and Other Comprehensive
Income.

For more information on further research at the NBU, the
modernization of reporting systems, the development of open
data, IT, information security, and bank cyber security, see
Part 4 hereof.

A the NBU values, the Code of Conduct for NBU
Employees and the rules of conduct, including
anticorruption ones

A relationships with stakeholders

reputation- and brand-related intangible assets

A social licenses to operate: NBUis rights to perform its
main functions as set forth in the legislation.

. T
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