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“PIRAEUS BANK ICB”
Report on Management of JSC “PIRAEUS BANK ICB” (Hereinafter Also Referred to as the “Bank”)

Operating Environment of the Bank

In 2018, the Ukrainian economy proceeded recovery from the economic and political crisis of previous years
and demonstrated sound real GDP growth of around 3.4% (2017: 2.5%), modest annual inflation of 9.8%
(2017: 13.7%), and slight devaluation of national currency by around 2.4% against USD and 8.2% against
EUR comparing to previous year average.

Also, Ukraine continued to limit its political and economic ties with Russia, given annexation of Crimea, an
autonomous republic of Ukraine, and a frozen armed conflict with separatists in certain parts of Luhanska and
Donetska regions. Amid such events, the Ukrainian economy demonstrated further refocusing on the
European Union (the “EU”) market realizing all potentials of established Deep and Comprehensive Free Trade
Area with the EU, in such a way effectively reacting to mutual trading restrictions imposed between Ukraine
and Russia. As a result, the weight of the Russian Federation’s export and import substantially fell from 18.2%
and 23.3% in 2014 to around 7.7% and 14.2% in 2018, respectively.

In terms of currency regulations, the new currency law was adopted in 2018 that came into force on 7 February
2019. It purports to enable the National Bank of Ukraine (the “NBU") to promulgate more liberal currency
regulation and soften a number of currency restrictions, such as: requirement to register loans obtained from
non-residents with the NBU, 180-day term for making payments in foreign economic transactions, required
50% share of mandatory sale of foreign currency proceeds, etc.

Further economic growth depends, to a large extent, upon success of the Ukrainian government in realization
of planned reforms, cooperation with the International Monetary Fund (the “IMF”), and smooth transition
through presidential and parliamentary elections, due in March and October 2019, respectively.

Key Objectives of Management and Priorities of the Bank’s Development

The Bank approved the Strategic Plan for the period from 2019 to 2021 by Resolution of the Supervisory Board
dated 20 December 2018.

Key priorities of the Bank’s development for the nearest future is to “digitalize” banking services and to
modernize business processes. A trend for “digitalization” of banking services gained momentum in banking
in 2018 and, the trend is expected to continue in the next years. Thus, implementation of the projects focusing
on the Bank’s modernization is a strategically critical component of the Bank’s development.

By implementing a range of projects, the Bank is planning to:

° Improve its competitive ability in the financial services market;

o Attract new small and medium and retail business customers without extending significantly the network
of the bank’s outlets;

° Optimize fixed costs of the lending process and other business processes within the Bank:

° For 2019, the Bank is planning to increase slightly its loan portfolio, which is due to:

* The increased cost of resources and relatively high interest rates on loans as a result of a high
discount rate of the NBU (high interest rates are expected to be retained during the first half-year
of 2019);

= The slowed growth of global economy, thus, the GDP of Ukraine is projected to grow by 2.5%
compared to 2019 (2018: 3.4%);

*  The high economic risks as a result of political uncertainty (presidential and parliamentary elections
scheduled for 2019) and further implementation of reforms in Ukraine. Besides, the Bank leaves
open the possibility for revising its lending plan for 2019 on condition of favorable movements in
the economic environment of Ukraine.

Subsequent to 2020, the Bank is planning to grow at a higher pace, which is going to be based on both the
increased funding from customers (via a new platform of Internet banking) and borrowings from international
financial institutions. Besides, the Bank is planning to focus on lending to corporate customers and small and
medium business customers. On condition of the stable economic growth, a major portion of the national
currency denominated loans is planned to be directed on short-term and mid-term investment projects, with
the remaining planned to support operating activities. Lending to individuals is not going to be of top priority
during the next years, except for a moderate lending activities under a “credit card” product.
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Summary of the Existing Business Model

JSC "PIRAEUS BANK ICB" provides a broad range of banking services to both legal entities and individuals,
therefore, it positions itself as a universal bank.

A key and strategic segment for generating the Bank’s revenues is its small and medium business (“SMB”)
line whose main loan products include the following:

Working capital loans;

Investment loans;

Car loans for business;

Agrarian receipts.

Also, a significant source of revenue from SMB segment is fee and commission income (39% of total fee and
commission income for 2018). Main products of SMB generating this revenue are as follows:

o Currency trading;

o Cash and settlement services, including payroll projects.

SMB line is rather attractive for the Bank due to the fact that it gives rise to relatively stable and cheap resources
that the Bank may use for granting short-term loans and placing free liquidity in the deposit certificates issued
by the NBU.

Retail business is currently a resource base for funding (50-60% of the borrowed funds from customers).
Those funds are most stable and used for funding lending operations.

Main products for retail business customers include the following:

° Service packages (current accounts, payment cards, savings accounts, etc.);
o Term deposits (with interest payable on maturity and on a monthly basis);
o Credit cards.



A share of corporate business in the Bank's loan portfolio is significant (60%), and the Bank is interested in
diversifying and reducing the concentration of this segment by:

o Decreasing a lending limit per borrower (existing loans);
° Lending to only borrowers with undisputable reputation and financial position.

Products for corporate business customers are similar to those provided to SMB, besides, lending procedures
may apply a more individual approach. In addition, corporate business customers are offered such a product
as guarantees, including counter guarantees of the EBRD.

Social Responsibility and Human Capital

The Bank pays a special attention to its human capital and invests much into its development. The Bank's
employees is the most important and valuable asset that creates success and is a motor for development of
the Bank’s operations. During the year ended 31 December 2018, the Bank’s employees spent 13,089 man-
hours at external and internal trainings aimed at improvement of their professional skills and development of
an employee as a personality.

In addition, in 2018, Human Resource Department initiated to implement the project called “Happy Bank”
aimed at comprehensive development of employees: varied master-classes, excursions, lectures. The project
is designed to create a favorable internal climate among employees and increase their loyalty and involvement.
A range of internal trainings were dedicated to the development of soft skills aimed at promoting the
harmonious growth within the organization.

Also, the Bank assisted in organizing own soccer team consisting of the Bank’s employees.

Social responsibility is the Bank’s business philosophy that is displayed in its day-to-day operations:
compliance of the Bank's products and services with high quality standards; commitment to customers,
partners, and employees; as well as public educational and charitable activities of the Bank.

During the year ended 31 December 2018, the Bank provided charitable assistance upon seven requests of
individuals and legal entities. Effective from 2014, the Bank's employees consistently participate in the
charitable project “Race under Chestnut Trees". Also, in 2018, the Bank’s employees participated in the
charitable aid initiated by CF “Blahomai” and the European Business Association.

The Bank’s Activities in Researches and Innovations

During the year ended 31 December 2018, the Bank did not conduct any activities in the sphere of researches
and innovations.
Technological Resources

As at 31 December 2018, information technologies of the Bank were in compliance with the regulatory
requirements of the National Bank of Ukraine. Considering the increased information security threats, the Bank
undertakes all required measures to protect safely banking and commercial secrets.

Key Performance

In 2018, the Bank earned profits before tax in the amount of UAH 51,165 thousand, which was by UAH 21,316
thousand or 71% more than in 2017. Besides, operating profits (before any provisions and taxes) for the year
ended 31 December 2018 amounted to UAH 70,144 thousand, which was by 93% more than in 2017.

Operating income amounted to UAH 336,538 thousand, which was by UAH 70,152 thousand or 26% more
than in the previous year. Growth in operating profits was promoted by the following factors:

° Increase in net interest income to UAH 220,561 thousand, which was by 28% more than in 2017. The
increase was mainly due to a partial repayment of a debt to the parent in the amount of USD 13.4 million,
with the interest expense on due to other banks for 2018 decreasing to UAH 15,868 thousand, which
was by 56% less than in 2017. Decrease in the cost of borrowed funds from customers during 2018
allowed to reduce interest expense by 25% to UAH 37,297 thousand. In 2018, interest income of the
Bank increased by 6%, or by UAH 15,296 thousand, to UAH 273,902 thousand, with 79% of interest
income consisting of loans to customers of the Bank and only 21% related to highly liquid assets
(government debt securities and certificates of deposit issued by the NBU), in 2017, the structure of
interest income was as follows — 71% and 29%, respectively. In 2018, the Bank over-fulfilled the plan
on net interest income by 12%, with 3% of over-fulfilled plan on interest income related to the interest
income earned from loans to customers, and the remaining portion of over-fulfilled plan achieved at the
cost of the policies of the high discount rate of the National Bank of Ukraine, which allowed the Bank
investing highly liquid funds in the deposit certificates issued by the NBU.

° In 2018, net fee and commission income of the Bank increased to UAH 99,100 thousand, or by 27%
compared to 2017. This growth was achieved by increase of fee and commission income on operations
with foreign currency, fee and commission income on documentary operations, and fee and commission



income on credit card servicing. The Bank is planning further to compete in the financial services market,
thus, the Bank’s strategies envisage for implementing a range projects on “digitalization” of those
processes. Percent of plan fulfilment on fee and commission income for 2018 was 96%.

o Trading income on operations with foreign currency increased by 3% to UAH 10,739 thousand in 2018.
Income on derivative financial instruments increased by 2.2 times, or by UAH 2,305 thousand. Holding
the currency position close to zero and mitigating the foreign currency risk to a maximum degree in the
event of significant fluctuations in foreign exchange rates are more priority to the Bank than its trading
income. Besides, the Bank tries to maximize its income without violating the risk limitations set. Financial
assets and liabilities are analyzed in Note 27 “Financial Risk Management” to the financial statements.

) Other operating income of the Bank mainly included non-recurring operations of sales of premises and
equipment and investment property, as well as compensations on legal proceedings. A detailed
description of the structure of other operating income is disclosed in Note 23 to the financial statements.

In 2018, administrative and other operating expenses of the Bank, less allowances for impairment of other
assets and other financial assets, grew by 16% and amounted to UAH 266,394 thousand. The highest growth
in operating expense related to the increase in staff costs due to general trends in the labor market mainly as
a result migration of labor force abroad. Administrative and other operating expenses of the Bank, less staff
costs, grew by 6%, which was by 3.8 b.p. lower than the official inflation rate (9.8%). This growth was mostly
caused by the increase in the funds required to maintain the Bank’s premises in proper condition and the
increased expenses for utilities. The Bank’s management monitors on a regular basis its administrative
expenses and optimizes costs. Expenses in excess of UAH 250 thousand should be approved via tender
procedures, which allows the Bank selecting the best offer in terms of price, quality, and completion schedule.
The Bank’s management expects a further growth in staff costs due to the intensified competition in the labor
market. In addition, the increased cost of energy resources and utilities will affect the increase in administrative
expenses. The bank’s strategies envisage for implementing a range of projects aimed at optimizing fixed
expenditures on certain business processes, which will allow improving the efficiency of labor and minimizing
the growth of operating expense in the future. During 2018, operating expense exceeded the target indicator
by 6%. The Bank's management consistently assesses and benchmarks the Bank’s operating efficiency
against its competitors, in particular, the ratio of operating expense to operating income. As at 31 December
2017, this ratio was 86.3%, as at 31 December 2018, the Bank succeeded in reducing this indicator by 7.1 b.p.
to 79.2%. In 2019, this ratio is planned to grow to 86.9%, which is caused by the increased costs to processes’
“digitalization”, which should in the future bring to optimal costs in the conditions of business growth.

The key objectives for 2018 stipulated by the plan of the parent’s restructuring dated 29 November 2015 and the
Bank's strategies for the period from 2018 to 2021 included the decrease in the amount of total assets. To fulfill
this strategy, in 2018, the Bank decreased its loan portfolio to corporate customers by UAH 467 million (net
decrease, considering the loans granted to new customers), which, in turn, allowed reducing the credit risk
concentration per borrower. On the other hand, the Bank continued increasing lending to small and medium
business (as at 31 December 2018: the loan portfolio to small and medium business customers amounted to
UAH 421,063 thousand, or 30% of total loan portfolio). At the cost of repaid loans to corporate business
customers, the Bank succeeded in reducing its liability to the parent by USD 13.4 million; as at 31 December
2018, the debt to the parent amounted to UAH 297,630 thousand. The Bank’s management is not planning to
reduce funding from the parent and, also, the Bank's strategies for the period from 2019 to 2021 envisages for
attracting funding from international financial organizations and further increasing customer accounts.

Also, one of the priorities for the Bank in prior years was to decrease a share of non-performing loans. The
Bank has established a separate unit to work on non-performing amounts due the main task of which is to
settle relationships with toxic borrowers through voluntary repayments of debt, enforced collection, voluntary
sales of collateral to third parties, and write-offs of non-performing loans that are considered to be
irrecoverable. By the end of 2017, a share of non-performing loans amounted to 16.2% of total loan portfolio
of the Bank, by the end of 2018, the Bank reduced a portion of non-performing loans to 6.6%. By the end of
2019, the target indicator is planned to reach 4.2% and, subsequently, the Bank is planning to maintain a share
of non-performing loans at the minimum level. A separate task of this unit is to dispose of non-core assets of
the Bank. During the year ended 31 December 2018, the Bank sold non-core assets (including the properties
repossessed by the Bank through the debt collection procedures on loans) for the total amount of UAH 11,829
thousand, the gain of sales amounted to UAH 1,167 thousand and was included in other operating income.



As at 31 December 2018, the volume of borrowed funds from individuals amounted to UAH 880,678 thousand,
or 50% of total customer accounts. Specifically, term deposits of individuals amounted to 37%, or UAH 326,393
thousand, with the remaining 63% being current and savings accounts. Besides, the stability of current and
savings account balances remains rather high, which allows investing those funds in short-term loans. The
funds borrowed from legal entities consisted mainly of current accounts — UAH 752,163 thousand and term
deposits — UAH 139,953 thousand. Most term deposits of legal entities had maturities of up to one month. The
liquidity gap is analyzed in Note 27 “Financial Risk Management” to the financial statements.

The Bank manages its liquidity by maintaining it at the sufficient level to fulfil all its accepted obligations in
terms of volumes, maturities, and currencies of payments, ensure the required ratio of own and borrowed
funds, create an optimal structure of assets with the increased share of highly liquid assets possessing an
acceptable level of credit risk to fulfill the requirements of depositors, lenders, and all other customers.

To control its liquidity, the Bank monitors and maintains at the level that is significantly higher than the minimum
required level the following liquidity ratios: quick liquidity ratio (H4), current liquidity ratio (H5), short-term
liquidity ratio (H6), and liquidity coverage ratio (LCR).

H4 ratio establishes the minimum required volume of highly liquid assets to ensure the fulfillment of current
liabilities during one operation day. As at 31 December 2018, this ratio was 94.53%, with the statutory required
level being 20%.

H5 ratio establishes the minimum required volume of the Bank’s assets to ensure the fulfillment of current
liabilities due within one calendar month. As at 31 December 2018, this ratio was 78.78%, with the statutory
required level being 40%.

H6 ratio establishes the minimum required volume of assets to ensure the fulfillment of all liabilities during one
year. As at 31 December 2018, this ratio was 108.03%, with the statutory required level being 60%.

LCR ratio establishes the minimum required level of liquidity to cover estimated net cash outflow during 30
calendar days, with reference to a stress scenario. As at 31 December 2018, this ratio was 175.83%, with the
statutory required level being 80%. During the year, the Bank was in compliance with all liquidity ratios.

As at 31 December 2018, the Bank’s authorized statutory capital amounted to UAH 2,531,347 thousand, with
the total equity amounting to UAH 607,602 thousand. The difference between the statutory capital and
accounting equity is explained mainly by the available accumulated losses of prior years, which amounted to
UAH 1,931,420 thousand as at 31 December 2018. During the year ended 31 December 2018, the Bank
neither increased its statutory capital, nor attracted subordinated debt. As at 31 December 2018, the ratio of
regulatory capital adequacy was 36.3% (with the minimum regulatory requirements of the National bank of
Ukraine being 10%), which more than two times exceeded the level of this ratio in the whole banking system
— 16.18%. The Bank's capitalization was at the sufficient level, which allowed growing business without an
additional increase in capital. One of the key indicators of business development is return on equity (RoE); as
at 31 December 2017, this indicator was 5.6% and, as at 31 December 2018 - 8.9%. The Bank's strategies
envisage for increasing this indicator to 16.7% in 2021.

The Bank's management believes that, to achieve the target indicators set in accordance with the Bank's
strategies, the following factors may have an effect:

o Unstable political situation during 2019 — a typical for Ukraine increased uncertainty during the year of
presidential and parliamentary elections, which may, as a result, lead to deteriorated economic situation
in Ukraine;

o Another substantial risk is caused by deteriorated external conditions as a result of a possible shift of

global economy to a shrinking phase, and intensified volatility of global prices for commodities. As a
result, this may lead to a sharp drop in the economy of Ukraine and devaluation of the national currency.

The Bank’s management consistently monitors the execution of the Bank’s strategy and budget by comparing
actual and planned indicators and analyzing macroeconomic factors. In the event of significant deviations, the
Bank may initiate revising its strategy or budget.

The Bank’s Risk Management System

The Bank maintains a comprehensive and adequate risk management system that ensures for determining,
identifying, measuring, monitoring, and controlling all types of risks at all organization levels and assessing the
Bank’s capital adequacy to cover all types of risks in compliance with the requirements of the National Bank
of Ukraine.



The Bank's risk management system ensures for:

Assessing external factors (movements in political and economic conditions; changes related to a
specific type of economic activities; technological changes, etc.);

Assessing internal factors (complexity of the Bank’s organization structure, specific character of the
Bank's operations, staff’s skill level, organization changes, introduction of new products, etc.);
Estimating measurable risk exposures and analyzing those that are not measurable;

Determining risks that are beyond of the Bank’s control;

Monitoring the relationships between the costs related to risk mitigation and the costs that those risks
may cause.

In the process of its business activities, the Bank mitigates or accepts risks in order to achieve planned
profits/strategic objectives. Nevertheless, a risk event may affect the expected return by causing an adverse
effect on the Bank's position/reputation. As a result, a risk exposure is defined as a probability or consequences
of the events with an adverse impact that lead to expected or unexpected losses or restrained capabilities of
the Bank in realizing its published business strategies.

The bank has the following key risk categories:

A

Credit risk is inherent in all types of the Bank’s activities where the result is dependent on operations of
a counterparty, issuer, or borrower. It arises each time the Bank grants funds, commits to grant them,
invests funds, or otherwise exposes them to risk irrespective of whether the transaction is on- or off-
balance sheet.

Liquidity risk is determined as an available or potential risk for proceeds and equity that arises due to
the Bank’s inability to meet its obligations when they are due without incurring unacceptable losses.
Liquidity risk arises as a result of failure to manage unplanned cash outflows, changes in sources of
funding, and/or fulfill off-balance sheet obligations.

Market risk is determined as an available or potential risk for proceeds and equity that arises due to
unfavorable fluctuations in values of securities and goods and foreign exchange rates on the instruments
in the trading portfolio. Market risk consists of a range of risk subtypes, such as: position, interest rate,
spread, foreign currency, stock market, commodity, default, non-linear, and market concentration risks.

Interest rate risk of the banking book is a risk for the Bank's revenue and own resources due to
unfavorable movements in interest rates on the banking book instruments.

Operating risk is a potential risk for the Bank’s existence that arises due to deficiencies in corporate
governance, internal controls, or inadequacy of information technologies and data processing processes
in terms of their manageability, versatility, reliability, controllability, and continuity.

E1) Reputational risk is determined as an available or potential risk for proceeds and equity that arises
due to unfavorable perception of the financial institution's image by customers, counterparties,
shareholders (participants), or supervisory bodies. This risk is an independent type of risk that is
technologically considered in combination with operating risk.

E2) Legal and compliance risk is determined as an available or potential risk for proceeds and equity
that arises due to violation or non-compliance of the Bank with the requirements of laws,
regulations, agreements, accepted practices, or ethics, as well as possible ambiguous
interpretations of established laws or rules. This risk is an independent type of risk that is
technologically considered in combination with operating risk.

Strategic risk is determined as an available or potential risk for proceeds and equity that arises due to
incorrect management decisions taken, improper implementation of the decisions made, and
inadequate response to changes in business environment. This risk arises from inconsistency in:

e The Bank’s strategic goals;

*  Business strategies developed to achieve those goals;

»  Resources involved to achieve those goals and quality of their implementation.

Country risk is determined as a probability of losses due to the events occurring in a certain country that
affect the capability of counterparties (legal entities and individuals) operating in that country to fulfill
their obligations.

Concentration risk is determined as a probability of losses due to the excessive exposure to joint factors
or the factors that correlate with each other. Concentration may arise in all types of risk (credit, market,
operating, liquidity risks).

The Bank determines as significant/material for its operations the following types of risk: credit, market,
liquidity, and operating risks. At the same time, the Bank monitors in detail and analyzes the effect of all other
types of risks mentioned above.

Vi



Depending on whether there is a dependence between risks and income, risks may be divided into two groups:
° Measurable risks (financial risks). E.g., credit, liquidity risks;
) Unmeasurable risks (non-financial risks). E.g., legal, reputational risks.

Risks that have a dependence between risks and income are treated as measurable risks that are managed
through their optimization/mitigation. Risks that do not have a dependence between risks and income are not
measurable and are managed through their minimization.

A risk management process is not, as a rule, aimed at removing the risk, but is intended at ensuring for the Bank
a relevant consideration for the risk acceptance. Exceptions are certain risks that do not have interrelations
between their extent and amount of the Bank's consideration (e.g., legal, reputational, strategic risks). Many risks
that the Bank is exposed to are by their nature inherent to the banking activities and represent a significant portion
of intermediary function in re-allocation of monetary resources performed by banks (e.g., credit risk). For such
risks, the Bank tries to optimize the ratio between the risk exposure and income by maximizing yield for a certain
degree of risk or mitigating the risk that is required to accept for ensuring the required rate of return.

The Bank has envisaged measures aimed at mitigating the effect of this or another type of significant risks
based on the profile of its appetite to a specific type of significant risks. Strategic directions for mitigating the
relevant effect may be described on the basis of risk management strategies, in particular:

1) Credit risk management:

*  The Bank aims at controlling credit risk by setting rigid credit criteria that comprise an obligatory
condition that a customer have sources for loan repayment in place (the first option), provide a
collateral (the second option), and undergo a comprehensive assessment. The process is
supported by using the internal rating systems with a significant degree of differentiation and
systems for measuring credit risk and calculating the requirements to capital.

e The Bank aims at restraining the appearance of new past due debts by identifying credit risk,
monitoring it on a consistent basis, and applying countermeasures. In addition, the Bank develops
policies and processes designed to ensure for maximum recovery of doubtful debts in the shortest
possible timeframes.

*  The Bank aims to have a range of credit limits in place that will be updated on a regular basis and
cover all types of the Bank’s activities in order to mitigate the credit risk.

e  The Bank aims at conducting a direct and centralized monitoring of the whole volume of credit risk
at the levels of portfolios of a borrower/group of borrowers.

2) Market risk management:

*  The Bank aims at participating in exposure of market risks at a low level thanks to trading activities
at own cost (trade), as well as centralized and direct management of market risks arising from
customer operations.

e The Bank determines the Bank’s appetite to market risk by setting a clear system of market risk limits.

3) Liquidity risk management:

e  The Bank manages its liquidity by maintaining it at the sufficient level in order to perform on a timely
basis all accepted obligations, with reference to their volumes, maturities, and currencies of
payments, ensures the required ratio of own and borrowed funds, creates an optimal structure of
assets with the increased share of highly liquid assets possessing the acceptable degree of credit
risk in order to meet the requirements of depositors, lenders, and all other customers.

e The Bank aims at developing a liquidity model, including (a) permanent structural liquidity and (b)
extended funding sources available.

e The Bank aims at reducing gradually the average duration of loan portfolio and increasing
simultaneously relevant maturities.

4) Operating risk management:

*  The Bank aims at avoiding losses due to operating risks caused by inadequacy and inefficiency of
internal controls or non-compliance with all principles and goals of controlled environment
applicable by the parties.

*  The Bank aims at completely avoiding losses caused by internal fraud. To avoid such losses, the
Bank shall ensure that its employees adhere to the code of ethics and banking behavior principles,
as well as principles of corporate governance and internal regulations of the Bank.

»  The Bank aims at completely avoiding incidents with a significant negative effect on its reputation
and corporate image. Those incidents may lead to losses of life, damages to health of employees
and customers and arise from non-compliance with the statutory base, inconsistency with the
principles of corporate and social responsibility (society, culture, and environment), and disruption in
business continuity and/or inaccessibility of IT systems.
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Report on Corporate Governance of the Bank for the Year Ended 31 December 2018
Objectives of the Bank’s Operations

Objectives of the Bank's operations include providing banking and other financial services, comprehensive
servicing of legal entities and individuals irrespective of their state affiliation and forms of ownership, improving
quality and increasing the volume of banking services, receiving an optimal amount of returns on banking
activities, creating favorable conditions for the development of Ukrainian economy, and supporting a domestic
manufacturer.

In addition, the Bank is entitled to make direct investments and conduct operations with securities in
accordance with the legislation of Ukraine on securities, investment activities and regulations of the National
Bank of Ukraine. The Bank is engaged in foreign economic business and banking activities in accordance with
the effective legislation of Ukraine and in accordance with the procedure established by regulations of the
National Bank of Ukraine.

Compliance/Non-compliance with Principles or the Code of Corporate Governance (with Reference to
Sources of Their Publication), Departures from Them and Reasons for Such Departures during the
Year

In its activities, the Bank consistently adheres to the principles (rules) of the Code of Corporate Governance,
the effective version of which was approved by Resolution of Extraordinary General Shareholders’ Meeting of
JSC “PIRAEUS BANK ICB" dated 12 November 2018 (Minutes # 2/11 dated 12 November 2018) and effective
from 20 January 2019 (hereinafter, the “Code”). A previous version of the Code was approved by Resolution
of General Shareholders’ Meeting of the Bank dated 21 November 2016 (Minutes # 3/11 dated 21 November
2016).

The Principles (Code) of Corporate Governance of JSC “PIRAEUS BANK ICB” are publicly available on the
Bank’s website at: http://www.piraeusbank.ua/ua/statutory documents.html

In accordance with the Code, the Bank, in its activities, shall adhere to the following principles of corporate
governance:

° Comply with the legislation of Ukraine and consider the best global practices;

° Ensure the protection of rights and legitimate interests of the Bank’s shareholders, depositors, and
investors;

° Ensure the segregation of duties and authorities among the Bank's governing bodies;

) Ensure the transparency and timely disclosure of appropriate reliable information;

° Prevent conflicts of interest;

o Ensure the loyalty and responsibility to stakeholders;

° Ensure the effective control over the Bank'’s financing activities and risk management.

To ensure the maximum protection of the Bank's shareholders from any effects and actions that may result in
limitation of their rights and interests, and considering the important role of strategic investors, the Bank
undertakes all efforts to maximize their participation in the Bank’s operations.

The Bank believes that the available qualitative, transparent, and efficient system of corporate governance
that is based on the above principles and regulated by the Code and internal regulations of the Bank has a
significant impact on the increase in its market value and efficiency of operations; promotes profitability and
financial stability; improves confidence of depositors, lenders, and the public; shapes a long-term cooperation
with the Bank’s customers and partners, government authorities, mass media, and society taken as a whole.

There were no facts of non-compliance with the Code of Corporate Governance in 2018.

Information about Participants with Significant Shareholdings (Including Those Exercising Control
over the Financial Institution), Their Compliance with Statutory Requirements, and Changes in Their
Composition during the Year

In 2018, there were no changes in structure of participants with significant shareholdings in the Bank.

As at 31 December 2018, the majority shareholder of the Bank was Piraeus Bank S.A. (Greece) that owned
99.991818% of shares in JSC “PIRAEUS BANK ICB’.

The remaining 0.008182% of shares in the Bank were divided among 22 minority shareholders.

The Bank’s shareholders with significant interests in the statutory capital comply with all requirements
established by the laws.
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In accordance with Para. 10, Section VI of the Law of Ukraine “On Depositary System of Ukraine” # 5178-VI
dated 6 July 2012, if a security holder (shareholder), during one year from the effective date of the Law (i.e.
before 12 October 2014) fails to enter with a depositary institution selected by the issuer into an agreement on
servicing a securities account on its behalf or transfer the rights to securities attributable to it to the securities
account opened with another depositary institution, the securities (shares) of such a holder (shareholder) that
give rights to participate in the issuer’s bodies (in particular, at the Bank's General Shareholders’ Meeting)
shall not be considered in determining the quorum and voting in the issuer's bodies (in particular, at the Bank’s
General Shareholders' Meeting).

As at 31 December 2018 20 out of 22 minority shareholders of the Bank failed to enter into agreements with a
depositary institution and, correspondingly, their shares were not considered in determining the quorum of the
Bank's General Shareholders Meetings.

Information about the Bank’s Governing Bodies and Ensuring the Efficiency of Corporate Governance
System

The effective functioning of the Bank is ensured by its compliance with the effective legislation of Ukraine, clear
segregation of responsibilities among governing bodies, efficient system of controls, long-term strategic
planning, focus on the needs of customers and market development trends, consistent monitoring of the best
banking practices.

1. Planning, budgeting, and projecting the Bank’s operations

1.1. The Bank implements a process of regular preparation of strategic and financial plans, as well as
monitoring the results of work on those plans. The Bank’s Management Board, as an executive
body, supervises the implementation of this process and approves plans and budgets before their
submission to the Bank's Supervisory Board for final agreement.

1.2. The Bank’s activities are performed in compliance with the development plan developed by the
Management Board and approved by the Supervisory Board. The development plan includes a
mission and key objectives of the Bank’s operations, tasks, and activities required for their
execution, key directions of business strategies and institutional development, as well as relevant
financial and economic indicators. Further details of strategic tasks and activities required for their
execution are included in annual budgets and other tactical plans of the Bank developed by the
Management Board and approved by the Supervisory Board.

1.3. The planning process will result in the prepared budget developed by the Bank’s executive body —
the Management Board and approved by the Supervisory Board. The budget will describe in detail
the activities planned for the next year and contain general planned indicators required to be
achieved during the next year. This document should clearly determine agreed key indicators of
operations. In the event of changes in circumstances, the budget shall be revised.

1.4. The Bank's Management Board, as an executive body, shall be responsible for the budget
execution.

2. Segregation of responsibilities among the Bank’s governing bodies

2.1. Segregation of responsibilities among the Bank's governing bodies in accordance with the
legislation of Ukraine is documented in the Charter and internal regulations of the Bank (provisions,
policies, concepts, etc.). The Supervisory Board approves the Bank’s strategic goals, corporate
standards, principles, and policies, and controls their communication by the Management Board to
all employees. The Management Board ensures the compliance with the determined goals,
standards, and principles in the Bank's day-to-day operations by paying a special attention to
removing the situations that may promote corruption, practices of making individual decisions, and
abuse of authorities, or otherwise deteriorate the quality of corporate governance. Functions,
segregation of duties, and accountability of units are documented and communicated to performers
in the manner that would ensure that all the Bank’s employees understand their functions,
responsibilities, and authorities, their roles in the organization of activities and processes of control
(especially on ensuring the appropriate functions of internal banking control), as well as their
accountability.

2.2. A competitive advantage of the Bank is also its consistent aspiration to improve internal processes
and banking products that is achieved through the survey of the Bank’s customers’ needs and
development of the banking market, as well as study and use in its activities the best achievements
of the global banking system.



Interaction between the Supervisory Board and the Management Board

3.1. The Supervisory Board and the Management Board consistently cooperate so that the Bank
achieve the best results in its activities.

3.2. The Charter and relevant internal regulations of the Bank clearly distinguish functions, duties, and
responsibilities in respect of management of the Bank's operations between the Supervisory Board
and the Management Board. When monitoring the Management Board's activities, the Supervisory
Board does not interfere in current operations of the Bank and does not overlap the Management
Board’s functions.

3.3. The Management Board coordinates the development and submits to the Supervisory Board for
agreement and for approval the Bank’s development strategies, and consistently discusses the
current state of their realization.

3.4. The Management Board, on a consistent basis, makes the Supervisory Board aware of the Bank’s
current position with the purpose of sharing responsibilities for its performance. The Management
Board provides the Supervisory Board with regular, timely, and full information relating to the most
important aspects of the Bank's activities.

3.5. Internal regulations of the Bank may determine procedures for reporting by the Management Board
to the Supervisory Board and the General Shareholders’ Meeting, as well as a list of information to
be contained in relevant reports.

3.6. The Management Board makes the Supervisory Board aware of any deviations from (non-
compliance with) the existing provisions and procedures, planned parameters, plans, and goals of
the Bank’s development as determined and set earlier, with reference to reasons of such deviations
(non-compliance).

Preventing Conflicts of Interest

1.

A conflict of interests represents the existing and potential inconsistencies that arise between personal
interests and official or professional duties of a person that may affect the fulfillment in good faith of his
or her authorities and objective and unbiased decision making.

The executive personnel and other employees of the Bank shall avoid conflicts of interest in their work
and refrain from participating in decision making if a conflict of interests does not allow them properly
executing their fiduciary duties. The Supervisory Board shall make the Management Board ensure that
the Bank have the effective system in place on management of conflicts of interest.

Members of the Supervisory Board and the Management Board, as well as the Corporate Secretary (if
appointed) shall communicate to the Supervisory Board about the available or potential conflict of
interests arising in the course of performing their functions. The Supervisory Board makes the General
Shareholders’ Meeting aware of any identified significant conflicts of interest of members of the
Supervisory Board and the Management Board, ways of their resolution, and activities on their
avoidance in the future.

The Bank's employees advise about the available or potential conflicts of interest that have arisen or
may arise in performing their functions heads of its units or members of the Management Board they
are subordinated to. If needed, the Corporate Secretary provides to heads of units or members of the
Management Board proposals on resolution of conflicts of interest and supervises this process. The
Corporate Secretary (if appointed) advises the Supervisory Board about significant conflicts of interest
that arise with the Bank’s employees and may not be resolved at the level of the Bank’s units where
such employees work or the Management Board.

In performing the transactions that may lead to conflicts of interest, the Bank shall ensure their maximum
transparency and understandability to all stakeholders and consider interests of its shareholders and
customers.

Governing and Controlling Bodies of the Bank

The Bank’s governing bodies include:

The supreme governing body — the Bank’s General Shareholders’ Meeting;
The executive body — the Bank's Management Board.

The Bank'’s controlling bodies include:

The Bank’s Supervisory Board;

The Bank's Revision Commission;

The Bank'’s Internal Audit unit.

The Bank’s supreme governing body is its General Shareholders’ Meeting that resolves any issues on the
Bank's activities.






