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Getting the priorities right in banking regulation and supervision
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= Moldovan banking sector as of 31.12.2023

Market share
controlled by

NPL/Total

Net income:

11 banks

- European
: 213,0 million loans:
(4 systemic EUR investors: 5 6%
banks) ~ 93% of ’

assets

Return on

Assets: Loans: assets (ROA): Liquidity

7.952,5 3.300,8 . Reztf:;%’on coverage

million million gapntal equity (ROE): ratio:
EUR EUR Adequacy 16,28% 280,3%

Ratio:
30,0%
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= Legal framework alignment with EU acts

CRD/CRR European package is partially transposed into banking legal framework

The following EU provisions from CRD/CRR package, including amendments through Banking Package
proposal (CRR IlI/CRD VI) are planned to be transposed into national legislation as follows:

*  NSFR - planned by December 2024;

* IRB approach, securitization, G-SIl — planned by December 2027

« Sustainable Finance - ESG Integration and Sound Risk Management — planned by December 2027.

« Large exposures (updates) — planned in 2025;

* Leverage (updates) — planned in 2025;

- Capital buffers (updates) — planned in 2025 (currently undergoing public consultations);
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= Understanding the Supervisory Landscape

s 2 Quantitative data Qualitative data
* FINREP, COREP « |CAAP
Data used  Local Prudential reports « ILAAP
* Credit Risk Register (CRR)  Board minutes
~ ~ * News
a Y
f ) OFF-SITE ON-SITE
Based on the ’ SRFfSP . I J
risks identified *  Meetings with.auditors, theSﬂrggce;(e?/?eWS
L\ ) key functions )

Supervisory
measures

Sanctions

Measures
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= Understanding the Supervisory Landscape
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= Priorities in banking supervision for 2024

* information security governance, monitoring of

banking systems and services, vulnerability management, controls

against cyber attacks, business continuity plans.

* new or emerging ML/FT risks, related and with the
evolution of financial technologies or other
innovative tools

* close collaboration with other regulatory and law
enforcement authorities as well as financial
institutions

Identification
and effective
management of
] risks associated
- withICT

Preventing
and combating
money laundering
and terrorist
financing

Analysis,
assessment
and resolution of

___________________________ _/ vulnerabilities
———————————————————————————— related to payment
« payment services in terms of digitisation, and settlement
* interaction of banks as payment service providers with third party systems
entities involved in the provision of payment services
/
/

I@{ ‘ National Bank of Moldova

Corporate
governance

Credit risk

Interest

rate risk
associated with
non-trading
book activities

» adequacy of internal control functions (i.e. independence) 1
* horizontal verifications in respect of governing bodies :
practices |

+ use of stress tests results in decision making process. I
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* banks' lending practices in relation to the risk ,
appetite (especially in the case of consumer I
loans without collateral). :
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* measures and instruments adopted by banks to I
manage high sensitivity to IRRBB risk I

+ calculations of the potential change in economic :
value I
due to changes in interest rate levels I
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= Dynamic supervisory strategy
that adapts to changing conditions

!
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=) l \ Cash-flows
8
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The Armenian financial system: current situation and challenges

Mane Harutyunyan
Head of Risk Analysis Department
Supervision and Licensing Directorate

Central Bank of Armenia

World Bank Financial Sector Advisory Center Annual Conference
May 22-23, 2024 Vienna, Austria



= [n 2023 Armenian financial system ensured the normal
course of the financial intermediation function

The Structure of financial system
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=Banking sector’s profitability is above its 10 years average

Structure of assets return

Return
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= Banking system is highly capitalized

Capital Adequacy ratio and the structure of capital requirements

D.5% D.57% 1.0%
12.0% 12.0% 12.0% 12.0%

2019 2020 2021 2022 2023 2024 FEB

B Min regired capital B Countercyclical buffer m SIFl buffer m Capital conservation buffer = Capital left
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=Lending volumes have experienced growth across all lending sectors.
The share of non-performing loans has declined and remained below its

long run mean.

Lending Growth in Main Sectors

50%
40%
30%
20%
10%
0%
-10%
-20%

2017 2018 2019 2020 2021

I Business B Agriculture B Consumer

2022 2023
Mortgage ——NPL(rhs)

7%
6%
5%
4%
3%
2%
1%
0%

Sectoral Structure of Loans

100%
60%

40%

- I I I I l I
0%

2017 2018 2019 2020 2021 2022

M Agriculture B Industry B Construction M Services

Mortgages ® Consumer B Other Sectors

2023



= Liquidity at the banking sector remains above
regulatory minimum level

Bank liquidity norms and loan/deposit ratio
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Central Bank of Armenia
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Risk Based Supervision

Disclosure of Supervisory priorities (Phase 1)
INPUTS

Financial
Stability Risk Banking
Department Supervision Supervision

v’ Systemic threats v Risk horizontal v" SREP overall

v" Macroprudential STs activities assessment

v" Macroprudential risks v' Systemic risk analysis v On site inspections
v" Microprudential STs

KEY RISKS AND VULNERABILITIES
U

Regulation
Department

v" New regulations
v" International
initiatives




Determination of supervisory priorities

(Phase 2)

v'The supervisory priorities are set for a 3-year
period and subject to an annual review. They
may also be adjusted more frequently (within the
year) if unforeseen material events arise.

v'Supervisory priorities include the specific
supervisory actions targeting each priority:

= On-site inspections * Surveys/impact
_ _ assessments
= Horizontal reviews studies
= Deep dives « Stress
testing/quantitativ

e measurements

= Central Bank of Armenia

Climate and

Environmental
Risks

Resolution

Operational
Resilience

Priorities




Banking sector in Uzbekistan,
its supervision and regulation

Vienna, 2024

Sanjar Nosirov
Director

Banking regulation department
Central Bank of Uzbekistan



Banking system indicators

bin. assets

bin. loan portfolio

309 Deposit dollarization

banks

GDP

bln. deposits

4.3% NeL

A59; Loan dollarization



Banking System Reform Strategy

State-owned banks — 5 State-owned banks
Privatisation in 2 stages l l l
Transformation

Share and number of SoBs

| - 86%
Privatisation - 13 SoBs 68%
5 2019 \

g 10 SoBs
= 2024

: Il e
[ i
Strategic investors

Transformation and privatisation office



Regulatory reforms

New Banking Law

O s

Market entry: Ongoing Supervisory Market
“satekeeper” supervision enforcement exit
Compliant
BCP self-assessment 4 .
2019 Non-Compliant

l

4-year Action Plan

l l

* Licensing * Risk management
 Corporate governance e Capital adequacy
* |Internal audit * Liquidity

e External audit e Asset classification



Supervisory Reforms

Rule-based supervision

Risk-based supervision

| |

Banks Guideline on Risk-based supervision
Risk profile assessment Comprehensive guide on:
e Business model (inherent risk) * |dentification of risks
* Capital * Assessment of risks
* Liquidity * Mitigation of risks

Overall management and governance
Systemic relevance

\

Inspections

Thematic and targeted inspections:
e Vertical

 Horizontal



Regulatory and
supervisory
priorities



Market exit

Banking Resolution and Liquidation law Deposit Insurance System law

Key Attributes of effective IADI Core Principles
resolution regimes

v v

* Resolution powers * Public policy objectives

e Resolution tools . -
e Mandate and powers of DGF (Pay-Box +)

e Resolution planning e Governance of DGF

* Functions of resolution authority Mt * Relationship with safety-net members
* Resolution funding e Cross-border considerations

* Interagency cooperation, etc. - e Banks' membership and their

e Contributions

e Deposit coverage

e Public awareness initiatives
* Reimbursing depositors

* Recoveries



YoY change

framework

Borrower-based

DSTI
All loans
Microloans 60%
50% — juy120  50%
Now January 1, 2025
"""""""""""" oV
80% 75%

Mortgages Other loans

Year-over-Year Loan Type Changes

190,0 - 60
- 50
— Total loans (RHS)
- 40 —— Retail loans (RHS)
- 30
—— Consumer loans (LHS)
——— Microloans (LHS)
- 20 Mortgage loans (LHS)
- 10
-0

Capital-based

RW on car loans

DSTI < 60% 60%<DSTI

New loans | LTV< 75% 100% 150%
| 75%<LTV 150% 200%
! RW on mortgages
_ | DSTI < 60% 60%<DSTI
Exception for LTV and DSTI !
: LTV< 50% 35% 50%
| 50% < LTV< 75% 50% 100%
i 75% < LTV< 100% 100% 150%
; 100%< LTV 150% 150%



Regulatory developments and assessment

Capital adequacy Liquidity (LCR, NSFR)
*Qualitative requirements *HQLA
*CET1 *Haircuts
*AT1 *Inflow and outflow rates
TC
Calculation of risks .
*Credit Pillar |
*Operational
* Market
*Buffers
*Conservation
*CCyB
*Systemic o

New BCP self-assessment

| FSAP, July 2024



Other initiatives

Strategy for Managing Climate Change
Risks in the Banking Sector
(2024-2027)
e Standards to manage climate related risks
* Integration into supervision
* Assessment panel
* Analytical framework

Islamic Finance

Asset-based lending (Factoring)

Microfinancing banks

National "green” taxonomy

Green finance



Ukraine: Banking sector

The National bank of Ukraine

May 2024



Despite the war, the Ukrainian economy is on recovery path with entrenched macro
financial stability

The growth rates of the Ukrainian Consumer inflation, % yoy
economy, % yoy
20 70
60 f
10 5.3
3.5 3. 4
0.2 0.0 24 2.4 - 3.? 431 1 50 | 43.3
-10 o6 v3 30 [24.9 26.6
9.8
-20 20 ¢ 124 13.7 0 o 10.0
“ 10 | \IM\\“‘\‘I‘ 5.0 \f.1
-28.8 0 e S W32
-40 10
12 13 14 15 16 17 18 19 20 21 22 23 14 15 16 17 18 19 20 21 22 23 24
@ annual GDP quaterly GDP —headline core
Source: SSSU. Source: SSSU.

= russia’s full-scale invasion Ukraine hit the Ukrainian economy hard in 2022 and continues to exert a heavy toll. However, the
economy showed resilience. Real GDP of Ukraine returned to growth in annual terms in Q2 2023, reaching 5.3% for the whole 2023

= Following the shock of 2022, inflation pressures also started to ease thanks to overcoming the supply and logistics bottlenecks and
the NBU response. Prompt and consistent policy actions helped anchor both inflation and exchange rate expectations

= As economic conditions improved, the NBU has been easing both its monetary policy and FX restrictions without jeopardizing
macrofinancial stability and launched FX liberalization strategy



Banks remain resilient and liquid

Corporate and retail deposits, 31.12.2021 = 100%

180% |
160%
140%
120% f
100% ¢
80%
60% 1 1 1
12/21 09/22 06/23 03/24
- Retail deposits in hryvnia
Corporate deposits in hryvnia
- Retail FX deposits (USD eq.)
- Corporate FX deposits (USD eq.)
Source: NBU.

Distribution of core capital adequacy ratio by

banks' assets

100%
80%
60% |

40%

20%

0%
03.19 03.20 03.21 12.21 03.23 03.24

H<7% m7-95% m9.5-12% 12-15% m>15%

= The banks enjoy strong inflow of client deposits, both retail and corporate. These deposits now make over 92% of the sector’s funding.

= The sector remains liquid and generated high profits, prompting imposition of windfall income tax in 2023. Despite this, the sector

remains profitable.

= Banks mostly have capital well above the required ratios. This makes possible reintroduction of pre-war regulatory requirements as

well as new ones in line with the EU standards.



Market lending is rising

Factors of change in gross hryvnia loans, Rates on new hryvnia loans to
UAH billions businesses, %
350 23%
[0)
330 | 27 21%
12 19%
310 | 15 17 17%
12 .
290 298 — 23 — 8 206 15%
-39 1 46 29 4 o 13%
270 . 27
11%
250 — — 9%
12.22 06.23 12.23 .
m Outstanding net loans 7%
New borrowers under “5-7-9%” (+) 5% ! ! ! ! ! !
New borrowers outside “5-7-9%" (+) 01.21 07.21 01.22 07.22 01.23 07.23 01.24
m Full repayment
® Migration into NPLs (-/+) == Al business loans Large corporates e==SMEs

Change in outstanding debt under “5-7-9%”" (+/-)

At banks that were solvent as of 1 January 2024 .Calculations based on loans over
UAH 2 million.

Source: NBU.

= Despite the war, bank lending never stopped. State support programs played a crucial role in promoting corporate lending.

= Qver the last three quarters, corporate lending has been on the rise, since the last quarter of 2023 — also outside state support
programs. Retail lending is rising due to an increase in real incomes and a certain improvement in consumer sentiment.

= Going forward, the major objectives are to:

» Provide subsidized lending in risky regions to meet demand for financing
« Ensure fast development of strategic industries in relatively safe regions



Given strong sector’s stance, the NBU works on reform agenda to address new
challenges

Lending recovery and « We are finalizing Lending Recovery Strategy, which is to address two objectives: to provide subsidized lending
increasing banks’ role in in war-affected regions and to accelerate the development of strategic industries in relatively safe regions.

economic revival  The Strategy will also facilitate resolving the NPL issue

EU i . in fi » Currently we are closing the gaps with CRD/CRR requirements
U integration in finance « Capital structure to be implemented in 2024; ILAAP, ICAAP and leverage ratio in 2025; capital buffers tbd

“ « We will move towards implementing P2R individual capital requirements as a part of the SREP, prelim 2025

* Recent cyber attack on a major communication services provider highlighted third party risks
» We work on guidelines to address these risks and strengthen supervisory frameworks and requirements

Third-party risks

» We will develop guidelines for identification and managing of ESG risks

» This one of the most important project for us, aimed at development of inclusiveness in the financial sector and the

Financial inclusion resumption of bank operations in the liberated territories

» We will pursue it to ensure that system is protected from those affiliated with agressors
* We expect our partners to observe strictly the sanctions they impose themselves

Sanction policy




Ukraine: Banking Supervision

The National bank of Ukraine

May 2024



Banking supervision during the war

~

: - NB islon
P E—————

= Adoption of a number of normative acts, which determined the peculiarities of the functioning of banks in wartime.
= Blank financing was given for banks, cashless settlements without restrictions. Instead, restrictions on the foreign exchange

market aimed to protect the national currency, limited cash withdrawal operations.

Panic, military actions, missile attacks, ». = Temporary mitigations: supervisory measures were not used in case of violation of prudential norms (caused by the war), some
global technical problems, human factor regulatory requirements, supervisory procedures was cancelled/ postponed, formalization of credit holidays, simplification of

= If necessary, the 24/7 mode continues to work.
Current state of the banking system

requirements for operational activities (permission to use cloud-based foreign services, on-site inspections were stopped) etc

= Creation of POWER Banking network (branches that work and provide services even during a blackout). The POWER
BANKING network already has near 2500 branches equipped with alternative energy sources, enhanced cash collection,
additional staff and backup communication channels.

v = The first 2 months of the war were extremely hard. 24/7 we tried to be in touch with banks using all possible and available |
means of communication. It was important that the people had access to their own accounts, branches and POS terminals
worked, ATMs were loaded.

= The mitigations were introduced, maximum simplification or cancellation of supervisory procedures (SREP assessment -
a simplified procedure to assess the current state without long-term conclusions, annual banks™ resilience assessment - was
not performed).

* The mitigations are being cancelled step by step.
= The annual banks’ resilience assessment was performed (top-20 banks).
= Additional criteria were added during calculating credit risk (to take into account the wartime as fully as possible).

= Assessment of the impact of the implementation of EU legislation and the Basel Committee (new capital structure,

ICAAP, ILAAP, strengthening requirements for operational, market risks, etc.) and conducting relevant consultations with
banks.

Payment system is operating without interruptions.

There are no restrictions on cashless payments.

The banking system is stable. Only a few banks demonstrated the need for additional capital after the banks’ resilience assessment in 2023
Taking into account the results of the banking system for 2022, the Verkhovna Rada more than doubled the income tax for banks.




In the meantime the supervisory function is being gradually transformed into a more evidence-
based and transparent function rooted in data analysis and risk-based approach

Strategic development horizon
Developments in 2023: 2024 and beyond

: . . Current state of developments
Banking supervision before - « Horizontal supervisory teams provide

transformation i : a framework for all functions and
* Supervisory teams work with banks and competence centers of the Prudential

better distribute tasks by competencies Block to interact effectively ensuring a

« Supervisors and their superiors ensuring continuity of the process comprehensive assessment under the
eSOl for2 bark are I holders |+ Competence centers for key elements of risicbased approach
business models and types of risks :
banks and their inherent risks provide independentjudgrl?\ent within the * Competence centers are established
» Highly hierarchical undistributed superyispry process to improve the quality Lonr dzs;slgisllsalrgglIb::él(-lflpr?;clggl;lzi;/stypes
organizational structure of decisions made of risks but also for the entire
« Internal competence centers for key  Supervisory data are used in supervisory spectrum of business models
risks and business models have not processes systematically alongside the . —r :
yet been formed qualitative information on banks and Integrated predictive analytics

based on accumulated supervisory
data aimed at forecasting risks and
market development trends that affect
the sustainability of business models of
financial institutions

become a source for qualitative analytics
to ensure timely and accurate risk
assessment of banks, as well as overall
assessment of insolvency risk and possible
consequences

» The use of analytical information is
somewhat limited. Regularity, quality
and completeness of reports and
analytics could be improved for all key
USers in supervisory processes
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Supervisory teams

Supervisory teams will include
several supervisors who will be in
charge of supervision over several
banks with similar business models

Team members will be able to
complement each other in different
areas of competence

Teams will have experience in
concurrent work with multiple banks
for a wider view on the context

Continuity of the supervisory process
will improve as dependence on a
single employee decreases

Flexible team management will
enable the efficient distribution of
supervisory resources to the
respective tasks

For an effective implementation of the risk-based supervision function, we moved to teamwork
involving competence centers and integrated analytics

@

Competence
centers interaction

» We are creating a single analytical
center to accumulate institutional
competences in the following areas:

— Payment transactions

— Corporate and retail credit risks

— Market and liquidity risks

— Operational risks and business
continuity

— Risks of business models and
other risks, if needed

» Experts of the Competence center act
as the second line of defense/a four
eyes principle for respective areas

« Conduct horizontal analysis

£y
.@ @

Integrated analytics

* Quality of supervisory data, their

accumulation and elaboration, as well as
reporting should be prioritized

 Analytical function should be further

strengthened to process elaborate
accumulated supervisory data to
identify risks inherent to business
models more accurately, better assess
and forecast them, and to model
comprehensive impact on the banking
system and the market

Internal methodology support function
should be integrated with the second line
of targeted expertise to ensure the most
efficient interaction between
supervisory processes and supervisory
policymaking



Since its creation, the Department of Integrated Supervision of Banks has been building
the basis for a full transition to risk-based supervision

Professional capacity

= Competence centers, although not yet sufficiently staffed, are

involved in solving complex supervisory cases and * Weekly meetings of DIBS management with staff to
developing supervisory analytical tools and approaches discuss current issues and progress
= The Supervisory Panels have been established = Internal portal of the DIBS is created — for surveys,

feedback, ideas on process optimizations, assigning of
complex tasks

Supervisory approach

= Atransition was made from individual supervision of
banks to the model of supervisory teams: banks are
grouped according to the similarity of the business
model

Quarterly internal workshop for the whole department —
to present the most complex/interesting cases, to discuss
new supervision approaches and changes

= Allows better coverage of supervision competencies
and ensures continuity of supervision

= Allocation of supervisory resources in accordance with Recruitment of junior staff

a risk-oriented approach = Within the DIBS, the recruitment of students for
practice/internship with the possibility of transfer to
the staff of the department has been started

= An approach to testing candidates -
graduates/students of the last courses based on
problems on general logic, critical thinking, and
solving a practical case has been created

* For the development of employees, the "Long-term
training program for supervisory employees" - 19
specialized topics (hard skills) and 7 general skills

= Based on the results of supervision, factoring in the analysis of market impact, (including soft skills) - has been developed and is
changes in the regulations and legislation are proactively proposed gradually being filled with materials

= The concept of risk-oriented supervision of banks and PSPs
was formulated on high-level to define onsite inspections priorities

= Key changes to the Law on Payment Services are proposed: capital
requirements and sanctions

= Inconsistency of risk-management and internal controls systems, based on
regulatory judgment was added as a criterion for supervisory measures
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