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The article imvestigates the problem of manassment benking capital in the context of 2 new

draft law Mo, 0BE4, in oqder to enzwre the aconomy srowing in Ulkrzins in terms: of overcoming the

criziz. The conssguences of the basic rezulastory reguirsments of the supsrrizory suthority bazad on
an analyzsis of statiztical indswss the Uldsindian banking system i3 conductad. Influsnes of corposate
govemance in the pooossze: of forming of bank’: capitsl iz sroundsd. The sussestion: on
increzzing the level of capitalization of banks on the basiz of impooving cofporate sovemsencs basad
on paculiaritizs of govemment regulation and control of bemks of diffsremt groups are devalopad.

Eowords: banking resulafion, capitalization of the banks, cofpofate sovemancs, draft law
Mo, (B34, banking zvztam

Relevance of the problem. In terms of the overcoming the consequences of the
fmancial cnisis m the bankmg sector, the role of the supervisory actvity of the NEU
13 growmg. Mam supervisor of Ukrame carries out the regulation of all banks, thewr
drviztons, affiliated and related entities of banks m Ulkrame and abroad. mstrutions of
foreign banks m Ukrame, as well as other legzl entibies and mdividuzls m the part of



bankmg. The most urgent and controversial drzft law on regulation bankmg activity,
which czused 2 lot of objections from the benking commumity, has draft law
No. 0884, The main idea the mentioned before legal act 13 2 dramahc merease m
requirements for mmimmum share capitzl from 73 million. UAH up te 300 millien.
UAH, explammg that they "carmpg for the mterests of deposttors.” By setimg
requirements which almest 10 times more the analeps withn the Eurozone (3 million
euros), NBU does not hide the desire to leave on the market only large banks.

Therefore, one could argue, that the zim of draft law Ne. 0884 that regulatng
bankmg actrvity 15 the destruction of small and medum-sized banks. However, the
experience of developed countries, such as USA, Switzerland, and Germany, where
the small znd medmm-sized banks are the selid basis of the bankmg svstem by
performmg functions which large and big banks zre not engaged. The fundamental
principle thewr performance 13 “kmow vour chient”. Taking mto considerztion that m
group the larpe and big banks concentrated mamly foreign banks, we come to the
conclusion that the draft law number 0834 i3 lobbymg the mterests of large and
foreign banks. Tzkmg mto account befors mentioned, Naztional Bank of Ukrame
should mplement govemment regulaton of banking actvities based on
differentiation of banks due to groups of banks according to total assets; establish
requirements for operatmg of the bank based on the level of mvelvement of forsign
capital m the authorized capital of the bank However, with special focus on the fact
that there are the numerous publications and significant achievements m theory and
prachice of bankmg m terms of povemance of bank capitzl m the peried of
overcommg the crisis m the economy, issues related to the mereased level of
capitalization of the bankmg system m Ukrame based on the mmprovement of the
corporate govemance are relevant.

Literature research. There are 2 lot of nahonal and foreigm scientists and
practitoners are paid significant attention to the preblems of capitalization of the
bankmg system. In particular, such as M. Alskssienko, A. Lupus, V. Gevtsa, O.
Dzublyuka O. Egeeva, M. Eazonz. V. Matvienke, V. Mishchenko, A. Frost, 5.
Neumenkovoyi. J. Prozorov., V. Saltynskoho. M. Savluk. O. Suhomizko, A.



Shapovaloy. N. Sheludko and ofhers, Theoretical principles of capitalization as
economic category, charactenistics of the capitalization of state-owned banks, state
regulation of banks’ capitzlization, the rele of capital m shaping resource base of
banks, concentration of bankmg capital based on bank reorganization processes were
discussed by the authors mention before. However, it should be noticed, that at
present the problem of mereasmg the level of capitzlization of Ukramian banks on the
basis of mprovement of corporate govemancs nesds to be scrutnized.

The purpose and research objectives, To defme the problsm of management
bankmg capitz2l by methods of the statishcal malysis of the processes of
capitzlization of the bankmg system of Ukrame to consider the consequences of
mplementation of the draft law MNe 0884 based on the new regulatory requirements
fot the bankmg zctivity for small and medimm-sized banks and banks without foreign
capitzl. to ground the rele of corporzte povemance m the process of formmg the
aquity capitzl of banks, to develop the suggestions for mproving of govemment
regulation and control of banks.

Statement of the main results of research. Small and medmum-sized banks
have shown resiience and competitrvensss m difficult tmes of fmancial crisis and
tmely perform thew obligations to deposttors, which 15 sufficient proof of the
necessity of thetr preservation and further development While some large and g
banks, the capital of which 13 m many tmes higher than the mmmum stze
established by the NBU, failed to retum m tme the funds to depositors. The draft law
0334 on regulatmg bankmpg activities, which amed to merease bank capital
requirements (the mmmmum size of equity capital of the new banks from 10 million
eures to 300 million UAH), reflects the privileged position of larpe and big banks.
Therefore, the amm was tzken at the destruction of small and medmm-sized banks
(whose share m the bankmg system, by the way, 15 76%). Considermg that the small
and medmm-sized banks accumulate about 40 tillion UAH of funds of mdrviduals
(20% of all deposit holdmgs), they possess sufficient resources to fmance adequate to
their size segment of the economy. However, the experience of overcommg the crisis
confumed the dependence of the relisbility of the bank, primanly from prudent credit



policy; focus on clese collaberztion with clients, professionzl management of
strategic decistons of fmancizl mstitutions znd credibility of by households rather
than the size of the capital

During the years 2002-2010 the number of banks meressed from 133 to 131,
mcludmg banks fust group (largest banks) — from 3 to 18, second group (big banks) -
from 12 to 20, fourth group (small banks) — from 93 to 122 (Figure 1). Smce 2003,
the zzsets of small and mednm-sized banks m Ukrame grew more than 7 tmes, the
aquity capital — 5 tmmes, but the share of small banks m the fmancial system of
Ukrame 15 reduced (Figure 2), on assets — from 31 % to 16.2% and on equity capital -
from 49.6% to 19%.
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In the context of the exammed question it 13 worth to mvestigate the dynamic of
Ukrzmizn banks® capital growth accordmg te the bank groups. The detmled

mformation on this 135u2 can be obtzmed from the fisures below,

—



Figure 3 - Shared capital and equity capital dymamics and shared capital and
aquity capital growth of ukramizn banks theusand UAH
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Az 2 general conclusion, judgng from the graph it can be said, that beth -
shared capital and equity capitel — were growmg with prachically the same rates,
which means, that prefits didn’t have 2 great mpact while mvestigatmg the small
banks® capital development It'z zlse worth mentionmg, that equity capital was
growmg, first of all, due to the shared capitzl growth. It should be noted, that there
wasn't any brezk-even vear fixed for this group of banks and the cyelical trend of
capitzl development was typical for the exammed tme period. It confums that small
banks were not aimed at obtammg super profits. In 2002, when many banks had big
losses, the banks of the fust group weren't zmong them, but it was 2 result of
artificial measures. In other words, if the access to external fmancial sources 13
closed, durmg the next wave of crisis these banks won't be able to prevent the
collapse of Ukramian bankmg system. To fmalize 1t should be concluded, that the
most mportant articles m the structure of equity capital were the profits from current
and previous years. Thew fluctustions show the periods with the highest and lowest
profits, ezmed by banks respectrvely. It 13 2lso worth ackmewledgmg, that durmg the



examined pertod banks were mdependently zccretmg the velumes of thew shared and
aquity capitals.

System banks have the largest by volume, number and diversity of group
consumer bankmg services. With an overwhelmmg number of resources, they can use
the monopolistic bensfits on the markst, to recerve 2 monopely profits. Banks of II
and IIT groups are able to serve the fewer customers and operate with lower revenues.
Mazjority of banks of the fourth group 13 under permanent threat of cleosure
liquidation, so that they can not enforce the requirements of the NBU to merezse the
size of the equity capital and formed required reserve fund. In addition, the branches
of systemic banks that implement new technelogies replace them m small regions.

However, small banks have advantages m comparison with large and big banks:
first of all, because of the absence of external debts. Small banks if they recerve loans
from abroad, it mostly from thetr parent structures. Given that the parent company of
iz not mterested m the bankruptey of their Ukramian daughters, spich loans are likely
to be restructured. Secondly, 2 small client base allows small banks to promptly
restructure of debts of borrowers to 133ue new loans, to provide loans to repay debts
to other banks. Thudly, the lmezr structure of small bank leads to easier access to the
Hezd of the Board. The mam current problem of smazll and medmm-sized banks 13
lack of funds. Large systemic fmancial mstritutions actrvely credited with the NBU
and the mterbank market but for the small banks the way to such monsy 13 acmally
closed. Even m late 2008 the NEU began to provide long-term refmanemg (for 1
vear) only to banks organmized m the form of JSC, which the registered capital more
than 500 mullion of UAH. 5mall and medmm-sized banks with small registered
capital remamed without long money of the WBU. The possible development options
for small znd medmum-sized banks are followmg: self-merezsmg of regulatory
capitzl; zssociaton of small and medmm-sized banks through mergers; acquisttions
of small and medim-sized banks by large compettors; self-destruchion m case of
failure of banks I and IV groups to morease thew capacity.

In summary it can be concluded that the zbseolute size of the capital m any case

1z not 2 pledge of stability and sustamahlity of the bank, more mportant are relatrve



mdicators. The ratwe of capital to assets and lizbalites of small banks 15 much higher
than m large and g ones. In addition, events of 2008-200% years have mmed the
banks-giants mto the bankrupts. And consequences of such fmancizl catastrophes far
worse defaults of smaller banks.

Movmg further, if we tzke 2 more detailed look on g and large banks, those
are mostly the banks of fust and second group, it can be noticed, that those banks are
mostly the biggest banks of Ukrame, owned by foreign companies. In this context the
next worthwhile steps zre using zn zpproprizte defmition of 2 forsign bank and the
analysis of pros and cons of foreign banks’ presence on Ukramian markst Different
authors and scientists pay attention to various posttive and negative aspects of foreign
banks’ presence m bankmng system of the hest countries. But generz] effects are the
same. 50, on one hand the mest mportant benefits that could be contnbuted to

Ukrzmian bankmg sector by foreign companies are:

Introduction of modem bankmp technologies and fmancial mnovations;
— Economies of scale;
— Fmancial markets’ development, markst mfrastructure mmprovement,
— Strengthenmng the competiton on the bankmg services’ market
But, m fact not all the expectations came true. For mstance, durmg the furst
expansion of foreign capital mto Ukramizn bankmg system (20053-2008 years) a quite
low level of profitability of foreign banks, functionmg on Ukramian markst, was
noticed. One of the reasons behind that 13 the fact that this ndicator 15 closely lmked
with tax ‘optmization’ by overstztement of expenses. Low foreign banks’
effectiveness durmp the economic growth i3 2 nepative sipnal i terms of
replenishment of the stzte budget and requires an mereased govemment's attention to
this trend. On the other hand, the profitabality’s mpact on banks® development ttself
13 shght enough 23 undistributed meome remams less used source of mvestment m
Ukrame's bankmp system m comparizon to the subordmated debt, mtragroup loans
and surobonds.
It's also worth mentionmg, that durmg crisis, the mpact of foreign banks’

presence on the efficiency of Ukramian bankmp system was positive m comparison



to 2 group of private domestic banks many of which suffered a recaptzlization, the
mtroduction of 2 temporary centrzl bank admimistration or technical default of the
bank. In general foreign banks had a lower volahlity of prefitability durmg the 2003-
2010 wears as that compared to domestic banks, and thus they contributed to
stabilization of fmancial performance of Ukramian bankmg system. Pseudo-forsign
banks couldn't quickly replenish thewr capital durmg the cnisis, as they had been
deprived of aceess to external fmancizl resources. All m all, the factor of extemnal
support of forsign banks® Ulkrzmian subsidianes hzs become 2 source of system's
fmancizl stabilization m terms of effictency, hiquidity and capital adequacy durmg the
crisis. Increzsmg share of competitrve banks had =n mmportant systemic effsct.

To conclude, it should be noted, that foreign banks® actrvities m the period of
sconomic growth contributed to an merezse of capitzlization of the bankmg system of
Ukrzine, the pace of credit expansion, mprovement of the rampe and quality of
bankmg services. The mam competitive advantage of these banks over other
domestic bankmg mstriutions 15 the lgh level of external suppoert, m particular, the
possibility of quick zccess to the necessary resources of parent groups.

At the same tme forsign banks did not meet expectations 2s for reduction of
nterest rates, increzsing profitability, as they were acting primarily according to their
own commercizl mterests, seckmg to mamtam sufficient net mterest meome, cradit
sxpansion znd ophmization of taxztion. Growmg share of foreign capital mereases
the risk of dependent development Therefore, the regulation should pay more
aftention to the banks through which thers 13 an moreased level of capital
concentration from one country, to monttor the growth rates of aggregate share of
bank capitzl undet the control of mdividual states and thewr mt=gration associations.

However, these fmancial problems of banks with foreign capital did not result m
thew hiquidation or sale. Moreover, durmg the first months of the crisis foreign banks
were mtsrested m mamtzmimg mmd even morezsmg thew posttions m Ukraimian
bankmg sector, which was evident, judging from thew tmely recapitalization. It 13
worth notmg that zmong the banks, m which the temporary admmistration was

mtroduced there was none controlled by foreipmers. This behawvior of foreipn



mvestors may indicate 2 number of reasons, not necessarily of economic nature, for
further presence m the Ukramizn bankmg sector.

Figure 4 - D tribufion of Ukraimian bank assets that are
comirelled by non-residents in 20010, share in total foreizn
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Tracmg the behavior of the major foreign players m the Ukramian bankmg
chessboard for the last quarter, many mterestmg conclusions can be made: about the
true motives of thewr expansion, the mpact on economic life and level of nsks to
nationzl economic security. It's mterestmg to kmow that today the largest share of
foreign assets 15 controlled by mvestors from the former metropelises - Fussia and
Austria (Figure 4). The Russian capital m Ukrame 13 representad by 10 banks that
control more than 11% of assets of Ukramian bankmg system. After 2 more detailed
lock at the structure of the Russian banks® subsidiznies’ 2 high proportion of state
ownership can detected (gg, parent company of VIB Bank, a subsidizry of Sherbank
of Russzia, B Bank, Vnesheconombank). Vneshechnombank iz considered to be 2
nztionzl bank of development a2 fmancial mtermediary between the state and
business, a tool of state sconomic policy, to selve problems. mcludmg the support of
Fussian products’ export. Austrian bank holdmg companies, for which the domestic
market became too tight and expansion to the countries of Old Europe was a
deliberate failure because of serious competitors and lower mterest margins m thewr
time have found an zltematrve use of surplus capital Ukrame occupied a special
place for Austrians. They started the boom m sales of banking by purchasing m 2003,



second largest bank m the country’s bankmg assets Aval. Soon such groups as Erste
and Volksbank appeazred on Ukramizn market as well. They zlso entered the market
through acqusitions, but of smaller domestic banks. Durmg the downtum of new
European economics bankers asked the gpovemance of Austria for ad. For mstance,
Baiffeizen Zentralbank signed an agreement with the govemment concemmg a 1.73
billion eure fmancizl mflow m exchange for participation m the heldmg’s capital. In
additton, the bank has zlready used the govemance suppert. mvolvmg 2.73 billion
suros through beonds guaranteed by the government Smmilar assistance from the
government was obtzined by Erste Bank and Volksbank However, what 15 the result
of the Vienna government mjection i3 difficult to predict.

The mam essence of the problem 13 that, as the matter of fact, Ukramian bankmg
system 13 gettmpg out of Natwonal bank of Ukrame control and gettmp under the
control of transnational corperztions, while the TNC's motrvations m most of cases
are purely econemic targetmg to maximize the benefits. The problem 13 that m hight
of new management trends, TNB themselves gradually get under mdirect control of
government. As a result, the pelicy of Ulramian banks with foreign capital will
reflect the mterests of mdividual states rather than cosmopelitan owners of global
corporations. Foreign capital 13 undoubtedly necessary for Ukrame, but not to be
wasted and reflected m puttmg Ulrzme m one raw togsether with the least developed
countries, m terms of i3 external debt and dependence. Foreign credit 15 primanly
necessary for rumning the flywheel of economic repreduction, mtroduction of
competitive  products that would generate new value-added m the Ukramian
economy, contribute to refillmg the budget and job creation. It i3 zlready tme for
government agencies to think about how to direct the future credit boom towards
development, not destruction.

One of the most bumimg questions, arising newadays m the sphere of regulation
of bankmg sector development on the part of both: the govemment regulators and
parent companies presentmg thewr subsidiaries on the local markets, 13 an effective

corporate governance pelicy, that plays an mportant rele m the processes of formmg



the equity capitzl of the banks and werkmg out the metheds of rmsmg Ukramian
banks® capitalization.

The znalysiz of Ukramian bankmg system capitzlizztion processes has shown,
that durmg certam periods, m parbcular, durmp 2002-2007 vears, for mstanee, there
was 2 lag between the capital znd aszets growth rates. That may zlso mdicate
problems m bank’s corperate governance
artificially the bank's assets based on thew
sttuation has changed dramatically, that can

and managers’ attempts to meorease
own benefit. Smee the 2008 year the
be explamed by a sharp reduction of
banks® assets operations as a result of resources reflux from bankmg system. It's also
worth mentioning, that repulatory and shared capitzsl prowth rates were uneven. It
should be also ackmowledged at this stage, that accordmg to the westem experts’
pomnts of view, bank with the shared capital less than 45 millien dollars functionme 13
considered to be mappropriate.

A substantizl growth of shared capital part m formmg Ukramian banks® balance

capital can be also explamed by the chanpes m the equity capitzl structure m the
whole banking system_ considermg the distribution accordmg to the groups of banks.
Table 1 - The aquity capital structure of Ukramizn banks (by groups of banks)
The bigzest banks Bizbanks
2008 2014 2018 20140
amountths | shars, | amounths | shars, | zmounths shars, | amounths | shars,

Indicators TTAH % TTAH ke TTAH % TTAH ke
Shared capital 5035627500 | 67,18 | 870967800 | 9520 | 1291040500 | 66,60 | 3262007500 | 159,69
O shanss 131200 000 | 2023200 | 002 25500 0.0 0.0 004
Issus difference 426228000 | 549 [ 572754700 | 626 | 162691500 | B39 | 225856000 | 11,05
Fasenyes, capiGlizd
dividends and other
fonds 677154700 | 203 | TOB438800 | 875 | 17E30VE00 [ 920 [ 23B563200 | 11458
Fegerves for
revalnation of fixed
EEEals 784152700 | 1046 | 858160800 | 938 | 123365800 | 636 [115E16500 | 5467
Fegerves Ior
revaluation of
seCurities -118933,00 | 0,146 | 28705300 | 431 -50283.00 | 031 [ 3746600 0,18
Profit / loss from - -
pISvions vEas Q0608400 | 129 | 1307838300 [ -1429) 33504500 1,73 | 1104311900 | -3404
Profit / loss from
CUfTENt vex SBROOLE00 | 651 [-509227000 ) -5.57 | 155419700 | B2 | -599317100 | -3422
Overall equity
capital TAOSTEEL00 | 10000 | 914885700 | 10000 ] 1938398700 | 10000 | 2043346500 | 100,00




Table 1 (contmued)

hl=dinm-siz=d banks Samzll panks
2048 20140 2008 2010

anountms | shafs, | apount s Anauni s anountths | shafs,
Indicatars TTAH ko TUAH share % | UAH shars % | UAH e
Bhared capitzl Bs6196600 | 7704 | 1068525800 | 12758 | 1062530500 | 7605 | 1544523000 ( BRA1
Own shares 11612040 | 0,10 P 004 721,04 001 .04 .04
Tszne differenca 10275800 | 082 | 11185000 134 55378904 .34 53743040 131
Hezemas,
capitalizad
dividends and othar
funds B5011900 | 7485 | 1194733040 | 1427 | 129171000 234 144703200 B30
Reserves for
gevalnation of fxed
235ats 118860500 | 10469 | 117241300 | 1400 | 119776404 RA47 118957404 B2
Hegeryes I
sevalnatim of
seonritisg 1096700 | 4010 | 4570000 S1.55 -29517,0 034 -2892 00 004
Profit / lass from
PIEViOns vEE 7342000 | 0448 | -3B0230300 | 24647 | 1TRITE0D 124 | -60764100 ) -344
Dyofit | 1oss from
Cnffent vear 35083800 | 324 | -B30BOS00 [ -10148 | 51055400 3. -BE240 00 4051
Overal]l sqmty
apital 1111303600 | 10000 | 837328500 | 10000 | 1380764100 | 100,00 | 174200300 | 100,00

Az shown on tzble 1, the overzll trend from the equity capitzl structure

analysis, accordmg to the groups of banks, the two patterns can be noticed:

— The mprovement of shared capital share m the structure of the equity
capital of the medmm-sized banks (72, 04 % m 2008 year; 96 20% m 2009 year);

— The lowest share of shared capitzl m the structure of the equity capital was
registerad m the big banks — 66, 60%: and the biggest banks — 67,13% (m 2008 year).

It zlso should be noted, that the growmp mportance of shared capitzl m

formmg the equity capital of the bank 15 caused by growmg losses from previous and
current years m the banks of all groups. The equity bankng capital structure anzlysis
hzs shown a considerable share of reserves, capitalized dividends and other bankmg
fimds (14.3% for the whele bankmg system m 2009 vyear) and reserves for
revaluztion of fmed assets (9,04% respectvely), that confums the encrmous mpact
of the corporate govemance factor ad dividend policy, m particular, on the level of
capitalization m Ulkramian bankmg sector. All m all, 2 quite eptmistic trend of equity
capital share m GDP growth can be noticed, though lately a declme of both: equity
capital and GDP can be cbserved, whereby the GDP fzll rate 13 lugher. Vet the lewvel



of Ukramian bankmg system capitalization, considermg the positons of its
development, isn°t high encugh, especizlly, comparing to countries i transition and
developed countries, where the correlation of the equity capital and GDP comprizes
40% and 30% respectively, while m Ulkrzme the correspondmg fipure m the
begmning of 2010 yvear stood at the pomt of 13,3%.

Economic standards of capitzl can be considered 2z rather mportant mdicators
of banking capitalization as well. The growth of capital adequacy ratio smee the 2009
vear 15 a result of reduchon of nsky assets operztions of Ukramian banks and the
growth of regulatory capitzl Today the processes of capitalization zre slower than the
ones required by the trends of capital movement m a global scale. The reasons behind
that, first of all, are: the zbsence of consistent nationzl regulating czpital policy, a low
level of corporate govemment m bankmg system, disregard of CG nsks m nsk-
management systems, 3 low quality of bankmg capital structure because of
constdermg its fictitous value In addion, low levels of stock market development,
hittle availability of banks® reliability and thew performance estimation, low lLiquidity
and small number of thetr shares, and zlso corporate strategy does not encourage
small busmesses and the public sector to participate m the banks shareholdmg.

Judgmg from the foreign experience, it can be concluded, that due to raismg
the CG level of an organization 2 10-12% growth of market capitzlization alongside
with the mprovement of other fmancial mdicators can be provided. Moreover,
Accordmg to the McKmsey and Company survey results, mvestors are ready to spend
additional funds m case of mitroducton of lgh standards of CG m jomt-stock
compantes. In Northem America and West Ewrope such awards reach 12-14% of
mvestments, m Asia and Latm Amenica — 20-23% and 30 % of mvestments m
Eastern Europe.

Conclusions. The fmdmgs show that the positbon and pelicy of NBU,
regardmg differsnt groups of banks and presence of mtemational mvestor m capital
of the bank, should be differentiated and directed to achieve the maxmmum results m
the agpregate. taking into account the mterests of different levels of society and the
bankmg system m general NBU should constram the actrvity of systemic banks, to



promote the imctionmg big and medmm-sized banks and provide fmancial support to
smzll banks by crestion on thew basis the municipzl banks m order to ophmize
factors of compettion and slowmg the monopeolization of the bankmg sector. Takmg
mte zccount the fimdamental difference m technologies of govemance big and small
bank, Nztional Bank of Ulkrame should stmulate banks to mplementmg of
effectiveness of corporate govemance m commercial banks m Ukrame.

50, one of the most effective lever of mfluence on the level of bankmg
capitzlization, capable to meet the requirements of both: the owners of the banks and
mvestors, 15 corporate govemance m bankmg sphers, m particular — effective
dividend policy of the banks and consideration of specific nisks of property and
manzgement fights distnbuton m  banks® risk-manapement systems. These
mstruments are, basically, zmed 2t rzismg the market capitalizztion of bank
mstitutions by providmg the tramsparency of crganizational structure and fmancial
flows. Leadmg rele m shapmg and structurmg bank capitzl 15 devoted to 2 regulatory
policy of the NEU, mtemational standards of capitz] adequacy, Basel convergence of
capitzl. Based on these, the mprovement of corporate govemance and nisk
manzgement of bankmg zctivities should be presentad on new regulatory standards.

An mportant role m CG concept rezlization 15 assigned to the bank strategy.
The basic elementzs of this strategy are: defmmg the corporate values, codes of
conduct, standards and metheds, that provide thew compliance, clear formulation of
objectives, judgmg by which the effectrveness of banks®™ actrvity can be evaluated;
formmg the Board, auditors znd sentor manzgement mteraction mechanism; creation
of effective systems of mtemal and extemazl contrel, the policy of risk-management
and consideration of specific nisks of CG, fmancizl and management mcentrves

system, that provide an appropriate behavior and transparent mfermation flows.
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