% K ok

* *
* *
* 4k

European

Commission
|

TWINNING FICHE

Project title: Strengthening the institutional and regulatory c#yaof the
National Bank of Ukraine to implement EU-Ukrainesasiation
Agreement

Beneficiary administration: National Bank of Ukraine

Twinning Reference: UA 19 ENIFI 01 19

Publication notice reference: EuropeAid/167351/DD/ACT/UA

EU funded project

TWINNING INSTRUMENT

(It is recommended that the complete Twinning Fadimuld not exceed 10 pages, excluding annexes)

Page 1 of 22




LIST OF ABBREVIATIONS

AA EU-Ukraine Association Agreement

DCFTA Deep and Comprehensive Free Trade Area
NBU National Bank of Ukraine

CRR Capital Requirements Regulation

CRD Capital Requirements Directive

PSD

Payment Services Directive
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BASIC INFORMATION

1.1 Programme: Technical Cooperation Facility 2019 (ENI/2019/0218, direct
management)

“For applicants from the United Kingdom: Pleasealsare that eligibility criteria must be complied
with for the entire duration of the grant. If thenitéd Kingdom withdraws from the EU during the
grant period without concluding an agreement wite €U ensuring in particular that British
applicants continue to be eligible, you will cedsereceive EU funding (while continuing, where
possible to participate) or be required to leaveptoject on the basis of Article 12.2 of the Gaher
Conditions1 to the grant agreement.”

1.2 Twinning Sector: Finance, Internal market and economic criteria

1.3 EU funded budgeEUR 1 M

2. OBJECTIVES

2.1 Overall Objective:

The overall objective of the project is to conttidbio macroeconomic stability through institutional
strengthening of the central bank, and throughdingl a reliable banking and payments infrastructure
for economic operators.

2.2 Specific objectives:

« Strengthen the NBU capacity as a bank supervisopdrforming Supervisory Review
Evaluation Process (SREP) assessments and imprtwingupervisor’s ability to evaluate
characterizations for risks and the capitalizabbthe risks;

* Implementation of instant payments in line with 88 Payment Services Directive 2 (PSD
2);

« Institutional strengthening of the NBU by furtheevéloping its strategic planning and
international cooperation functions.

2.3 The elements targeted in strategic documents ei. National Development
Plan / Cooperation agreement / Association agreemehSector reform strategy and
related Action plans

The EU-Ukraine Association Agreement, including Beep and Comprehensive Free Trade Area, is
the strategic document to be considered in theegbwof this project preparation. The AA/DCFTA sets
out the foundation for enhanced economic cooperatietween EU and Ukraine. The NBU as the
central bankof Ukraine is responsible for the implementatioritef AA/DCFTA provisions, including
the Chapter 6 Establishment, trade in services and electronicnaerné (Sub-section 6 “Financial
services”) Chapter 7‘Current payments and movement of capithid the Appendix XVII-2 “Rules
applicable to financial services”

Draft updated Appendix XVII-2, reflecting the dewpiments in the EU Law since the AA/DCFTA
have been negotiated, has been proposed by theidel) leas considered by relevant Ukrainian
authorities and has been sent to the EU side ftrduapproval.

The Government's Action Plan on the EU-Ukraine Aggmn Agreement implementation, and the
NBU's Plan for the AA implementation and legal apgmation include, among other priorities,
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Directive 2013/36/EU of the European Parliament ahtthe Council of 26 June 2013 on access to the
activity of credit institutions and the prudentsaipervision of credit institutions and investmenns;
Regulation (EU) 575/2013 on prudential requireménitsredit institutions and investment firms; and
Directive (EU) 2015/2366 of the European Parliamamd of the Council of 25 November 2015 on
payment services in the internal market.

The implementation the abovementioned Directivesl &egulation are also included in the
Comprehensive Program of Ukrainian Financial SeBtevelopment until 2020, in line with which
the NBU is continuously working on introducing imational and the EU rules. A new Financial
Sector Strategy until 2025 is under developmenthibge financial market regulators, the Ministry of
Finance and the Deposit Guarantee Fund. Main directunder the Strategy include Financial
Stability (effective regulation and supervisiorgrisparency, financial sector resilience to challeng
corporate governance and risk management); Macnoeaic development (facilitating crediting of
the economy by the banking sector , developmemntari-bank financing, creditors' and investors'
rights protection, long-term resources); Finandmlusion (access to financial services, consumer
rights protection, financial literacy); Financialarkets development (non-bank financial markets
development, capital markets infrastructure, comatdf liquid markets of financial instruments,
integration of hryvna-denominated instruments gitihal financial markets); Innovation development
(development of FinTech and digital technologiesvedopment of regulatory and supervision
technologies, digital economy).

3. DESCRIPTION

3.1 Background and justification:
After the Revolution of Dignity in 2014, the NBU d¢pen a full-scale reform of the financial sector.

Ukraine has 77 operating banks in late 2018, owtvef 180 in 2014. The market share of state-owned
financial institutions is 54.7% by net assets, 68d1% by household deposits. The Ukrainian banking
sector is highly concentrated, with the top-20 Isaa&counting for 91% of net assets in late 2018. In
2018, the banking sector earned UAH 21.7 billionngt profit. Ukrainian banks have substantial
NPLs on their balance sheets (in Q4 of 2018, the N o slightly decreased by 1.7 pp, to 52.8%.),
but have already reported nearly all of their Igsé®m decreases in the quality of their loan
portfolios.

In line with the Comprehensive Program of Ukrainknancial Sector Development Until 2020, the

NBU is continuously working on introducing interizatal rules for capital adequacy, liquidity,

corporate governance, information disclosure askl management in the Ukrainian banking sector,

including for example:

. Rulemaking (e.g. laws, regulations, regulatory nements and supervision guidelines) has
become more transparent and closer to the requntsnset in the Association Agreement, as
well as to other internationally accepted best tizes;

. Stricter licensing procedures (transparency in eghip/control; suitability of owners);

. Identification of insiders and related parties ooups and reduction of harmful practices of
lending to related parties;

. Suitability of internal governance structures afiddnd proper” assessments for management
bodies;

. Stricter capital requirements determined for bamkghe NBU, which increased banks’ capital
in the sector;

. Increased transparency in the identification anpiméng of non-performing loans, which are

high and a priority for resolution.

Progress is apparent in developing the legal fraonevand developing NBU methodologies to
perform risk-based supervision and establish reeld capital requirements conforming to the Basel
and the Capital Directive requirements: July 206&it risk regulation and subsequent amendments
introduced in January 2017 after implementationinigs and the risk management regulation was
adopted and published in June 2018. The NBU'’s msdessment Supervisory Review Evaluation
Process was approved by the NBU Board in ResoliNmrb9 on 30 January 2018. The NBU plans to
issue a regulation for the ICAAP — Internal Capialequacy Assessment Process - by the end of
20109.
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EU integration aspirations of Ukraine fostered dedhaf the public and business for new, transparent
and uniform operating standards of the NBU’s atiési Consequently, the reforms conducted by the
NBU are focused not only on the banking sectorassbut on the National Bank of Ukraine as well.

In the area of financial services, obligations unithe EU-Ukraine Association Agreement stipulate
for the regulatory approximation in the areas ofldag, insurance, securities, undertakings for
collective investment in transferable securitie€[US), market infrastructure, payments, anti-money
laundering and free movement of capital and payme€rtis includes the harmonization of capital
requirements to and prudential supervision of ¢riedtitutions.

Following Basel's three pillars, the EU legal antplementing frameworks for prudential supervision
and the maintenance of sufficient bank capital @éefined through the Capital Directive (and
Regulation) and the implementing technical starslagdidelines and recommendations published by
the EBA (and ECB for SSM).

. In brief, the framework for Pillar 1 is intendéal ensure a bank is able to absorb losses as a
going concern with its “own funds”. The EU legakrnework for capital requirements sets out
characteristics and conditions for “own funds”, ahd EBA has published Implementing Technical
Standards to further specify the quality critenabe applied to the bank’s regulatory own funds, as
well as the deductions that should be applied to fumds elements and the harmonizing disclosures.
In addition, requirements for Common Equity Tiecdpital, Additional Tier 1 capital, Tier 2 capital,
deductions from the different types of capital, arahsitional provisions for own funds regarding
grandfathering are also included in the EU’s Pilldramework.

. The aim of the EU’s Pillar 2 processes is to @clkathe link between an institution’s risk
profile, its risk management and risk mitigatiorsteyns, and its capital planning. Pillar 2 can be
divided into two primary components:

Aimed at institutions where they are expected dtaldish sound, effective and complete
strategies and processes to assess and maintaian amgoing basis, the amounts, types and
distribution of internal capital allocations comrsarate to their risk profiles (ICAAP), as well as
robust governance and internal control arrangements

Within a credit institution’s internal governanaarhework, the ICAAP is a process to ensure that the
Board of Directors (both supervisory and managerhenttions):

[ adequately identifies, measures, aggregates anitarsthe credit institution’s risks;

0 ensures that the credit institution holds adequiaternal capital in relation to the credit
institution’s risk profile; and

[ uses sound risk management systems and devekpdiither.

The onus is on the credit institution to demonsttaat its ICAAP is comprehensive and adequate to
the nature of risks posed by its business actsvéigd its operating environment. The framework unde
which a credit institution should develop its ICAA$designed to be risk-based and emphasises the
importance of capital planning, but also the impoce of management and other qualitative aspects
of risk management.

Supervisory review and evaluation process (SRER¢. key purpose of SREP is to ensure
institutions have adequate arrangements, stratggiesesses and mechanisms as well as capital and
liquidity to ensure the sound management and cgeesfthe bank’s risks to which they are, or might
become, exposed, including risks revealed by stestig and the risks an institution may poséeo t
financial system (i.e. systemically important).

. Pillar 3 is intended to promote transparency iarfdequently called “market discipline” in the
context of Basel. The EU framework requires disstesof information to the market in order to
contribute to the integrity, transparency, efficggnand orderly functioning of financial markets.
Disclosing to the markets an adequate picture hancial institution’s risks is key to ensuring a
properly functioning market with the ability of nkat participants to instill market discipline.

The introduction of the PSD 2 in the EU payment kaaiintroduce new rules regarding three key
areas:
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- Open competition. The PSD 2 establishes the rulédensing and operation of new payment
service providers, payment institutions, that magvigle payment services in competition
with traditional payment providers (mainly credisiitutions and payment cards networks).

- New payment services. The PSD 2 allows the provigib two new payment services:
Payment Initiation Services and Account Informat®ervices. These new services end with
the monopoly of credit institutions on customeragtd information and allow the provision
of instant payments without the use of paymentsard

- User trust. The PSD 2 introduce new rules aimeth¢oease the transparency of payment
services contractual and operational condition$ witstomers and improve the security of
payment transactions by strong customer identiloatmechanisms and new secure
communication standards.

Implementation of PSD 2 requires measures in 4:axes

« Develop a regulatory framework in line with PSD rilaother EU regulations, allowing the
operation of new TPP (Third Party Payment Provideasd services: AISP (Account
Information Service Providers), PISP (Paymentatiin Service Providers)

* Adoption of EU industry standards: SCT, SDD, SCFEtI(SEPA Instant credit transfer),
XS2A (access to accounts), SCA (strong customehneatitation), CSC (common secure
communication standards), etc.

* Adapt payment infrastructures to the requiremerftm@w payment instruments: CSMs
(Clearing and Settlement Mechanisms), TIPS (Tdrggant Payment Settlement), etc.

« Promote and launch innovative market initiativeshwinarket participants — initiatives of
Fintech solutions, supported by the NBU and finaheiarket community.

3.2 Ongoing reforms:
Risk-based supervision

In line with the Comprehensive Program of Ukraininancial Sector Development Until 2020, the
NBU is continuously working on introducing interitatal rules for capital adequacy, liquidity,
corporate governance, information disclosure asidmanagement in the Ukrainian banking sector.

Considerable progress is apparent in developing ldgal framework and developing NBU
methodologies to perform risk-based supervision asthblish risk-based capital requirements
conforming to the Basel and the Capital Directigquirements. In December 2017, the NBU Board
issued a Resolution No. 141 for the assessmenardésh and banking system's stability. Since 2015,
EU-funded FINSTAR project has been delivering dssie to the NBU to support the
implementation of Basel’s Pillar 2 (i.e. supervisoeview). Before developing and implementing an
EU approximated Pillar 2 methodology, it was fingcessary for there to be a well-defined NBU
Pillar 1 framework implemented by Ukrainian bank§ork on a new Credit Risk Regulation began in
2015 to properly reflect Pillar 1 requirements ¢oedit and counterparty risks. Once completed, the
Credit Risk Regulation was applied by banks insh teode starting in July 2016 until the Regulation
was amended in January 2017 to reflect changesifidgdnduring the testing phase and the feedback
provided by bankers. In addition, the new Risk Mgemaent Regulation (Resolution No. 64) was
adopted in June 2018. The amendments to the bam&giglation are registered in Rada as of 7
September 2018 (draft Law 9067), although thesendments remain in the Financial Policy and
Banking Committee for that Committee’s review amdiltbration before a first reading.). The NBU’s
bank assessment SREP was approved by the NBU Bod&dsolution No.59 “On Approval of the
Methodology for the Bank Assessment in course d&$i@fBanking Supervision” on 30 January 2018.
Requirements on organizing ICAAP at Ukrainian baates only recently started to be developed. For
the remainder of the EU-FINSTAR project, the assiseé will focus on supporting the NBU in
developing and documenting an ICAAP requirementsrigplementation by the banks and providing
the NBU with an annual ICAAP Report from the bankat will become a part of the NBU SREP
assessments. A concept model and an updated Roddm&AAP implementation were prepared in
November 2018. The revised Roadmap anticipate®Blg will complete the preparation of a draft
ICAAP Regulation by the end of 2019. The draft ICGAARegulation when issued will define the
ICAAP requirements and the reporting that is reggiito be submitted by the banks to NBU
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supervisors to incorporate the bank ICAAP Repont® ithe bank assessment SREPs. The EU-
FINSTAR project is also working on standardizedf@@nance measures and indicators of risks
derived from data compiled using the EBA FINREP aB@®REP XBRL taxonomies. These
standardized measures for risks and performandeenilance the supervisor's ability to analyse
banks, make domestic and cross-border comparisors,verify the integrity of characterizations
compiled in the banks’ ICAAP Reports to the supsovi

Payment systems

The EU-funded project “Strengthening the Regulatéon Supervision of the Non-Bank Financial
Market” (EU-FINREG) has developed a gap analysighef payments landscape in Ukraine, and
proposed nine priority initiatives under the regoitgt framework, infrastructure, industry standards
and market awareness. One of the initiatives, dedefpy the NBU, is the implementation of Instant
Payment Settlement System.

Financial sector reform implementation and furttegyal approximation to AA/DCFTA require EU
support to institution building and capacity deyetent of the NBU.

Upgrade and further development of the NBU’s Systérilectronic Payments (SEP) is one of the
priorities of the NBU.

The SEP is a state-owned payment system that tepoglr 97% of all hryvnia interbank transfers
within Ukraine. The SEP is the single systemicaityportant payment system in Ukraine. SEP
participants are all Ukrainian banks and the Stagasury Service of Ukraine. The SEP processes the
majority of payments amounting to as much as UAB,Q00 (96% of the total number of payments).
The biggest share of SEP payments falls on custdraesactions (91.5% of the total number). In
2018, daily average SEP transactions accountetl4amillion payments worth UAH 101 billion.

The further system’s development is an ongoing gsscin particular, it includes bringing the SEP in
line with the current international standards ofaficial messaging (introducing 1SO 20022) and
implementing innovative instruments for cashleasgfers.

A priority in modernizing the SEP is to implemerasf payments, lay the groundwork for 24/7
operations, fully update the NBU’s system for cographic information security, and expand the
functionality and information content of messages.

Regarding the fast payments system, the NBU iseptBsat the preliminary stage and does research
on the issue. Thus, it would be useful to recea@mmmendations on the best model for creating the
fast payments infrastructure.

Strategic planning

As a part of reorganizational process and stratelgicning development, NBU passed through a vast
internal transformation of the central bank ensumigtier quality of decision-making:

- The removal of non-core functions, their transfeother external entities and switch to the
practice of outsourcing;

- Change of the head office's organisation chartjaied the number of hierarchical levels to
four and concentrating on several core functiomad@ntial supervision, monetary stability,
market operations, settlement operations and finhand administrative operations;

- Streamlining the decision making process throughettablishment of specialized policy and
governance committees (e.g. on financial stabilitygnetary policy, assets and liabilities,
credit, supervision, risk management, etc.);

- Reorganisation of regional network;

- Centralisation of accounting, procurement and athtnative functions;

- Reengineering of internal work processes, withdiséinction between key (e.g. lending) and
auxiliary (e.g. procurement) processes.

In strategic planning, Phase 1 (identifying the sitis and vision of the NBU) and Phase 2 (the
analysis of current functions of the NBU to assgbgther they meet the challenges of internal and
external environments) have been implemented. Aiumederm strategic plan of the NBU, which

identifies the central bank’s seven strategic gdads been approved, including: (1) low and stable
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inflation; (2) stable, transparent, and efficieahking system; (3) resumption of lending; (4) efifec
regulation of the financial sector; (5) free movainef capital; (6) financial inclusion; (7) a moder
open, independent, and effective central bank. filn@ (phase 3) stage of the NBU’s internal
transformation envisages the harmonization of igmming and monitoring operations with practices
of the central banks of the EU Member States.

Strategic planning process is yet not fully docutedrin the NBU therefore some activities are done
on an ad hoc basis. Methodological developmergdsired to streamline all of the activities to aloi
unnecessary processes. The strategic plan is ape@éted in an annual “objective tree”, in which
each strategic objective is linked to targets fioe Imanagers. With this model, there now is a gyste
to constantly track progress according to the egsatand a clear link to the NBU’s performance
management model.

To consolidate strategic management, the NBU shoadider developing a holistic annual business
plan and a corresponding management follow-up tepbhis could be a vehicle to interlink
targets/indicators for desired output/outcome famre and internal functions, prioritized actionnda
and cost budget for the coming year and facilisateongoing management discussion with a holistic
perspective.

The NBU applies a systematic approach to processagement based on international quality
management standards (in particular ISO 9001: 2@h an approach is aimed at ameliorating the
activities of the NBU, improving the quality of pm@sses and their effectiveness.

The Board of the NBU defines a comprehensive visiérthe state of process management by
introducing the concept of the development of trenagement system. During 2018 the concept of
the process management of the NBU was updatede$¥onanagement is cyclical, with usage of the
Shewhart-Deming cycle (PDCA) - for planning, pracegecution, verification and impact. As at 31
December 2018, the NBU identified 28 first-levebgesses, 182 second-level processes and 896
third-level processes.

The NBU applies a quantitative and measurable a@gbréo assessing the state of the processes. The
system of indicators of processes is based on timeiple of ensuring dimensionality, reliability,
transparency and visibility. Key Performance Inttics (KPIs) and arrangements between owners and
customers/participants/suppliers (SLAs) of processee established for the purpose of valuation,
monitoring and control. All changes in processes directed at improving them and improving the
results of processes.

3.3 Linked Activities (other international and retal initiatives):

Several donors have been supporting the NBU over fiew years. In the area of prudential
requirements to financial institutions, currentie tkey partners for the NBU are the IMF, the EU and
the World Bank, which have been closely coordirgatin

The EU-funded project “Technical Assistance in Ririal Sector Priority Areas” (EU-FINSTAR)
includes the implementation of Pillar 2 of Basehtcord issued by the Basel Committee on Banking
Supervision. However, the activities in this arezénbeen much delayed, as it had turned out tkat th
implementation of Pillar 1 had not been completgdtie time of the project start and required
substantial contribution by the project (e.g. imfing the Risk Management Regulation for Banks,
which was adopted by the NBU Board in June 2018 Gurrent plan of the NBU is to develop a
draft of the ICAAP regulation for banks by the eoid2019. Consequently, further development,
testing and implementation of the ICAAP methodadsg(including SREP methodology) cannot be
fully completed in the EU-FINSTAR timeframe and de® be continued by another project,
preferably through the Twinning modality. In adalitj there is a need to develop already key aspects
of Basel Ill enhancements, like increased scrutimymanaging liquidity - internal liquidity adequac
assessment process (ILAAP), comprising a clearsasmnt of the risks to liquidity and risk
governance processes.

The EU project “Strengthening the Regulation angeBusion of the Non-Bank Financial Market”
(EU-FINREG) has developed a gap analysis of theneas landscape in Ukraine, and proposed nine
priority initiatives under the regulatory frameworifrastructure, industry standards and market
awareness. One of the initiatives, accepted byNB#, is the implementation of Instant Payment
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Settlement System. In the area of payments, otbeorg are also active, however their attention is
mainly focused on e-money operations.

In the area of planning and internal transformattbe main partner for the NBU has been the CIDA-
funded project “Institutional Capacity Building fdffective Policy Making” implemented by the
IMF. However, the future work plan of this projaacludes only ad-hoc assessments of strategic
planning instruments, whereas the NBU is seekirlgam from MS central banks to design improved
processes of strategic planning, management, morgtand reporting. The abovementioned project
is also working on banking supervision issues, h@valoes not plan to work on ICAAP and will
focus his assistance toward helping bank supessisarn how to conduct the analysis for SREP and
document the SREP analyses.

The NBU is also seeking to upgrade its system tefimational cooperation.

3.4 List of applicable Union acquis/standards/norms

+ Directive (EU) 2019/878 of the European Parliamand of the Council of 20 May 2019
amending Directive 2013/36/EU as regards exempteidies, financial holding companies,
mixed financial holding companies, remunerationpesuisory measures and powers and
capital conservation measures

* Regulation (EU) 2019/876 of the European Parlianz of the Council of 20 May 2019
amending Regulation (EU) No 575/2013 as regarddetverage ratio, the net stable funding
ratio, requirements for own funds and eligible ilisibs, counterparty credit risk, market risk,
exposures to central counterparties, exposure®ltective investment undertakings, large
exposures, reporting and disclosure requirementsRegulation (EU) No 648/2012

« Directive (EU) 2015/2366 of the European Parliamamd of the Council of 25 November
2015 on payment services in the internal market.

3.5  Results per component:

The project will include four components:

Component A: Further transposition of Basel CoreBiples for Effective Banking Supervision

Transposition of Basel Core Principles for EffeetiBanking Supervision and the EU capital
requirements legislation in the area of interngliteh adequacy assessment process (ICAAP), internal
liquidity adequacy assessment process (ILAAP) asgssment of the banks’ risk profiles through the
Supervisory Review and Evaluation Process (SRER).cbmponent will support the development of
an ILAAP methodology, training of the banks onatgplication, and integration of the ICAAP and
ILAAP evaluation in the NBU's regular SREP.

Component B: Instant Payment Settlement System

The component is a part of a strategy to transpiosé?ayment Services Directive 2 in Ukraine. It
aims at the development of an architecture andimrements for the Instant Payments Settlement
System in line with the ECB TIPS (Target InstantyrRant settlement) specifications, and an
implementation road map.

Component C: Institutional strengthening througte testablishment of an integrated system of
strategic planning, execution and monitoring, ped®ased model of planning and management.

The component is aimed at the streamlining, codatibn and implementation of strategic
management and performance measurement technitjeadyalaunched within the NBU. It should
result into a holistic system of strategic planniitg breaking into mid-term and short-term plarmgnin
and monitoring of key performance indicators.

Component D: Strengthening of the NBU internatiaz@dperation function and capacity in the area
of European integration of Ukraine.

The component is aimed in the development of metlgies to plan, coordinate, consolidate and
report on NBU activities on the implementation dfet EU-Ukraine Association Agreement
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obligations. More streamlined and focused coopematith foreign Central Banks and International
Ogranisations, including attraction and provisidtechnical assistance, is also expected.

Mandatory Result 1 — Component A. Transposition ofBasel Core Principles for Effective
Banking Supervision and the EU capital requirementdegislation in the area of internal capital
adequacy assessment process (ICAAP), internal liglity adequacy assessment process (ILAAP)
and assessment of the banks’ risk profiles throughhe Supervisory Review and Evaluation
Process (SREP).

In the context of Mandatory Result 1, as a mininthenfollowing sub-results will be achieved:

Sub-result 1.1. The NBU regulation is developealdi&ghing requirements for the banks’ Internal
Liquidity Adequacy Assessment Process (ILAAP), base EU member states experience and best
practices. NBU is provided with expert's assistateeprocess of developing regulation and share
experience in implementation of ILAAP in the EU ntmmstates and overview of the best practices;

Sub-Result 1.2. A practical training course for thBU staff in proper implementation of SREP
methodology and for Ukrainian banks in proper impdatation of ILAAP is developed and delivered.
A practical training course should contain at Id@%AP, ILAAP and assessment of the banks’ risk
profiles through the SREP;

Sub-result 1.3. The NBU Supervisory Review EvahratProcess (SREP) Regulation is amended to
include the assessments of ICAAP and ILAAP and rofaggregated risk level, and tested at pilot
banks.

Mandatory Result 2 — Component B. A model is deveped for the instant payments architecture
in Ukraine, and a road map to implement it.

In the context of Mandatory Result 2, as a mininthefollowing sub-results will be achieved:

Sub-Result 2.1. An optimum model is selected facpssing instant payments in Ukraine compatible
with 1ISO 20022;

Sub-Result 2.2. High level architecture, main regmients and business processes developed for the
selected model,

Sub-Result 2.3. A road map is developed for impleing the model and establishing infrastructure
for instant payments including assessment of @skkrisk mitigation measures.

Mandatory Result 3 — Component C. Process-based plaing and management model, including
a performance management system, is introduced itné NBU.

In the context of Mandatory Result 3, as a mininthenfollowing sub-results will be achieved:

Sub-Result 3.1. Strategic planning processes, dir@umonitoring and reporting, are established and
systematized in a register;

Sub-Result 3.2. Methodology of breaking down midrtetrategic planning to the short-term strategic
planning and actions for NBU structural units iseleped;

Sub-Result 3.3. Options of automation of stratggenning process, KPI set-up, monitoring and
reporting.

Sub-Result 3.4. Other public administration bodiésJkraine are informed about the achievements
under this component, in the context of the ongéinglic Administration Reform.

Mandatory Result 4 — Component D. The NBU internatinal cooperation function is
strengthened, in particular with regard to the implementation of the Association Agreement.

In the context of Mandatory Result 4, as a mininthenfollowing sub-results will be achieved:
Sub-Result 4.1. A centralized terminology managergstem is established at the NBU;
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Sub-Result 4.2. Practical guidelines for the Tablie€oncordance for transposition of the EU acquis
and on preparation of AA implementation reportsdeeeloped and approved;

Sub-Result 4.3. Recommendations on enhancing caiiper of the NBU with International

Organisations, the European Central Bank (ECB), Eueopean Banking Authority (EBA), the
European System of Central Banks (ESCB), EU MS i@eBtanks, including attraction and delivery
of technical assistance.

Sub-Result 4.4. The achievements of this compoarenshared with the central banks of other Eastern
Partnership countries to promote best practicéiseategional level, in particular in the contexttloé
implementation of the Association Agreements.

3.6 Means/input from the EU Member State Partner Adninistration(s)

The implementation of the project requires one étojLeader (PL) with responsibility for the
overall coordination of project activities and oResident Twinning Adviser (RTA) to manage
implementation of project activities, Component deis (CLs) and pool short-term experts within
the limits of the budget.

The interested Member State(s) shall include iir fr@posal the CVs of the designated PL and the
Resident Twinning Advisor, as well as the CVs & gotentially designated CLs.

The project will be implemented in the form of a ifiming contract between the Beneficiary
Country and EU Member State(s). The implementatibthe project requires one Project Leader
(PL) with responsibility for the overall coordinaii of project activities and one Resident Twinning
Adviser (RTA) to manage implementation of projectivities, Component Leaders (CL) and pool of
short-term experts within the limits of the buddeis essential that the team has sufficientlyaloro
expertise to cover all areas included in the ptajescription.

Proposals submitted by Member State shall be cerasid focused on the strategy and methodology
and an indicative timetable underpinning this, ddeninistrative model suggested, the quality of the
expertise to be mobilised and clearly show the awtrative structure and capacity of the Member
State entities. Proposals shall be detailed entmighspond adequately to the Twinning Fiche, but
are not expected to contain a fully elaboratedgmtojThey shall contain enough detail about the
strategy and methodology and indicate the sequgnaimd mention key activities during the
implementation of the project to ensure the achiexd@ of overall and specific objectives and
mandatory results/outputs.

The interested Member State(s) shall include in the proposal the CVs of the designated
Project Leader (PL) and the Resident Twinning Advisr (RTA), as well as the CVs of the
potentially designated Component Leaders-(CLS).

The Twinning project will be implemented by close-aperation between the partners aiming to
achieve the mandatory results in sustainable manner

The set of proposed activities and indicators Wwél further developed with the Twinning partners
when drafting the initial work plan and succesgigling work plan every three months, keeping in
mind that the final list of activities will be delg@d in cooperation with the Twinning partner. The
components are closely inter-linked and need teelpgienced accordingly.

3.6.1 Profile and tasks of the Project Leader (PL)
Qualifications and skills:

* Proven contractual relation to a public adminigtrator mandated bodysee Twinning
Manual 4.1.4.2)esponsible for central banking and/or banking stipien
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University degree preferably in the of law, pulddministration, economics, finance, business
administration or equivalent, or additional 5 yedts the required below) of general
professional experience in financial services

General professional experience of at least 3 ydatspreferably over 7 years, in financial
services.

At least 3 years of specific experience in the arglabanking supervision and/or payment
systems oversight

Previous experience in project management and/arteam leader will be considered as asset
Previous experience in international cooperatidhlwe considered as asset

Previous experience in change management will hsidered as asset

Fluent written and spoken English

Fluency in Ukrainian or Russian will be consideascasset

Conceive, supervise and coordinate the overall mimgnproject

To provide strategic advice on high level regardigigrms supported by the Twinning
Coordinate and monitor the overall implementatibthe project including coordination and
direction of the MS TW partner

Coordinate MS experts’ work and availability

Communicate with the beneficiary and EU Delegation

Ensure the backstopping functions and financialagament

Guarantee from the MS administration side, the ess&fal implementation of the project
Participate in quarterly meetings of the Projeeteihg Committee with the BC PL
Participate in preparation of the initial and swjussnt work plans

Participate in preparation of both interim and firgports.

Primary responsibility of the MS Project Leader Islee to ensure that the project produces the
required outputs, to the required standards ofityuahd within the specified constraints of timedan
cost. PL and other project staff will also addresss-cutting issues.

3.6.2 Profile and tasks of the Resident Twinningiddr (RTA)

The relevant institution of MS will appoint a lotgrm Resident Twinning Advisor (RTA).

Qualifications and skills of the Resident Twinning Adviser

Tasks:

Proven contractual relation to a public adminigtrabr mandated body, in charge of central
banking or banking supervision

University degree in one of the following fieldsaw, public administration, economics,

finance, business administration or equivalent;additional 7 years (to 3 years required
below) of experience in the fields relevant to pingject

At least 3 years, but preferably over 5 years, @fiegal professional experience in public
administration and project management in a pubBttutions context

At least 3 years, but preferably over 5 yearsexpierience in the fields relevant to the project:
of strategic planning, change management, bankipgrsision, electronic payments, central
bank international cooperation

Previous experience in project management, traiaimd) mentoring in related areas will be
considered as asset

Fluent written and spoken English

Fluency in Ukrainian or Russian will be consideascasset

As to the general responsibility of the day-to-danyplementation of the Twinning project in the
Beneficiary Country, the Resident Twinning AdvigRiT A) tasks will include:
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Provide technical advice and assistance to therasiration or other public sector bodies in
the BC in the context of a predetermined work-plan

Coordination of all project activities and expeanguts in the BC

Ensuring day-to-day implementation of the Twinnprgject in the BC

Ensuring coordination with other donors workingétevant fields

Ensuring smooth correlation between the activitilegdlines and the envisaged results in the
Work Plan

Preparation of the materials and documentatiomefgular monitoring and reporting
Preparation of side letters

Together with the Project Leader, to nominate, him#iand supervise the Short-Term
experts.

In addition to the above, an assistant and a ifuk ttranslator-interpreter shall be appointed &isas
the RTA. Allowance for this must be made within fhreject budget. Furthermore, the assistant and
translator will facilitate the training activitiesWhere necessary (for example, during training
activities, translation of project documents/repahd materials) the project will hire an additiona
translator with costs covered by the project.

3.6.3 Profile and tasks of Component Leaders

Component Leaders will provide general guidancddar Components of the project. Their profiles
should correspond to the following requirements:

Proven contractual relation to a public adminigtraior mandated body, in charge of central
banking or banking supervision

University degree in one of the following fieldaw, public administration, economics,
finance, business administration or equivalentaditional 8 years (to the required below)
of general professional experience

At least 3 years, but preferably over 5 years, efiegal professional experience in public
administration

At least 3 years, but preferably over 5 yearsexgferience in the fields relevant to the project:
of strategic planning and change management, bgrsdpervision according to EU rules,
Target Instant Payment Settlement, central barknational cooperation

Previous experience in consulting, training and toremg in related areas will be considered
as asset

Fluent written and spoken English

Fluency in Ukrainian or Russian will be considessdasset

3.6.4 Profile and tasks of other short-term experts

STEs will provide specialised know-how for the widual tasks in the project. Their profiles should
correspond to the following requirements:

Proven contractual relation to a public adminigtrabr mandated body, in charge of central
banking or banking supervision

University degree in one of the following fieldaw, public administration, economics,
finance, business administration or equivalentadditional 8 years (to the required below)
of general professional experience

At least 3 years, but preferably over 5 years, rg/ed general professional experience in
public administration

At least 3 years, but preferably over 5 years, ryyed experience in the fields relevant to the
project: of strategic planning and change managgnb@mking supervision according to EU
rules, Target Instant Payment Settlement, cenénak international cooperation
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* Previous experience in consulting, training and towemg in related areas will be considered
as asset

¢ Fluent written and spoken English

¢ Fluency in Ukrainian or Russian will be consideasdasset

4. BUDGET

The total maximum budget is EUR 1 million.

5. IMPLEMENTATION ARRANGEMENTS

5.1 Responsible body

The Delegation of the European Union to Ukrainthéscontracting authority for the contract.

The person in charge at the EU Delegation to Ukrain

Ms Vitaliya Mudruk

Sector Manager

EU Delegation to Ukraine

101, Volodymyrska street, Kyiv, Ukraine, 01033
Tel.: +38 044 390 80 10 ext. 1812

e-mail: Vitaliya.Mudruk@eeas.europa.eu

The Delegation of the European Union to Ukraineetbgr with the Twinning Programme
Administration Office (PAO) will control the quaitof all twinning documentation, check that the
good financial management of the twinning projectii compliance with EC rules, receive and
examine all twinning project reports, support alinning stakeholders, including beneficiary
administration and Member States.

The person in charge at the PAO in Ukraine:

Ms Yuliia Yerchenko,

Head of SIGMA and CIB Coordination Division
Projects Management Unit,

Twinning Programme Administration Office (PAO)
National Agency of Ukraine on Civil Service

15, Prorizna Street, Kyiv, 01601, Ukraine

Tel: +38 044 278 36 44

e-mail: pao@center.gov.ua

Monitoring will be performed by the EU DelegatianWkraine.

5.2 Institutional framework

The NBU is a central bank of Ukraine, it is the épdndent body. The legal status, principles of
organization and activity of the NBU are determirtgdthe Constitution of Ukraine and the Law of
Ukraine “On National Bank of Ukraine”.

5.3 Counterparts in the Beneficiary administration

5.3.1 Contact person: Ms Liudmyla Labur

Position: Head of EU and Bilateral Relations Dieisi Office for European Integration and
International Programs

Address: 9 Instytutska St., Kyiv 01601
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6.

5.3.2 PL counterpart: Mr Dmytro Solohub
Position: Deputy Governor
Address: 9 Instytutska St., Kyiv 01601

5.3.3 RTA counterpart: Mr Volodymyr Kuchyn
Position: Head of Office for European Integratiow dnternational Programs
Address: 9 Instytutska St., Kyiv 01601

Duration of the project

The project's implementation period is 21 monthee Tegal duration of the project is 24 months.

7.

7.1

7.2

7.3

Management and reporting

Language
The official language of the project is English.l Abrmal communications regarding the
project, including interim and final reports, shadl produced in English.

Project Steering Committee

A project steering committee (PSC) shall overseeittiplementation of the project. The main
duties of the PSC include verification of the pesg and achievements via-a-vis the mandatory
results/outputs chain (from mandatory results/oistper component to impact), ensuring good
coordination among the actors, finalising the iimereports and discuss the updated work plan.
Other details concerning the establishment andtiumiag of the PSC are described in the
Twinning Manual.

Reporting

All reports shall have a narrative section and rearftial section. They shall include as a
minimum the information detailed in section 5.512€rim reports) and 5.5.3 (final report) of
the Twinning Manual. Reports need to go beyond/idiets and inputs. Two types of reports are
foreseen in the framework of Twining: interim quaty reports and final report. An interim
quarterly report shall be presented for discusaiogach meeting of the PSC. The narrative part
shall primarily take stock of the progress and aehinents via-a-vis the mandatory results and
provide precise recommendations and corrective mnesgo be decided by in order to ensure
the further progress.

8. Sustainability

The twinning partners will undertake to provide Hesic infrastructure necessary for the sustaiityabil
of their joint twinning achievements. The sustailigbof the results is likely to be achieved ifeth
twinning partners commit themselves to the follogvin

absorbing efficiently the contents and understapdiinthe training materials by the Beneficiary
personnel being measured and monitored after eatting session that is provided by simple
tests;

making maximum use of the skills and abilities b& tbeneficiary country administration
personnel previously trained by [other] Member &atapply “train the trainers approach” for
sustainable capacity building of the beneficiargnadstration;

allowing for confirmation of the effect of the twiimg project for the beneficiary administration
by organising a final seminar that presents achigesults of the twinning activities at the end
of the twinning project;

providing assurance that manuals and proceduresdajed within the twinning project will be
used by the beneficiary beyond the primary contpaciod.

The success of the project will be based on aadamiepractical results and the sustainability of the
results will be an important measure of success.
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9. Crosscutting issuegequal opportunity, environment, climate etc....)

All activities under this project will be designeaid implemented in accordance with principles of
good governance, human rights based approach, gegdelity and environmental sustainability.
Support to mainstreaming gender issues into thislédiye processes under the activities for the
implementation of Association Agreement will be yaded. All activities will ensure the respect to
key Principles of Public Administration, especialhe commitment to inclusive and evidence-based
policy and legislative development.

This action will be implemented following a rightssed approach, encompassing all human rights.
The five working principles below will be applied all stages of implementation: legality,
universality and indivisibility of human rights; pipation and access to the decision-making
process; non-discrimination and equal access; atability and access to the rule of law;
transparency and access to information.

By promoting an institutional culture of openneascountability and transparency, the project will
positively impact on the credibility and integrityf concerned Government Departments and
Agencies. The project will strive to act as an epbaof positive administrative reform. The results
achieved under Component C: “Institutional streagthg through the establishment of an integrated
system of strategic planning, execution and moinigpr process-based model of planning and
management” will be shared with other public adstiaition bodies of Ukraine in the context of the
ongoing Public Administration Reform.

The project results will also be shared with thet@# Bank of other Eastern Partnership countiies,
particular those implementing Association Agreeraevith the EU.

10. Conditionality and sequencing

The underlying assumption for this project is tHadihian political will to create efficient balarcte
and open access to the market of electronic congations in the country that will facilitate its
integration with that of the European Union to cboate actions globally.

Projects to be implemented through Twinning reqire full commitment and participation of the
senior management of the beneficiary institutionaddition, to provide the Twinning partner with
adequate resources to operate effectively, theosenanagement must be fully involved in the
development and implementation of the policies imreguto deliver the desirable results.

The NBU is aware that several issues importantttier smooth implementation of the Twinning
Project and for the achievement of the componengs partially or completely under its sole
responsibility.

When the project starts, the NBU has to:
* ensure strong involvement/commitment of NBU stafdlalevels;

» assign NBU’'s experts as counterparts for the STEsobperate on the implementation of
activities according to the working plan;

» provide suitable venues and equipment for trairsegsions and seminars that will be held
under the Project.

The sequencing of all Twinning activities will beggitized in close coordination between the MS and
the NBU and will work according to the Logical Frework, which will form part of the Twinning
project contract.
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11. Indicators for performance measurement

Project’s main targets and indicators:

- The NBU'’'s approaches to the Supervisory Review atadn Process (SREP) have been
improved with account for ICAAP and ILAAP procedsire

- Implementation of instant payments in Ukraine s@dudlong the Road Map and requirements
developed in the framework of the Twinning project;

- New strategic and operational planning, including $ystems of monitoring and performance
measurement, are introduced at the NBU;

- Formal procedures are introduced to monitor thelempntation of obligations under the
Association Agreement;

- Cooperation is established with more foreign céntemks and EU institutions; increased
offer of the NBU's technical assistance to centbainks abroad; NBU's centralized
terminology management system is established.

12. Facilities available

The office space, meeting rooms, hard and softwakephone, internet access, security related sssue
and facilities available for training, seminars arahferences will be provided by the NBU for the
RTA, his/her assistants and visiting experts.

ANNEXES TO PROJECT FICHE
1. Logical framework matrix in standard formatrfquulsory)
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ANNEX | - LOGFRAME PLANNING MATR

IX FOR Twinning Fic he

Technical Cooperation Facilit
2019

Strengthening the institutional and regulatory capaity of the National Bank
of Ukraine to implement EU-Ukraine Association Agrement

Total budget: EUR 1 million

Overall objective

Objectively verifiable
indicators

Sources of Verification

Risks

Assumptions

To contribute to macroeconomic stabi
through institutional strengthening of t
central bank, and through building a relia
banking and payments infrastructure
economic operators

itacroeconomic and bankir
heector reviews by the NBU ar
ldéher publishers confirm stabili
foends

W§ublications by the IFls, th
tiBU

Ly

Lack of Ukrainian

sector development as
independent central ba
in a market economy

epolitical support for theits
NBU to play its properfinancial
role in Ukrainian financigldevelopment
pacquis implementation due
hto political reasons

The NBU can't continu
towarg
markets

moving

and

[¢)

&

E

Project purpose

Objectively verifiable
indicators

Sources of Verification

Risks

Assumptions

» Strengthen NBU capacity as a be
supervisor in performing Supervisory Revi
Evaluation Process (SREP) assessments
improving the supervisor’s ability to evalu
characterizations  for risks and
capitalization of the risks;

» Implementation of instant payments in |

with the EU Payment Services Directive 2;

« Institutional strengthening of the NBU
further developing its strategic planning &
international cooperation functions

* The NBU'’s approaches to t
Supervisory Reviey
Evaluation Process (SRE
have been improved wit

Nk account for ICAAP an

EW |LAAP procedures;

andmplementation of instar

te payments in Ukraine start
he along the Road Map ar
requirements developed
the framework of th

;  Twinning project;

DY New strategic

aind operational

including

ne

an
planning
the systems

measurement, are introdug

monitoring and performance.

1e'I'he NBU Board Resolutior
" approving new tools for use

I;)rwinning Progress Reports

jTwinning Final Report

1to|DeveIopment of strateg
I CPortal
I

lr}\IBU Strategic Quarterly an
"~ Yearly Reports

dTables of Concordance a
’fother relevant monitoring tog
> confirm progress i

el plementation of the A/

$Slowing down or reversing
the process of European
integration

Weak coordination
between Twinning partnefs

®ismissal of key projecgt
participants

d’he risk of incomplet
assistance of experts

L

ndhe risk of delaye
Ismplementation within th
nTwinning Project

\

11°)

ommitments in the bankin

g

T

he new political regim
does not attempt to revert
the reforms in the bankin
| sector or undermine th
'NBU independence

4%

e
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* Formal procedures (tables

at the NBU,; sector

of

concordance, other means fdreports of AA Implementatio
approximation assessment)

are introduced to monitor the

implementation of
obligations under the AA;
Cooperation is established
with more foreign central
banks; increased offer of the
NBU's technical assistance|to
central banks abroad

=)

RESULTS Obijectively verifiable indicators Sources of Verification Risks Assumptions
. The NBU regulation is issued o° NBU Board Resolutiorf Lack of __banks_’
establish requirements for teonILA.A P Interest to participate if
banks’ Internal Liquidit Pro;ect reports practical pilot testing of
Adequacy Assessment Procesd lraineeslist ICAAP and ILAAP
(ILAAP). The NBU and banks * Training materials procedures
Transposition of Basel Core Principles for staff is trained for proper * Evaluation trainingsg * Dismissal of key
Effective Banking Supervision and the EU  development of NBU ILAAP reports project participants
capital requirements legislation in the afea Regulation and proper © Reports on the tests® The risk of
of internal capital adequacy assessment jmplementation of ILAAP by results of ICAAP ang incomplete assistance of
process (ICAAP), internal liquidit banks:; ILAAP procedures (as SRE[PEXperts As above
adequacy assessment process (ILAAP) [and The NBU Supervisory Review €lements) of some banks The risk of delayeq
assessment of the banks' risk profiles gyauation Process (SREP)WIithin the framework of the implementation  within
through the Supervisory Review apd Regulation is amended, opilot project the Twinning Project
Evaluation Process (SREP) include ICAAP and ILAAP
assessments;

Practical testing of the SRHEP
procedures (taking into account
ICAAP and ILAAP procedure

is implemented at pilot banks

(with their consent);
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The NBU staff from the

departments of methodology and

banking supervision is trained |n
proper implementation of the
SREP methodology as |a

minimum: ICAAP, ILAAP and

assessment of the banks’ risk

profiles through SREP

A model is developed for the insta
payments architecture in Ukraine, and
road map to implement it

An optimum model is selected for

processing instant payments
Ukraine compatible with th
international standard ISO 2002
A road map is developed f¢
implementing the model an
establishing infrastructure fq
instant  payments,
assessment of
mitigation measures;

The business process of instant®

payments effecting is described
High level system architecture
developed for processing instg
payments;

Main requirements to the syste
are developed, including ke
characteristics, timeframe
limitations as to paymen

amounts, types of payments, a

[SHR=AN S I

including -
risks and risk Organization

n

r

nt

m
y

5
t

d

>

« NBU
documents
« SEP

Decision
The
instant

concept
payment

is implementation has beg

developed

« NBU Board Resolutions

« Project reports

internal

Paymen
Counci

of

D

>

n

* Drafts of laws and
regulations

PSD 2 have not bee
adopted
« Political decision
to establish an instar
payment system o
the market not by th

NBU, but by another

institution
e Lack of resources
(budget and human)

prepared
in accordance with the

—

N

[ -]

. As above

requirements to the market

infrastructure
Process-based planning and management Strategic planning process * NBU internal| ¢ Lack of
model, including a performange  gstaplished in line with financial documents resources/budget _fC rAs above
management system, is introduced in the pianning and  performande * Development of Processes automation

NBU

management system;

strategic portal

* Resistance of th

11
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Methodology of breaking dow
mid-term strategic planning to t

short-term strategic planning and Reports
actions for NBU structural units e

is developed;
Monitoring and reporting
processes are designed as a
of strategic planning, quarter

and yearly reports of Strategy achievement and progress
implementation are designed andis in place

used for decision making by tk
Board;
Options of automation O
strategic planning process, K

set-up, monitoring and reporting|.

Development of a methodolog
for a process manageme
system, a register of process
and a map of interaction ¢
processes at the central b

n e

palis set-up

NBU
e Quarterly

Strategic
and  Yearly
NBU Board Resolutions
Automated system of
strategic planning process

Y « Reporting of strategy

€ « Project reports
f
o

y
nt

es
of

organization to chang
Lack of time to set;
up an entire process
strategic planning an
monitoring

D

o8

The NBU international cooperatid
function is strengthened, in particular w
regard to the implementation of the AA

n

Practical guidelines
recommendations

development of the centralize
terminology management syste
are provided. The centralize
terminology management syste
is established at the NBU;

Practical guidelines an
recommendations on developmé
of Tables of Concordance and t
AA implementation reports ar
provided;
Recommendations on improvir]

an

o

the coordination of Europedn

dterminology
M Tables of Concordang
dand other relevar
Mmonitoring tools  confirmy
progress in implementatig
dof the AA commitments ir
2Nfhe banking sector
h&  Project reports
€« Training materials
Trainees lists
Evaluation
reports

9% trainings

* NBU internal documents| « Lack of
d. Ukrainian-English online| resources/budget  fg
N glossary of the NBU-specific development  of  thg

Ukrainian-English
eonline glossary of the
t NBU-specific

terminology
ne Political

and uncertainty
regarding Europeal

Integration Issues

turbulence

=

D

v

As above
n
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Integration process in the Central
Bank, enhancing cooperation pf
the NBU as a third country centrial
bank with the European Central
Bank (ECB) and the European

Banking Authority (EBA);

Relations and cooperation with

international organizations ar
institutions and with novel
international authorities  ar
developing in line with designe
model/framework;

Process of attracting, applying,
and coordinating international

o ®

technical assistance and |of

provisioning technical assistance

by the NBU to other central ban
and partners is updated and se
line with issued recommendatior

S
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