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Objectives

The World Bank/FinSAC reviewed the recovery and resolution framework in

Ukraine in cooperation with DGF and NBU experts (Working Group) with a view to
» Strengthening the resolution framework in line with international practice

» |dentifying steps towards convergence with relevant EU legislation (BRRD) and

conditions for alignment

» Ensuring seamless cooperation between supervisory and resolution authorities

Improving the resolvability of systemically important banks, in particular

improving recovery rates, reduce demand on public funds for bank resolution
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Key iIssues for reform

Early intervention powers
e consider additional tools to prevent asset erosion (temporary administration)

Resolution triggering

e consider move towards single-stage resolution trigger (BRRD) with clear obligatory
triggers at a point in time when the bank not yet balance sheet insolvent

(ex-ante) Recovery and resolution planning

e Strengthen banks’ own crisis management and increased preparedness of
authorities

* Preserve critical economic functions, remove impediments to resolvability
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Key issues for reform (ctd.)

Strengthen resolution tools and objectives
 Open bank bail-in to ensure (phasing in); Keep P&A for small banks

* Broaden resolution objectives to include financial stability considerations and
ensure liquidation as a default scenario regardless of least cost

Additional Resolution funding [in the mid- long term]

* Provide for Internal loss-absorption and recapitalisation capacity (MREL) with
the objective that costs of bank resolutions are borne by private stakeholders,
instead of the public also for the biggest banks

* Dedicated resolution fund financed by industry contributions as a backstop

Increased Interinstitutional cooperation

* Regular information on systemic questions related to resolution (e.g. general
progress of recovery and resolution planning, MREL sufficiency and system wide

resolution funding needs, public interest) :
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Responsible Authority

NBU

DGF

Business as usual

Ongoing supervision

* Reporting

* Supervisory
reporting
(CAMELSO)

+ Stress testing

+ Asset quality
review

Resolution Framework in Ukraine: status Quo

Corrective action
Regulatory breach of banking
laws; AML/WMD/terrorist
financing;

Risky activities

“Deterioration
Phase”
Deteriorating in
capital, liquidity,
profitability

Enhanced supervision

Enforcement
measures

Suspend dividends,
stricter prudential ratios,
restrict lending, suspend bank

management, suspend voting rights,

convene shareholder meeting, request sale

of participations, ... declare problem bank stage ...

Special mode of control / Curator

* restriction of business
(cap on lending, ...)

Problem bank

Breach of reg. capital / Liquidity
requirements; significant deterioration
of asset quality; AML violations; lack
of internal controls, risk management
and/or reporting systems

(max. 180 days
In practice often only a few days)
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Problem bank phase

* NBU: “rehabilitation
plan”; prohibition of
correspondent accounts;
Curator: information and
observation;...

Insolvent bank

Assets lower than liabilities
Regulatory capital < 1/3 of Minimum

Payout default
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NBU: Insolvency
decision

(max. 30 days)

+ DGF: inspection,
preparation: data
collection, valuation,...
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DGF: Provisional
Administration:
suspension of
shareholder rights,
moratorium,
“Resolution plan”

Implementation of
resolution plan: DGF
+ Sale of bank/assets
* Bridge bank

+ Nationalisation

OR

* Liquidation + NBU

LICENSE withdrawal upon

DGF request



NBU

Possible revised future resolution framework for Ukraine

Business as usual Recovery Early Intervention WwDCC Resolution / Liquidation
Financial Reg. compliant but FOLTF, Unless i) FOLTF: Breach prudential requirements that would justify,
deterioration deterioration based on set of action taken, license withdrawal (eg breach of prudential capital ratios),

bank would be
non viable

based on banks
internal indicators

Assets less than liabilities or likely to be in the near future,
Unable to pay its debts or likely to be in the near future; ii)
public interest; iii) no private solution

qualitative and quant. triggers
(NPL, own funds +1,5%,

Liquidity,...);,
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Ongoing supervision * EIM: request raise of own funds, debt
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« Supervisory restructuring, divestment of activities, O el Y .~
reporting Moratorium, Temp. Administrator, A FOLTF .
* Supervisory Review Suspend Shareholder |\' E(Failing or Likely to Fail)i )
and Evaluation (SREP) rights.. i <+ NBUonloffsite |
+ Stress testing , i."\. _______ —/T
 Recovery planning * Recovery plan implemented by bank i ------ i
____________________________________________________________________________
Preparation measures Decision to Write Resolution decision Resolution process and Legal
+ Resolvability down equity and * Public interest test: Settlement safeguards

Responsible Authority

DGF

assessment (incl. covert other capital Liquidation or Resolution * Take over shareholder rights * Asset
removal of instruments into + Asset valuation (ex-ante) and control of the bank: valuation
impediments) equity (WDCC) * Resolution scheme - Sale of business (ex-post)
* Resolution planning - Bridge institution + Settlement
* Minimum require - Asset separation of claims
ment of eligible - Bail-in: write down and (NCwOL)

liabilities (MREL)

Preparation

+ Onsite to prepare for resolution and valuation (in coop. with NBU)

conversion of capital/debt
OR Liquidation incl. P&A
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Thank you!
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