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This report has been prepared to provide 
interested parties with information on the key 
performance results of the Compliance 
function of International Investment Bank 
(hereinafter referred to as the Bank or IIB) 
in 2019. The report also contains description 
of the measures taken and the way they 
were implemented in terms of identi�cation, 
monitoring, and control of compliance risks 
as well as further development of the 
compliance system in the past year.

Publication of this report is an independent 
and voluntary decision of the Bank based 
on the principle of publicity and information 
disclosure and at the same time dictated 
by observance of the standards stipulated 
in the Uniform Framework for Preventing 
and Combating Fraud and Corruption, which 
the Bank joined in 2015. By publishing this 
report IIB demonstrates its strong adherence 
to transparency and accountability principles 
and outlines readiness to share with 

the stakeholders good practices 
in managing compliance risks. We believe 
that the similar measures and e�orts taken 
by other IFIs and stakeholders can improve 
external environment and make the whole 
market safer and more e�cient.

In the year 2019 the world faced serious 
money laundering scandals involving 
reputable institutions. Abuses of �nancial 
systems were uncovered in the countries 
considered low-risk and well-regulated, 
maintaining developed AML measures. 
These cases did not just result in record 
�nes, they also left �nancial institutions 
with big losses and ravaged reputations.
At the same time National AML regulations 
tend to become stricter and to regulate 
more AML processes each year, which can 
be considered a reaction to the scandals.

In the year 2019 the EU �nancial market 
was preparing for the implementation 

of the 5th AML Directive e�ective 
since January 2020. IIB is as well aimed 
at improving compliance skills and policies 
in order to timely prevent the Bank and its 
sta� from being involved into prohibited 
practices. 

As a sign of shift in focus and repositioning, 
IIB took a big step and relocated its 
headquarters from Russia to Hungary. During 
the relocation process compliance functions 
of the Bank faced several new challenges. 
However it continued to provide expertise 
and implement measures to ensure smooth 
transfer of the sta�,  technologies, processes, 
and requirements to the new territory.

INTRODUCTION
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The key objective of the Compliance 
Department (hereinafter referred 
to as the Department or CD) is identi�cation, 
assessment, prevention, and control 
of compliance risks arising from the Bank’s 
individual operations, projects and 
in behaviour of its employees in order 
to provide the management with objective 
and comprehensive information for 
decision-making.
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Due to its international and legal status IIB 
is not subject to national legislation of its 
member countries. To reduce compliance 
risks the Bank develops and adopts 
regulations based on established 
international practices and compliance 
standards applied by international �nancial 
institutions as well as standards and norms 
of professional business conduct to govern 
its activities and employees.

When developing the compliance system, 
the Department strives to maintain the highest 
level of e�ciency and stay business-oriented 
and proactive in managing risks with due 
consideration of IIB’s strategic goals and 
international nature of its activities.
Relocation of the Bank’s HQ to Budapest 
and establishment of the branch in Moscow 
also posed a challenge of maintaining a high 
level of communication between CD 
and business units.

Work of the Department is concentrated 
in three main directions:

Operational compliance:
the Department is actively engaged 
in the Bank’s operational activities, 
providing assessment, advice, and 
recommendations on the transactions, 
counterparties, and projects;

Institutional compliance: 
the Department establishes and provides 
recommendations on the Bank’s 

regulations and rules, procedures, 
policies, and decision-making processes;

Conduct compliance:
the Department implements the Code 
of Conduct and other relevant policies, 
assesses compliance risks related 
to corporate ethics, provides sta� 
training, and works to prevent and 
investigate prohibited practices. 

CD operates as a stand-alone department 
that is independent from any other IIB’s 
department. The head of the Department 
functionally and administratively reports 
to the Chairperson of IIB’s Board. 
Representatives of the Department 
are members of a number of the Bank’s 
collective bodies, including Credit 
Committee, Financial Committee, 
and Procurement Committee and closely 
cooperate with governing bodies and expert 
divisions within all areas of work.

The main functions of the Department 
are laid down in the Compliance Policy of IIB.

THE KEY FUNCTIONS OF CD INCLUDE:  
development and implementation 
of compliance control policies, rules, 
standards, and practices in the area 
of compliance;
development and implementation 
of activities to counter prohibited 
practices, in particular, money 
laundering, �nancing of terrorism, 
corruption, and fraud;
development and maintenance 
of the Compliance risk reporting system 
and disclosing information regarding 
compliance risks to the Bank’s 
management bodies;
conduct of compliance procedures (Due 
Diligence and Know Your Customer) 
on counterparties and projects 
and development of recommendations 
on mitigation of compliance risks 
identi�ed in the Bank’s projects; 
work in accordance with the provisions 
of the Code of Conduct and 
management of con�icts of interest, 
complaints and requests handling, sta� 
training;
participation in investigations 
of prohibited practices or misconduct; 
ensuring transparency and e�ciency 
of procurement procedures, including 
procurements for the ongoing projects;
and any other functions performed 
in association with the Bank’s other 
units aimed at prevention of prohibited 
practices and reducing the Bank’s 
compliance risk exposure.
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One of CD’s key objectives is identi�cation 
and assessment of compliance risks 
associated with the Bank’s potential 
and current counterparties. The main 
principles and implementation procedure 
are established in the Policy on Anti-Money 
Laundering, Combating the Financing 
of Terrorism, Fraud and Corruption 
(AML/CFT/F/C) and the corresponding 
internal regulations. The key tool 
for identi�cation and assessment 
of compliance risks is the Know Your 
Customer (KYC) procedure.

AML/CFT/
FRAUD/

CORRUPTION

3
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CD performed initial KYC assessment 
of 29 credit and 59 trade �nance projects, 
23 �nancial institutions as counterparties, 
and 92 third parties of the Bank in 2019. 

Monitoring and reviewing of the assigned 
compliance risk level of all the Bank’s 
counterparties were additionally duly 
conducted. Compliance risks were identi�ed 
and assessed not only in respect 
of the Bank’s direct counterparties, but also 
in respect of all the persons participating 
in the project and in�uencing it, 
e.g. contractors, suppliers, advisers, 
appraisers, auditors, underwriters, etc.

As a part of trade �nance activities support 
CD analyzed 59 prospective deals. 
The compliance risks of all involved parties, 
including �nancial institutions, exporters, 
and importers, were evaluated during 
the screening. In addition to veri�cation 
of the submitted documents for risks of fraud 
and money laundering special attention was 
paid to sanction risk, nature of the supplied 
products, and economic feasibility of the deal.

CD uses both publicly available sources 
of information and commercial databases 
to identify and assess compliance risks 
associated with counterparties. CD has 
access to databases of the leading providers 
of such services and credit bureaus 
in a number of member states of the Bank 
for counterparties screening. These tools 
provide CD with the information required 

to increase the probability of identi�cation 
of compliance risks inherent in the projects. 
CD also uses constant monitoring functions 
of corporate registries when possible 
and thus receives immediate information 
of any registered changes regarding its 
clients and third parties.

CD reported to the management 
and the Chairperson of the Management 
Board on one identi�ed case of fraud risk. 
In this case suspicion of external fraud was 
con�rmed by an independent party. 
As a result of the investigation 
the relationship was terminated. The checks 
performed by CD over the year did not 
reveal any real facts of corruption 
or the Bank’s involvement in such activities.

In the reported year CD has revised 
and updated the Policy of IIB on High-Risk 
Jurisdictions approved by the Board 
of Directors. The Policy sets restrictions 
on operations with certain countries 
considered risky and conditions under which 
the work with them can be launched. 

The important change was implementation 
of the Regulation on Classi�cation 
of Country Compliance Risks and High-Risk 
Jurisdictions introduced in 2019. 
The Regulation contains detailed 
methodology of country risk classi�cation 
also applying besides other sources ratings 
and indexes of leading international 
organizations in the �eld of monitoring 

corruption and AML related risks, like FATF, 
Transparency International, OECD. 
CD ensures accuracy objectiveness, 
and re�ection of all the risk factors 
encountered regarding each country 
by applying a wide range of renowned 
sources. 

CD presented an updated format 
of the compliance opinions on credit deals, 
�nancial institutions, and third parties in 2019. 
Better structured, more clear and precise 
format covers all the identi�ed risks, 
recommendations on their mitigation, 
and other information on which 
the conclusions are based. The standardized 
format helps in decision-making process 
and makes the report clear for readers. 

Throughout 2019 CD continued its 
transparent work and made a further step 
in promoting transparency by publishing 
General AML information, completed 
Wolfsberg questionnaire, W8-BEN-E, and US 
Patriot Act certi�cates on the Bank’s website. 
General AML information is meant 
to support KYC processes of our partners 
by providing information on the Bank’s 
status, governing bodies, and compliance 
function including its audit and control 
functions. We hope that making these 
documents publicly available helps 
to maintain the excellent relationship 
with our partner IFIs and FIs.
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CD kept on its work in development 
of corporate culture and enhancement 
of the sta� e�ciency by ensuring compliance 
with the Code of Conduct in 2019. The Code 
establishes basic corporate values. The rules 
of conduct are based on high professional 
and ethical standards for the Bank’s 
employees to comply regardless of position 
held. The Board of Directors adopted 
the latest revision of the Code in May 2019, 
additionally extending its coverage to close 
relatives of employees of the Bank, 
and employees of the Bank’s subsidiaries.

In order to integrate the Code of Conduct 
requirements into the Bank’s activities, CD drew 
special attention to agreeing and drafting other 
IIB’s regulations and policies in order to include 
into them links and references of the Code. 
Several high-level and HR policies were 
updated to set out certain rules of the Code.



of the rules of the Code and apply them 
in their relations with the Bank.

IIB pays considerable attention to prevention 
of con�icts of interest and misuse of insider 
information. For this purpose the Bank applies 
the Regulations on the Procedure for 
Management of Con�icts of Interest 
(planned for review in 2020) and Regulation 
on Insider Information (reviewed 
in December 2019). CD holds regular 
consultations with interested parties 
on application of the above-mentioned 
documents. 

In order to manage risks of con�ict of interest 
CD regularly collects �lled-in questionnaires 
on con�icts of interest from all current and new 
employees and receive information from 
the employees on the possible cases of con�ict 
of interest, if they become aware of such. 
In the year 2019 CD reviewed in total 12 cases, 
which could have resulted in con�icts 
of interest. During annual ful�lment 
of the Con�ict of interest questionnaires 
8 employees disclosed that they or their close 
relatives have shares or hold management 
positions in certain companies. CD duly 
examined all cases and either concluded 
that no material con�ict of interest existed 
or provided guidance.

Any employee is bound to inform 
the supervisor and the Compliance 
Department of any suspicions and facts 
of any prohibited practices 
at the Bank and any situation 
which may result
in a con�ict 
of interest.

After transition to the three-tier organizational 
structure the Bank adopted the Code 
of Conduct for the Board of Directors 
in December 2018. The Code contributes 
to corporate culture development of the Bank 
by setting rules and recommendations 
for Directors in matters of professional ethics 
and behaviour. Directors should be aware 

One of the cases was related to the visit 
of two IIB’s employees to the construction 
site of the project. The borrower proposed 
to cover the accommodation expenses  
of the IIB’s employees during the business 
trip. The employees turned to CD 
for consultation. The Department 
analyzed the situation and provided 
the employees with guidance in line with 
the requirements of IIB’s Code of Conduct 
and the Regulation on Giving 
and Receiving Gifts. According to these 
documents the employees of IIB are not 
allowed to accept gifts, invitations 
to entertainment events or other kinds 
of services, if they could lead to a con�ict 
of interest or could adversely in�uence 
professional duties or their objectivity 
and impartiality. Being compliant with 
these regulations protects reputation, 
objectivity, and impartiality of the Bank 
and its employees. In accordance with 
the guidance given the employees 
declined the o�er and conducted 
the business trip at the Bank’s expenses.

THE OBJECTIVES OF THE CODE
OF CONDUCT ARE:

to infuse corporate values, adherence 
to which will contribute 
to achievement of strategic goals 
and ful�lment of the Bank’s Mission;

to set conduct standards 
for the employees’ daily activities 
where a con�ict of interest may 
potentially occur;

to ensure common understanding 
of threats and risks to the Bank's 
operations arising from corporate 
behaviour of employees.

09
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Alternative communication channels 
established within the Bank are: the internal 
system, mail, email: compliance@iibbank.com, 
and an electronic form on IIB’s website: 
www.iib.int. Full anonymity and protection 
from retaliation are ensured for all 
the whistleblowers. IIB did not receive any 
messages meeting the whistleblowers’ 
criteria in 2019. 

4 messages on presenting approved gifts 
to the Bank’s partners were registered 
in 2019. No cases of the Bank’s employees 
getting gifts with the value exceeding 
100 EUR were reported. 

As IIB issues listed securities, CD identi�es 
insiders and monitors use of insider 
information. In the year 2019 CD completed 
a revision of the Insider Regulation 
and included therein the rules concerning 
market sounding and deal-related marketing 
to meet the best standards of preventing 
insider information misuse on the markets 
where IIB is represented (the EU, Russia). 
The rules ensure that IIB ful�lls its 
responsibilities and actions during the bond 
issuance process to avoid jeopardizing 
the best practices and common sense 
of the use of insider information, and avoid 
market abuse in the process of market 
sounding and deal-related marketing.

92 insiders including both individuals 
and legal entities were registered at the Bank 

by the end of 2019. All of them are aware 
of their status as IIB’s insiders and the rules 
they should follow.
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To raise the employees’ awareness 
of compliance rules and to maintain the Bank’s 
corporate ethics at a high level, CD organizes 
trainings and workshops combining in-house 
resources and external consultants. Compliance 
trainings that are held at least on an annual basis 
are mandatory for all current and new 
employees. Trainings can held in the form 
of face-to-face workshops or distance learning 
techniques and case studies. As a part of training 
on combating money laundering, �nancing 
terrorism, corruption, and fraud CD informs 
the Bank’s employees of recent trends, both 
globally and in IIB’s member states, and measures 
to prevent corruption and fraud in their 
operations. The Department also keeps 
the employees updated about the requirements 
for onboarding of new counterparties 
and adopted controls in this area and ensures 
their awareness of the Code of Conduct 
provisions.

TRAINING
5
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The Department provided training for all 
new employees of HQ in Budapest 
and Moscow branch in 2019. As the result 
98% of the employees successfully �nalized 
annual compliance training and tests. 

In addition, in July 2019 CD provided all 
employees with a special case study
on the large international banking fraud. 
The employees watched an educational �lm 
motivating them to think about 
the necessity of ethics and compliance 
and enhancing their knowledge of modern 
challenges to detect and reduce the risks 
of the Bank’s involvement in fraudulent 
actions and to keep a high level of integrity.

16 employees left the Bank in 2019.
CD held exit interviews with all of them. 
No compliance risks were discovered 
according to the results of the interviews.

The Bank strictly monitors that all 
the employees follow the internal rules 
of the Code of Conduct and Gift Policy, 
and there were no cases of violation 
of the Bank’s requirements in this area in 
2019.



13

In the year 2019 the Bank �nalized 
the integration of all main CD’s requirements 
into the core software, and main problems 
and gaps which had arisen during the �rst 
years of exploitation were �xed by software 
developers. As of now the major part of CD’s 
daily operations related to KYC and DD 
is executed automatically, thus allowing 
the Bank not to increase the numbers 
of CD sta� in recent years. At the same time 
in order to further improve automation 
of the processes the Bank continued to work 
on the automatic screening of persons 
involved in IIB’s projects against compliance 
lists, assessment of compliance risk level, 
reporting and communication between CD 
and other business units. 

Information on all counterparties is uploaded 
into the system. The counterparties’ data 
is regularly monitored, and alerts are sent 
in cases of identi�ed changes. The Bank uses 
a combination of manual and automated 
screening of counterparties, including 

shareholders, bene�ciary owners, suppliers, 
and third parties to the projects against 
sanction lists and o�cial black lists to provide 
for the comprehensive assessment and timely 
reaction. 

The Bank uses automated analytical systems 
to generate regular reporting on compliance 
risk pro�le thus making it possible to supply 
IIB’s management with up-to-date 
information on the current state 
of compliance risks and to take necessary 
preventive measures based on the results 
of the analysis. Reports on compliance risks 
are currently automatically generated 
on the basis of necessary parameters 
and data processing algorithms.

CD continued its work on the simpli�cation 
of its client data input module to reduce 
workload of the front units allowing them 
to concentrate on identi�cation of potential 
counterparties and risk assessment as the �rst 
line of defence in 2019. Necessary changes 

were additionally introduced to the system 
due to adoption of the new Policy on High-Risk 
Jurisdictions and the Methodology 
on Assessing Country Compliance Risk Level. 
Overall risk level of all counterparties has been 
reassessed to meet the new approach 
to country compliance risk and re�ect the risk 
pro�le of the Bank. 

In the year 2019 the Department launched 
another project on further automation of its 
business process of gathering information 
required for KYC and DD. It is proposed 
to transfer the counterparties’ data from 
existing paper forms to electronic format. 
The aim of the project is to reduce work�ow, 
streamline communication between CD, front 
o�ce, and counterparties and decrease 
operational risks of working in the system. 

The project on translation of the system into 
English has continued in 2019. It is going 
through the �nalization process now.

AUTOMATION
6
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PROCUREMENT
7
In the year 2019 CD remained actively 
engaged in the procurement processes 
of IIB. Two members of the Procurement 
Committee, a work group that is reviewing 
procurements, represent CD, one of them 
being the Compliance Director heading 
the Committee itself. Special attention of CD 
to the procurement activity not just ensures 
transparency and competition, but also 
mitigates fraud and corruption risks.

14
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Procurement activity faced new challenges 
during the year 2019 due to the Bank’s HQ 
relocation from Moscow to Budapest. 
As a result of the relocation a great number 
of tenders were conducted in a new 
environment, and new suppliers were 
onboarded. This also required familiarization 
with the local speci�cs and adaptation 
to them including changes in procedures. 
Updated provisions regulating 
the procurement process were 
implemented, which made the regulation 
more �exible and adaptable 
for the Hungarian market. Immediate 
purchases for a determined amount were 
made possible so that smaller requirements 
can be ful�lled without delay, ensuring 
the smooth daily operations during 
the relocation. Besides that CD updated 
its KYC questionnaire for third parties 
making it more suitable for the EU business 
environment and translated it to Hungarian 
to help the onboarding process of new 
suppliers. 

IIB reached a very important milestone 
in 2019, launching its �rst procurement 

project in one of the member states 
under the Bank’s own procurement rules 
for projects �nanced by IIB. 
The implemented procurement rules 
for �nanced projects based on the best 
practices of other IFIs were published 
on the Bank’s website. Conducting 
procurement under these rules gives certain 
advantage to our clients and also ensures 
competition and mitigates risks of fraud 
and misuse of funds. 
CD is responsible for ensuring that 
the entire tender process is in line with 
the procurement rules. Control over 
the tender process including sub-tenders 
in practice means reviewing tender 

documentation, bidding process, submitted 
materials of the bidders, and evaluation 
of the bids. Moreover CD conducts 
Enhanced Due Diligence for all tender 
participants, monitoring also risks of con�ict 
of interest, collusion or any breaches, 
and checks if the bidder is suitable 
and proper for the task it was selected for. 
Furthermore, the Department constantly 
monitors the project development 
by receiving regular reports from the client 
and technical advisor. The experience gained 
during the �rst project will be valuable 
in the future.
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Over the year 2019 CD continued 
to participate in international cooperation 
on compliance as well as stay involved 
in activities aimed at promotion of the best 
compliance practices, both inside the Bank 
and in the external environment. 

The Department continued 
developing and broadening contacts 

INTERNATIONAL
COOPERATION

8
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with representatives of compliance divisions 
of international �nancial organizations. 
The Bank’s representatives took part 
in the Private Sector Integrity Meeting, 
a work meeting of compliance divisions 
of international �nancial organizations. 

An important initiative of the Bank, also 
a great success on the global stage 
of professional compliance events, 
was organizing the 3rd annual conference 
in So�a in October 2019. The topic 
of the event was Managing Compliance 
Risks in Development Finance Institutions 
and National Promotional Banks. 
Compliance o�cers of both international 
development banks and national 
development institutions of IIB’s member 
and observer states, third countries, 
and representatives of commercial banks took 
part in the conference and shared their 
experience and ideas on integrity 

and compliance issues. The event received 
strong support from certain IFIs, 
the host country, Bulgaria, and further 
strengthened the excellent cooperation with 
the professional community of the country’s 
�nancial sector. 

The CD’s representatives participated 
in the Anti-Corruption Network program 
of the Organization for Economic 
Cooperation and Development in 2019. 
Besides the professional participation
as an expert for Mongolia at the 4th Round 
of monitoring, IIB also provided a grant to the 
program of business integrity and good 
corporate practices development in Mongolia 
promoting transparency and compliance 
in line with the values of the Bank.

Year 2019 was signi�cant for IIB because 
for the �rst time the Bank participated 
in the annual meeting of Ethics Network 

of Multilateral Organizations. IIB was invited 
as a new member following the unanimous 
decision of the members. Collecting 
and exchanging good practices of the UN 
institutions and leading IFIs will support IIB’s 
intentions to build an ethically healthy 
organization with a good reputation.

A CD’s representative took part 
in the 20th Conference of International 
Investigators and was one of the panelists 
in the 7th International AML Conference 
organized by BACEE in the same year. 
The topic of the panel discussion was 
Practical problems and solutions 
regarding Compliance, AML, 
and Sanctions.
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The year 2020 will bring the global economy 
new challenges, which will require adequate 
actions from the control functions. 
The unexpected COVID-19 pandemic caused 
shockwaves in the world, a�ecting every 
aspect of life. IIB’s Compliance function is also 
facing the e�ects caused by the virus. 
Newly emerging risks have to be mitigated, 
and adequate control measures must be 
implemented. CD will continue to develop 
and promote good compliance practices 
and approaches among its sta�, 
its counterparties, and projects. 

In the year 2020 IIB would like to further 
strengthen its mission as a multilateral 
development bank and �nance 
more development projects with higher 
development impact. This requires 
additional e�orts from CD as well, because 
of the nature of such projects. 

A development project is often characterized 
by a high degree of complexity, increased
number of involved parties and thus require 
higher social responsibility as well as deeper 
and more continuous involvement 
for the whole tenor. 

CD will focus on maintaining compliance 
of the current credit portfolio with applicable 
external and internal regulations. 
As the relocation of IIB’s Headquarters 
to Budapest indicates the Bank will put 
a special focus on EU markets and regulation. 
CD will further pursue its continuous 
development in optimization of its work 
processes and automation of daily tasks. 

Procedures and systems cannot however 
ful�l their purpose without a skilled and 
experienced Compliance team. 
Continuous professional development 
of the team members is therefore crucial 
to face new challenges of these days.

OUTLOOK
9
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