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Future Bank Suwrvision Technical AasMance Go& 

L The NBU Bank Supervision Deputment wolves its p- so that risk-based 
snpervision becomes the bash for both its inspection and euforcemmt Tbe following 
nspeetr of bank supervision are modified to reflect tbe new emphasis on risk-lmsed 
snpervision. 

1. On-site Inspection: BSD s t d i s  expert, not only in firuurcial analysis (as is presently 
the case), but also in a ~ l y s i s  of how adequate the banks' risk management system are. in 
light of current and foreseenble risks that the bank faces with iis ~nvnt and praspectiw 
range of sm.ces.  Wrinen -ination procedures place greater emphasis for the risk- 
management system. The "CAMELS" and "Report of Ewnination" - for emh bank 
ewnined - reflect the NBUS evaluation and recommendafions for correction of any 
weatnesser found in the bank's risk management system. 

Promess and Com~letions through June 30,2004: 

In early 2003, we assisted the GDBS witb formation of a risk-based suprvisioo 
implementation committee (the RBS Task Force). 'Ihrougb the RBS Task Force, we assisted 
with design, development and delivery of a Risk Assessment System ('RAS"). Tbe NBU's 
Supervisory Board formally approved this document as part of the On-Site Inspection Manual 
on March 15, 2004. Our project has collected input from commercial bankers, NBU senior 
management, on-site inspectors and off-site adys4s on the format, content and usage of the 
RAS, and we will use this feedback to develop needed amendments to tbe RAS document 
and overall supervision process. 

We conducted 'tram-the-trainer" sessions for twenty (20) pemns from the natioawide 
banking supervision function on risk-based supervision and usage of the RAS. l k  technical 
training for the potential instructors of RBS seminars was beld November 10 through 
November 21, 2003. Course materials included brief presentations on Risk Based 
Supervision, Key Banking Risks, Risk Management Systems, Corporate Goverdance and an 
e-ive case study illustrating all banking risks and risk-based #on umcqm. Tbe 
pffons attending this seminar are now participating in delivery of the f h e d a y  risk-based 
supervision courses. The World Bank's Dutch Grant project is schedukd to deliver hliniog 
to the GDBS on individual risk components. This is coordinated witb the NBU's Paswnel 
Department and the GDBS TIllining Unit Manager, Ms. Tatyana Khimich. Ow project has 
also delivered train-the-traiwr sessions focused on training skills, in addition to technical 
expertise mentioned above. 

Following the train-the-trainer seminar, we assisted GDBS inspectors with a pilot inspection 
of a commercial bank using a draft version of the RAS, iocoqwating the concepts of risk- 
based supervision. This was a highly intensive inspection process focusing on each of the 
bank's major risk areas, including considerable effort with on-the-job training of inspectors. 
This on-the-job training, coupled with formal training on risk-based supenision and 
individual components of banking risk with form the basis of risk-based #on 
implementation. 
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We presented recommendations regarding the GDBS's Onsite Manual, including the 
following: 1) to publish and practically implement the c h a m  developed earlier, used 
informally, but not officially adopad; 2) to expand the Manual into a BeoLing S u p m i s i  
Manual, specifically, by including a chapter on offsitc analysis; 3) to review the Manual in 
orda to make the terminology consistent with the RAS and policy guidelines for 
comprehensive risk management systems in banks, and, 4) to make sure that corporate 
governance principles are adequately reflected in the Manual. 

Our pmject has delivered comprehensive legal recommendations regarding necessary 
amendments to the Law on Banks and Banking Activity and various critical regulations 
including, but not limited to, the following topics: licensing (registration) activity, essential 
and mbnlling participation, collection of information h m  holders of such participation, 
ttansparency issues and enforcement, corporate governance and risk management pr&iples, 
enhancements to external and internal audit activities, consolidated supavision principles 
capital of banks, purchasiing by banks of their own shares. We have ass* the *U Legal 
Department in theiu discussions with the U l w i a n  banking associations and with 
Parliamentary working groups. Due to the unique connections between the banking iodustry 
and members of Parliament in Uluaine, the legal and judicial areas are among the most 
difficult areas of reform. 

Our project is in constant contact with the RBS Task Force. In our discussions during each of 
the risk-based supervision seminars, we are assisting the members of the RBS Task Force 
with areas of possible improvements, including our delivery of a detailed "action plan" for 
implementation of risk-based supmrision. We have carefully e m p h a s i i  that the risk-based 
assessmeot system and risk-based supervision plan is a working document, to be viewed as a 
living document. Many people have expressed a desire for more detail with the RAS sod ar 
are exploring ways to assist the NBU to give more detail, without makmg the document too 
lengthy and too formulaic in its approach. 

Pmiect Work Plan thrwh June 30.2005: 

We will deliver additional risk-based supervision seminars throughout the duration of our 
project, increasingly involved more personnel h m  the NBU as insrructors. We expat  to 
deliver at least five more seminars, in Kyiv and in regions, to a minimum of 100 participants 
through the end of the first quarter of 2005. At the end of the fourth quarter of 2004, we will 
initiate an update of our traditional risk-based supervision course to include feedback from 
seminar participants and different bank supervision functions to make sure that all RBS 
baining in 2005 focuses on the most problematic issues, i.e. risk measurements took 
communication, individual risk categories. We will also explore distance-learning 
possibilities for the NBU regional staff. 

We will develop recommendations for enhancements to the standard R e p i  of lnspatioa and 
CAMELS rating policy based to match the findings and conclusions contained in thc RAS. 
Our recommendations will be delivered in the fourth quarter of 2004. 

We will continue to collect feedback h m  risk-based supemision seminar participants and 
on-site inspectors in order to provide recommendations for amendments to the RAS. Our 
recommendations will be delivered in the first quarter of 2005. 
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We will provide recommendations for improvancnts to the On-Site S u p a v i s i  Manual, in 
order for the On-Site Manual to match the RAS, for at least two major risk arras. Ooe of the 
risk areas will be credit risk, the largest risk in the banking sector. 

Onartertv Umlate - December 31.2004 

Our project team collected feedback and data from omr risk-- rpenbiom scmiur 
andiencu. We naed this feedback to adjnat the training conne materid u d  we hve 
initiated amendments to Risk Assessment System. We have bighligbted the uru of 
most significant confiwion witb the -meat system and a m  d j u t  tbe matrix 
components, adding more detail where needed and climiutimg ccrhin items where 
possible. 

We delivered three additional risk-bued snpervision seminars to 89 NBU putieipub 
during the fonrth quarter of 2004, bringing the totd to 385 persou trai~ed. Pkuc se+ 
the detail in seclion #4 below. 

We diinsaed the o v e d  approach to CAMELS ratings and rbk usmments  with Ms. 
Iryna Pmb.nka, and snggated amendments to the report of inspection to aligm rbk  
assessments witb eristirrg CAMELS ratings. 

2. Wsite Analysis: MIS reportr d 9 e 4  bawd on the rirk-ssmeru methodology. 
External audit results incopmted into the supervisory straegv of banks. 

Proerrss and Comoletions throueh June 30.2004: 

As stated above, the NBU Board of Directors approved the RAS on March 15, 2004. We 
have discussed several recommendations to NBU senior management regarding maaagenmt 
information systems, connected with the RAS, including the nrpervisory strategy documcot 
and the Bank Dossier. The supervisory strategy document already incorporates extffnal audii 
results. 

Proiect Work Plan throunb June 30.2005: 

We will provide fidw, more comprehensive remmmcndatii for improving maaagenmt 
information systems based on the RAS during the f o h  quarter of 2004. This will include 
information that senior management of the NBU and senior management of the GDBS should 
haw on a monthly basis to be informed of the financial condition and c m n t  trrnds in the 
banking industry. 

Our ter tv  Umlate - December 31.2004 

We have provided additional feedback on the existing managememt iformatiom systems 
and the mcecssuy management information systems for risk-- smpenbiom 
objectives We will continue to work closely with the working p a p  -ed to 
management information systems, u part of tbe NBU action plan for rbk-brscd 
anpervision implementation. 'As noted earlier, the GDBS is quite good at  colketi.g 
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information, blrt the GDBS and the NBU are not good at using tk m&edcd hforutiom 
im an efficient manner. The new smpervkory strateby, buk Y d o d c P  ud risk 
assessment system d o n  for asier collection .ad wage of data by semior mumagemi 
in designing snpervbion strategiu on an -te kvel. 

3. Licewing: RequiremenLC for borh renewal and new bank licenws me cham& ro 
require risk managemenr system rhaf meer NBU stmahit. 

Roeress and Com~letions throueh June 30.2004: 

Our legal advisors continue to advise the NBU working groups on the Law on Banks and 
Banking Activity ("the Banking Law") and its implementing regulatioos, including 
requirements for licensing activities and risk management. At present, Article 19 of the 
Banking Law requires that members of the bank's supervisory board and management board 
have appropriate education and experience necessary to manage a bank. This is a good 
concept, but more is needed. This threshold should be much higher to include a mwer 
inter& audit function and risk management capabilities. We dcliv;red a comprcbemive~sct 
of recommendations to the Banking Law regarding licensing activity in May 2003 and haw 
continued to push this area further. The Banking Law (p-kposed-Article-44) would have 
considerable more detail regardiig the expectation of risk management and audit hmctioas 
than in the current edition. 

The proposed Article 44 of the Banking Law contains much stronger and more daaikd 
language regardiig risk management and internal controls and audit activities of banks, 
including the following: 

Each bank must have a comprehensive and adequate system for determination, 
evaluation, monitoring and control of all risks. 
Each bank must have a system of internal controls and management information 
systems that are appropriate for the bank's site and complexity. 
Each bank should have committees for risk management, internal audit and c o d  
review, which should report to the Supervisory Board. 
Each bank must submit an annual report to the NBU concerning evaluation of its own 
risk management and internal audit units. 

We are continuing to work on these items, as well as preparing for discussions later on bank 
corporate governance and risk management, capital of banks, purchasing by banks of theii 
own shares, transactions with connected @a, and consolidated supervision of "bankiog 
groups". 

Roiect Work Plan throwh June 30,2005: 

The submission to Parliament of a set of draft amendments to the Banking Law is planed for 
the end fourth qwter. Taking into consideration the complexity of above-mentioned irnm 
and large cultural hurdles in this a m  this dead line could be postponed. 



Our kg.l advisors b v c  provided usirtuce to the NBU Legal Dcparlmemt i. tbc a r a s  
of corpomte governance and risk murgcmemt reqsircmenta We ur also rrsbthg tk 
NBU with mearch of international stsdard~ u d  g u i d e h a  in t b g e  uas, a~ apport 
for Parliamentary approval. We shodd note, the eonfnsiin d t e d  with tbc 
"Orange Revolutionw a d  Parliamentary issna dative to the bamkiog i m d a t y  to 
reach a *ICP.dStill. 

4. O r g d o n  and St&ng: Supervisory personnel me rmbrd in risk-bawd 
managemem [supervision]. lh? organizaIioml smcclure of the Bank Swpervision 
Deparlmenr will be reviewed and changed to reflect the evolution ojrisk-based nwwgenrem. 

Promess and Com~letions h u h  June 30.2004: 

Following advisory recommendations h m  BearingPoint, the organizational shucturr of the 
GDBS has been changed to reflect the evolution of risk-based supervision. A new, senior- 
level position within the GDBS was formed for the purpose of risk-based supervision 
implementation. Mrs. Svitlana Farbcr heads this new uniL entitled "Deparrment of Risk- 
Based Supervision Methodology and Planning." Mrs. Farber is highly compdcn~ in this role. 
She and the Methodology Unit under her direction are our project's clostst and mod valued 
counterparts. W i o u t  Mrs. Farber and Mrs. lryna P o i h r h ,  our project would not have the 
momentum for change that we now enjoy. 

Our advisors developed a comprehensive, two-week risk-based nrpavision pro- for the 
GDBS. As stated earlier, we coordinated the omi ta t ion  and delivery of this compehnsive 
program for twenty (20) select persons h m  the GDBS in ~ o v e m d r  2003 as d baitub& 
bainer seminar addressing technical topics (as opposed to delivery techniques and teaching 
methods). n e  NBU Personnel Department and GDBS assisted with selection of the 
appropriate persons to attend this program covering the nine basic banking risk areas'. TbePc 
same persons were also selected to attend another wain-&-trainer come focused on 
p-tation skills, sponsored by the World Bank's Dutch Grant program. This sckct group 
is assisting our advisors to delivering a more coocentrated thra-day, case study pogram on 
risk-based supervision to a wide cross-section of GDBS pmonnel nationwide. 

During the first half of 2004, we assisted the GDBS and the RBS Task Force with delivery of 
eleven (11) risk-based supervision seminars. The seminars w m  held in Kyiv (3), 
Zaporadubya, Cherkassy, Dnipropetmvsk, Donetsk, Kharkiv, Lvov, Crimea and Odeaa A 
total of 227 participants attended the I I courses. The participants have been a d v c  in 
discussions and have voiced their concerns, positive and negative about the RAS. Tbe 
participants are mostly cautious about the amount of subjectivity in the new risk-basd 
supervision system and their resultant ability to deal with the commercial banks armed only 
with opinion. The threeday seminar introducing risk-based supervision is not e m &  to 
fully grasp each of the risk arcas. Thes concerns are again aclrnowkdgad t h g b  a 
bansition or implementation phase for risk-based supervision and risk management 
guidelines for banks. The three-day seminar is not a complete discussion of each individual 
risk area of banking opcmtions. It is only designed to be an overview of the risk aswssoeot 

' lk basic banking risks are: cdit risk, liquidity risk, in- rate risk, foreign cxchmgc risk. price risk, 
operational risk, legal risk, srrategic risk, and reputation risk. 
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system. A related project, through World Bank's Dutch Grant program, is implementing a 
tmmig program on individual risk arras. All participants say more trainmg and e x p a k x  
is necessary to fully implement this program. 

On June 29, our project team crossed a milestone with respect to risk-based nrpavisi 
implementation. BearingPoint advison delivered a half-day, risk-based supavision osc 
study to the NBU's senior management (Acting Governor Yatseniuk and s e v d  Deputy 
Governors, including Mr. Shlapak, who is responsible for banking supervision) and GDBS 
senior management (all Directors). This case study highlighted many issues relating to a 
bank's deteriorating condition, which were not apparent by merely studying the bank's 
financial ratios. The case study described the pro-active nature of concepss of risk-based 
supervision, as a method of adbssing the root cause of bank problem before these isws 
appear in the form of deteriorating financial statements. In addition, the case study 
highlighted short-, medium- and long-term ~commendatioas for full and effective 
implementation of risk-based supervision. Cerrain manbers of the NBU's senior 
management were skeptical of the subjectivity of risk-bascd supervision prior to this case 
study; however, many indicated they saw risk-based supervision in a new light a h  this 
exercise. Our team immediately followed this case study exercise with a c o m ~ v e  
action plan for implementation of risk-based supervision to build on the momentum and 
understaadiig of this concept at the senior-most levels of the NBU. This action plan is now 
being used as a basis for several working groups at the NBU focused on implementation of 
risk-based supervision. 

With Bearinpoint advisory assistance, Mrs. Ivaoenko, Deputy Director of the Geoaal 
Department of Banking Supervision, participated in the course development of a seminar 
("Best Piactices of On-Site Examinations: Regional Experience and Challenges" for CEE and 
former Soviet Union countries) organized by the Training Initiatives for Banking Supavirioo 
("TIBS") of the National Bank of Poland during the week of November 17, 2003. Ms. 
lvanenko made presentations on the Ukrainian bank supervision experiences and challenges. 
Three other persons 6mm the GDBS also attended this f m .  

Wi BearingPoint advisory assistance, three persons frwr the GDBS participated in the 
course ("Credit Risk Management: Banken and Regulators Perspeclive") by h e  
Training Initiatives for Banking Supervision ("WS") of the Natiwal Bank of Poland during 
the we& of May 29, 2003. One person 6mm the GDBS (Mr. Oleg Kc6tjusbko) made 
presentations on the Ukrainian bank supervision experiences and chsllengs, and hvo other 
persons finin the GDBS also attended this forum. Our advisors have secured a more active 
"partnership" role with TIBS, which allows Ukraiie to send more than the normal tmn 
participants per seminar. 

Roiect Work Plan throueh June 30.2005: 

BearingPoint advisors will coordinate a one-we& discussion between the Natiwal Bank of 
Poland and the National Bank of Ubame covering the topics of risk-based supervision, 
planning processes and advancement risk management techniques with derivative products 
during the week of September 6. in Kiev. We have assisted the GDBS with the agenda items 
and the persons to be involved. 'Ihe National Bank of Poland will cover all costs of materials 
preparation and speakers. The National Bank of Ukraine will cover housing costs. USAID, 
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through Bearingpoint, will cover transportation and intaprrtation. As can be seen above. our 
advisors have forged a stronger partuership h e e n  the National Banks of Poland and 
W i e .  

lhrough the remainder of this project, we will assis witb delivery of additioaal six to eight 
risk-based supervision seminars throughout Ulwine. Four to six of thest saninars will be 
held in the third and fourth quarter of 2004, while the remaining seminars will be held in the 
first quarter of 2005. This will bring the grand total of seminars to 17-19 and the total 
number of participants will likely exceed 400. 

In June 2004, the Basle Committee on Banking Supervision issued the "Intaostiooal 
Convergence of Capital Measurement and Capital Standards." The Bask Commitkc's 
capital requirements sets an international standard, which all banks and banking ~pewisors 
need to understand. We will assid the GDBS with a basic understanding of this document. 
We will develop recommendations for its implementation in Ukraine by the third quarter of 
2004. 

BearingPoint presented to the NBU tbe list of international training comna og..izrd 
by OCC for bank supervision experts for 2004. If desired by the NBU or the GDBS, 
BearingPoint wiU facilitate participation of experts in tbae  US- hmhhg sadou 
In the meanwhile, BearingPoint wiU continue to look into opportu.itia lad possibilitia 
to organize amd deliver a study tonrlinternsbip program for GDBS examhers i m  tk 
United States. 

We m r d i ~ t e d  amd participated in a f0mr-d.y seminar delivered by rep-hlivcs of 
tbe General hpectorate of Banking Snpervision from the Natioul B u k  of P d u d .  
The seminar covered the topics of risk-hued snpervisiiom in P o w ,  a det8ikd 
assessment of credit risk monitoring and assessment tods, u d  tk exadma 
afcreditation process used by the National Bank of Poland. A total of 41 participub 
attemded this seminar, repracnting different areas of GDBS. Tbe Nat iod  B u k  of 
Poland is a closcr p r  country to Ukraine, and bas overcome mamy of tbe dif&.ltks 
that the NBU b cnrrent cxpcricmcing. Esbbliihing lomg-term rehtiomhip b e e m  a 
Enropean Union country and U h a h e  wiU h v e  bemefits Lsti.g wdl beyoad omr 
techmial .ssistance project We believe tbat i n c d  connectivity betweem P d u d  d 
Ukrrine is a smeass story of our projea. 

We delivered three additional risk-based supervision seminars to 89 NBU participub 
dnrimg the fourth quarter. Thcsc seminars were held in Lviv, Samy amd Khrldv. 
Olledl, dnrimg 2004,385 bank smpervbion employeca have attcmdcd 16 RBS semiun  
in different regions of U k n i m c  Importantly, tbc GDBS is te8chi.g the majority of the 
seminar, indicating a higher degree of slut.imbility. 

We prepared u d  delivered a summary of Brrk Q imclmdii mmmcmdatiou for its 
impkmentatiom in U L r r i c  Omr mmmendaticw were allackd to tk September 
2004 quarterly report. Tbe f ind venion of B u k  11 is we0 over 200 paga in k@. m o t  
including materials tbat are merely included by reference in the text. This b am 
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extremely complex issne that nill take aevcrrl yeus to h a h e  im Ub.i.4 m we0 m im 
Western conntries. As our rrcommendrtiou were w d  received by the NBU A- 
Governor, we were asked to prepare speaking notes for hi, attendance at u 
international banking conference in Madrid. Spain. 

5. Legal hsued: Elemea of the &gal fiamewoA me further c&&d which &d 
with d~flerem aspec~s of the banks' required systems of risk numagemem. In partievlm new 
implementing regulatratrons are developed requiring risk-munagemem units and bead 
approved risk limits within bonks. An amemhaem ro the Lmv on Ba& and Banking is 
developed to require the internal auditors of commercial banks to rep or^ to t k  S p w w y  
Council of rheir bank (Mther t h  as narenrly required, ro rheir Board of Managemem.) 

Progress and Com~letions t h u &  June 30.2004: 

A set of draft amendments to the Bankiig Law was -Uy submitted to Parliament Our 
advisors assisted with the submitting amendments to the Banking Law as it patains to: 
ownership structure of banking organizations, submission of informatioo by "essential" and 
controlling participants, streagthening enforcement measures regardiig violators of prior 
notification procedure for purchasing of such participation, banks' registration, and external 
audit requirements. 

Our advisors worked with the NBU and its critical couoterperts in discussing t k  
amendments and readying Parliament for their submission. Advisors have attended working 
group sessions with the NBU representatives and representatives tiom the Bankm 
Association to discuss the proposed amendments. Advisors have m a  with Ms. Ivanenko, 
Ms. Farber and Mr. Novikoff to present ideas and suggestions for provisions that we believe 
the NBU should advocate in the amendments. 

Proicct Work Plan h u e h  June 30,2005: 

We will assist the NBU and its Legal Deparhnent in drafting hmut amendments to tbe . . 
Banking Law in the area of risk management and overall corporate governance of Ukmmma 
banks. Our resident legal advisor will work with the NBU's Legal Depxtmmt on a 
continuous basis, while our temporary advisor will travel to W e  on two occasions for this 
purpose. 

The NBU has requested legal advice in achieving better cmsistency with Bask Cac 
Principles and with international practices in the areas of consolidated supavisioo, coom*cd 
lendiig and related party exposures, and corporate governance. Our expat legal advisor will 
return to Ukraioe to assist our resident legal advisor in the second half of 2004, if -, 
and in early ZOOS to address these issues further. 

NBU Bank Supnvirion and L e d  DcpmmaIs uc naasary b e f a  implcmenEation can place Mar, 
the afblal imdemmtation Dhare mav onlv be acfomolished &a cmsidaPMe rrsearch and mnruhaaion wi th  
NBU rnanag&t and &, and ch; bankg indust&.) 
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Ouartertv Uodate - December 31.2004 

Our kgd advisor h u  dnfted amendments to the banidmg law to rcgrdi.b risk 
mmagement and corporate govemua ,  and thb  hrr been prrscmtal to t k  NBU. Dme 
to the politial uncertainty through the fomrtb qmricr  of 2004, kgl bs.g w e n  
sidelined by the NBU. Our short-term legal advisor will rrtPn to Uhmime im tbe scmmd 
quarter of2005 to again push tbb  initiative 

IL The banking community umderstauds aud accepts rbk-bued supewbiom. Tbe 
contractor will advise m d  r s b t  the National Bank in the clrboratiom of rrg.ltory 
standards and m action plan for implemeutatiou of risk-hued smprvisiom at tbe 
commercial banks. 

I .  CompIimrce: NBU BSD develops a plan for compliance with the mv re@ons on 
risk-bared supewbion 

Proaess and Comolaions throuph June 30.2004: 

In 2003, we assisted NBU senior management with development of a 'Comptbarsivc 
Program for the Development of the Banking System of Ukraine for the years 2003-2005." 
We have also d&ed a comprehensive action plan for implementation of rid-based 
supervision throughout the NBU organization. 'Ihese documents are used as the bast of risk- 
based supervision implementation and development of the banking indusrry a c c d i  to 
modem risk management concepts. We have assisted the NBU through research and 
participation in discussions with commercial bankers and with banking associations. 

Our assistance with banking law amendments is targatd at ensuring the NBU bas tbc 
authority to enforce changes in a bank's operations if risks are e x c m i n  or if ridc 
management systems arc inadequate for the site and complexity of the baak's opaations. 
We are working closcly with the NBU senior management and legal pasoanel oa issues 
=laced to strengthening enforcement rnamueg ensuring that pmahies f a  ncacompliancc 
are severe enough to w a m t  bank management's attention in an qpmpriate manoa. We arc 
assisting the GDBS to develop an effective quality s u m m x  program, to rmuic kmbg 
supervision penonnel are property using the risk-- s u p c ~ s i w  concepts. Finally, our 
W i g  program for risk-bad supervision is designed to enforce these concepts and ensure 
at least basic understanding of banking risks. 

Proicct Work Plan throueh June 30.2005: 

We consider this a m  of our task order as technically complde, but our work is ongoing. We 
will continue to work with the NBU in the area of enforcement. 

Onartertv Uodate - December 31.2004 

Tbe requirements of this upd of our task order have b a n  met. 



2. Dirrgnostic: NBU Bad Sqxrvision &pdmtd W D )  m b s  l k  main pmdum 
and services of o smnple of the two tiers of larger ba& (& 25 banks, nummtingfir ovrr 
three-fol~lhs of W n g  system w e t s )  and assesses rk r)lpes of r i r b  relevan!fbr each 

We have developed a questionnaire for commercial banks a w i n g  various corporate 
governance and risk management issws. In order to achieve the best results, witbwt fear of 
reprisal, the survey has been conducted on an anonymous basis. However, we do know tha~ 
the majority of the top two tiers of banks have completed the survey, easily surpassing thm- 
fob of the banking industry's total assets. In each of the "banker roundtable" scssioas we 
have conducted in 2004, we have discussed the aggregate results of the survey with senior 
management of commercial banks. 

Proiect Work Plan thrwPfi June 30.2005: 

The fml "banker roundtable" sessions, for a total of nine, will be completed in July 2004. 
Following these sessions, we will prepare a summary of the ~sults of the survey and deliva 
to NBU senior management. This summary will be included in the fowth quarter of 2004. 
We originally planned for finalization during the t h i i  quarts, however, we have delnyed thii 
to the fowth quarter of 2004 to add W e r  detail. The total assets of all banks ancoding a 
banker's roundtable discussion was over USS19 billion, or 83% of the total banking assts in 
Ukraine (using data of June 30,2004). 

We usisted the NBU with orguiution of the f ind bukr rommdtabk seuio~ kM OD 

July 7-8, including a roundtable session for small banks on Jm)y 7 and for tugc b a h  
on July 8. A total of 106 participanb from 55 banla attended thac fi..l hro rommdhbk 
sessions, bringing the total banking wts represented at madtable mcchgs to marly 
85%. Overall, 258 partkipants from 123 banks attended t ha t  9 n ~ d t a b k  
diiusions. We Mi our project h u  usWed the NBU to spark more hteue debate 
amd diinssiom relative to risk mmagement practices, and stre- amd w- in 
Ukraine From a pmioluly dweloped amd widely d i i m h t e d  questiomdrt, aar 
project tam h u  produced a smmmay of the v u i w  b a n k g  prodmas a d  m+ms 
Wig offered in Ukraine, and weU as an overvim of corporate gove- u d  risk 
management practice. 

3. Templare: NBU GDBS develops a templare covering the pmr,ply of risks. and 
&scribes the key elements needdfor an efictive risk management system 

Pnwss and Com~letiwr throueh June 30.2004: 

We have developed a matrix of the categories of banking risk, common meihcds of 
measuring those risks and our estimation of the kvel and d i i i o a  of thos risks in tbe 
Ukrainian banking system. We have also developed a similar matrix showing tbe major 
banking products and the major risks associated with tach of those products. These itans 



have been used as handouts in our risk-based supervision seminars and will be delivabd to 
senior management after refinement from banker nwmdtsble discussions. 

Roiect Work Plan throueh June 30.2005: 

Bankers have identified caporate governance weaknesses, patticularly at th most senior 
levels of bank management and the supervisory board, as one of the most saiw deficiencii 
in the Ukmiian banking system. This is in addition to general lack of information, '&ow- 
hown or access to training in the area of risk management. In order to improve this aspat  of 
the banking system, our advisors will illustrate the matrices desfribed above in mom daail, 
focusing on the common methods of measurement of banking risks. We will also develop a 
handbook for supervisory board members, describing the items they should be reviewing and 
questions they should be asking of senior management during regular meeting. We will 
obtain feedback from all interested parties, including the NBU, th various bankers' 
associations, and the commercial h k s  and we will make active use of quality products 
already developed in this area by USAID contractor Financial Markets Intcinational. 

We will gather information and hold various discussion groups for the haadbodr layout and 
content through the remainder of 2004, and develop a first draft be fm year-end. We will 
finalize the product during the first quarter of 2005, and prepare for distribution. We will 
deliver presentations to interested parties in the second quarter of 2005. 

We are developing guidance for we by inspectors, disc~ssing key mamagemem1 
information systems and reporb to be prepared for senior managememi. We am .bo 
sarehing for actual exampla of senior management reporb to ue u exampks. ht to 
the propriety a r h r e  of management reports, obtaining e u m p l a  for more wide spread 
d i ibu t ion  has proven difficult. 

We continue to draft a supervisory tool that describes lil s i g . i W t  bankhg prodmcts 
and semees and their m p e d v e  risks. To date, we have eompkted scrtiw of tLb 
manmd describiig the following topics: inter-bank rccoumb, commemhl kmdhg, 
accounts receivable financing, commercial d estate kad ig ,  rcsidemthl rtal &ah 
kndiig, .grirdture 6manei.g and international trade finaace. We will devdop seetioms 
deabg  with bank investments in the first q u m r  of 2005. 

4. Tools: NBU BS develops tools for the commercial banks in implementing "risk 
based" system, such as examples of policies, a u d i ~ ~  progmm. MIS sofiaw fir 
implementatlion by individud bank. 

Pro- aod Com~letions throueh June 30.2004: 

The '%licy Guidelines to Risk Management Systems in Commercial Banks" umtaios a 
myriad of examples of policies and audii considedons for bank immgemxt to follow in 
developing a comprehensive risk management systan, applicable to any particular bank. 
These recommendations continue to be d i russd  with commercial banks and the bankers 
association, with expected approval in the second quarter of 2004. As mentioned above. our 
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project will also develop of a second document specifically covering minimum rsquirewats 
for management information systems, both at a senior management and a board of dirrnors' 
level. 

Proiect Work Plan throw& June 30.2005: 

Please see the work plan under item #3 (template of banking risks). 

Please see tbe work plan and raomplishmenfs nuder item #3 in thb  &m. 

5. Risk-based Supervision Director and s om mi nee': The NBUdes ig~ t r s  a smaU grovp 
of emminers to be responsible for rick management implementation ( " R i s k - k d  
Supervision Committee'> and senior Bnnk Supervision Department Oftrial ("Risk-bed 
Supervision Directors>). who will be t k  NBU's primmy liaison with t k  banks in t k  
implementaiwn of fk new methodology. This group is responsible for tmining o t k r  NBU 
m i n e r s  in risk management for reviewing implementation p l m  and policls, and for 
evaluating and providing on-site arsistome regarding rk procedures dewloped & 
individual bankr. 

P r o m  and Comolaions throueh June 30.2004: 

A risk-based supervision task force was formed in 2002, consisting of the following NBU 
positions: "Head of Strategy, Planning and Coordination Division", "Deputy Head of 
laspection and Monitoring Department", "Head of Banking Legislation hprovanent Unit". 
" D i i  of Registration and Licensing Department", "Head of Mahodology Division". 
"Head of Economic Analysis", "Head of Enforcement Action", "Head of Inspections 
Division", "Head of Monitoring Division", and "Head of Large Bank Monitoring Division." 
This task force has k e n  instrumental in the development and review of training mstaials and 
for implementation of risk-based supervision, in general. 'Ihe GDBS has created a 
methodology unit for risk-based supervision. This group is responsible for risk-based policy 
implementation issues. Our advisors have assisted this group in its fonnation and in 
establishing the unit's basic responsibilities and duties. We have proposed that the unit be 
divided by banking risks, with the head of the uait taking of arpcrvisi pacsa. 
'Ihe members of this methodology unit are actively involved in mining initiatives and will be 
involved more activity in assisting the on-site inspectors to develop cmscutting knowledge 
and skill sets. 

Proiect Work Plan throueh June 30.2005: 

3 . Asdinpreviaovmrlrpluqwbedaerminedth.1arpmv~.adCommiaccbmc 
nax~sary since "Risk-bucd Supevisii" is lo bsrme lo inkgal pn ofdl supsvisq cfforll. hmd, w 
arc w i n g  thnt a tusk force be established that will guide the BSD through the implemanation of "Risk- 
bawd Supavisiw". 
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We consider this area of our task order as compktt, howcva, we will mtiaue to focus our 
project's attention to the sbengthening of this methodology unit We will have ongoing 
contact and communication with this unit, as will be demonshted in our quarterly rrpau. 

The requirements of this upect of our task order have been met. 

6. C o l ~ ~ u ~ c a r i o n :  NBU's "Rkk-basedSupervision Cornminee" dewlops seminars and 
prepoms training materials to be mode available ro rhe banks ar p&mx on Mplemntation 
of risk-based systems md rhe new NBU regularionr in this m a  A policy mmrvol should be 
given to the bonkers by the NBU early in the process to provide rhis p i k e  and as a baris 
for discussion at meetings with senior bankers. 

R o m  and Comoletions throueh June 30.2004: 

With assistance from our advisors, the NBU's Risk-Based Supervision Task Force has 
developed a comprehensive document titled "Methodological Racommedations on the 
Organition and Functioning of Risk Management Systems in the Banks of Ukraine." This 
policy manual has been developed with considaable input from the commercial banks and 
the bankers' associations of Ukraiie. Although the document has not ye$ been finalid, all 
banks are keenly aware of its concept and have begun implementation of tbcst 
rewmmendations. Discussion of this document is an integral part of our banker nnmdtabk 
meetings. This drafting process has opened a new era of hanspsrency for the NBU in its 
relations with commercial banks. The openness and t m m p m c y  of this project has benefit 
both sides. 

Proiect Work Plan throueh June 30.2005: 

We consider this area of our task order as complete, pending finalition and .pproval of this 
policy manual. More importantly, the policy manual is already functioning in the banking 
industry, even though not formally approved. 

Qnnrtertv U d a t e  - December 31.2004 

The requirements of tLis u p &  of oar  tuk order have been met. 

7. Role of ex~ernal and internal oudirors: The NBLI. rhrough iu reguhwns and its 
inspection procedures, focus on gening the management and bank bwrdr ro more rigomdy 
incorporate, in o systemic way, M s e s  and recommendotionr of r k  internal and rkir  
external alniirors. 

Ram and Comvletions duweh June 30.2004: 

The NBU is committtd to improve the quality of extanal and i n t a d  audi in comwrcial 
baoks, as can be evidence by amendments to the Banking Law. As briefly mentioned earlier, 
external audit issues were the part of the xt of submitted draft amendments to the Bankiog 
Law. The law will require external auditors to bring to the attention of the NBU any matter 
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that they diseover in the course of Mi audii which could have a significant a d v c ~ s  impM 
on the bank. The auditors will be relieved of any obligation of professional secrecy wbm tbry 
furnish information to the NBU in co~ectim witti this requirement, Also, the auditors will 
be required to share their work papers and other materials with NBU ~prrscotafives, if 
requested. We are confident that management boards of commercial banks arc incorporahiag 
analysis and recommendations of internal and external auditors. 

An Audit &Mication Committee Policy has been adopted and the Committee established 
(based upon recommendations from Mr. Chuck W i e I  WB/Dutch Grant Advisor). The 
Committee includes nine member: five represenling NBU, four tiom the Audit Chamber, and 
one from the non-bank financial regulator agency. The D i t o r  of the GDBS, Mr. 
M o v  was named Chairman and a Dinctor of Banking Supervision Policy Department, 
Mrs. Faber, was named its Deputy Chairman. The Certification Committee of the NBU has 
established procedures for renewing expired and existing external audit ccrtificateg as well as 
for granting certificates to new auditors (entry requirements). Both procedures require 
eligible candidates to be able to show knowledge of lntcrnatiooal Accounting Staodards 
(US) by completion of an accounting certificate program (i.e. ACCA, CPA, or its Russian 
language equivalent - CIPA). In this re- we cooperated closely with other USAID- 
funded project - Accounting Certification administered by Chemonics - to the mutual benefit 
of both projects. Our project continues to support the certification process for improvements 
in the audit iodusby. 

Roicct Work Plan throud~ June 30,2005: 

We consider this area of our task order as complete. We will continue to assist the NBU and 
GDBS in this area through amendments to the Banking Law. 

The requirements of this aspect of our task order have been met. 

m. The NBU Bank Snpervkimn Department impkmemb u iutihtiouthrd 
program for tnining, career advanecmemt and eertifiation of b u k  smpcds iom 
o f 6 c U  The NBU Bank Supervision Deparhnent, USAID advisors, u d  World B u k  
advisors and instructors will work together to develop an imtcgrakd appmacb to 
establish a consistent and sustahable program for improved tnidmg u d  for 
"certification" of bank supervision personnel. 

I .  Curriculum: lk NEW GDBS dewlop a compreknriw, clauroo- 
curriadm for a set of core courses thm all bank supervirion personnel wodd be apcred to 
fake during their initial yean in the Lkpanment. 

P r o m  and Comoletions throuzh June 30.2004: 
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The GDBS has developed a comprehensive, clasuoom baining cunidum4 f a  banking 
supervisors, which includes a set of core courses and a set of more advanced courns. 
risk-based supervision seminar is listed as a core course in this curriculum. 

Proiect Work Plan throunh June 30.2005: 

We consider this area of our task order as complete 

Ouarterh U h t e  - December 31.2004 

The requirements of this upect of our hsk order have been met 

2. Trainers: A group of seasoned bank supervisors become c l a r m m  trainers, as pmr 
offheir regular h i e s .  

Proerrss and Com~le t im thrwah June 30.2004: 

Our advisors, in cmpwation with the World Bank's Dutch Grant Program, have bahKd a 
group of seasoned supervisors to become classroom trainers. This trainmg included twcoty 
(20) s u p e ~ s o r y  staff, and took place in November 2003. This training included a two-week 
seminar, developed by our advisors, discussing all areas of banking risk and focusing on the 
technical aspacts of risk management and risk-based supervision. 'Ihe World Bank Rognm 
continued with the saw group of people, delivering a one-we&, "train-dKaaina" seminar 
on methods of classroom instruction. The persons who attended these semioars are already 
delivering portions of formal clasroom trainiig, although it mains questioaabk wbetber 
this is part of the "regular duties." 

Proiect Work Plan throueh June 30.2005: 

We consider this area of our task order as technically complete. We will continue efforts to 
ensure that in-house training, in tenns of development, delivery and participation, am made 
part of a person's core functions as a supervisor, oot as an "extra item" when rime permm 
Enhancements to the training and development process are an integral pa~I of our action p h  
for implementation of risk-based supervision, refemiced earlier in this rcpmt Scnia 
management (Deputy Governor Shlapak) has indicated hi concurrence with this coocept; 
however, we await the change in practice. 

The requirtments of this upect of our task order have been met 

3. Cerifimion: l%e NBU &lop m i n i m  qual~@ztions for cemjbhon off iJ (~  
qwrl~fied bank supervisors. Thc cemficafion pmess should imlvrlc: s e f o r y  completion 
ofa set ofcore courses, mrmolfy fo be faken by BSD bank supervision sraj3Uiom Kiev md 
regions) during f k i r  first three years in fk Deparfmenf; l;eqid nnings by superviron 

' The training i s  embodied in "Resolution #I53 Gm the Apponl  of UK Ccmxpt of a Comprrbclvdu 
Training Rogr~m for Bank Supvision Employus: W April 25.2002. 
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for the candih's experience of having workedfir certain p e r i d  of time in spbcijiedjieIdr 
of respomibdiiy of the Lkpmmwnl (e.g. on-site exams, off-site supcrv*ion, licensing 
regirmrion); a pawing score on an objectivc Cem@azion Test that the BSD will adininirter 
fim time to time. 

heres and Com~letions throus& June 30.2004: 

This area of our scope of work has been the most problematic for a variety of reasons. Thc 
foremost area of difficulty is that training is mostly viewed as an item to be outsource& oor 
developed or delivered internally and training is viewed as an "extra item", only if a person 
has time to spare. Unfortunately, this attitude towards training leads to the unintended 
consequence of a general lack of training for on-site inspectors, who are the group needing 
the most training. The on-site inspectors rarely have "free time", thus they arc not pamined 
to attend bainiig and are certainly not given time to develop training materials for others. 
'Ibis is common for most central banks from the former Soviet Union, which stems from the 
historical role of banking supervision. Training is not s high priority in a c o m p l i i b a x d  
supervisory structure as decisions made by supervisors are objective in mure. Training and 
communication are the lifeblood of a risk-based supervisory structure, as decisions are m m  
subjective in nature. 

n e  training coordinator for banking supervision is in general agreement with the c o w  of 
acaed i ion ;  however, the NBU Personael Department would like to form an overall a r e a  
development plan for the entire NBU, rather than for each depattmcnt. This is a relatively 
positive development for NBU staff memben; however, this has also caused long delays, and 
in some instances roadblocks, in our implementation schedule as we do wt have the 
resources budgeted for comprehensive assistance to the NBU as a whole. 

Regardless of the hurdles mentioned above, we have made progress in this area. 
A c c r d i o n  is specifically mentioned in the comprehensive program for the developmart of 
the banking system of b i n e  for 2003-2005 and was included in our action plan for 
implementation of risk-based supervision, which was accepted by NBU senior managanent 
As part of our risk-based supemision implementation, we have constantly stmsed the need 
for a more comprehensive and fonnal training plan for all banking supavisioo persoanel. 
We believe we now have an active counteqwt in the a m  of aaditatioa, Ms. Farber. 
D i t o r  of Methodology and Planning. She is willing to push the acacditation program and 
to coordinate it with the NBU Personnel Department and she has elicited our nrpport in terms 
of development of a specific action plan for the accreditation implementation. Mrs. Faber has 
also indicated that the NBU may have some flexibility in terms of comparsation schemes in 
this area. As we now have a willing counterpart in this area, and have eliminated the 
majority of confusion with the NBU Personnel Deparment, we can m m  forward at a m m  
rapid pace. 

Roiect Work Plan throueh June 30.2005: 

We will review the existing NBU policies and procedures to gain a bats perspective on the 
opportunities and threats that current legislation presents for our accrrdion program. This 
will be completed in the third quarter of 2004. 
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We will develop sample test questions for validation of bank supmisor's knowkdp and 
develop mmmendations for administration of these tests as part of the aaxdm 

. . 
on 

program. We will test these questions with some pilot group to make sum mat they arc 
undastandabk and b i b l e .  This will be completc by the end of 2004. 

We will continue to assist the banking supervision training c o d i  witb maftiog a policy 
on training and accreditation. Currently the NBU Personnel Department is worlcing on the 
general human resource management and training policy that will cover all f i t i o n s  of the 
NBU. We believe this policy will be completed by the end of the first quarter of 2005. 

Onartertv UDdate - December 31.2004 

As mentioned above, in September 2004 BearingF'oint eonsaltmnts facilitated discusioa 
between the Training Unit of GDBS and the respective tniniog a d  acrreditatioll 
hnetion of the National bank of Poland (NBP). Dariag the fomr-day seminar wadmcted 
by the National Bank of Poland at the NBU, a aepante M i g  session w u  dediated to 
the issues of training and aecrcditation proem at the NBP. 

BearingPoin1 provided fnrther assistance to the GDBS in the f o n d  quarter, om tbe 
issnes of policy development and practical impkmentation of tbe aarcdibtiom 
program. We disewsed the hnman rrsomm dwelopment proass witb tbe bamkimg 
snpervisimn coordinator, Ms. Khiicb,  and the roadbloch she enmumten witb tbe NBU 
Personnel Department. We arc ilso plamoing a stady tour for Ms. Khimii to vbit the 
National Bank of Poland in 2005. We will attempt to inclnde NBU P m o m d  
Department management on Ibis tour as well. 

N. Snncys, Assessments and Ad-hoe A s s i n c e  

I .  S m e y  of G e d r  Composition of stc$ with indicaiom of nrpervuory and no* 
~ r v i r o r y  personnel. 

Proeress and Comoletions throuph June 30.2004: 

We completed the first of two surveys of the gender composition of staff in August 2002, as 
required. 

Proiect Work Plan throuph June 30.2005: 

We will complete the second of two surveys of the gender composition of aaff during the 
second quarter of 2005. We will follow the format and layout of the fim anvey f a  
comparative purposes. This w e y  will be included in the final report meationed below. 

Ourtertv UDdatc - December 31.2004 

We did not perform any activity related to tbb benchmark in tbb quarter. 
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2. Assesnnenr of the NBU's opemrioml implemenralion of Bas& Core Prine@es, 
subject to agreemew by the NBU. 

Roeress and Com~letions throueh June 30.2004: 

Our project has performed Bade Core Riocipks reviews in the past, and our advisors are 
keenly aware of the weaknesses in this area for the NBU. We are focused on improving the 
NBU's adherence in many areas with a particular focus on risk management, c o n a d  
lending, and consolidated arpenision. 

Roiect Work Plan throueb June 30.2005: 

Ms. Karen Wilson will perform a Basle Core Riocipks review in the second quarta of 2004. 
As she has completed such reviews in Ukraine on previous occasions, this will improve the 
efficiency of this review process. Results of the review will be p s m a e d  to NBU senior 
management and to USAID offtials. 

gnarterhr Umlate - December 31.2004 

We did not perform any activity related to this b c h m a r k  in thu q ~ r t e r .  

3. Obtoin an average examinmion rating of rk " M  componnr of CAMELS for Tiir I 
and Tier 2 banks. 

P r o m  and Com~letions throueh June 30.2004: 

We cornpled the first of two surveys of the 'W components in CAMELS during Jlme 
2003, as required. 

Proiect Work Plan throueh June 30,2005: 

We will complete the second of two surveys of the "M" component in CAMELS d h g  the 
second quarter of 2005. We will follow the fonnat and layout of the first survey for 
comparative purposes. This survey will be included in the final q o d  mentioned below. 

Qmrtertv Umdate - December 31,2004 

We did not perform m y  activity related to thL benchmark in thin quarter. 

4. Ad-hoe Assistance Item 

Oaartertv U d a t e -  December 31,2004 

We assisted the NBU with researching prudential coatrob over foreign cmrreng 
knding for residential mortgages. Fixed rate, long term knding does not exist in 
Ukrabe, which brings some kvel of interest rate risk to morlgage clients u t k i r  
payment could change dramatially on a yar-twyerr bask This b compomnded by tbe 
fact that many persons also borrow in foreign currencies. A loan in fomg.  cmrrency 



typically carries a mmch lower interat rate tbu  domeatic armq lour T k  NBU Lu 
concerns with the potential volatility in residentid hding, u a resdt  of these risks. 

Mr. Kuhenko participated i~ the Seminar on Credit Risk Tmmfer hdd by Flund.l  
Stability Institntc together with TIBS in Wamw,  Poland, in Septcmber4ktolwr. Mr. 
Kutsenko will be wing guned howledge to widesprad best interubioul pmcticc in 
respect to credit risk mitigation. 

We have delivered two presentations and prrtieipatcd in the 3rd Eastern Emropan 
Risk Management Fornm held in Kiev, in October. Mr. Stirewdt and Mr. Kmfscnko 
'spoke about Risk-Bued Supervision and U l d n u n  Risk Management Practice Smrvcp. 
respectivety. Mrs. Faber represented the N a t i o d  Bank at the Fornm. 

Mr. Stirmalt prepared a series of overviews for USAID and US Trasmry coKmi.g 
the period of fin8nci.l brbulence in Ukraine after the sccond r o u d  of p d e m t i a l  
election. 

V. Other Administrative Items 

Exit Sbategy 

USAID's technical assistance p r o w  to the GDBS of the NBU will end on June 30.2005. 
Per request from the NBU Governor, we will keep our resident advisor for a longer period. 
For the final six months of this project, Mr. Alex Kutsenko will be the project d i i  with 
short-term assistance fmm the following ex-pat advisors: Mr. Bryan Stircwah, Ms. Karm 
Wilson, and Mr. Gary Gegenheimer. 

By the cnd of April 2005, we will develop a fill inventory of equipment purchased with 
USAID funding. We will divide the inventory by its final disposition: worthless itans for 
disposal; items to be transferred to USAID or other USAID projects; and, items to be 
transferred to the NBU. All equipment will be transferred by June 30,2005. 

By the end of May 2005, we will complete an update to the most recent Basle Core Rincipks 
Asstssnent discussing progress made to date, paying particular attention to rist-based 
supervision and risk management practices in commercial banks. This assessment will be 
discussed with senior management of the NBU and will be included as an attachment to the 
finel report mentioned below. 

By the end of May 2005, we will transfer all intellectual capital itans (i.e. mining courses; 
supervisory tools; recommendations; and key translations of international standards or 
practices) to the NBU. 

On or before July 15, 2005, we will deliver a final report to USAID with a summary of 
progrrss in each of tangible results and illustrative tasks mentiooed above. The ~por r  will 
include kssons learned continuing problems and bottlenecks with technical assistance at the 
NBU, strengths and weaknesses of the banking supervision function, the he& and 



continuing problems in the Ukrainian banking system and a discussion of potential follow-on 
work needed in Ulwi,  and more generally in the region's transition ecwomies 
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