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PROJECT REVIEW

This report presents a detailed description of the work
performed and the specific accomplishments of the Technical
Assistance on Privatization and Restructuring for the Czech
Savings Bank (CSB or the Bank). The report is organized according
to the specific requirements for final reports under U.S. Agency
for International Development contract number EUR-0014-I-00-1057~-
00.

The exhibits included with this report are copies of
documents, including reports, training materials and presentation
booklets that were developed and delivered to CSB during the
course of this project. A Project Report in two volumes was
prepared by the Policy Economics Group of KPMG Peat Marwick in
January, 1993. Many of the exhibits from the January Project
Report are also referenced in this report; the exhibits from the
January Report have not been reproduced in this report. The
January Report should be referenced to review these exhibits.
All new exhibits are designated with a (B-_) preceding the
exhibit number and are included here. In addition to the
exhibits, a series of 15 specific reports were prepared by KPMG
Peat Marwick since the January Report; these reports were
prepared under separate cover and are not reproduced here. A
list of these documents is included as Exhibit B-1).

It should be noted that much of KPMG Peat Marwick’s work
involved the review and evaluation of confidential information
of CSB, including undisclosed financial information, specific
comments on investment or lending strategy and specific reviews
of issues involving the Bank. In a few cases these reports are
included here but confidential information has been deleted. It
should be stressed that the information about CSB contained in
this report is confidential and must not be disclosed without the

prior permission of the Bank.




TECHENICAL ASSISTANCE FOR PRIVATIZATION AND RESTRUCTURING
OF THE CZECH SAVINGS BANK

A. Accomplishments Under The Delivery Order

A.1 KPMG Peat Marwick’s Mission

The institution of the Czech Savings Bank was targeted for
technical assistance under the United States Agency for
International Development’s program for Privatization and
Enterprise Restructuring in Central and Eastern Europe because
of the Czech Savings Bank’s key role in the privatization program
and the banking sector of the Czech Republic!. The objectives of
the technical assistance project performed by KPMG Peat Marwick?
were:

1. To provide technical assistance to CSB in the
establishment and management of one or more investment
funds that will be wused as the mechanism for
privatizing state-owned enterprises;

2. To assist in the design and implementation of
appropriate credit risk management procedures that
will be central to the financing of privatization
proposals, and training Bank staff in the application
of these procedures;

3. To assist in the development and implementation of
procedures for processing foreign payments and other
trade financing capabilities; and

4. To review and restructure the financial management and
accounting procedures of the Bank to strengthen its
ability to support the privatization process.

A.2 Business Environment

1992 and the first six months of 1993 have been a period of
major change for the Czech Republic and CSB. Some fundamental
issues were:

1. Privatization continued at a rapid pace. Major firms

were sold and/or foreign investors were being sought.

! Due to the division of Czechoslovakia, the term " Czech
Republic" refers to Czechoslovakia prior to 1993 and the
new Czech Republic after January 1, 1993.
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Ownership in the form of common shares of 1,489
companies Wwere transferred from the State to
individuals via the voucher privatization process.
Thousands of small businesses were either given back
to prior owners or sold at auctions by the Government.
CSB itself was privatized in the voucher privatization

process. The ownership of CSB comprises 37%
individuals and mutual funds, 20% numerous

municipalities in the Czech Republic, 40% the Czech
Government and 3% various others.

Financial analysis of firms proved very difficult.
With the collapse of the markets in the former East

Bloc, firms had to find new markets for products. 1In
prior years, products were sold or allocated to
Eastern Bloc countries. Now goods had to compete with
products made by Western firms in markets that were
not well understood. Many companies were created from
large enterprises formerly owned by the Government.
These firms had no financial or operating history in
a competitive market environment and generally had
management that was without experience in this type of
environment. Large amounts of intercompany debt were
uncollectible which caused major 1liquidity and
solvency problems for most firms. Business condition
forecasting was almost impossible given all the
changes and unknowns in the econony.

The leqgal and political situation were constantly
changing. For example:

A. On January 1, 1993, Czechoslovakia divided into
the Czech Republic and the Slovak Republic.
During the first months of 1993, almost all the
effort of the new Czech Government went toward
establishing itself. The result was a standstill
situation for almost all government activity.

B. During 1992, the Czech Republic adopted a Western
approach to accounting and approved a new
Accounting Act. However, most of the details
were not released until the spring of 1993. This
delay will negatively effect the gquality of
financial statements prepared in 1993.

C. The Investment Company Act was approved after
mutual funds had already been formed and shares
had been sold. This made investing very
difficult and in some cases required rewriting
prospectuses that had already been issued.

D. In early 1992, the Bankruptcy Act was approved.
However, its implementation was suspended until
April 1993. The main reason for the delay was to
add to the Bankruptcy Act an Amendment that would
allow time for a company in Bankruptcy to
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negotiate a settlement with its lenders. The
full impact of the Act will be only felt in the
fall of 1993.

E. A process was established that will help firms
net amounts due to and due from the same
companies because of the large amount of money
firms owe to each other. One requirement of the
Bankruptcy act 1is to require firms seeking
bankruptcy protection to join in this scheme. If

successful, billions of Kes of corporate
liabilities will be netted against the companies’
assets.

F. In January of 1993, a new Tax Act was
implemented. As a result, a Value Added Tax was
added and a high income tax rate was set. The

added taxes caused an increase in inflation as
companies passed on the tax to the end consumer.
The fear of inflation led the Government to keep
a tight control over the economy. This caused a
decrease in overall economic activity. This in
turn increased the lending risk to corporations.

G. The Securities Act was approved late in 1992 by
the Czech Republic. Until this Act was passed,
it was impossible to establish firm brokerage and
investment standards.

H. Due to a breakdown in negotiations between the
Czech and Slovak Republics, The Czech Government
refused to distribute shares of Czech companies
to people in Slovakia. These shares were the
result of the voucher privatization process.
With no shares issued, the stock market could not
start to trade these securities. In May of 1993
the Czech Government agreed to release the
ownership shares which allowed the stock market
to start equity operations.

The area of bank regqulation was rapidly changing. For
the first part of the year, CSB had a very strict

limit on the size of its loan portfolio. In 1992, the
National Bank?® intreduced Risk Based Capital
Regulations, Liquidity Management and maximum lending
limits. During the year, several issues of Government
Bonds were marketed. This market provided an
alternative investment to the interbank market. Banks
had to 1learn to manage banking business with a
different set of rules.

The National Bank was the State Bank prior to 1993.
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5. The development of an active stock market proved to
take longer than originally planned. The Prague Stock
Exchange, which had been scheduled to start trading by
mid-1992 was not active until the spring of 1993.
Also, shares of stock had not yet been issued from the
voucher privatization process. The shares are to be
issued by mid 1993.

6. The splitting of Czechoslovakia into two Republics
caused many problems for business in the Czech

Republic. First, trade was materially reduced. This
was the result of added import and export restrictions
and requlations. Many Czech firms had to turn to
alternate sources of supply. Additionally, Czech
exports fell due to the slow Slovak economy. In
February 1993 the Czech and Slovak governments issued
separate currencies. The situation also subjected
many of CSB’s customers to foreign currency risks as
Czech firms sell or buy products to/from firms in
Slovakia.

A.3 Summary of Accomplishments

This technical assistance project  has contributed
significantly to the success thus far of the Czech Savings Bank
in making the many complex adjustments that have been required
to cope with the dramatic changes occurring in the economic,
political and business environment of the Czech Republic during
1992. The project has helped to begin laying the groundwork for
the Bank to continue along the path of an effective transition
to operating as a universal bank! within a market economy over
the next several years. Some of the major areas in which KPMG
has assisted the Bank under this technical assistance program
include:

1. Formation and structuring of two investment
companies with focus on organizational planning,
staffing and training;

2. Creation and offering of three new open end
mutual funds in a new business market for these
products;

3. Development of analytical tools and techniques

for portfolioc management;

4. Implementation of strategies for privatization
fund management with CSB possessing the largest
fund in the voucher process;

4 A universal bank is a bank with the combined powers of
both a commercial and investment bank.
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10.

11.

12.

13.

14.

15.

16.

17.

18.

Development of systems and operational control
requirements for all aspects of securities
trading plus assistance in the actual review of
specific vendor capabilities;

Issuance of CSB’s first letter of credit;

Process and management of interbank interest rate
risk with KPMG building and providing a
customized computer program;

Structuring of a computer based model to aid CSB
in its management of its liquidity;

Training of over 100 District Credit Officers;

The design and implementation of a continuing
education series of three credit courses ranging
from entry level to advanced risk management;

The ‘design and test-implementation of
standardized analysis guidelines and procedures
for corporate loan requests;

The design and test-implementation of a
standardized risk rating system for corporate
credit exposure;

A detailed plan for the restructuring of the
credit approval function including suggested
policy and procedures;

Technical assistance in implementing a Bankruptcy
Department;

Recommendations for, and implementation of, the
organization of personnel and physical control of
negotiable instruments and customer files in the
Documentary Credits Department of CSB;

Training of all personnel of the Documentary
Credic Department in, and implementation of, the
issuance and negotiation of letters of credit;

Recommendations for subsidiary ledger accounting
and general ledger accounting procedures and
controls (on and off balance sheet) for letters
of credit, International Collections, and
guaranteed (pour aval) bills of exchange, and
Bankers Acceptances;

Recommendations for subsidiary ledger accounting
and general ledger accounting procedures and
controls (on and off balance sheet) for
guarantees, international loans and a‘’ forfait
paper;



19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

30.

31.

32.

33.

34.

35‘

Recommendations for subsidiary ledger accounting
and general ledger accounting procedures and
controls (on and off balance sheet) for foreign
exchange spot and forward transactions;

Recommendations for subsidiary ledger accounting,
general ledger accounting, and reconciliation of
nostro accounts;

Recommendation for a cash management study for
CSB’s position in foreign bank notes and foreign
currency cash items in process of collection;

Recommendation for integration of the Czech Crown
Treasury function and the Foreign Exchange
Division;

Recommendation for a participative planning
process that encourages the cooperative efforts
of all relevant departments of the Bank together
with a Project Planning and Responsibility
Schedule;

Creation of liquidity management department;

Creation of interdepartmental credit and
asset/liability management committee;

Training in capital, liquidity and interest rate
risk management;

Formulation of plan to completely restructure
corporate management to focus on banking
products, customers and risks;

Beginning process of creating Western-style
Financial division;

Beginning process of «creating Western-style
Treasury division;

Improving company-wide budgeting/planning
process;

Improving financial management reporting systens;

Training of the Bank‘s portfolio accounting and
custodial departments;

Development of the billing procedures between CSB
and its investment subsidiaries;

Beginning process of developing the Bank’s
securities index; and

Training the Bank’s portfolio analysts utilizing
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a stock market simulation.

In addition to the above items, KPMG offered assistance in
areas beyond the Initial Project Plan, such as:

1.

5.

Development of a brokerage and underwriting
capability within CSB considered critical to the
overall development of the Czech economy;

Providing initial plans for lcan repackaging for
aiding profitability and 1liquidity of CSB’s
portfolio;

Analyzing the direction CSB should take with
respect to CSB corporate governance of over 400
companies recently privatized;

Commenting on the strategic and overall 1993
organizational plan of the Bank; and

Providing education regarding Western style
audits.

Beyond CSB, KPMG has attempted to extend the transfer of our
professional expertise and knowledge of the 1local business
environment to other key players in the privatization process.
These activities involved:

1.

2.

Discussions with the National Bank and other
officials regarding security processing issues;

Meetings with Ministry officials to present views
on regulatory procedures;

Assistance 1in the creation of the selection
criteria and candidate review for the USAID
sponsored "Bankers Abroad Program'; and

Assistance to other USAID grantees.
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B. Overall Description of the Activities Under the Delivery

Order

B.1 Investment Funds Management

B.1.1 Overview

The primary focus of KPMG’s early work was assisting the
Bank in establishing its investment subsidiaries and in managing
all of its investment mutual funds. Given the pace of the
privatization program, and the lack of an existing infrastructure
within CSB to handle all aspects of such investment funds, these
activities were given the highest priority of the Bank. Specific
KPMG accomplishments during this time period included:

1. Commentary on the legislative and regulatory
guidelines set forth by the government leading to
modifications essential to the Bank’s fund management
success. Documents reviewed by both KPMG staff on-
site at the Bank and in the United States and
discussed with Czech Savings Bank senior management
included:

A. The Investment Company Act;

B. proposed Stock Exchange Rules and Regulations;
c. proposed Accounting legislation;

D. proposed Bankruptcy legislation;

E. proposed Securities and Trading Laws;
(Exhibit 33);

F. The Banking Law;
G. The Commercial Code;
H. Voucher Program Rules and Regulations; and

I. prospectus’ for the open-end non-voucher funds of
the Czech Savings Bank and other major funds
(Exhibit 3B).

2. KPMG conducted a detailed review of the current and
proposed capabilities, plans, procedures, systems and
infrastructure of the Bank to manage the investment
funds and provided a wide range of technical
assistance and advice on all aspects of fund
management. This review has become an ongoing process
involving weekly, and often more frequent, discussions
with senior Bank management. The review and advisory
effort in these areas included the following:
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A. Avising on the management, operation, record-
keeping and accounting methods for mutual funds;

B. Commenting on proposed plans for systems and con-
trols of the funds (Exhibit 4);

c. Commenting on the plans for procurement and de-
velopment of hardware and software for account
management and control (Deliverable: Securities

Systems Options Overview for Management);

D. Assisting in developing techniques for investment
decision making;

E. Assessing alternative investment strategies for
the Bank under different assumptions regarding
the market share of its funds;

F. Preparing work plans and schedules for implemen-
tation activities associated with the establish-
ment of the investment funds; and

G. Advising on the establishment of investment ob-
jectives and alternatives for portfolio strategy.

KPMG advised the Bank on the establishment and organ-
ization of the Investment Division and the two
investment subsidiaries, SIS and SP a.s., established
to manage the investment funds. This effort included:

A. Reviewing the initial plan for the organization
and establishment of the investment subsidiaries;

B. Assessing the proposed organization based upon
detailed interviews with 14 management level
personnel and the experience of the KPMG team;

C. Commenting on the proposed structure to the
Bank‘’s Board of Directors (Exhibit 5A); and

D. Providing an organizaticnal plan for the
structure of the individual portfolio management
units, the backroom operations for securities
trading activities and the Bankwide system’s
installation team (Exhibits 5B, B-2, B-2B).

KPMG conducted numerous interviews with government of-
ficials in the Ministries and The National Bank to
assist in the evaluation of the financial, legal and
economic environment that the Bank would operate.
Several meetings were also conducted with officials of
the Stock Exchange and other institutions for this
purpose (Exhibit §).
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5. KPMG identified for the Bank typical expenses
associated with fund management. KPMG held discussions
with Senior Bank Officers on the financial management
of investment subsidiaries so as to assist management
in estimating the cost of their investment operations
(Exhibits 7, B-3). KPMG also provided guidance on the
estblishment of internal billing procedures between
the Bank and its investment subsidiaries (Deliverable:

Mutual Fund Internal Billing Procedures).

6. KPMG conducted site visits to review operations,
procedures, management information systems and
facilities at sample branches associated with the
distribution and processing of the mutual funds.

7. KPMG reviewed and commented on the specific features
of the €SB mutual fund processing system for the open
end mutual funds on-site at the CSB training center.

8. KPMG arranged for a visit by a member of CSB Board of
Directors to the United States for an overview of the
securities industry. Discussions were held with the
senior management of a major custodian bank, transfer
agent, several leading mutual fund management
companies, a leading mutual fund systems provider, a
leading brokerage house, NASDAQ and the New York Stock
Exchange.

B.1.2 Portfolio Management and Investment Decisions

The task of analyzing and choosing the investments for the
voucher privatization fund was a complex and difficult challenge
for the Czech Savings Bank. The lack of reliable financial data
on the companies whose shares were available in exchange for
voucher points during the first wave of privatization
increasingly forced the Bank to rely on the information and
opinions supplied by management staff in the Bank’s outlying
branches.

The large size of the CSB fund combined with the legal
restraints on the amount of ownership any fund could have in one
company resulted in Bank analysts researching numerous investment
options to eventually invest all the fund’s vouchers.

In order to assist the Bank in its investment decisions
for the privatization and non-voucher funds:

1. KPMG prepared a mathematical analysis for the Bank’s
privatization fund managers which applied investment
theory to the characteristics and constraints of the
Bank’s privatization fund. This analysis was used by
the Bank as one tool in defining their investment
strategy for the privatization program (Exhibit 8).
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B.1.3

the

KPMG commented on the data base system utilized by the
privatization fund analytical team to gather
information on companies and gquality of investment
rating determination.

KPMG provided comparative information from various
countries regarding the relaticonship between company
/industry book values and actual market value. This
information was utilized by CSB to compare known boock
values of companies in the Czech Republic to their
industries for choosing of investments (Exhibit 11).

KPMG held 12 meetings with CSB and investment company
senior management to discuss corporate governance by
CSB of the companies in which the funds were invested.
KPMG provided samples of internal corporate ethics
statements utilized by other companies and the legal
regulations utilized in Germany to regulate corporate
governance (Exhibits 122, 12B).

KPMG developed and provided to CSB a portfolio
evaluation model to assist in the forecasting of
portfolio income based on duration analysis (Exhibit
13).

KPMG advised on the development of new and future
products for the Bank such as sector funds and money
market funds, considered by KPMG to have great
potential in the Czech financial markets (Exhibit 14).

KPMG advised on the development of a CSB stock index
similar to the Standard & Poors in the United States
(Deliverable: Stock Market Indices Manual and Exhibit
B-4A4) .

KPMG advised on the possible agquisition of an outside
individual mutual fund versus the aquisition of a
investment management company (Exhibit B-4B).

KPMG provided portfolic management training to 25
analysts through the utilization of a stock market
simulation model (Deliverable: Stock Market Simulation
and Manual and Exhibit B-4C).

Portfolio Accounting and Administration

The unique characteristics of open-end mutual funds such as
the CSB non-voucher funds require unique applications of standard
Western accounting procedures which have not been developed in
Central European countries. KPMG has completed the following in

instituting of these accounting principles in the CSB

procedures:

1.

Developed and presented an overview of portfolio
accounting for investment subsidiary senior management
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(Deliverable: Portfolio Accounting Training and
Handbook and Exhibit 15).

2. Provided explanations regarding the concept of net
asset value and its importance in the determination of
a mutual fund share price (Exhibits 16A, 16B).

B.1.4 Custody and Safekeeping

One of the key operational elements in the establishment of
mutual funds is the determination of a custodian to protect
investor assets. Typically the primary functions of the custodian
are safekeeping of the physical securities of the fund, the
monitoring of buys and sells within the fund to include the
settlement of these trades, and the income collection of
dividends earned by the fund as a result of the fund’s
investments. KPMG has assisted CSB in the defining of these
functions in the Bank’s service to the investment subsidiaries
as their custodian. In addition, CSB has made the business
decision to market its custodian capabilities to the 400 other
privatization funds to service their custodian needs and will be
offering clearing services to other broker organizations. CSB is
also offering custodian or administrative services on a customer
retail level to individual clients of the Bank who desire
safekeeping and income collection services. Specific KPMG
activities in the custodian area have been;

1. Providing 12 seminars regarding the role and
responsibilities of the custodian in the securities
market (Exhibit 17).

2. Providing of a prototype contract that the Bank may

utilize between its own mutual funds and the Bank and
with any third party mutual funds (Exhibit 18).

B.1.5 Shareholder Recordkeeping

The development of shareholder recordkeeping systems was the
focus of numerous internal and political discussions in the Czech
Republic in 1992. The end result was the creation of a legal
entity known as the Center of Securities. Its function is to keep
a record of each book entry security transaction of each
individual in the country. It remains uncertain, however,
whether the Center will eventually develop the systems and
technical knowledge to process all necessary transactions which
occur in an active capital market. This uncertainty remains a
major problem. As a result, CSB has initiated the development
of its own recordkeeping systems. In this aspect:

1. KPMG made a presentation to Bank management on the
recordkeeping aspects of mutual fund and securities
trading. A business plan defining who should have
responsibility for maintaining various records has
been recommended by KPMG and accepted by the Bank
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KPMG completed the following in assisting the Bank in this
activity:

1. Conducted a week long study with a securities expert
from the United States to determine the feasibility of
this business activity and the direction CSB should
take in pursuing the establishment of a successful
underwriting and investment banking unit (Exhibit

233).

2. Provided an overview of capital requirements for
institutions engaged in brokerage activities (Exhibit
23B).

B.1.8 Sales and Marketing

The key to a successful brokerage and investment banking
unit of CSB will be the ability to sell the offerings bought on
the Bank’s own account. KPMG has provided guidance in this area
through the study referenced above and through seminars with
capital markets personnel of the Bank (Exhibit 24).

B.1.9 Capital Markets Interface

In order for the capital markets to operate efficiently in
the Czech Republic, it is critical that the proper technical
means be available so that trading and brokerage institutions may
send and receive transaction data to and from the Stock Exchange
and the over-the-counter markets. In the Czech Republic,
financial institutions will also require links with the Center
of Securities to report trading activity. The lack of
development of the capital markets has limited the work of CSB
and KPMG in developing the required communication systems for
trading. KPMG has attempted however to provide education within
CSB regarding the flow of securities transactions. To date:

1. KPMG met with several representatives of the Finance
Ministry and Stock Exchange to discuss the financial
services infrastructure of the Czech Republic. KPMG
utilized the knowledge gained on centralized
processing and trading plans to assist the Bank 1in
developing its systems.

2. KPMG provided monthly seminars on CSB’s interface with
the capital markets and the role of each major
institution including brokers, Stock Exchange, over-
the-counter markets, and Center of Securities (Exhibit

25).

3. KPMG analyzed and discussed the detailed computer
formats for the Center of Securities and Stock
Exchange interface with systems personnel within the
Bank.
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B.2 Credit Risk Management

B.2.1 Overview

Prior to 1990, CSB had virtually no experience in commercial
lending. C€SB’s loan portfolio consisted primarily of so-called
social loans extended to individuals. These small denomination
loans were made at the request of the Government in support of
social/political objectives. Repayment of the loan was deducted
from the borrower’s salary. Defaults were rare because of the
borrower’s guaranteed employment by the former government, low
interest rates between 1.5% and 2.7% p.a., and monthly payments
which could easily be met by the payroll deduction plan. In
addition, the loans were usually guaranteed and secured.

During the period 1990 to 1991, 1lending was kept under
control through the continued utilization of very conservative
loan underwriting standards by CSB management, as well as by the
tight loan ceiling placed on CSB by the National Bank. This
formal limit has now been eliminated by the National Bank and
political forces are encouraging more 1lending to help the
capital-poor industries obtain needed funds. Beginning in 1992,
larger and more complex 1lending opportunities were belng
considered and often approved without a full understanding of the
risks involved.

When the current CSB was created it was granted a Universal
Banking License and it now has full 1lending powers. The
environment of having large amounts of funds to lend and no
experience in 1lending; coupled with the internal CSB
misconception, because the Bank had relatively low loan losses
previously (in a heavy regqgulated lending market under the old
system) that CSB personnel possessed well developed lending
skills, created a potentially dangerous situation of large loan
losses in the future. This is especially true given the strong
demand for funds combined with the high level of associated risk
in the Czech Republic in 1992 and 1993.

In order for KPMG to create an effective credit risk
management system within CSB, external obstacles had to be
overcome and internal practices and procedures significantly
improved.

B.2.2 Training

There were four main obstacles to effective credit training.
First, there was virtually no experience with granting loans
based on financial and/or cash flow analysis. Additionally,
there was little understanding about the basic principals of
corporate finance or capital markets. Second, the enormous size
of the Bank meant that literally thousands of people needed
training; this presented significant staffing and resocurce
problems. Third, there was a geographical obstacle in that CSB
branches were located throughout the Czech Republic and therefore
physically transporting the CSB staff to a central area for
training posed a logistical problem. Finally, virtually none of
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the branch staff are English-speaking. This required that all
instruction and teaching materials be in Czech; again, a
logistics as well as a translation problem in that many common
Western credit and financial terms do not have eguivalent Czech
word(s).

The KPMG solution to the immediate problem was to
concentrate credit education at the Regional and District level
and not at the bottom of the credit approval hierarchy.

By way of explanation, all of CSB’s branches report to 72
District Offices and each of these report to 8 Regional Offices.
Each of the district and regional levels have credit approval
officers with varying levels of credit approval authority.
Therefore, it was decided that the best strategy was to train the
intermediate and senior 1levels within the credit approval
structure in the belief that improved credit standards could be
forced from the top down.

Accordingly, numerous types of training were held for these
credit officers:

1. Credit topics were discussed in seminars with the
Regional Credit Officers. Much of the emphasis was
placed on the concepts of risk measurement, how to
derive a risk rating system and the measurement of
return on risk (Exhibit 26A).

2. Initial off-site credit analysis training was held for
a total of 9 days with over 100 Divisional Credit
Officers. The sessions included both hands-on
training as well as theoretical work. These classes
were taught by KPMG using simultaneous translation
(Exhibit 26B).

3. A continuing education series of three one-week inter-
related credit courses to be taught off-site were
designed and implemented. The complete program was
designed to take the participant from an entry level
knowledge of credit analysis through advanced training
in risk identification and management (Exhibit B-5a).
Additionally, the program is continued to be used to
introduce at the working 1level the KPMG-designed
credit analysis format (Deliverable: Standardized
Credit Analysis and Presentation Guidelines) and the
KPMG-designed risk rating system (Deliverable: Design
for a Credit Risk Rating System for Loan Assets).
This will enable CSB and its subsidiaries to employ
the same analytical techniques and methodology and to
establish the same level of credit standards.
Although the availability to offer these courses under
the USAID contract will end with Course I, Course II
and Course III will be taught under the existing short
term advisory contract between KPMG and CSB.
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B.2.3

KPMG designed a spread sheet in Czech in mid 1992 for
CSB. The spread sheet uses Czech accounting and is
presented in the Western Format of accounting (Exhibit
27A). Until that time CSB was not using a financial
spreadsheet, the fundamental starting place for the
quantitative analysis of a company. This spread sheet
was then amended to conform with the changes in the
Accounting Act which were released in early 1993.
Beginning in mid-1993, the use of the spread sheet
will be a required part of loan analysis procedures at
CSB.

Numerous training products were prepared by KPMG and
presented to CSB. These included:

A. Various types of questions to ask when reviewing
a new credit proposal (Exhibit 27B);

B. Case studies and problems in Czech, for the
analysis of corporate cash flow (Exhibit 27C);

C. An introduction to debt priorities according to
the Czech Bankruptcy Act including a break up
analysis (Exhibit 27D);

D. An introduction and examination of industry
conditions and analysis (Exhibit 27E);

E. An explanation of techniques for forecasting
corporate cash flow and debt capacity including
a case study (Exhibit 27F);

F. A case study in Czech 1involving a complete
company analysis, using a computerized spread
sheet program (Exhibit 27G); and,

G. A case study in Czech based on an actual loan
request presented to CSB involving the proper
analysis of «collateral and guarantees and
including a recommended structure (Exhibit B-5B).

For the various groups in CSB interested in providing
financing to municipalities, a workshop was conducted
that included specifics on how municipalities borrow,
how to assess the credit risks and how to underwrite
the debt (Exhibit 27H).

Credit Management Skills

Previocusly, CSB has operated under a very basic credit
management process which was sufficient for controlling the types
of social loans made in the past. However, there is a need for
major improvement as larger and more risky commercial loans are

made.

KPMG has worked throughout the time frame of this project
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with members of the Board of Directors and the senior credit
staff to construct a reorganized credit management system that
would be appropriate for the type of lending activities and
associated levels of risk in which CSB is now engaged. The
results and achievements are discussed in the following sections.

B.2.4 Credit Management Systems

In order to administer the credit function of a large bank,
the Management Information System (MIS) must be able to give
details about the macro-risk 1levels of the credit portfolio.
This includes information on the quality of existing loans as
well as changes in risk, and a breakdown of the credit portfolio
by factors such as industry, type of facility, currency,
maturity, pricing, etc. The current MIS of CSB is based on the
consolidation of information contained on individual hand-
prepared ledger cards. Virtually no information other than the
size of the loan portfolio is available at the senior management
level.

During this time period, CSB has been actively involved in
the installation of new automated systems Bankwide. In this
area, CSB’s first priority is to prepare a timely general ledger.
In this area, KPMG’s main task was deemed to be to help CSB’s
management to define and explain the types of information needed
to manage the credit risk portfolio. For example, KPMG developed
a unique numerical risk rating system for CSB. A main problem
in developing the risk rating system was how to gquantify the
value of collateral in reducing the level of risk in a loan made
to a specific company. The solution was to combine the borrower
rating with a collateral rating to establish an overall risk
rating (Deliverable: Design for a Credit Risk Rating System for
Loan Assets). Once fully implemented, this system will allow
CSB’s central management to keep track of macro-risk in the
credit portfolio as well as manage the level of risk desired in
new loans.

B.2.5 Credit Management Structure

As a result of the diagnostic performed by KPMG, it was
decided that the existing credit management structure of CSB was
not adequate to meet anticipated challenges. Therefore, a
complete reorganization of the credit risk management structure
was designed by KPMG and presented to the members of the Board
of Directors of CSB (Deliverable: plan for the Credit Approval
Function and Process). The proposed reorganization included the
differentiation of retail and wholesale lending activity, the
establishment of the Office of the Chief Credit Officer, the
establishment of a Credit Policy and Procedures Committee, the
establishment of a Senior Loan Committee, a credit approval
structure that separates the loan generation function from the
approval function and provided for ascending levels of authority
based on the lcan amount and level of risk, and the establishment
of a Problem Loan Department and a Loan Review Department.
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The Bank 1is now in the process of restructuring its
organization and it has indicated that it will include many of
KPMG’s suggestions. For example, a Credit and Capital Committee
has been implemented to function as both a Senior Loan Committee
and a Policy and Procedures Committee. Rather that go forward
with the establishment of a Problem Loan Department, a department
to deal solely with customer bankruptcy has been implemented with
the assistance of KPMG (Exhibit B-6A). New credit approval
authorities are being designed and implemented along the line of
KPMG’s recommendations (Exhibit B-6B). Finally, KPMG is actively
working on the details of the complete restructuring with the
Board of Directors, and the Board has indicated that €SB will
probably implement the concepts of differentiated retail and
wholesale lending, as well as a differentiated credit approval
structure (Exhibit 28B).

B.2.6 Credit Policies and Procedures

CSB had in place an intricate set of regulations and
procedures, often bureaucratic for approving credits and booking
loans. KPMG made some specific comments on proposed approval
procedures (Exhibit 28C). These regulations also involve how to
treat past due 1loans, registration of collateral, and the
execution of guarantees as well as control procedures. However,
after rev1ew1ng these regulations, KPMG identified that policies
concerning quality issues were missing (Exhibit B-=7A). For
example, the regulations and procedures did not deal with such
topics as the standards of analysis that should be applied in
order to justify a credit, how to identify and quantify risk,
standardized definitions of risk levels and guidelines on how to
evaluate and monitor the value of collateral (Exhibit B-7B).

KPMG has provided details of appropriate credit policies and
procedures. As an example, a credit analysis format, along with
instructions for its use, was prepared which will form the basis
for the analysis of requests for new or extended corporate credit
(Deliverable: Standardized Credit Presentation and Analysis
Guidelines). This was introduced in the Credit Courses given to
the Divisional Credit Officers (Exhibit 28D) and will be
introduced at the 1loan origination level in the continuing
education series of courses (Exhibit B=5A). A risk rating system
(Deliverable: Design for a Credit Risk Rating System for Loan
Assets) has been designed and presented to senior management.
It will also be introduced at the working level in the continuing
education series of credit courses. This will enable CSB and its
subsidiaries to employ the same analytical techniques and
methodology and to establish the same level of credit standards
throughout the organization.
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B.3 Letters of cCredit, Trade Finance and Foreign Payments

B.3.1 Overview

Prior to the development of a market economy in the Czech
Republic, foreign trade finance and foreign exchange transactions
were performed by the Foreign Trade Bank. CSB dealt primarily
with retail customers and therefore had no need for, nor
experience with, these types of transactions. CSB has realized
that many of its current customers and its future customers are,
or will be, very active in importing and exporting, and that CSB
must be prepared to efficiently service documentary credits of
all types, international discounted bills of exchange, notes,
advances, guarantees, spot and forward foreign exchange
transactions, and euro-currency loans and deposits. In the
past, 1f CSB desired to provide these services to its customers,
it was forced to use the correspondent banking services of three
domestic banks and two locally demiciled foreign banks. The
inability to process these transactions presented a competitive
disadvantage and loss of potential income to CSB.

In recognition of the need to offer full-service
international banking capabilities, CSB began to build an
international staff, which totalled 20 by July 1991. In November
1992, when KPMG provided a resident adviscr in CSB’s Documentary
Credit Department, there were over 90 international perscnnel,
but no letters of credit had been issued directly by the Bank,
and only 5 to 10 spot foreign exchange transactions per day were
being completed by 4 traders. ( For comparative purposes, a
comparable size bank -- US$ equivalent of 10 billion in Total
Assets -- 1in an active market, can trade 100 to 125 spot and
forward transactions daily.)

Currently, there are 103 persons in five functional areas
in the International and Foreign Exchange Division. The Office
of the Director has three members. The five areas are the
International Trade Department(21), the Assets and Liabilities
Department (19), the Clean Payments Department(47), the Foreign
Exchange Division(6), and the S.W.I.F.T. (Society for Worldwide
International Financial Telecommunications) Department(7).

Following a Plan of Work (Exhibits B-8A,B-8B) agreed to with
CSB senior management by KPMG, line supervisors and staff have
had consistent access to KPMG expertise and advice.

B.3.2 Documentary Credit Department

The Documentary Credit Department is a unit operating within
the International Trade Department, which also includes the
Guarantee Department and Correspondent Banking. The main goals
in the Documentary Credit Department are to:

1. Advise on the organization of the Department in order

to achieve the most efficient and effective processing
of letters of credit; and
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2. To establish and teach department personnel the
specific technical procedures for the issuance,
confirmation and negotiation of letters of credit.

KPMG assisted the Bank when CSB issued its first letter of
credit in December, 1992, and its subsequent negotiation and
payment. To date, 28 letters of credit have been opened directly,
several export letters of credit advised and many sets of
documents examined. Specific recommendations were made in the
following areas:

1. Physical control of documents associated with letters
of credit and international collections (Exhibits 293,
B-93).

2. The design/redesign of documentary credit
applications, letter of credit issuance formats and
transmittal letters (Exhibit B-9B).

3. Organization of filing systems, customer records and
accounting . (Deliverable: Evaluation of _Foreign
Payments System and Related Credit Management
Procedures, and Exhibit 29A).

4. Inter-departmental controcl and reporting; customer
requirements and competition (Exhibit 29C).

During November/December, 1992, daily classes were conducted
on procedures for issuing commercial letters of credit, and
documentary examination of import letters of credit (Exhibits
29B, 29C, 29D). This training was continued in 1993, but in a
more relevant situation with real documents and customers
(Exhibits B=-9C, B=-95D, B-9E). Members of the Department, with
advice and counsel from KPMG, have worked through typical
reimbursement problems, documentary discrepancies and collection
problems. In addition, negotiation of export credits has been
implemented, back-to~back and transferable credits discussed, and
various complicated import credits structured, including a
documentary payment order for the importation of breeder cattle.

In addition, KPMG has provided advice in the preparation of
the Bank’s written Operating Procedures for international
documentary collections currently being prepared for senior
management approval and revisions to CSB Operating Procedure No.
155 for letters of credit. (Deliverable: Procedures Manual for

Managing Foreign Payments)

B.3.3 Guarantee Department

The Guarantee Department is also a part of the International
Trade Department. It is primarily concerned with issuing all
guarantees on behalf of the Bank, cocrdinating a’ forfait
transactions, and approving all guarantees received in favor of
the Bank in foreign currencies, whether or not such guarantees
are issued from domestic or foreign entities.
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KPMG reviewed operating procedures, including policies
related to credit approvals, and provided several recommendations
in accounting and control (Deliverable: Procedures Manual for
Managing Foreign Payments and Exhibit B-10A). An analysis
(Exhibit B=10B) of risk and the cost/benefit of a‘’ forfait
transactions has been presented to the Bank and KPMG has provided
technical assistance during the decision making phase of two such
transactions that the Bank has chosen to enter. (KPMG noted that
there were more attractive, less risky investment alternatives,
but that the Bank had to make its own decisions in these
matters.)

The availability of KPMG has allowed members of the
Guarantee Department to seek specific advice on the wording of
certain guarantees being structured in English, and to seek
advice on the impact of phraseology in guarantees to the benefit
of the Bank. Coordination between the domestic funding side of
the Bank, the Foreign Exchange Division and the Guarantee
Department has been encouraged in these discussions by
KPMG.

Benefit in these discussions and in structuring guarantees
can be measured in the following manner:

1. Ambiguities in wverbiage have been eliminated and
thereby prevented disadvantages for, and potential
loss to, the Bank;

2. The Bank has become fully aware of the commitment it
is undertaking or the worth of the guarantee it is
accepting. As a result of such discussions, some
guarantees have been rejected, others rewritten;

3. Certain mathematical and banking concepts such as,
present valuation, discount to yield, floating and
fixed rates, interest and foreign exchange risk have
been taught and applied; and

4, Concepts of alternative funding costs, gross and net
income, and net interest margin have been discussed.
"Net Profit" after the impact of administrative costs
associated with each transaction has been discussed
and understood.

B.3.4 Assets and Liabilities Department

The Assets and Liabilities Department is responsible for a
number of accounting, control and reporting functions for the
International and Foreign Exchange Divisicn. Among these are:

1. "Back Office" support for the trading activities of
the Foreign Exchange Division. This accounting
includes spot and forward foreign exchange
transactions and euro-currency placings and takings;
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2. External reporting to the National Bank for the whole
of CSB; and

3. Nostro accounting and miscellaneous support activity
for accounting for loans and discounts and other non-
routine matters.

KPMG has made a number of extremely important recommenda-
tions for systems and control procedures in the Assets and
Liabilities Department. (Deliverables: Evaluation of Foreign
Payments System and Related Credit Management Procedures;
Procedures Manual for Managing Foreign Payments; Development and
Implementation of Foreign Payment Management System Plan and
Exhibits B-11A, B-11B, B-11C). Among these are:

1. Establishment of a Nostro account subsidiary ledger
accounting system;

2. Key operational changes in the reconcilement
procedure; and

3. Establishment of a foreign exchange accounting system
for both spot and forward foreign exchange
transactions.

The benefit accruing to the Bank by following these
recommendations is substantial. Expected benefits will include
reduction in penalties that CSB now pays other banks due to
operational errors, better control of cash and more efficient
management of foreign exchange positions.

B.3.5 Clean Payments Department

The Clean Payments Department is responsible for all cross-
border incoming and outgoing payments of CSB. It is also
responsible for processing all clean collections, such as
travellers checks, c¢redit card vouchers, foreign checks and
Eurocheques. Systems and procedures in this Department provide
a critical interface between branch accounts and the General
Ledger for CSB.

The installation of the new system for branch accounting
will impact this area more than any of the other Departments in
the International and Foreign Exchange Division. This
installation begins on June 1, and will require close monitoring.
Recommendations made by KPMG in the areas of Nostro accounting
(Deliverables: Procedures Manual for Managing Foreign Pavments,
Development and Tmplementation of Foreign Payment Management
System Plan and Exhibits B-11B, B-12) will be affected in the
timing and implementation by the system. It is also anticipated
that the implementation of cash management for bank notes and
cash items in process of collection will be affected by the new
system.

26



Personnel of the Department and Management understand and

are aware of the value of KPMG’s recommended changes, but must

. wait for the implementation of the new system to determine how
to best implement these changes, which include:

1. Revision of the Nostro reconciliation procedure
(Exhibits B-11A, B-12);

2. Establishing/revising payments deadlines and
increasing the turnover, timeliness and processing
efficiency of cross-border payment transactions.

(Deliverable: Procedures Manual for Managing Foreign
Payments); and

3. Evaluating the efficiency of the branch/general ledger
accounting interface and outside vendor providing this
service (Exhibits B-11a, B-12)

The most important benefit of these changes will be an
enhanced competitive position for CSB through better customer
service. Just as importantly, the changes will give the Bank
better control over potential operational errors and internal or
external fraud in the payment system.

B.3.6 The Foreign Exchange Division

The Foreign Exchange Division 1is responsible for the
purchase and sale of foreign currency for the Bank in the spot
‘ and forward markets. The division establishes Bank exchange rates
for foreign bank notes and foreign currency cash items. The
Division is also responsible for eurocurrency deposits placed and
received.

Policies and procedures of the Foreign Exchange Division
were reviewed by KPMG. Recommendations in this area include:

1. Establishing credit 1lines for bank and corporate
customers. (Deliverable: Evaluation of Foreign
Payments System and Related Credit Management
Procedures and Exhibit B-13).

2. Establishing appropriate integration with the Czech
crown based domestic treasury function. (Deliverable:
Development and Implementation of Foreign Pavment

Management System Plan)

3. Establishing appropriate profit taking accountihg.

(Deliverable: Development and Implementation of
Foreign Payment Management System Plan)

The benefits associated with these recommendations will be:

1. Accounting control over the Foreign Exchange Division
and proper recognition of profit or loss due to
trading operations;
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2. Competitive customer service; and

3. Integration of the domestic and foreign resources of
CSB.

B.3.7 8.W.I.F.T. Department

After a six month’s delay, due to non-performance of the
initial hardware vendor, the S.W.I.F.T. System became operational
on March 1, 1593 after a new hardware vendor was engaged. Since
then payments and documentary credit capabilities have been
implemented. Nostro statements are being received and foreign
exchange messages utilized.

Indirectly, in the process of working through some payments
problems, KPMG has advised the Assets and Liabilities Department
on the responsibilities of S.W.I.F.T., the Bank as
user/shareholder and the customer.

B.4. Financial Management

B.4.1 overview

The necessity for implementation of appropriate internal
financial management systems for the Czech Savings Bank must be
viewed as a function of the economic transition in the Czech
economy. Prior to 1990, stability was maintained through the
systematic use of government mandated economic plans. At the
level of the individual firm, adherence to these plans was of
primary importance with 1little attention paid to profit
maximization or risk. A number of these externally imposed
factors affected behavior within the Czech Savings Bank to
include:

1. The real cost of money was held constant by
government subsidization, causing interest rates to
remain constant. As a result, interest rate risk

did not exist for the Bank and appropriate systems
and controls were never necessary;

2. The lack of any capital adequacy guidelines directly
affected the approach of Bank management to the
management of capital. The government was the
primary shareholder, it would simply inject
additional funds as needed; and

3. The Bank never had to adhere to any specific
liquidity ratios. There was no competition for
deposits and the stability of the system assured no
risk of a run on the Bank.
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These historical factors have not yet been totally erased
from the 1ideology c¢f the Czech Savings Bank. While KPMG
continually stresses profit maximization and risk quantification,
management is only just beginning to comprehend and use these
concepts in formulating their decisions. Greater competition and
accountability coupled with proper training will drive this
process much further than it now stands.

In addition to the needed changes to the basic
philosophical approaches to business practices the Bank must
continue to improve its overall infrastructure as CSB continues
to operate in an environment with outmoded equipment and
operational weaknesses.

By far the most important infrastructure deficiency is
the lack of both mainframe and microcomputer based standard bank
data processing systems. Currently, customer deposit and loan
accounting are, for the most part, processed manually. The Bank
is in the process of converting to an automated system, but
completion of the project is not expected until 1995. Further,
the first systems scheduled to be implemented are general ledger
and customer accounting modules. Financial management systems
have the lowest priority, and are not expected to be functional
until late 1995, at the earliest. Over the last year, KPMG has
consistently tried to transfer to Bank management the knowledge
they will need to design and use these systems.

Areas of the Bank are still structured for a non market
economy. Although many changes have been made, executive
management plans to continue substantive reorganization, in order
to realign management along functicnal and product lines and to
help the Bank react more gquickly to its changing environment.
KPMG is highly involved in the reorganization, but the project
is still in the planning stage and is scheduled to be implemented
between 1993 - 1995.

Having established working relationships with ©both

executive and senior management, KPMG’s input has been solicited
and integrated into all of the projects discussed above.

B.4.2 Financial Reporting

B.4.2.1 Accounting and Control

CSB’s current accounting system, which was developed years
ago, was primarily established to account for assets and
liabilities rather than to measure profitability. KPMG has
developed and produced seminars for the Bank, detailing the
differences between the old Czech accounting standards versus
those in the West. The 1993 change to a Western-style chart of
accounts and the recently completed 1992 audit have further
reinforced the lessons of these seminars.

Before privatization, profit, capital, risk and efficiency
were not highly emphasized in the Czech Republic. Consequently
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Western-style financial reporting in CSB was virtually non-
existent. There is no centralized financial reporting function.
Management receives few detailed financial management reports
emphasizing functional profitability or the risk/reward
relationship. Most of the controllable non-interest expense
items remain consolidated in the income statement. KPMG has
recommended that the Bank create the position of Controller,
along with a centralized accounting and financial reporting
function. The Bank has indicated it will integrate these
recommendations in the second half of 13993.

B.4.2.2 Financial Board Reports

KPMG has created and provided to the Bank a representative
set of microcomputer based Board Reports (Exhibit 30A), which
depict balance sheet, income statement and various ratio data
(both actual and budget) in a typical Western format. These
reports focus management attention on financial analysis and have
emphasized the Bank’s need to create a centralized data gathering
and reporting function (Accounting and Control) as recommended
by KPMG. KPMG continues to refine the reports, as it trains Bank
management, so that both will be ready when the Management
Accounting Department is formed which will be responsible for
Bankwide data gathering, collection and dissemination.

B.4.3 Asget/Liability Management

B.4.3.1 Asset/Liability Management Committee ("ALCO™)

As described previously, before privatization the Bank had
little reason to actively manage its profit, liguidity, interest
rate risk or capital. Therefore no structure for doing so
existed. Through KPMG’s efforts, the Bank has created an
asset/liability management department within the Eccnomics
Division. Likewise, following KPMG’s advice to the Bank of the
necessity of creating an Asset/Liability Management Committee,
consisting of all major department heads (Finance, Lending,
Investments, Deposits, etc.), the Bank is formulating such a
committee for the purpose of managing these risks. KPMG is in
the process of educating these departments as to the existence
of these risks, and methods of analyzing and managing them.

KPMG has worked very closely with the Economics Division
to develop the reports and skills necessary for them to provide
relevant information and recommendations regarding ligquidity,
capital and interest rate risk management to the ALCO.

B.4.3.2 Interbank Placements Income Simulation Model

The Czech Savings Bank, as the leading financial institution
in the country, 1is the largest participant for interbank
placements in the Czech Republic. An interbank placement is a
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deposit with another bank for terms ranging from one week to four
years. Many of the largest banking institutions in the Czech
Republic rely on the Bank for this type of funding and it is
vital for the financial system as a whole that the Bank use its
excess deposits for the purposes of lending to the market in an
efficient manner. Interbank placements constituted 70% and 62%
of all the Bank'’s assets on December 31, 1991 and Decembker 31,
1992 respectively. Since day-to-day balance sheet reporting does
not exist at the Bank, it needed to make more accurate balance
sheet projections and extensively track maturing placements.
KPMG therefore developed a microcomputer program (Exhibit 30B)
which simulates income streams of the interbank portfolio.

The interbank placements income simulation takes data input
by the user and provides a twelve month interest income
simulation for the interbank placements. Upon execution of the
program the computed data is organized into easily modifiable
formats. The model is designed to:

1. Help the Bank evaluate interbank placements
strategies, liquidity, interest rate risk;

2. Assist in the calculation of payments; and
3. Provide data for financial planning.

Along with projections based on the actual portfolio, the
model also produces projections of various scenarios based on a
number of assumptions, such as maturity changes, balance changes
and interest rate changes.

KPMG provided documentation o¢f the meodel to the Bank
(Deliverable: Interbank Deposit Model and Documentaticon)

B.4.3.3 Liquidity Report

On a quarterly basis the Bank prepares a "Ligquidity Report"
(Exhibit 30C) for the National Bank. This report spreads the
Bank’s assets and liabilities across a series of time intervals,
according to the maturities of the respective balances. Because
of the Bank’s lack of an automated database, it does not have
the ability to spread loan and deposit balances in any way other
than on a statistically estimated basis. Given that these
calculations were performed manually, the report preparation took
approximately 3-4 management work days. Consequently, management
concentrated on production of the report, rather than analysis
of the data within the report.

KPMG has created for the Bank an electronic model version
of the Liquidity Report. This program significantly reduces the
time spent to produce the report. Its main purpose is to focus
management attention on liquidity analysis and management issues
while work continues on improving the data collection process.
Discussion of assumptions used and the purposes of the report
leads to further thought and questions by CSB management of more
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general AILM questions, such as interest rate risk, which serves
not only to educate management on these topics, but also to help
them prepare their data requirements for the new MIS.

KPMG prepared a procedures and training manual for the
Liquidity Report (Deliverable: Automated Naticnal Bank Liguidity
Report and Documentation), as well as providing extensive
training in its use. KPMG has also had extensive discussions
with personnel 1in the newly created Liquidity department
regarding the evolution of this report intoc a standard GAP model
and for its use in interest rate risk management.

B.4.3.4 Net Interest Income Projector

KPMG also developed a Net Interest Income Projector program
(Exhibit 30D). This program uses imported data from the
aforementioned Liquidity Report, along with certain assumptions
input by the user, to project net interest income for a tinme
period chosen by the user. Again, given the poor quality of the
original raw data used to produce the Liquidity Report, the main
benefits of this program are educational and developmental in
nature.

B.4.3.5 Analysis of Social Loans

The Bank’s portfolio of social loans comprises 82.4% and
69.5% of all loans to individuals as of year end 1991 and 1992.
These are thirty year socially-oriented loans meant to encourage
marriage and increase population in the Czech Republic, on which
the Bank is reimbursed interest at the discount rate (which is
much lower than a market rate) by the National Bank. KPMG
analyzed the future demand for these loans, based on demographic
trends (Exhibit 30E), which showed that they would, in the near
future (assuming the continuation of current trends), severely
hamper the Bank’s ability to lend to emerging entrepreneurs and
enterprises. The Bank has since decided to eliminate the making
of new social loans.

KPMG alsoc conducted a seminar for the Bank on the possible
securitization of these loans (Exhibit 30F). Additionally, KPMG
prepared written arguments for the National Bank to support
securitization. The main purpose is to give specific ways that
CSB can manage the size and type of its assets.

KPMG also provided the Bank with methods to analyze the

current value of these loans (Exhibit B-14) to use 1in
negotiations with the National Bank.

B.4.3.6 Risk-Based Capital

The Bank is under pressure to conform to BIS capital
adequacy juidelines as well as to abide by new directives issued
by the National Bank, whereby risk-adjusted capital cannot
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decrease for any successive quarter until minimum levels are met.
The Financial Board of Directors Reports for management of
assets/liabilities and liquidity described above contain various
risk-based capital ratios, which has led to much discussion wit!
Bank management  concerning risk-based capital and its
implications. KPMG alsc conducted a seminar for the Board cf
Directors to educate them both on the risk-~based capital rules
and on managing capital effectively (Exhibit 30F).

B.4.4 Strateqic and Financial Planning

Based on KPMG'’s work in 1992, the Bank, in December of
1992, requested that KPMG become involved in its strategic and
financial planning process. Given the dynamic nature of the
Czech economy in the near future and the reorganization of the
management structure of the Bank, this is a process that will ke
important to the Bank’s survival.

Currently, all major areas of the Bank submit their
individual strategic plans, which are combined into one docunent.
Very 1little cross-checking is done to ensure viability and
consistency. The annual financial plan has heretofore been
created manually, in very 1little detail, at headquarters.
Although certain individual operating units of the Bank have also
submitted financial plans, they did not use consistent formats,
and the Bank did not consolidate them into the over-all plan.
Again, cross-checking for viability and consistency was nct
performed, and management is not accountable for results.

KPMG helped the Bank prepare its 1993 Budget (not included
here for reasons of confidentiality) and prepared an analysis cf
the budget and summary of improvements which should be made to
the budgeting process (Deliverable:Development of CSB’s Automated
1993 Budget and Financial Reports).

KPMG has discussed the 1993-1%95 strategic plan with the
Board cof Directors, particularly in regards to the proposed
reorganization and capital plan (specific recommendatiocns cannot
be disclosed here for reasons of confidentiality). KPMG and the
Bank have modified the automated Financial Board Reports (Exhibit
30A) to be used as a financial planning model for the Bank as it,
prepares the 1994 financial plan.

B.4.5 Corporate Reorganization

In addition to the 1lack of automated systems, a major
impediment to the implementation of functional financial
management systems at the Bank has been its overall corporate
structure. Profit, capital and risk management reporting are
nearly impossible when responsibility for these functions is
either non-existent or spread through many divisions and
departments throughout a company. KPMG has, therefore, spent
considerable effort to convince executive management of the Bank
to fundamentally change the corporate structure of the Bank.
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These efforts have included regular meetings with the Bank’s
Organization department, several presentations to leading memkers
of the Board of Directors and discussions and presentations
within specific departments of the Bank, particularly within the
financial, treasury, and credit functions.

KPMG’s approach to the proposed recrganization has been to
align major divisions of the Bank along the lines of products,
customers and risks, with particular emphases on professionalism
and accountability (Exhibits B-15A, B-15B and B-15C). Bank
management has informed KPMG that it plans to implement
substantially all of KPMG’s plan, beginning in the third guarter
of 13893.

B.S Locations and Individuals Inveolved

This technical assistance program was performed primarily
on-site at the Czech Savings Bank in Prague. Support was
provided by the lccal office of KPMG, as well as by KPMG Peat
Marwick’s Policy Economics Group, which is based in Washington,
D.C. At times throughout the project, advisors accompanied bark
officials to branch offices throughout the Czech Republic to
collect information, review operations, or to present proposals
and recommendations to bank staff from regional or district
offices. The project team also arranged a visit to the United
States for a member of the Bocard of Directors of the Czech
Savings Bank whose primary responsibility was the establishment
and operation of the Bank’s investment fund and coordinating its
relationship with the Prague Stock Exchange and other banks.
This trip included meetings with officials from the New York
Stock Exchange, the National Association of Securities Dealers,
Securities firms, and financial institutions in New York, Boston
and Washington, D.C.

The personnel who worked on this project included: Mr.
Carlton Haswell, senior banking advisor and project manager; Mr.
Joseph Drake, senior bank operations advisocr; Mr. Fred Zamcn,
senior internatiocnal payments advisor; Mr. Michael Harlan, senior
treasury advisor; Mr. Steven Graybill, senior credit advisor;
consultants Mr. Michael Felix, Ms. Melanie Hrybowych, Ms.
Patricia Messina, Ms. Deborah Smith, and Mr. Vladimir Dvorcek.
Management and administrative support was provided under the
direction of Mr. Ran Farmer, Country Director for the Policy
Economics Group in the Czech and Slovak Republics, and also by
Mr. Lior Samuelson, Mr. Roger Leeds, and Mr. Clifford Lewils, who
are partners in the Washington, D.C. office of the Policy
Economics Group of KPMG Peat Marwick.
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c. Methods of Work Used

c.1 KPMG’S Approach

XPMG established a team of kanking specialists to provide
technical assistance and advice to the Czech Savings Bank. These
advisors include senior banking professicnals with broad
experience in all of the mission areas described above. The
focus of this project was to work directly with senior management
of the Bank acting as advisors on a day-to-day basis as well as
providing specific technical assistance on development, training
and implementation activities.

Before giving advice to the Bank, KPMG made a full
assessment of the business environment in the Czech Republic and
CSB. This included:

1. Conducting numerous interviews with all levels cf
management and staff of CSB;

2. Gathering and studying all types of information
from procedures to details of locans and investments;

3. Learning the technical details of doing business in
the Czech Republic, including learning the policies
and procedures of Czech accounting;

4. Calling on government officials in all of <the
Ministries that affect banking and privatization;

5. Meeting with the Prague Stock Exchange officials
and assessing the status of the capital markets;

6. Traveling to many of CSB’ branches to understand the
quality of the staff and learn the issues that they
perceived face the newly or about to be privatized
firms;

7. Translating and studying major documents such as the
proposals of the Investment Company Act, Stock
Exchange Regulations, Banking Act Regulations,
Investment Fund Prospectuses;and

8. Training a core team of KPMG Czech staff on Western
financial concepts and terms to act as translators
and analysts.

After an introductory fact finding period, an Initial
Project Plan (Exhibit 1) was .prepared and reviewed with the
Management of CSB. The basis for this plan was summarized in the
KPMG diagnostic report (Exhibit B-16). The Project Plan was
reassessed with CSB periodically and modified based on agreement
with CSB and KPMG. This process ensured that both parties
understood the work assignment and the priority of each project.
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A Progress Report was prepared twice each menth. This
was reviewed with senior management of the Bank. This report
provided a guick feed back about project status, issues ard
results.

By having Professionals on sits, KPNG has keen able +o
give timely day-to-day advice on all <types of issues. our
meetings ranged from formal presentations to the Board of
Directors to meetings with staff memkers of the Letter of Credit
Department to discuss the meaning of certain documentary phrases.
This daily contact at all levels has been a critical element in
the success of the project to date.

On many occasions KPMG accompanied CSB Management, to
meet Government or Central Bank officials to Jjointly give
opinions on proposed regulations. As many of these officials had
no experience with capital markets, it was important that advice
be given so that new regulations would allow the markets %o
function effectively and at the same time provide necessary
controls needed in a market driven economy.

Often, CSB management would ask KPMG for general advice
on daily operational and financial management issues. One
example was a request for advice on what a Western type audi=
would entail. KPMG addressed a special session cf the Bocard of
Directors on this topic (Exhibit 2).

Cne of the most effective vehicles for conveving
information was by conducting workshops. A large number of
seminars and workshops were conducted continuously throughout ths
project covering a very broad range of topics related to banking
and capital markets. Topics for the workshops wers recommended
either by CSB or KPMG and are listed in the Tralining section <f
this report.

As in all bank development projects underway throughout
Central and Eastern Europe, basic communicaticn between bkank
staff and Western advisors is a majecr factor. The striking
differences between banking as practiced under a centrally
planned economy and a market driven economy have led to problens
with language translation. Many of the financial and investment
terms have no direct translation into Czech, and bank staff ars
not schooled in Western banking. Therefore KPMG had to begin by
teaching concepts, defining terms or even creating the new
terminology 1in the Czech language. The ocutputs of the projec:
represent a significant contribution to the transfer of Western
banking terminology and skills.
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D. Training
D.1 Overview

KPMG provided a combination of beth detailed and general
training to the staff of the Czech Savings Bank. Training
sessions were both formal and informal; many times provided &y
KPMG on very short notice by the Bank of an interest in a
specific topic. In total, KPMG provided training to approximately
300 individuals Bankwide during the project in investment funds
management, credit risk management, trade finance, and financial
management.

Formal sessions were by the means of KPMG conducting
numerous workshops, roundtables and seminars including a weekly
2 hour session on corporate finance to 25 individuals. The formal
sessions included: '

1. Municipal Bond Finance
April, 1992
Attendees: 22

Seminar given at the request of CSB Board member to
review all aspects of municipal bond finance.
Attendees were senior level management from the CS3
municipal finance area and the Investment Divisizn
(Exhibit 27H).

2. US Securities Market/Debt Instruments
April, 1992
Attendees: 8

This was an introduction to the U.S. Government
Securities Market. One major focus was on the
bidding techniques used for Treasury Bills.

3. Banks and the New Stock Market
May, 1992
Attendees: 20

Seminar given by KPMG to define the different
institutions inveolved in securities transactions and
monetary clearings compared to bank transactions.
Intent also to assist CSB management in deciding
whether they wished to become a servicing agent to
other investment companies (Exhibit 19).

4. Custody Seminar
June, 1892

Attendees: 20

Seminar conducted to explain the various functions
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of the custodian for mutual funds (Exhibit 17).

Portfolio Accounting
August, 1992
Attendees: 6

Instruction given to staff memnkers responsible for
the portfolio accounting for the investment funds
(Exhibit 15).

Portfolio Accounting
February, 1993
Attendees: 6
Duraticn: 7 days

7-day seminar to 3 members of the investment
subsidiaries and 3 nmembers from the custody
department of €SB more intensive training in
portfolio accounting (Deliverable: Portfolio
Accounting Training and Handbook).

Corporate GCovernance
August, 1892
Attendees: 6

Three roundtable discussions given to the Director
of the Investment Subsidiary (SIS) and members of
the analytical team regarding issues associated with
the Bank’s intent to participate in the management
of companies the mutual funds are invested (Exhibit

123, 12B).

Liguidity Management
August, 1992
Attendees: 3

Seminar given to explain the techniques utilized in
the management of open end funds compared to closed
end (Exhibit 3).

Portfolio Management
August, 1992
Attendees: 3

Focus of seminar was on equity management technigues
for the privatization and open end growth funds
(Exhibit 10).
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i0.

11.

12.

13.

14.

Operational Seminars
October/November, 1992

Attendees: 8
Duration: 36 hours

A series of 12 seminars to review and discuss the
CSB securities systems and processing needs. XPMG
prepared documents utilized as basis of discussion.
( Exhibits 4, 21B).

Money Market Roundtable
November, 1992

Attendees: 18

Presentation given at Board Member request to
discuss the technical and operational needs for
operating a US type moeney market fund. Also
discussed was possible financial disintermediation
within CSB as a result of offering a money market
product (Exhibit 14).

Capital Markets Interface Operations
December, 1992

Attendees: 25

Presentation intended to explain the intended
workflow of securities trades in the Czech Republic
(Exhibit B-17).

Credit Risk and the effect on bond values.
April 1993
Attendees: 30

Many aspects of how the market place puts a value on
credit risk and how this risk translates into
movements in bond prices were considered.

Portfolio Philosophy
April 1993

Attendees: 27
Duration: 6.5 hours (This was a two session
roundtable)

During these sessions many types of technical and
value investing were reviewed. Goal setting was
stressed. Ways on how to match portfolio
investments against these goals were presented
(Exhibit 10).
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15.

16.

17.

18.

19.

20.

Regional Credit Officer Presentation
May, 1992

Attendees: 20

Seminar given to highlight and summarize new tax law
changes, cash flow analysils, leverage and risk.

Risk Management
June, 1992
Attendees: 18

Seminar focused on how changes in the risk of the
assets the Bank owns influence the value of those
assets. The object was to get the Bank to consider
risk when selecting assets (Exhibit 263).

Credit Training
September /October, 1992

Attendees: 100 plus
Duration: 3 days

A series of three seminars lasting three full days
each to the CSB District Credit Officers on all
aspects of loan and credit analysis (Exhibit 28B).

Czech and Western Accounting

February 1993

Attendees: 25

Duration: 6 hours (This was a two session
roundtable)

This Roundtable looked at the differences between
the two types of accounting. Specific areas covered
Inventory accounting, contract accounting, deferred
taxes and consolidation accounting (Exhibit 273).

Cash Flow Analysis
February 1993
Attendees: 26

This session dealt with the analysis of cash flow
and how to prepare a source and applications table
(Exhibit 27C).

Ratio Analysis and the Use of Footnotes

March 1993
Attendees: 24

Different types of ratio analysis were reviewed.
The pros and cons of ratio analysis were also
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21.

22.

23.

24.

25.

discussed. Sample ratio formulas were given to the
participants.

Industry Analvsis
March 1993
Attendees: 26

Various techniques of industry analysis were
introduced. A method was introduced to define the
major risk areas in an industry. Four industries
were reviewed in detail (Exhibit 27E).

Loan Securitization
July, 1992
Attendees: 10

Presentation given to board level to provide options
for the Bank’s financial management.

Risk Based Capital
November, 1992
Attendees: 12

Presentation given to the CSB Board of Directors at
their request to discuss risk based capital and
other issues related to the management of Bank
assets (Exhibit 28B).

Issues in the Audit Process
November, 1992
Attendees: 15

Presentation to the CSB Board of Directors and
selected senior staff. The purpose was to review
what takes place during a Western style audit of a
bank (Exhibit 2).

What is a Bank and How Does It Deal with TIncome and
Risk?

May, 1993

Attendees: 21

Case studies were reviewed as to why banks fail
during two sessions of the seminar.. The conflict
between safety for depositors and the need to earn
a high return to the shareholder was evaluated
(Exhibits B-18A, B-18B).
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26.

27.

28.

29.

30.

How Does a Bank Set It’s Dividend Policy?
March 1893
Attendees: 2

The companies in the Czech Republic will have to
make decisions on how to structure a dividend
policy. For banks, it 1is very hard to set a
dividend policy as they also have to worry about the
required amounts of capital tc meet regulatory
requirements and to support new business. All of
these aspects were discussed and illustrations given
(Exhibit B-19).

Major Concepts to Remember in Bond Investnments
May 1993
Attendees: 25

This was a reflective session that combined the
major principals taught in prior sessions. The main
emphasis was to add perspective 1in investment
recommendations (Exhibit B=-20).

]

The analysis of consolidated financial staterents
February 1993
Attendees: 27

*

Under the new accounting regulations introduced
the Czech Republic in 1993, companies with a 2¢C
ownership of another company will have to prepa
conscolidated financial statements. Techniques usead
in the analysis of consolidated statements were
presented (Exhibit B-21).

oo

=)

Management of a Public Company
March 1993
Attendees: 23

Various issues that will confront the management I
a public company were addressed. Anmong the items
covered was the compensation of management and now
an annual meeting is conducted (Exhibit B-22).

Real Estate as Collateral
May 1993
Attendees: 31

The factors wused in valuing collateral were
presented. Emphasis was placed on factors and
assumptions used in the valuing real estate. A
basic model format was presented for the valuation
of real estate (Exhibit B-23).
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31. The Use of Ratios in Credi* Analvysis
January 1993
Attendees: 23

The main focus was the proper use of ratios in
credit analysis. First the basic types of ratio
analysis was presented. After this, the main
emphasis was placed on developing necessary ratios
to aid in the analysis of a specific point. The
limitations of ratios in analysis was discussed at
length (Exhibit B-24).

32. Analysis of the Structure of a Loan
May 1993
Attendees: 31
Duration: 5 hours (three sessions and case study)

The main purposes of this case study was to have the
analysts understand the analysis of the structure of
an investment. This analysis must then be used in
the review of the loan transaction (Exhibit B-5B).

E. Future Direction
E.1 Overview

Although there have been many significant Jjoint
accomplishments by CSB and KPMG in 1992 and 1993, there remains
much work for the Bank in the future. Many work plans,
procedures and ideas that were developed must now be successfully
implemented. New answers and solutions to earlier gquestions and
problems created many new issues that must be addressed. In
addition, CSB will face many unforeseen situations as the capital
markets trading volumes and commercial banking activities, both
domestic and international, increase in 1993.

The plans of CSB to increase its underwriting activities
will have to be managed very closely. In order to finance needed
improvements to their operations, many Czech companies will have
to issue public bonds and/or new common stock and will seek CSB’s
assistance in the underwriting of these issues. Municipalities
will have similar needs for financing public projects.
Underwriting can be very profitable, but also carries some high
risks for CSB. Basic CSB needs in this area will include help
in analyzing corporations and municipalities considering issuing
new debt or equity, and once approved, how to best structure the
new issue. This will be particularly difficult for the analysis
of some complex and specialized municipal projects such as
airports and utilities. Additionally, CSB must develop a strong
capacity to sell the issues that have been underwritten by the
Bank. This will require developing a first class sales force for
both retail and professional investors.
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To date, the investment strategy of the voucher
privatization fund has been in bidding points for shares. Once
the market starts to actively trade shares, the fund managers
will have to constantly review the investments in the portfolio
to see that they are still valid given that conditions in the
market will change over time. CSB will need assistance in
defining investment strategies for all of the funds, how to
achieve proper diversification and the proper risk/reward
balance. Numerous decisions will have to be made on individual
security holdings and potential new purchases. Mcre than 1500
companies will have to be followed continuously. Each will have
to be rated a buy, hold or sell. These recommendations will
change based on the price of shares from time to time.
Analytical techniques and analysts will have to be further

develcped to make these assessments. In addition, officers of
the Bank will be sitting on the Supervisory Boards of over 300
companies. They will have to make some very significant
decisions about finance, management and operations -- areas in

which most of them still need much further training as they enter
the second wave of mass privatization.

While good progress has been made in developing various
systems, many areas will need to be modified or changed to fi-z
the requirements of the new market place. It is critical for ths
Bank’s systems to be operatiocnal when the rapidly appreoaching
period of large volumes securities trading on the capital markazs
is reached to avoid major failures and the loss of market shar=s.
Links with various trading/brokerage systems yet defined will
have to be developed. Shareholder record keeping systems wil.
have to be enhanced as the market place demands further new
products which will have unique system needs. 1In addition, the
development of CSB as a provider of custodian and other financ:ial
services to voucher and open end mutual funds will requirs
specific systems and operations implementation.

Over the next several years the need for credit from CS:
will be extremely high from current clients and new conmpanies.
Many of these borrowers will be short of capital and will havw:
high credit risk. Lending skills have to be developed =
prudently analyze and lend to these companies. Overall credi:
policies and procedures will regquire constant review and
updating. Direct advice will be required for the implementaticn
of:

i

O

1. A Chief Credit Policy Officer;

2. A Credit Policy Committee;

3 A Risk Rating Systen;

4. A Loan Review Group;

5. A Problem Loan Management Group;

6. Management techniques for the loan loss reserve;
7. Industry analysis;

8. Credit risk management reporting; and

9. Analysis and management of concentration risks.

The Bank is entering many new financial areas that need
to be managed. For example, interest rates will be changing,
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‘more capital will be needed, and returns on risk will have to ke
measured in the very near future. The Bank financial managemernrt
requires further advice in the areas of:

1. Establishment of an active Asset/Liabilicy
Committee;
2. Developing necessary management repor<ting;

3. The use of the Bank Simulaticn Model;
4, Management of liguidity;

5. Scarce resocurce allocation;

6. Capital returns by function;
7. Strategic and annual planning;
8. Interbank investing; and

9. Alternative investments.

A strong foundation has been laid by KPMG through the
USAID Technical Assistance Program in the past year. Ongocing
support will be needed to fully integrate these achievements into
the curlture and operations of the Bank. Continuing effort will
be needed in all areas of financial management and securities
activities not only to educate Bank management in what systexns
are needed, but also how to use those systems, to ensure th=e
viability of the Bank.

E.2 Investment Funds Management

buring 1993, CSB plans will focus on the follcwing
priorities in regard to developing the financial and technical
talents in its investment funds’ management:

1. To continue with efforts in designing and
implementing the necessary hardware and software
systems, accounting and recordkeeping procedures,
and portfolic management technigues necessary <o
support its investment management responsibilities.

2. To continue and expand training activities related
to the specialized requirements of the investment
division staff in order to increase their
preparation for managing the fund’s operations. This
must include the hiring of 30 - 50 more analysts in
the portfolio staffs.

3. To develop special emphasis and training prograns
for capital markets staff to increase their
underwriting and investment banking activities,
This will become vital to the entire nation as the
capital markets increase 1in activity and new
investment offerings are made available.

4. Work increasingly closer with the technical staffs
of the Stock Exchange, OTC markets and the Center
for Securities to develop the proper short and long
term systems and controls for the successful
operation of trading activities. ,
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E.3 Credit Management

The credit risk management process of CSB continues to

Ve 51gn1 icant weaknesses and will reguire considerable advice

cnnical assistance in order to implement a modern credit

maragzament process. As evidence cf <the Board of Directors

under a"dlng of the depth of the problems and the time reguired

to achisve corrective results, CSB has rstained XPMG as an
advisor under a short-term contract for the £following:
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1. Continuing test-implementation of the Standardized
Credit Presentation and Analysis Guideline;

2. Continuing test-implementation of the Credit Risk
Rating System for Loan Assets;

f a standardized
ns and forecasts

3. The design and test implemen
methodology for analyZL“g projecti
in support of corporate c i

4. Technical assistance in the initial establishment of
a Bankruptcy Department; and

5. The implementation of the second and third level of
the continuing education series of credit courses
designed under the USAID contrac:.

While the above will be beneficial to CSB, additional
work needs to be done in the following crucial areas

1. Technical assistance in guiding the various stages
of implementation of the restructuring of the credit
approval function, including policy and procedures.

2. Technical assistance in developing the analytical
skills necessary to apply mncdern credit analysis
principals, particularly as it relates to

sensitivity analysis and the testing of assumptions
(i.e., the develcpnment of an analytical culture
within CSB).

3. Technical assistance through the use of an on-site
advisor in providing day-to-day guidance 1in the
analysis of corporate credit reguests.

4. Technical assistance 1in developing both a systems
capability and the necessary management skills to
manage the macro-risk profile of CSB’s credit
portfolio.

E.4 Foreign Payments

While KPMG’s work in the Internaticnal and Foreign
Exchange Division has also accomplished much, here tooc there
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remains a

great deal more to accomplish (Exhibit B-25).

Recommendations made will require subkstantial Bank personnel and
financial resources. Senior Management will have to be involved.
The Correspondent Bank Unit in the Internaticnal Trade departnment
will have to be involved.

1.

Implementation of the new retail kanking and general
ledger accounting system will impact every area of
international activity in ways that cannot yet be
determined. Opinion is that the system will have to
add modules in order to perform accounting and
control functions recommended by KPMG and critical
to foreign payments system of the Bank. As a result,
there will have to be reccmmendations on the
addition of system’s modules or analysis, review and
recommendations of additicnal systems that may be
sourced from the vendor. Either situation will
require interfaces that will affect accounting and
controls currently in place.

Substantial investment has been made in fixed assets
and a new on-line active trading systen for =tha
Foreign Exchange Division. While this department
did not develop as guickly as CSB had originally

planned, it is now facing a potentially very stsep
upward slope in trading volume, but with a weak
"Back Office". A relatively large trading staff has
been hired. This must now be supported by a vapa:‘e
"Back Office'" accounting and foreign exchangs
control system. Appropriate manual accounting and
control procedures must be implermented if trading of
any significant volume 1s to be done safely.

Simultaneously, the bkack office hardware and
software reqguirements must be evaluated,
recommendations made and implemented. With over

130,000 reported foreign currency accounts in eight
different convertible currencies from CSB custcrners,
it is not possible for the Bank to avoid this issue,
or the potential for trading inconme.

o)

Subsidiary ledger accounting and control in
Documentary Credit, Guarantee, Assets
Liabilities Departments and in the Foreign Excha
Division must be implemented for the Bank and
customers of the Bank. Manual and computeri
solutions to this problem is critical.
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The interface of all the above systems must be nade
for reporting to the Czech National Bank.

Another critical computer and accocunting interface
that must be considered is that with the Branches
and Headgquarters. This arises from the fact that no
demand deposit accounts are in Head Office.
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6. Additional internal training sessions in Documentary
Credits has been requested by the Bank, with
particular emphasis on including Branch personnel.
These should be developed immediately for
presentation in the Fall of 1993, after the Unisys
implementation has had a chance to settle down.

These are some of the immediately identifiable needs of
the Bank in the International and Foreign Exchange Division. One
more area needs to be addressed. That is the area of management
training at a first line/middle management level.

To the greatest extent possible, concepts of authority,
responsibility and accountability have been incorporated into the
Development and Implementation of Foreign Payment Management
System Plan. Focus must be given on the variety of policy and
procedural changes required on the one hand, and the need for
inter- and intra-departmental cooperation and communication
required for implementation on the other.

E.S Financial Management

The financial management process of CSB continues to have
significant weaknesses and will require considerable advice and
technical assistance in order to implement a modern financial
management process. As evidence of the Board of Directors’
understanding of the depth of the problems and the time required
to achieve corrective results, CSB has requested additional
assistance from KPMG for the following:

1. Assistance in the implementation of the
asset/liability management department;

2. Assistance in the improvement of the financial
reporting function;

3. Assistance in the improvement of the treasury
function; and

4. Implementation of an improved profit planning
system.

CSB will need continuing assistance as it makes the transition
to a free market economy. In terms of financial management, the
most critical needs will be in the following areas:

1. Technical assistance in both the financial
management and treasury functions to ensure that
proposed mainframe-based systems are designed to be
adequate to properly manage CSB;

2. Corporate-wide assistance in restructuring CSB to

allow for adeguate cost accounting, quality
measurement and accountability;
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Continuing training in accounting, financial
analysis and risk management; and

Technical assistance in guiding the implementation

of the financial risk control function, including
policy and procedures.
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Exhibit

B-1
B-2A
B-2B
B-3
B-4A
B-4B

B-4C
B-5A
B-5B
B~-€A
B-6B
B-7A

B-7B
B-8aA
B-8B
B-Sa

B-SB
B-8C

B-9SD
B-SE
B-10A
B-10B
B-11A

B-11B

B-11C

B-12
B-13
B-14
B-15A
B-15B
B-15C
B~16
B-17
B-18A
B-18B

B-19
B-20
B-21
B-22
B-23
B-24
B-25

LIST OF EXHIBITS

Title

Deliverables for the No Cost Extension

Securities Trading/Backroom Operation

Bankwide System’s Installation Team

Financial Management of SIS

Czech Equity Market Index

Purchase of a Mutual Fund Portfolio Versus a Mutual
Fund Company

Results of Stock Market Simulation

Recommendation for Continuing Credit Training

Flow East Case Study

Review of Bankruptcy Procedures

Review of Proposed Credit Approval Systems

Review of the Draft Format for Presentations to the
Credit Committee

Review of CSB’s Analysis Format

Documentary Credit Department - Terms of Reference
Foreign Exchange Division - Plan of Work
Documentary Credit Department - General Controls and
Department Security

Status of Documentary Credit Department
Documentary Credits - Negotiation Procedures (Export
Credits)

Import Letter of Credit Issuance Guide

Negotiation Worksheet

Guarantee Department - Key Issues

A’ Forfait Analysis Worksheet

Nostro Accounting and Statement Reconciliation
Process and Procedures - Key Issues

Reconcilement Procedures for Foreign Nostro
Accounts/Procedures for Incoming Payments - Key
Issues

Foreign Exchange Division/Assets and Liabilities
Department - Key Issues

Clean Payments Department - Key Issues
Questionnaire on Foreign Exchange

Value of Social Loans

Initial Approach to CSB Reorganization

CSB Restructuring

CSB Restructuring Operations

Diagnostic Report

Capital Markets Interface Operations

Bank Analysis Roundtable

Bank Analysis Roundtable Part 1II/Bank Capital
Management

Dividend Policy

Major Concepts for Credit Analysis

Corporate Consclidation

Management of a Public Company

Collateral Roundtabkle

Corporate Performance Ratios

Foreign Exchange Division - Key Issues

50
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"?iverables for the No-Cost Extension of USAID
‘echnical Assistance to the Czech Savings Bank

Credit Function -

1)

2)

3)

Plan for the Credit Approval Function and Process

A written and verbal presentation outlining the suggested
restructuring of +the: overall credit function, both
conceptually and procedurally. The presentation will
introduce and explain the concepts of the Chief Credit
Officer, Senior Credit Committee, a Credit Policy and
Procedures Committee, a Credit Review Department, a Problem
Loan Department, and escalating levels of credit review and
approval authorities. Further, the concept of having
differentiated approval streams for retail and wholesale
credit "will be introduced as well as the concept of
separating business development and customer contact
functions from the credit approval functions.

Due Date: March 15, 1993

Design for a Credit Risk Raﬁing System for Loan Assets

A Risk Rating System memorandum detailing the concept of a
such a systemnm, explain the 1logic and presenting
instructions for the use of the system will be prov1ded
The Risk Rating System quantifies the risk inherent in any
credit transaction, and presents the measurement of the
risk in a consistent and standardized format. It is a
prerequisite to the implementation of many of the modern
Western-style credit and risk management and control
techniques necessary for the Czech Sav1ngs Bank.

" 'Due Date: April 30, 1993

dized Credit Analysis and Presentation Guidelines

A Standardized Credit Analysis and Presentation Guidelines
memorandum detailing the structure,logic and use of such
guideline will be presented. Standardlzed guidelines are
critical to the development of credit -analysis and
decision-making skills with the Czech Savings Bank. It will
provide. guidance in the financial analysis of credit
requests, as well as provide an overall credit presentation
structure to help ensure that established policies and
procedures are. meet.

Due Date: May 15, 1993



S5)

6)

The final version of a micro - computer generated National
Bank Ligquidity Report will be completed along with a
program manual. This model will require the Czech Savings
Bank to establish assumptions regarding varicus maturities
in the portfolioc. This report will also serve as a basis
for a financial gap model for the Bank’s asset/liability
management needs.

Due Date: April 26, 1993

Interbank Deposit Model and Documentation

This is the final version of a micro - computer generated
Interbank Model and accompanying documentation. The model
projects future income streams and balances taking into
consideration pOSSlble changing interest rate scenarios.
This model is also important in the management of the
Bank’s liquidity.

Due Date: May 6, 1993

evaelopment of CSB’s Automated 1993 Budget and Financial
Reports "

This task is designed to introduce accountability and
consolidation into the budgeting process, and to serve as
a bridge in establishing western-style budgeting and
financial control procedures for the 1994 process. KPMG
will automate the first generation of the CSB’s annual
budget and prepare financial reports for the Board.

Due'Date: May 15, 1983

Document will be more ‘comprehensive study of the Czech
Savings Bank securities processing and capital markets
systems needs based on original XPMG 1992 requirements
document. Further study requested by CSB to address new
changes in regulatory and trading environment. In addltlon,
study will also be needed to assist the Bank in the
development and/or purchase of new securities process;ng
systems in 1993.

Due Date: April 15, 1993
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190)

11)

Manwﬁ will be initial gquide to staff in the investment
manaqement and custody divisions of the Czech Savings Bank
to provide instructions for the daily portfolio accounting
of the investment funds. Topics to be included in the
handboock will be definitions of fund and securities types,
responsibilities of portfolio accountants and detailed
accounting procedures for income accruals, long and short
term debt, equity investments, daily reporting, trial
balances and the calculation of net asset values.

Due Date: March 22, 1993

.Mutual FPund Internal Billing Procedures

Procedures manual will explain the wvarious systems and
methodologies utilized by custodians, -transfer agents,
distributors and investment advisors in the determination
of fee billing to the investment company. Forms and other
documentation utilized in billing cycles will be provided.

Due Date: May 1, 1953

. Securities gSystems OQtioné Overview for Management

Document will examine the. various securities systems and
capital markets processing options the Bank will consider
in the first quarter of 1993. Review will include a
detailed discussion of the pros and cons of each option and
how each would address the short and long term needs of the
Czech Savings Bank. .

Due Date: May 15, 1993

Stock. et Indices Manual

will focus on the explanation and utilization of
and financial indices for the portfolio managers and
£s of the Czech Savings Bank investment subsidiaries.
Examples will be provided to explain the methodology for
the calculation of one index factor and the variations for
the Dow Jones, Financial Times 100, DAX and Standard and
Poors indices. This document will assist the Bank in
developing criteria to measure investment performance once
the tradlng markets are operational.

Due Date: March 26, 1993



12)

13)

14)

-3 arket Simulation and Manua

Document will provide the instructions and forms developed
by KPMG for participation in a capital markets investment
game utilizing the New York, London and Frankfurt trading
markets. Purpose of original session of game during a eight
week period in 1993 was to provide instruction to
investment analysts regarding basic investment techniques
for equity and debt instruments. Additional objectives of
game are to provide portfolio construction and effects of
foreign exchange on cross border investments instruction.

Due Date: May 15, 1993

. Foreign Payments

Evaluation of the Foreign Payments sttem and Related
Credit Management Procedures

Evaluation will focus on the organizational structure and
procedures of the foreign payments system and related
credit management procedures of the International and
Foreign Exchange Division of the Czech Savings Bank.
Current. production and delivery procedures for fee based
trade finance services will be discussed and
recommendations for improving organizational structure,
accounting and control will be presented.

Due Date: April 6, 1993

Development and Tmplementaticon of Foreign Pavment
Management System Plan © .

Plan will focus on the foreign payment system and how best
to integrate it with the domestic branch system and
approximately 130,000 foreign currency accounts held by

;depOSLtorS as well as the urgent need to manage the large

ory of foreign currency bank notes.” The plan will
cus on the management of the Bank’s foreign currency
8 in foreign and domestic banks(Nostro Banks), and
‘best to integrate the Czech-crown-based treasury
operations. with the Foreign Exchange Division.
Implementation will highlight Bank resources and
responsibilities in this effort, paths of communication and
coordination required.

Due Date: May 1, 1993
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15)

ocedures Manual for Managing Forei ayments

Manual will focus on procedures, accounting entries and
controls necessary to manage foreign payments. This manual
will focus on current procedures and concentrate on
facilitating +the coordination of the Branches, the
S.W.I.F.T. system and the foreign Payments Department of
the Bank.

Due Date: Méy 1,.1993
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Securities Trading /Backroom Operation



To: Richard Herbich

From: Joseph P. Drake

Date: May 11, 1993

Re: Securities Processing

Backroom Operations

The increase in sophistication and volumes of securities
transactions has pinpointed the need for the formulation of a
plan to develop a dedicated backroom operation for the trading
and investment activity at the Czech Savings Bank.

Attached are three organizational charts prepared by KPMG
which address this issue. Explanations for these attachments are
below.

The main purpose of this memo is to explain in general terms
the KPMG suggestions for the overall organization of a securities
backroom operation. It should be assumed that each department and
area described would most likely have many more separate areas
than depicted here as sub departments of the main departments
shown.

Attachment 1

Attachment 1 depicts the current distribution of operations
and backroom responsibilities for securities transactions within
CSB.

Attachment 2

Attachment 2 is an outline of a KPMG suggested organization
for securities trading and backroom operations at CSB. As
depicted, the KPMG recommended organization divides the division
into two primary departments:

1) Computer/Systems
2) Processing

The meaning of the additional dotted 1line for the
Computer/Systems area indicates that KPMG in the long term
suggests that this responsibility be placed under a bankwide
Computer/Systems area as depicted in Attachment 3.

The Processing area 1is divided into four primary
departments:
1) Shareholder Recordkeeping
2) Custody/Administration/Safekeeping
3) Portfolio Accounting
4) Clearing/Reconcilement

The Shareholder Recordkeeping Department is responsible for
the full accounting and non-branch customer service of individual

>
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customer accounts for both the investment funds and brokerage
service. The types of functions performed for all these products
are very similar and they should be grouped together. T h e
Interface Branch/Broker area in the Shareholder RecordKeeping
Department is primarily responsible for solving all processing
problems experienced by the branches or other brokerage companies
selling the CSB investment funds. The Interface- External
Institutions in the Shareholder Recordkeeping Department primary
responsibilities would be to resolve problems and issues
associated with CSB’s daily transaction activities with the
Center of Securities and capital markets such as the Stock
Exchange, RMS and other trading markets that develop.

The Custody/Administration/Safekeeping departments would
operate in a similar manner as in the current environment for
both individual customers ( retail ) and the investment funds.

The Portfolio Accounting department is responsible for the
accounting of assets and liabilities plus the calculation of the
price or net asset value per share for the mutual funds. This
area is currently organized in SIS however because of the close
relationship between the custody department and portfolio
accounting area it is recommended that this department be
organized in this division.

The Clearing/Reconcilement Department would continue to
operate as it currently does. It is recommended that this area
develop two independent units to individually concentrate on
internal clearing , such as the debiting of a client savings
account to pay for a trade, and external clearing such as
monetary settlement with the Stock Exchange.

Attachment 3

Attachment 3 depicts the long term recommendation of KPMG
that all operations and processing be organized under one
division in the Czech Savings Bank. This concept has been
presented to CSB Senior Management and will be discussed further
in the future.

O\
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Zpracovini cenngch papiri v CS,a.s.

JUDr. Hanus
Depozitar Evidence Evidence Uschova
akcionait akcionéfu
otevieného kup6nového
fondu fondu a
akcionar €S,a.s.

Priloha 1
Ing. Vosétka
Systémy/ Upisovani( Clearing/
programovani novych emis( vypofadani

e e



Ptiloha 2
Obchodovani s cennymi
papiry
Back room/provoz
I ) 1
Potitate/systémy Zpracovan(
I I
- 1 I 1 1 |
Programétofi Implementace Evidence akcionahl Uschova Udetnictvi Clearing
systémi Sprava portfolia slad'ovani
UloZent
Drobnf Invest. Investiénl fond Vnitfnf Vnéjsi
2ékaznici fondy CS.as. ¢s,as.
I I l
Sluzby SluZby Interface Interface
zékaznikim zékaznikim pobotka/
Gtet makléfe Invest. fond makléti
{ 1
| | Stredisko Kapitélové trhy
Objednéavani Podilové cennych papirii (Stock
cennych fondy Exchange, RMS)
papiri
___makléfem |
Oteviend
fondy
Zde existuje moZnost centralizace
pod celkovou reorganizaci CS,a.s.
Akcionéfi

CS,a.s.
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To: Richard Herbich

From: Joseph P. Drake

Date: June 8, 1993

Re: TIS Project Organization

I have reviewed the proposed TIS Project Organization and
have the following comments:

1. Overall there are too many individual direct reports
to the project manager. It would be a very difficult
task to effectively manage 11 staff members and all
the variety of issues that will arise from these
departments.

2. The proposal does not contain input for credit
management or the bank treasury department.

3. I believe the most effective area to manage the
foreign currency department would be the wholesale
banking division because the largest and therefore,
the trades with the greatest risk would be made by
institutions and not small retail customers.

4. The securities trading systems development must also
include all aspects of the capital markets to include
brokerage and the investment funds. This
responsibility should be separated from the wholesale
banking area because of the unique nature of the

‘ securities trading functions.

In order to address these issues, I have developed a
suggested TIS project organization ( Attached).

Overall, there are three other issues that must be taken
into consideration.

1. The job of serving on the systems installation team is
a full time responsibility in order to be done
properly. Whenever it is attempted to place the senior
management of any organization on systems
installation teams ( although this seems to be the
only option or the option that makes the most sense )
most of the time these individuals do not have enough
time or the specific operating knowledge of their own
departments to do the Jjob effectively. Senior
management should have major input into the building
of a system from a business requirements standpoint
but they should not have the daily responsibility to
serve on this committee.

2. The major consideration that must be the ultimate
vision of the installation team is that a system
should be built which easily ( on-line ) determines
the Bank’s exposure to any client at a specific point
in time. For example, if a client has a large loan
outstanding with the Bank and wishes to send an

. electronic transfer plus requests a documentary letter
of credit on the same day, management in each one of
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MEMO

TO: M. Hanus

FROM: Carleton R. Haswell / Joseph P. Drake
RE: ! Profitability Measurement

DATE: January 25, 1993

During our last meeting we briefly discussed performance
measurement of the mutual funds. You asked for KPMG’s ideas.
These are listed below. It is suggested that a formal analysis
using this methodology is prepared jointly between someone on your
staff and KPMG. From this trial analysis, you can determine if
this type of analysis should be done for all business activities of
the Investment Subsidiaries.

There are three main elements that effect the performance of
a mutual fund. These will be discussed separately, however they
are all interlinked.

1) The Return on CSB’s Investment: The main reason CSB made

an investment in the Investment Subsidiaries was to earn a
return on the funds it invested. To help CSB determine the
value of its investment, the total returns on this activity
should be measured against the capital invested. This figure
can then be used by CSB to determine new or continued levels
of investment. Both actual and projected returns must be
looked at. Returns will be looked both on a cash and equity
basis.

2) itability o e Investment Company: The main
revenues come from fees earned by the Mutual Funds. These
fees are based on the size of the funds. As most expenses are
fixed, the greater the size of the fund, the larger the
revenues and the resulting net income. It is suggested that
one of the funds be analyzed to determine the break even point
and project future revenues and expenses. Once the format of
the analysis is completed and agreed on, it can be used to
measure the income from the entire Investment Subsidiary.
This information will allow the needed information in
Paragraph 1 to be calculated.

Fund Performance: As the revenue a mutual fund earns for
investment company is a function of the size of the fund
18 necessary to look at the performance of each fund.
Performance of each fund is the result of {the change in asset
value less expenses of the fund}. Investors buy funds based
on the performance of the fund. Therefore it is important to
keep expenses low to increase the performance. If investment
performance happens to be poor, some investment companies may
choose to absorb expenses of operating a mutual fund in the
investment company. This helps investment performance,

1
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- howevur 1t lowers the income of the Investment Company and in

irn: the return on capital of the owner(s) of the investment
Y . The suggested analysis, will look at actual and
scted performance and expenses of the fund.

It is important that the financial information system can
continucusly provide the above type of information so that informed
decisions can be made, performance targets set and results
measured.

The determination and monitoring of the income and expenses
discussed above and the calculation of the actual operating profit
and loss (P and L ) of the individual funds and the entire
management company would be the role of a Controller’s Department
in SIS. The Controller’s Department should also produce regular
reports for review by management to determine negative financial
trends which may have to be addressed. Profit and loss statements
do not indicate how well the portfolio is performing for
shareholders but rather how profitable the fund is to the
Investment Company.

Attached (see exhibit A) is an explanation of the categories
which would be included in a proflt and loss statement which may be
utilized by the individual funds in SIS. As the company grew and
management became more aware of its expenses, the P and L would be
adjusted to meet the needs of the new financial environment. Also,
management may want more information expressed in different formats
' ( i.e. monthly vs. quarterly reports ) or may want reports which

highlight certain elements ( i.e. comparison of expenses between
bond funds and equity funds ). Although the Controller would be
responsible for the production of many other official reports to
Ministries, etc., P and L reports are for the benefit of management
and should be created with the motivation that they should convey
information in a clear manner so management can make correct
analysis and good decisions.




P and L statements will summarize the total income and
expenses ©of each individual fund. Included under the expense
category will also be sub categories of direct and allocated
expenses. Direct expenses are those costs that can easily be
identified as only belong to that fund while allocated expenses are
those costs that each fund must share a percentage. For example if
one portfolio manager works only for one fund, it is obvious that
the entire salary should be listed as a direct expense item for
that fund. However, if that person’s boss is the chief investment
manager and has responsibility for many funds then a system must be
determined to share that salary as an allocated expense item in
many funds.

Many different systems can be utilized to determine the proper
allocation of expense. In the mutual fund industry allocation of
expense between funds by management companies is usually based on
one of the following categories:

1. Assets
2. Accounts
3. Number of people dedicated to that fund

Example

The chief investment manager has a salary of 300,000 KCS per
year. Fund A has 1,000,000 KCS in assets, Fund B has 4,000,000 KCS
in assets and Fund C has 5,000,000 in assets. The managers salary

expense would be divided amongst the funds utilizing the percentage
of assets each fund has to the total as a guideline.

Fund Assets % to Total X 300,000 RCS = Salary Expense
A 1,000,000 10% ' 30,000

B 4,000,000 40% 120,000

c 5,000,000 50% 150,000
Total 000,000 100% 300,000

calculations would be utilized with either percentage
of accounts to total accounts or percentage of employees to total
employees for some expense categories. For example, the allocation
of space expense would be done by employees dedicated to each fund
if known. If not, number of accounts would be the next best system
since the more accounts a fund possesses, usually indicates more
work effort and thus more employees to process the transactions.



Example

ofit 3 s
Czechoinvest
Income

-~ Administration Fee ( 1.5% of Average Assets )
- Brokerage Fees

- Redemption Fees

- Other

Total Income

ense

Direct

Salaries

Tax on Salaries

Other Employee Expense
Brokers Fees

Interest on Loans

Printing Cost for Fund Reports
Audit

Legal

Allocated

Salaries

Tax on Salaries

Other Employee Expense
Depreciation on Equipment

Based on Assets )
Based on Assets )
Based on Assets )
Based on Employees or Accounts)

e T X e T T T T )

Space Based on Employees or Accounts)
Supplies Based on Employees or Accounts)
Travel/Entertainment Based on Assets )

Training Based on Employees or Accounts)

Total Eipenses

Total Income less Total Expenses = Net Income Before Tax
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TO: Mr. Schut R
FROM: Carleton R. Haswell
RE: Czech Equity Market dex

DATE: March 16, 1993

Your concept about having the Czech Savings Bank create and
publish a Czech Equity Index is excellent. Our group discussed the
issues involved with establishing an index and make the
recommendations listed below:

1. It is suggested that CSB creates and publishes a Czech equity
index. For an index to be recognized, it must both be valid and
created by a respected institution. Using the CSB name in the
index would add recognition both to the index and the Bank. SIS is
not as well know and some might think SIS could have a vested
interest in the results of the index.

2. The index should be ready when the market opens and should be
given enough publicity (see paragraph 6 below) so it will become
THE index for equities in the Czech Republic. This will require
the model for the index to be created and tested prior to the
opening of the market. The fact that an index is being created
should not be disclosed to the market prior to its introduction.
Hopefully, CSB will be the first-index published.

3. The sample of companies should be as large as possible to
represent a true market index. The number of companies in the
index should allow for diversification of the sample. However, if
two many companies are in the index, frequent changes in the index
will have to be made if companies in the sample have to be dropped
due to mergers, bankruptcy, etc. Numerous changes in the base
companies is both time consuming and can invalidate the index. It
will be necessary to compute the sample’s correlation with the
entire market to examine the validity of the sample. This
correlation should be as close to 1 as possible. This of course
can only be done ‘after the market opens..

4. To get the best measure of the entire market, a weighing
scheme based on expected market capitalization is recommended.

5. It is recommended that you do not use the performance of the
SIS Privatization Fund (the Fund) to be the market index. This is
based on:

A. The performance of the Fund cannot be measured because it
will be the same as the index.
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The portfolio of holdings in the Fund will change
frequently based on investment decisions made by the
Management of the Fund. If the index is based on the
holdings in the Fund, the base of the index will also
change frequently. This will undermine the value of the
index. :

Since CSB will have to publish all pertinent data
regarding the index in order to validate it, the Fund
will have to make public all changes in. its portfolio.
This would place the Fund in a competitive disadvantage
with other funds.

‘The Fund cannot structure its portfolio vs. the index in

order to adjust the weighted beta.

To market the index, it is suggested that:

A.

All information fegarding the index computation is
published and is available for distribution to interested
parties.

Contact the press and financial publications regarding
the 1listing of the index on a dally (or at 1least
frequent) basis.

Publicity will have to be given to the Czech public about
the index and its use. Articles will have to be written
for the press.

If you desire, KPMG would be glad to offer specific advice and
information on how to create an index.



Exhibit B-4B

Purchase of a Mutual Fund Portfolio
Versus
a Mutual Fund Company



To:

From:

Ing. Petr Schut

Michael Harlan

Date: 11 March, 1993

Subject:

Certain issues regarding the purchase of a competitor's mutual

fund portfolio versus buying the mutual fund company

Acquisition of Mutual Fund
Portfolio

Acquisition of Mutual Fund
Company

Invests Customer funds

Relatively larger purchase price

Does not increase market share

Immaterial marginal increase of
Investment Company profitability

Does not significantly increase
Investment Company risk

Does not significantly increase
overhead

Does not affect unit costs

May help competitor survive

Invests Investment Company
funds

Relatively smaller purchase
price than acquisition of
portfolio

Increases market share of
mutual fund business

Increases Investment Company
profitability

Could significantly increase
Investment Company risk,
through retained contingent
liabilities or promises

Does not significantly increase
overhead, but more so than
portfolio acquisition

May lower unit costs
Eliminates competitor

Might increase/improve staff
talents

Might increase/improve
distribution network

Acquisitions may be easier now,
before regulation increases




Exhibit B-4C

Results of Stock Market Simulation




To: . Mr. Klapal

From: - Carleton R. Haswell

Re: “Results of the Stock Market Game
Date: ‘2% March, 1993

Yesterday, the Stock Market Game that we have been playing in
the weekly round tables ended. The results are shown on the
attached charts. The average team earned an annual return of
23.46% vs. an average market return of 19.47%. This was a very
good performance. Most money managers around the world would be
thankful to beat the average market by 4%. The winning team had an
average return of 64.7%.

At the start of the game each member of the class put in 50kcs
into a pool. The winning team received all of the money which
amounted to 1,250kcs. Not much, but it got the point across that
the purpose of investing is to make a profit.

In addition to following the stock market, the game also made
participants focus on the risks of investing in various currencies.

Attached: 3 charts
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Recomendation for Continuing Credit Training



TO: JUDr. Olga Polanecka
Commercial Division
Czech Savings Bank

FROM: Steven C.Graybill
KPMG Peat Marwick
Policy Economics Group

DATE: March 24, 1993

SUBJECT: Credit Training

In response to your request that KPMG help structure and provide
basic, intermediate and advanced credit training to your staff, we
would like to offer the following courses and suggested scheduling.
These courses incorporate the instruction in the new accounting
format as discussed with Frank Destalick, cash flow analysis,
instruction in using the new standardized presentation and analysis
guidelines(one for large wholesale customers and one for
entrepreneurial customers), and instruction in using the new Risk
Rating System.

KPMG is prepared to offer three courses. Each course would last
for one week beginning Sunday afternoon and ending Friday. Course
I, which would be offered three times, is a basic introductory
credit analysis course which would also introduce and provide
instruction in the use of the standardized presentation and
analysis guidelines, provide instruction in the analysis of the new
accounting format and provide instruction in cash management
analysis.

Course II, which would also be offered three times, presents
intermediate credit analysis and is a continuation of the
information presented in Course I. Course II also introduces and
provides instruction in the use of the Risk Rating System.
Extensive practice is provided in the use of the standardized
presentation and analysis guidelines. A case study is used in the
later part of the course.

Course III, which would only be offered twice, is the more advanced
of the three credit courses and it is structured for attendance by
a limited number of selected individuals. Extensive use is made of
case studies.

The instruction methodology requires that all individuals,
regardless of their position or experience level, start with Course
I and progress through Course II. All individuals must attend
Course I prior to attending Course II. This ensures that all
individuals within the credit function have the same instruction
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and understanding in the new accounting format, the use of the
standardized presentation and analytical format and the use of the
Risk Rating System.

Course III would be attended by those individuals identified as
having senior credit responsibility and therefore have the need for
more advanced training. S8Since Course III would only be presented
twice, attendance must be on a select basis. We would suggest that
attendance be based on the following criteria: (1) prior attendance
at Credit Courses I and II, (2) a minimum necessary skill level as
demonstrated in a pre-attendance test and (3) recommendation of
either the District or Region Branch Director, or the Director of
the Commercial Division.

Each class would accommodate 10 to 15 individuals from the
Commercial Department. The suggested scheduling is as follows:

Course I: May 9 - 14

Course I: May 23 - 28

Course II: September 4 ~ 9

Course I: September 18 - 23

Course II: October 3 - 8

Course III: October 23 - 28

Course II: November 7 - 12

Course III: November 28 - December 3

KPMG would provide the instructors as well as all course material.
The Czech Savings Bank would provide the premises and required
logistical support.

KPMG believes that it would be a good idea if you took this
opportunity to also train a few individuals that could function as
instructors for these or similar courses in the future. This would
give the Bank the ability to continue to offer training courses as
the need arises, and to make the training self-sustaining.

Since the start date of May 9 is very near, we would appreciate
your cooperation in finalizing the schedule and making the
necessary arrangements as soon as possible.

Attached is the outline for Course I. In the near future we will
provide you with the outlines for Courses II and III.
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EXTENSIVE CREDIT TRAINING COURSE
FOR
THE CZECH SAVINGS BANK

e CURRICULUM FOR THE FOUR DAY

DAY 1 (all davy):
UNDERSTANDING THE PREPARATION OF FINANCIAL STATEMENTS:

I. INCOME STATEMENT

A. Revenues on Outputs.
1. When are revenues recognized.
B. Revenue on Financial Items; Revenue on Extraordinary

Items; Revenue of QOther Items.
1. What are they.
2. What amount.
‘ 3. Why did they occur; what activity do they reflect.

4, Frequency of occurrence.

cC. Expenses on Outputs.
1. What comprises expenses.
2. How and when are expenses recognized.
3. How are expenses related to Inventory as carried on

the Balance Sheet.
D. Expenses on Financial Items; Expenses on Extraordinary
Items; Expenses on Other Items.
1. Of what are they comprised.
2 When are expenses recognized.
3. Why did they occur?
4

Frequency of occurrence?
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E. Non-Cash Items.

1. What are they.

2. When are they recognized.
F. Taxes.
1. VAT.
2. Deductible and non-deductible corporate tax.
3. Custom duties, etc.

G. Net Income After Tax

II. Balance Sheet.

A. Assets.

1. Receivables from Shareholders.

2. Investments and Securities.

a. What do they represent.

b. How are they valued.
c. How liquid are they.
d. How are they valued.
3. Inventory.
a. How is it valued.
b. How is obsolescence determined.
c. When and how are write-downs taken.
4. Accounts Receivable.
a. How are they generated.
KPMG Peat Marwick -2-
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g b. Aging.
‘ c. Reserve for bad debt.

5. Other Current Assets.
a. What are they.
b. How are they valued.
6. Fixed Assets; Tangible and Intangible.
a. How are they valued.
b. What is the method of depreciation.

c. How do they relate to the activity of the
company.

7. Goodwill.

a. What does it represent.
b. How is it valued.

. c. How is it depreciated.
8. Deferred Expenditures.

a. What do they represent.

b. Hdw are they amortized.

KPMG Peat Marwick -3-




B. Liabilities.
1. Share Capital.
2. Reserves.
a. Purpose.

b. Adequacy.

3. Long-term liabilities.
a. How much.
b. To whom.
c. Terms and conditions.

d. Collateral.

e. Subordinated.
4. Accounts payable.

a. How much. |

b. Tc whom.

c. Aging.

d. Collateral.

5. Loans pavyable.
a. How much.
b. To whom.
c. Terms and conditions.
4. Collateral.
e. Purpose.

6. Deferred and Accruals.

IITI. Auditors's Position and Report.

IV. Reporting Standards and Requirements.

KPMG Peat Marwick -4~
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‘ DAY 2/MORNING:

~INTRODUCTION TO THE STANDARDIZED CREDIT PRESENTATION AND ANALYSIS
FORMAT.

—INTRODUCTION TO CREDIT ANALYSIS:

I. How Financing Needs Arise.
A. Cash Cycle.
1. Operating flows.
a. Qutflows.
(1) Purchase inventory.
(2) Carry receivables.
(3) Pay operating expenses.
{(4) Pay interest.
(5) Pay taxes.
. b. Inflows.
(1) Sales for cash.
(2) Collection receivables.

{3) Accounts payable.

2. Investing.
a. Oufflows; purchase plant and equipment.
b. Inflows; sales of plant and equipment.
3. Financing.

a. OQutflows.
(1) Payment of debt.
{2) Dividends.

b. Inflows.

KPMG Peat Marwick -5~
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{1) Borrowing.

(2) New equity.

k%xk* B, Typical Borrowing Needs:
1. Purchase current assets.
2. Acquire fixed assets.
3. Take advantage of non-recurring opportunities.
4. Bridge reqular outflows and irregqular inflows of
cash.
5. Fund operating losses.
6. Fund stock purchases of recapitalization.
7. Refinance existing liabilities.
8. Fund growth.

C. Typical Source of Repayment.

H
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6.

Only cash repays loans.

Conversion of current assets (normal course).
Sale of non-current assets.

refinance with another creditor.

Profits retained.

Capital infusion.

kxk* D, Sources of Financing.

1. Accounts pavable.
2. Borrowing.
a. Seasonal.
b. Bridge.
c. Term.
d. Revolving.
KPMG Peat Marwick ~6-



3. Contributed capital.

4. Profits retained.

DAY 2/AFTERNOON:

II. Evaluating Financial Performance.

xkXAkX A, Five "C's" of Credit.

1. Character.
2. Capacity.
3. Conditions.

4. Collateral.

B. Key Variables.

1. Definition.
a. Primary sources/uses of cash.
b. Controllable by management.
c. Can be monitored by lender.
2. Elements.
a. Level of sales.
b. Gross margin.
(1) Price.

(2) Cost of goocds sold.

c. General sales and administrative expenses.

d. Owners' withdrawals.
8. Accounts receivable.
f. Inventory.

Fixed assets.

h. Accounts payable.

KPMG Peat Marwick -7~



. i. Financial leverage/debt structure.

j. Growth rate.

DAY 3/ MORNING;

cC. Income Statement/Balance Sheet Analysis.
1. Component analysis.
2. Comparative analysis.
a. Three years statements.
{1) Trends.

(2) Management testing.

b. Internal.
c. External.
Akxkxkkkkkx 3 Common size analysis (exercise).
4. Ratio analysis.

. a. Liquidity.

(1) Current.

(2) Quick.

(3) Sales/working capital.
b. Financial leverage.

(1) Debt/capital.

(2) Capital/assets.

(3) Assets/capital.
c. Profitability.

(1) Return on sales.

(2) Return on assets.

(3) Return on capital.

KPMG Peat Marwick -8~




TS sttty

d. Utilization.
(1) Asset utilization.
(2) Sales efficiency.
{3) Receivables turnover (days).‘
(4) Inventory turnover (days).
(5) Payables turnover {(days).

e. Expenses.
(1) Depreciation, depletion/sales.
(2) Lease and rental expense/sales.
(3) 8Salaries/sales.

f. Coverage.
(1) Times (x) interest earned.

(2) Current maturities of long-term debt.

DAY 3/ AFTERNOON:;

D. Cash flow analysis.
1. Direct.
2. Indirect.
3. Break-even analysis.
a. Profit.
b. Cash.
4. Operating leverage.

5. Contingent liabilities.

KPMG Peat Marwick ~9-
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E. Projecting Financial Performance.

1. Tools.

a. Proforma.

b. Projections.

c. Cash projection.

d. Underlying assumptions.
2. Interpretation.

a. Financing requirements.

DAY 4/ MORNING:

b. Peak debt analysis.
c. Repayment capacity.

Sensitivity analysis.

F. Evaluating Management.
1. Role.
a. Planning.
b. Organization.
c. Implementation.

d. Control.

e. Motivation.
2. Elements.
a. Character.
b. Strategy.
c. Structure.
d. Systems.
3. How management appears versus how management really
KPMG Peat Marwick -10-
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'lli" is.
4. Tools.

a. Interview.

b. Background check.

c. Financial statements.
d. Projections.

e. Site visit.

f. References.

DAY 4/ AFTERNOON:

*kkk G, Lending Decisions/Comprehensive Case Study.

(#**** Can be deleted at the instructor's option)

KPMG Peat Marwick -11-
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OW_EAS a.s.

INTRODUCTION:

Flow East is an actual request for credit that was recently
presented to SIS. You are requested to analyze the credit
request based on the information contained in the attached
Information Memorandum.

In performing your analysis please follow the attached
Standardized Presentation and Analysis Format. You should
provide information, analysis and your opinions for each section
and sub-section in the Format. 1In some sub-sections there are
specific questions pertaining to Flow East that you should
answer. These questions are set within the parenthesis.

After completing your analysis and answering the questions
contained in the Analysis Format you should answer the following
two questions:

1. Do you approve of the purchase of any of these Notes? Why
or why not?

2. Are you satisfied with the terms and conditions? If not,
how would you change them?
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FLOW EAST a.s.

STANDARD PRESENTATION AND ANALYSIS FORMAT
ANSWER KEY

I. DESCRIPTION, PURPOSE AND BOURCE OF REPAYMENT.
A. Description of Facility.
1. Type of Instrument: Fixed rate secured notes.

(Is this bond issue a public issue? No.)

2. Amount: Kcs 120,000,000

3. Tenor: Maximum of five years; callable at the
issuers option after 3 years and with a premium
paid to the note holders.

4. Interest Rate:

(Would the owner of a note prefer to have an
interest period of less than cne year? WwWhy?

‘ Yes; because partial years are calculated on
the basis of a 360 day year which gives the
holder a higher yield.)

(What will be the real rate of interest
paid? The real rate of interest will vary.
For a complete year it will be 15%; for less
than one year it will be higher.)

5. Repayment Schedule: Repayment will be made not
more than five years after issue. There is no
scheduled repayment prior to that time.

6. Collateral: The note holders do not have
collateral.

7. Guarantor: The note holders are guaranteed by
Flow East a.s. and the Agent.

B. Purpose:
(What will the 1loan be used for? General
. corporate purposes, working capital, and possible

-]-
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future property investments.)

Anticipated Source of Repayment.

Loan

(From what source will the principal of the Notes
be paid? Although it is not stated explicitly,
repayment would have to come from the after tax
net income resulting from the projected rental
revenue of Flow East Realty, a.s.)

Structure and Documentation.

(Do you agree that all of the important
information is contained in the Information
Memorandum? If not, what is missing? Do not
list more than 5§ items. Not all information is
contained; the following should be included: (1)
more information on the corporate structure and
ownership; (2) information on properties
currently owned by FE Reality and which ones will
be pledged as collateral; (3) the amount of the
Swiss Bank Corp guarantee, and the terms and
conditions under which it was issued; (4) more
information on management; (5) more complete and
detailed financial projections; (6) information
about Ryden and the property valuations; and, (7)
information about the Agent.)

(Is it necessary to read the Paying Agency and
General Agreement dated December 19927 Yes.)

(Where can you read a copy of the Agency
Agreement. What information would be in the
Agency Agreement? Is it necessary to read the
Agency Agreement when doing an analysis of the
Notes? Why? The Paying Agency and General
Agreement can be read at the specified offices of
the Agent; since the Agent has not been
identified, we do not know where these offices
are. It is necessary to read the Paying Agency
and General Agreement because the notes are
issued subject to the terms and conditions
contained in the Paying Agency and General
Agreement, and it governs the relationship
between the issuer, Flow East, a.s. as guarantor
and the Agent. The information memorandum states
that it is assumed that the note holders have
read and understand the Paying Agency and General
Agreement.)

(What duties of the Agent ara of concern to you?
How can an Agent be changed? Do you feel
comfortable with this? The ‘Agent acts as both
the secured and guaranteed party. In the event
of default, the Agent has the responsibility to
liquidate mortgages and divide the proceeds, less

£5
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the Agent’s expenses, among the note holders; and
it has the responsibility to collect from Swiss
Bank Corp the amount of interest guaranteed under
the guarantee and distribute that amount, 1less
the Agent’s expenses, among the note holders.
The Agent can allow the issuer to sell any
property held by the Agent as collateral. The
Agent may declare an event of default if
requested to do so by the note holders, but the
Agent is not required to inform note holders if
there has been a breach of the covenants. The
Agent can be changed at any time for whatever
reason by the Issuer and Flow East, a.s. as
guarantor; a note holder should feel
uncomfortable with this.)

(How would the Bank fund the loan? The Bank
would probable have to fund this loan on an mis-
matched maturity basis and this would create an
interest rate exposure for the Bank.)

(How stringent is the covenant that gross annual
rental income of the Issuer shall equal or exceed
150% of the annual interest due on the Notes.
This is a very unrestrictive covenant because it
based on gross revenue and not net revenue.)

ITI. BUSINESS AND INDUSTRY BACKGROUND.

A. Description of the Business Activity of the Borrower.

(Will Flow East have full vacant possession of
the properties? Do they have all permissions to
refurbish the properties? Flow East does not
have vacant possession. It is not clear if Flow
East has all premissions necessary to refurbish
the properties and this could be a problem. Both
of these conditions are necessary to relet at
open market rental rates which is assumed in the
projection of rental revenues.)

B. Description of the Corporate Structure of the Borrower
and Related Companies.
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(Construct a corporate organization
chart. 1Include:

F.E. Reality a.s.

a Flow East Company

PE Realty a.s.

Flow East a.s.

Parent company of FE Reality a.s.

Underwood PLC

Disam Systems

M + J Genuine Design a.s.

Group consolidated

Flow Bast Limited)

(What is an "indirect wholly owned subsidiary"?
I have no idea.)

(What do the companies M + J Genuine Design a.s.
and Disam BSystems have to do with this credit

analysis? Nothing. They could trigger the cross
default clause.)

Evaluation of the Product and Markets.

Borrower’s Competitive Position.

III. MANAGEMENT.

(What do you know about management? Very
little is known about management. Most
appear to be British citizens, some are
related. Management’s ability to profitably
manage a commercial property in Prague is
untested.)

IV. INTERPRETATION AND ANALYSIS OF FINANCIAL INFORMATION FOR
BORROWER AND GUARANTOR.

(What financial figures are given? Projected
consolidated Income Statements for the Group are given
for the years 1992 through 1997; the identity of the
Group 1is not specified. A projected Group
consolidated Balance Sheet for August 31, 1992 is also
provided. For FE Reality, which is probably the
issuer, a projected Income statement is provided for
the years 1992 through 1997. There are no historic
nor audited figures provided.)

Operations.
1. Inconme.
(How well did the shareholder group do in

their property investments in central London
between 1962 and 19892 It is stated that
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the group sold its properties at a profit,
although no data 1is provided that
substantiates this claim nor gives the
amount.)

2. Profitability.

3. Industry Comparisons

4. Foreign Exchange and Interest Rate Exposure.

Cash Flow.

Financial Condition (Comment on the following items as
appropriate).

1. Accounts Receivable.
2. Inventory.

3. Liquidity.

4. Fixed Assets.

5. Other Assets.

6. Accounts Payable.

7. Contingent Liabilities.
8. Subordinated Debt.
9. Net Worth.

10. Leverage.

11. Trends.

12. Expansion Plans.

Projections and Forecasts.

(What will annual interest payment be? Kcs
18,000, 000)

(Which company’s figures are given in the
financial forecasts? An unspecified
consolidated Group, and FE Reality, which

5
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may or may not be the issuer.)

(Are the figures given in Table 2 helpful
for the analysis of the loan? Why or why
not? No, because they are (1) projected,
(2) Group consolidated rather than be
specific to the issuer.)

(Does the cash flow from FE Reality repay
the loan? The cash flow from FE Reality
does not repay the 1loan. Cumulative
projected net pre-tax profit for the years
1992 through 1997 is Kcs 104,210,000, a
shortage of Kes 15,790,000 to repay the loan
if FE Reality does not have to pay taxes.
Tax consequences would make the deficit even
larger. Also, the projected cash flow shows
the wrong amount of interest expense for the
years 1993 thorough 1997; Kes 16,500,000
rather than the correct amount of Kcs
18,000000 )

(What do you think of the projections given
in Table 3? The projections are incomplete,
lack the required detail on revenue and
expenses, and given an inaccurate amount for
interest expense. They do not indicate that
the issuer would be able to repay the
notes.)

RELATED ANALYTICAL AREAS.

Collateral.

(“"The notes constitute secured obligations of the
Issuer.” What are they secured by? They are
unsecured!)

(What basis will the independent valuer of the
property use to astablish market value? Details
are not given. However, the agreement calls for
a valuation to be made by an independent and
suitably qualified body or person appointed by
the Issuer.)

(What do you know about Ryden who did the market
valuation of the Portfolio on 15 August? Nothing
for sure. However, a Robert Neale, age 28, is a
member of the Supervisory Board of F. E. Reality
and he established Ryden’s office in Prague and
has been responsible for ©building their
commercial agency business.) °

(Are there any mortgages on the properties that
will be the *collateral" for this loan? Yes.
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Should you be concerned about them? Yes. Why?
The document states there are 3 small mortgages.
They will be repaid only two weeks after this
loan is made. If they are not prepaid they will
rank ahead of the proposed "“collateral®. The
balance sheet shows borrowings of Kcs 50
million.)

(Who appoints the independent person that will
determine the market value of the properties that
will be given as collateral under the Mortgage?
F.E. Reality a.s.)

(What are the weaknesses of the mechanics of how
collateral will be substituted? If a Property is
sold it will be at "Market Value" which will be
established by a Valuation. The Market Value
does not have to be the actual sale price. New
Properties can be substituted with properties of
equal or greater value. The value is determined
by the valuation. The basis for a valuation is
not given. It could happen that poor or even
worthless properties could be substituted but
could have a high valuation if <certain
assumptions are used.)

(Does the fact that the notes have a provision
that if any subsidiary goes bankrupt, does not
pay its debts, etc. give the loan agreement much
strength? No. Why? The guarantor is only
obligated to pay amounts it receives from the
sale of the property subject to the Mortgage.)

Guarantees.

(The credit will be guaranteed. Discuss the
terms and any limits to the guarantee. The
guarantees are limited as follows: (1) Flow East
a.s. guarantees the Agent that it will be
responsible for repayment of FE Reality’s debt;
(2) the Agent will hold a mortgage on certain
property owned by FE Reality which the Agent may
sell if necessary for repayment of the notes and
the Agent guarantees to distribute this amount to
the note holders, less the Agent’s expenses, to
the note holders; (3) Swiss Bank Corp has issued
a guarantee for a certain amount to the Agent to
cover interest due but unpaid by the issuer and
the Agent guarantees to distribute this amount,
less the Agent’s expenses to the note holders.
In no event do the note holders have a direct
guarantee from the issuer or SBC. The Agent only
guarantees that it will distribute whatever money
is left after its expenses and there is no
recourse for the note holders if the Agent does
not honor its guarantee.)

Vo ¥
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(What problem do you see in the paragraph that
talks about Security Arrangements? Comment on
the guarantee the Agent makes about exercising
its power of sale under the Legal Mortgages. The
problems are (1) there is no amount stipulated
for the value of the mortgages to be held as
collateral, and (2) any proceeds from the sale of
the property could be directed to reimburse the
Agent for expenses incurred in the sale. The
Agent guarantees only to exercise its power of
sale if the issuer is unable to repay principal
when due, and then to apply the proceeds, less
the Agent’s expenses, to the note holders.)

(What do you know about the ability of the
guarantor to honor its obligations under the
guarantee? Since the Agent is unnamed, we do not
know anything about the ability of the Agent to
honor its guarantee.)

\ tﬁy



Iinformadni dopis
.....odna 1993

F.E. Reality a.s.

[15] % smének splatnych v r. 1998

120 000 000 KCS ZAJISTENE SMENKY SPLATNE V R. 1998

EMISNI CENA: 100% jejich zdkladniho mnoZstvi

KUPON: [15] % ro&né, k placenf s ro&nim zpoZdénim

TERMIN: Maximalng 5 let

OMEZENI PRODEJE: Cesk4 a Slovensk4 federativnf republika

EMITENT: Emitentemn je F.E.Reality a_s., spolenost viastnén4 Flow East

Z4dost 0 emisi smének byla pfedioZena ke schvéleni Ministerstvu financi Caské republiky.
SPOLURIDICI CINITELE
Wood & Company spol. s r.0. [ ]

ZARIZOVATEL
Case & Co.

Toto informativni memorandum bylo pfipraveno jak v &aedting, tak v anglittind. V pfipadé

rozporu mezi obéma verzemi bude smérodatnd Cesk4 verze.

EMITENT

Emitentemn Gpisu je: FE REALITY a.s., ndleZit® organizovan4 spolecnost, platné existujici a
co do postaveni podiéhajici zdkondm Ceské republiky a nepfimo zcela viastnénou
pobodkou spaleénosti, kier4 je zaregistrovand v Jersey, Channel Isiands, Velka Britanie.

Emitemt bere na sebe zodpovédnost za informce, keré jsou v tomto informativnim
dokumentu obsaZeny. Emitent zpracoval informace podle nejlepsiho védomi a svédomi (a
bylo ucinéno v3e, co bylo moZné, aby tento pHpad skutednd nastal a tim jsou veskeré
informace obsaZené v tomto dokumentu ve shodd se skute¢nost! a neopomiji nic, co by
pravd&podobné ovlivnilo dilleitost takovych informagi.

Reditelé Emitenta a jejich néle2ité zakladni &innosti jsou:

James Lewis Woolf: Reditel. Vék 28 let, kvalifikoval se jako diplomovany Géetni u Price
Waterhouse v Londyné.

Steven Davies: Vedouci konstrukce a rozvoje. Vék 33 let, byl feditelem niznych spoleénosti
obchodujicimi s nemovitostmi v Anglii neZ se pfest&hoval v roce 1990 do Prahy.

Simon John Case: Vé&k 33 let, kvalifikoval se jako notaf u Linklaters & Paines v Londyné a
potom pracoval jako podnikovy finanénik u Morgan Grenfell & Co. Limited. (spol. s r.0.) Pfed
zaloZenim Case & Co. byl feditelern finanéniho oddéleni u Cariton Communications Plc
(vefsina obchodni spolednost).

Dozor&i pfedstavenstvo F.E. Reality, keré jo zodpovédné "za dohlizeni na &nnost

spoleénosti a schvalovani ro&nich finanénich zprév které jsou pfedkladdny Vyro&ni vainé
hromada, je sloZeno jak niZe uvedeno:

=
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Harry Woolf: Vék 58 let, byl pfedsedou Underwood Plc dokud tento podnik nebyl prodén
Boots Plc v roce 1988.

Robert Neale: Vék 28 let, zaloZil Ryden's office v Praze a byl zodpovédny za budovéni jejiho
obchodu jako komeréni agentury.

JUDr. M. Cilinkova: V&k 49 let, je éaskoslovensk4 pravnicka s viastni firmou situovanou v
Praze.

24dn4 osoba neni oprévnéna poskytovat jakékoliv informace nebo popisy, které by nebyly
uvedeny v tomto dokumentu v souvislosti s nabizenim smének a, pakliZe by k tomu doslo,
pak tyto informace nebo popisy nasmi byt povaZovdny za Emitentem nebo Case & Co.
nebo nékterym z obou TFediteld Emitenta za opravnéné. Z poskytnutf takové informace v
24dném piipad® nevyplyvd, 2e zde obsaZené informace jsou spravné a to plati pro
veskerou dobu poéinaje datem doruéeni tohoto dokumentu.

Emise smének neni vefejnou emisi. Ani Emitentem, ani Case & Co., ani hlavnimi fediteli
dohromady nebyla, neni a nebude provdd&na Cinnost, kterd by dovolila vefejnou emisi
smé&nek nebo cirkulaci & distribuci tohoto informativniho dopisu, nebo zvefejiiovéni
jakéhokoliv materidlu v souvislosti s Emitentaem ¢&i Sménkami v jakékoliv zemi, kde by
&innost pro tento Géel byla vyZadovéna.

Ministerstvo financi souhlasilo s emisi t&chto smének jak poZadovdno Zékonem o
obligacich z 26. listopadu 1990.

Tyto Sménky nejsou uréené pro distribuci mimo Ceskou a Slovenskou republiku.

SOUHRNNE LHUTY A PODMINKY PRO SMENKY

Sménky v hodnotd 120.000.000 Ké&s splatnych 1998 (Sménky) budou emitovany jestlize
bude mezi Emitentem a[ ] jako platebni kancelaf, matrikdfem a viecbecnou agenturou
podepsana Dohoda o platebni agentufe a obecnych podminké4ch datovana ** prosince
1992, kterou budou pfisiusné dinnosti podfizeny.

EMITENT: F.E. Reality a.s. ( ) ("Emitent®)
NAZEV SMENEK: F.E. Reality [15]% 1998
SIDLO: Klimentské4 52, 110 00 Praha 1

VEDOUC( CINITELE: Wood & Company; | 1
AGENT: [ 1

UHRNNA ZAKLADN{ CASTKA: 120.000.000 K&s

FORMA A NOMINACE: Registrované zéi%téné Sménky, ka2da v zékladni &dstce 100.000
Kés

UROK: [15] procent ro&nd, k placeni s roénim zpoZdénim
EMISNI CENA: 100 procent zdkladni &4stky za Sménky

PODOBA SMENEK: Pro dodrZeni podminek &ldnku 1(5) Zdkona o obligacich 530/1990
budou Sménky emitovany v nehmotné podobé. Vliastnictvi jo Sménkdm pfisouzeno
zapsénim do registry viastnictvl spravovaného Agentem v zastoupeni Emitanta. PFi pfevodu
vlastnictvi smének posle Agent driiteli Sménky certifikdt ("Certifikdt drZitele Sménky")
avidujici zdpis jména plisluSnych driitell smé&nek da ragistru.
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STAV SMENEK: Sménky ustanovuji zajistdné obligace Emitenta a (v souladu se zde
uvedenymi podminkami) ve viech plipadech maji rovnocenné postaveni (tzv. pari pasu) a
bez jekychkoli pfednostl pfed sebou navzijem.

KONECNA SPLATNOST: Emitent se zavazuje splatit vSechny Sménky v pivodni hodnoté
[par] bez daldich ozndmeni dne ....................... 1998, 2a pfedpokladu, e Sménky nebudou
pfedplaceny v souladu s kiauzuli *.

SPLACENI ZAKLADNI CASTKY: Emitent potvrzuje, Ze bude diuZit driiteliim smének pinou
2ékladni &astku smének jimi vlastndnych a bude splacet takovou zdkladni &astku jak
uvedeno v téchto podminkach a okoinostech.

PLATBY: Emitent potvrzuje, Ze bude provddét platby ve prospéch driiteld smének ve
vztahu k datim uvedenym v t&chto podminkéch a okolnostech a Ze platby budou provadény
pfevodem na Gget v Ceskych korundch spravovany driitelem smének spolu s bankou v
Ceské republice jak naposledy ozndmeno drZitelem smének Agentovi.

RUCENI: Flow East a.s. bezpodmine&ns ruéi za koneéné splaceni smének Emitentem a
splaceni veskerych trokt splatnych Emitentem.

[ ] jako Agent pro drZitele smé&nek m& bezpodmine&nou zéruku od Swiss
Bank Corporation po dobu, po kterou nebudou Sménky zaplaceny, stejnd tak jako za
splaceni splatnych Grokl v pfipadé nepindni zavazku bud’ Emitentem &i Flow East a.s. jako

ruditelem. V pfipadé povolani jako ruéitele ndi | ] drZiteldm smének dét vytdzky ze
zminéné zdruky na splaceni troku splatného dritelim smének v poméru k jejich podilim.
BEZPECNOSTNI OPATRENI: Emitent poskytne [ ] prvni prévné podloZenou

hypotéku na nemovitost k zajiSténi dodrZeni smicuvy plfedioZené Emitentem. Jestlize
Emitent selZe v terminu splatnosti pfi spldceni zdkladni &astky, pak Agent ruéi Driitelim
smének, 2e poulije svého prdva na prodej v rdmci této pravnd podioZené hypotéky,
uskuteéni prodej a pouZije vytéZek 2 téchto prodejd ke splaceni piné vy3e zdkladni &astky
splatné DrZitelim Smének v poménu k jejich podildm a k jejich uspokojeni touto &4stkou a
zbytek, bude-li néjaky, bude pfeveden Emitentovi.

SPECIFICKE SMLOUVNI PODMINKY
Emitent zabezpeti, 2e po dobu, po kterou jakékoliv ze smének ziistane nesplacena:

() Uhmna nesplacena zékladni &4stka by neméla pfevySovat mnoZstvi rovnajici se 75
procentim nezévisiého ohodnoceni portfolia v libovoiném okamZiku. Nezavislé
znovu—ochodnoceni nebude provadéno ménd ne2z jednou za rok mezinarodné
uznédvanou firmou z oblasti odhadil nemovitosti a kopie bude dod4dna Agentovi.

(i)  Hruby roé&ni pfijem z ndjmu Emitenta by mél byt rovny nebo vy3si neZ 150 procent
_ roéniho Groku splatného ze sménelc.

(i) Dokud Sménky nebudou znovu piné zvdZeny, nebudou Emitentem zaplaceny Z4dné
dividendy.

BRZKA PLATBA: Podle moZnosti Emitenta mohou byt Sménky splaceny 60 dni pfed
pisemnou zminkou k tfetimu vyrodi Sménky. Jestlize dojde ke splaceni pfed ** 1997,
pak bude spldtka 101 procent ze zdkladni ¢astky a jestliZe pfed ** 1998, pak bude
splatka 100,5 procent ze zékladni &4stky spolu s narostlym Grokem.

POSTUPY PRI NEPLNEN( ZAVAZKU

Agent mi2e podat Emitentovi pisemné oznimeni, 2e Sménky jsou, a Ze by se mély podle
dédle uvedeného textu stit, neprodlend splatnymi ve vySi své zdkladni &4stky spolu s
narostlym Grokem pfi kterémkoliv 2 ndsledujicich pfipadi:
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() Pokud nejsou pindny zdvazky ve spléceni jakékoliv zdkladni &4stky splatné s ohledem
na Sménky a pokud toto nepinéni trvd po dobu 7 dn nebo vice po prévoplatném
uvédomén(; nebo

(i) Pokud dojde k neplndni zdvazki pfi spléceni jakychkoliv splatnych trokd ze smének a
pokud toto nepinéni trvd po dobu 7 dnt a vice po pravoplatném uvédomeéni; nebo

(i) Pokud Emitent sel?e v dodriovéani jakychkoliv svych zdvazikli nebo smiuv ohledng
smének a pokud toto selhdni trv4 po dobu 14 dnll nésledujicich po prdvoplatném
uvédoméni Agentem vyZadujicim to samé k odstranéni nedostatku (je-li odstranéni
nedostatku moZné); nebo

(iv) Pokud jakékoliv jind pljtka nebo jiné zadiuZeni za pljtené penize od Flow East a.s.
nebo jakékoliv jind dcefind splolenost se stane splatnou jesté pfed napinénim divodu
pro nepinéni zdvazkd v celkové vysi ne méné neZ 1.000.000 K&s nebo pokud zaruka
&i zajistdni poskytnuté Flow East a.s. nebo dcefinou spoleénosti ohlednd plijtky &i
jindho zadluZeni za pljfené penize ve vy&i ne ménéd neZ 1.000.000 K&s neni
zaplacena pfi splatnosti a je poZadovana; nebo

(v} Pokud m4 byt ugindn jakykoliv pofddek kompetentnim soudem nebo ma byt uéinéno
usneseni pro likvidaci obchodu nebo rozpusténi Flow East a.s. nebo dcefiné
spolednosti mimo Ugely sloudeni, spojeni, konsolidace, reorganizace a podobnych
opatfeni schvalenych Agentem nebo pokud m4 byt udinén jakykoliv pofddek ohledn&
Flow East nebo dcefiné spoleénosti; nebo

(vi) Pokud n&jaky administrativni nebo jiny pfijemce, nebo néjaky administrator nebo jiny
podobny Ufednik bude dosazen ve vztahu k Flow East as. nebo dcefiné spoleénosti
nebo, ve vztahu k celkové &i znaéné &4sti jméni kierékoliv z nich.

NAHRADA

Emitentovi bude povoleno proddvat nemovitosti z portfolia se souhlasem Agenta za
pfedpokladu, Ze takovy prodej bude uéinén v trinich cendch dosvédZenych nezavislym
ohodnocenim a budou nahrazeny nemovitosti nebo nemovitostmi s ne niZsi hodnotou ne2
dle dosvédieni dalS$im nezavislym ohodnocenim mezindrodn& uznévanou poradenskou
firmou v oblasti nemovitostf. '

Emitentovi bude povoleno s jednomysinym souhlasem driteli smének prodévat nemovitost
a znovu investovat (nebo ne) vynosy z obchodu do dali nemovitosti nebo nemovitosti bez
nabizeni tohoto vidy jako pfedmét ndhrady na zdklad® smiuv podepsanymi Emitentem.

RIDICf PRAVO A SOUDNI PRAVOMOC (pro Sménky): Prévo Ceské republiky a prazskych
soudd.

ZDANOVANI: Uroky ze smének budou pfedmétem dand vybirané srdZkou a dalsich
uplatnénych dani v souladu s uplatnénou legislativou.

PREVOD SMENEK: Pfevod smének miiZe byt uskuteénén prodévajicim dr2itelem smének
prostfednictvim podpisu a vypinéni pfevodniho formuldfe nati§téného na opa&né strané
certifikdtu driitele Sménky. Certifikét driitele Sménky a vypindny pfavodni formulaf museji
byt potom odeslany Agentovi na adresu obsaZenou na pfevodnim formuléfi, spolu se
zdkladni E4stkou smének, které byly nakoupeny. Agent pfislu$n& opravi rejstfik a b&hem tH
v3ednich dni podle novy certifikdt driitele smének prokazujici takovy novy z4znam
kupujicimu a tam, kde je to vhodné, prodévajicimu driteli smének pokud se tyée mnoZstvi
neprodanych nebo nepfevedenych smének. .



Pfevod se stane uskuteénénym na zéklad® vystavené pljemky Agentem potvrzujici
spravné vypinéni a podepsdni pfevodniho formuldfe. Za G&elem poskytnuti Agentovi Eas
udinit administrativni opatfeni, musf byt pfevod smének ozndmen Agentovi nejméné 15 dni
pfed datem platby jakéhokoliv Groku &i zdkiadni &4stky, jelikoZ takové platby budou
uskuteéndny ve prospéch driitele smének, kiery je zapsan do rejstfiku 15~tého dne pfed
datem pro takové plathy.

ZAZNAMY NA BURZACH: Sménky nebudou zpo&stku uvddény v zdznamech na burzéch.
Zamérem pomocnych vedoucich manaZenl je zfidit pro Sménky trh na zdklad® vyrovnané
vyhodnosti.

VYROZUMENI DRZITELUM: Vyrozuméni driitelim smének a vyro&ni finanénfi zpravy
Emitenta budou zasildny postou drZiteldim smének na jejich adresy uvedené v rejstiku.

UDAJE O UTVARENI EMITENTA:

POPIS EMITENTA:

FE REALITY vlastni nemovitosti (budovy spolu s pozemky) skupiny ("portfolio®). Portfolio
sestava z 9 nliznych dobfe situovanych komerénich a rezidenénich nemovitosti v centru
Prahy. Podrobny popis portfolia je uveden v ohodnoceni spoleénosti Ryden na strané °.

Portfolio je aktivné spravovano vlastnim profesionéinim tymem spoleénosti a restaurovani a
modemizace jsou uskuteéiovana jak viastnimi zaméstnanci, tak mistnimi dodavateli.

Planovand roé&ni zprava ohledn& pfijmi a vydajl k 31. prosinci 1992 ukazuje celkovy piijem
11,31 miliénd Kés. Pfedpovéd pro rok kon&ici 31, prosincem 1993 ukazuje tuto hodnotu
zvy3enou na 33,25 miliénd. Sklizesi z tohoto portfolia bude pokradovat jak spoleénost bude
ziskévat piné neobsazené nemovitosti a bude schopna zmodemizovat a znovu pronajmout
za otevfené trzni ndjemni ceny.

Nez4vislé otevfené trini ohodnoceni portfolia provedené spolegnosti Ryden dne 15. sipna
1992 pfedstavovalo 173 miliénd.

Uvod k zdkonu o mimosoudnich restitucich na nemovity majetek pro Eeské ob&any umoznil
Fadné zfskat bfemeny nezatizené budovy spolu s pozemky v Praze. Veskeré nemovitosti
jsou ve farmé vlastnictvi budov souéasné s pozemky a majetek Emitenta je zaregistrovan v
pozemkové knize v Praze.

POPIS RUCITELE

Flow East as. ("Flow East”), pfima matefskd spoleénost Emitenta, byla zaloZena z
nékterych plvodnich hlavnich akciondhl britské vefejné obchodni spoleénosti Underwood
PLC ("Underwood") ndsledované Gspéinym prodejem této spoletnosti firmé Boots PLC
("Boots"} v roce 1988. Spoleénost Underwood byla zaloZena v roce 1962 jako
maloobchodni drogeria ve stfedu Londyna. B&éhem obdobi 30 let se rozrostla na celkern 55
obchodd, kaZdy o prfimémé rozioze 1000 metni &tverednich. Pfed prodejem firmé Boots
byla spole&nost Underwood uvedena v seznamech Mezindrodni burzy. Harry Woolf, feditel
rady pfedstavenstva Emitenta, byval pfedsedou spolenosti Underwood a2 do prodeje firmé
Boots.

TataZ skupina akciondhl byla od roku 1962 do 1989 zapojena do investiéni &innosti do
nemovitosti v centru Londyna. V3echny tyto investice byly ke konci roku 1989 se ziskem

prodany.

V roce 1990 se skupina akciondhl rozhodla investovat ve Vychodni Evropé a zaloZila Flow
East a.s. jako svoji investiéni zakladnu v Praze, Ceskoslovensku. James Woolf, feditel Flow
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East, se plestdhoval do Prahy poté, co se kvalifikaval jako diplomovany Ggetni u Price
Waterhouse v Londyné.

Prvnim pokusem Flow East v Ceskoslovensku bylo zaloZeni partnerské firmy pro Science
Systems, potitatovou softwarové orientovanou spoleSnost. Tato spoleénost, Disam
Systems, je vlastnéna z 25 procent Seskoslovenskymi fidicimi pracovniky a zaméstnanci, z
8 procent Flow East a zistatek spoleénosti Science Systems. Zaméstndvd kolem 70
pracovnikid a Gsp&3né obchoduje.

Mimo Emitenta vlastni Flow East 50% maloobchodni spoleénosti M + J GENUINE DESIGN
a.s. Tato spole€nost se zabyva vyrobou, velkocobchodem a maloobchodem pro turisticky
primysl. Jejich vyrobky zahmuiji viastni publikace knih 0 uméni a historii, potisténa trika,
zbo3i z kFig»4lového skla a dal3i typické turistické pfedmaty. Ceskoslovensko navétivilo v
roce 1991 pfibliZnd 85 milibnd cizincd, z nichZ velk& vétSina navstivila Prahu, jednu z
nejrychleji rostoucich turistickych atrakci na celém svétd. Spolecnost v soudasné dobé
provédi distribuci do zhruba 100 odbyti$» a provozuje Sest svych viastnich prodejen.

Uity této spolednosti pro rok kon&ici 31. prosincem 1992 pFedvidaji nezdanéné zisky ve

vydi 15,4 miliond Kés na zdkladé obratu 46,4 milién K&s. Podle planu toto stoupne na
nezdanéné zisky na vy$i 44,3 milion K&s na z4klad& obratu 110,4 miliénd K&s v roce 1993.
V soudasné dobé zaméstndva zhruba padesét lidi a ma svou vlastni fidici a vykazovaci
strukturu.

INVESTICNI FILOSOFIE

Praha je malé mésto se silnd kontrolovanym centrem mésta. Je zfejmé, 2e dostupnost
komeré&nich prostoni ve stfedu mésta je znaéné omezend Zakony tykajici se planovani a
praZské pamditkové (Fady omezuiji pfileZitosti pro rozvoj ve velkém méfitiku. Pl4n na strané
... ukazuje umistdni nemovitého majetku portfolia demonstrujici jeho centrdlni polohu.
Rovné2 ukazuje umisténi nékterych vyznamnych mezinarodnich spole&nosti a profesionalni
klientely majici v Praze kanceléfe, coZ vyvolalo silnou poptdvku na kanceldfské prostory a
na byty pro bydleni pro cizozemské zaméstnance. Program privatizace spolu s projekty
Joint Venture mezi Seskymi a zahraniénimi spoleénostmi tuto poptavku jesté déle zvy3i.

Praha je velmi atraktivnim méstem a feditelé Flow East véH, Ze centrdiné umisténé
ubytovénl, jak komeréniho, tak i rezidenéniho charakteru, bude vice vyhledavano neli
pfipadné nové rozvinuté oblasti na periferiich mésta.

JelikoZ je mnohy nemovity majetek portfolia umistén v ulicich, které jsou vhodné pro zfizeni
maloobchodnich jednotek v Grovni pfizemi, Ize dosdhnout dobrého poditeéniho vytéZku,
zatimco bude probihat renovace zbylych &4sti budovy. Préce potfebnd k dotaZeni vétSiny
nemovitého majetiu portfolia na nezbytnou standardni Groveri je za nomdlinich okolnosti
dostupnd rychle a s omezenymi vydaji za vyuZitf mistnich dodavateld a vlastnich
zaméstnancd spoleénosti. Spoleénost tésné spolupracuje s Gfady pro pldnovéni a s
pamétkovymi Ufady, aby bylo zajiSténo, 2e jeji nemovity majetek budou zrestaurovény
pfiméfenym zpisobem.

FINANCOVAN(

Ziskavani portfolia bylo hrazeno z akcii poskytovanych akciondfi spoleénosti Flow East
nebo z plijéek od spoleénostl, na kierych se skupina investord majetkové podili. Na urdity

nemovity majetek byly vystaveny tfi hypotéky, které budou v piné vy3i splaceny v pribéhu -

&trnécti dnf po uzavienf této emise.
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Reditelé v, Je je pliméfené v této dobd opatn& zvysit pomér zadiuZeni a celkového
jménk, ktery tato emise pro FE Reality pfedstavuje.

POUZIT] VYTEZKU

Celkové vytdZky emise smének po adpoditani provizi a vydajd spojenych s emisi budou
pouZity pro v8eobecné iely spoleénosti, pracovni kapitdl a bude-li to pfiméfené, pro dalsi
investice do nemovitosti v Praze.

OCENOVANI

Nasledujici text je textem ocenéni portfolia provedeného spoleénosti Ryden ze dne 15.
smna 1992, co je publikace, ve které spoleénost Ryden potvrdila pisemné swiij souhlas.
Rovné2 potvrdila, 2e neexistujf 24dné okolnosti, kterych by si byla védoma, kieré by vedly k
vypracovéni kvalifikaéniho posudku ke své zpravé, kdyby ji méla podepsat dnes.

UCETNI ZPRAVA

Ndésiedujici text je vytazék z auditorské zprévy seskupenych spoleénostf zpracované firmou
Lubbock Fine March (CS) spol. s r.0., diplomovani igstnf, Na StrZi 63, 140 62 Praha 4.

"Podle naseho ndzoru dévaji vysledovka a rozvaha podie &eskoslovenskych tietnich
konvenci materidiné spravny obraz finanénich vysledkl aktiv a pasiv spoleénosti za obdobi
ke 31. prosinci 1991.

FINANACE

Tabulka 1: Skupina sloudila pfedpoklddané vysledovky pro roky konéici 31. prosincem
1992-1997

1992 1983 1994 1995 1996 1997
KEs (miliny)
Triby:
Prode] 464 1104 1105 1105 1105 1105
Trsby z ngjmd 11,4 20,9 43,0 52,4 61,3 70,1
Nékiady na tréby 13,8 3338 35,1 35,4 35,6 35,8
Hruby zisk 40 1065 1184 1275 1362 1448
Provoznf nakiady 19,5 345 36,5 38,9 41,6 44,6
Zisk pred zdanénim 245 725 81,9 88,6 946 1002
a zdrodenim )
Urok 2.9 165 165 18,5 16,5 16,5
Zisk pfed zdanénim 21,6 56,0 . 65,4 72,1 78,1 83,7
7
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‘ Vedkaré predpoklady jsou zaloZeny na odskévénich feditell pokud se jedna o prodeje a
vydaje; kieré jsou zaloZené na vykonu spolenosti do fijna 1992. Tyto pfedpoklady jsou
zahmuty pouze pro ilustrativni GCely a nejsou ani mySleny jako zdruky pro vykon
spolednosti, ani nejsou mysleny jako pfedpovédi.

Tabulka 2: NavrZena skupina slougila rozvahy jako ke dni 31, srpna 1992

AKTIVA
Kés '000
Pevné/diouhodobé:
Nemovity majetek 179.115
Vozovy park 654
Investice
Soudéasné:
Akcie 16.976
Ptedplaceny ndjem 5§25
Penize v hotovosti 15.288
212.558
PASIVA A KAPITAL
Véfitelé:
Vypdjcky:
Bankovni 43.956
Ostatni diuZnici 6.118
. Zdavazky (obchodni) 9.990
Zéavazky (mzdy) 1.683
Zavazky (dané) 186
61.933
Cisté jméni 150.625
Kapitdl & rezervy
Kapitél ve vydanych akciich 25
Neemisni upsany kapital 107.977
Rezervni (nevydané) akcie 10
Revalva&ni rezerva 30.000
Zadr¥eny zisk 12,563
) 150.576
50
150.625

Tabulka 3: FE Reality - Pfedpoklddané vysledovky pro roky konéici 1992-1997 spolu s
podrobnymi pidny pfijmd z ndjmd a vydaje na stavebni price a dovolené.

Kés (mil.) 1982 1993 1994 1995 1996 1997
PHjmy z n&jma 894  330% 3876 4831 57,35 66,21
. Sluzby 0,17 0,24 0,27 0,28 0,30 0,32



Dalsf plfjmy 2,20

UHRNNE PRIUMY 11,31 33,25 39,03 48,59 57.65 66,53
NAKLADY

Groky 2,92 16,50 16,50 16,50 16,50 16,50
mzdy 2,00 3,08 431 5,17 8,21 7.45
dand 0,86 2,63 3,98 422 4,48 4,65
odpisy 0,72 0,71 0,78 0,86 0,95 1,05
pojistani 0,45 0,50 0,55 0,61 0,66 0,73
rizné 1,08 1,32 1,45 1,60 1,76 1,93
CELKEM 8,03 24,74 27,57 28,96 30,54 32,31
Zisk pfed zdandnim 3,28 8,51 11,46 19,63 27.11 34,22

DIAGRAM ZOBRAZUJICI STRUKTURU SKUPINY FLOW EAST SPOL. SR.O.

FLOW EAST SPOL. SR.O.
100%

FLOW EAST a.s. 95%
50% 5%

M&J GENUINE DESIGN a.s. FE REALITY as.

Registrované kanceldF Emitenta: FE REALITY a.s.
Klimentsk4 52, 110 00 Praha 1
Ceskoslovensko

Ruéitel: Flow East a.s.

Klimentsk4 52, 110 00 Praha 1

Ceskoslovensko

Platebnf kancel4F, matriksF & vieobecnd agentura: [ |

Spolufidici jednotky:  Wood & CO.
[ ]

Zafizovatel: Case & Co.

Pravnf poradci zafizovatele:
Pro &eskoslovenské pravo: Balcar, Polansky & spol., Ndrodni 32, 116 66 Praha 1

Pro anglické prévo: Linklaters & Paines, Barrington House, 59-67 Gresham Street, London

EC2V 7JA.



LHUTY A PODMINKY PRO SMENKY

Sménky byly emitovdny dne{ e ] a jsou pfedmétem dohody s platebni agenturou ze
dne[ e ]("Dohoda s agenturou”) mezi Emitentem, FLOW EAST A.S. jako ruéitelem
("Ruéitel a[ e ] jako piatebni agenturou a matrikdfem ("Agent”). Vytisky Dohody s
agenturou jsou pro Glely inspekce dostupné bshem b&Zné uUfedni doby v uvedenych
kanceldfich Agenta. Pfedpokldd4 se, Ze driitelé smének budou mit zpravy o viech
ustanovenich Dohody s agenturou, které se jich budou tykat.

1. FORMA, DENOMINACE A VLASTNICTVI
(a) Forma a denominace: Sménky jsou v nehmotné formé v denominaci 100.000 Kés.

(b) Vlastnictvi a Certifikdt driitele Sménky: Vlastnictvi je Sménkam pfisouzeno zépisem
do rejstfiku, pficem? Emitent zajisti, aby tento byl uchovavan u Agenta. Za téchto
podminek “drZitel Sménky"” a “drZitel” pfedstavuje osobu, na jejiz jméno je v tomto
rejstfiku pfipsdna Sménka, coZ miiZe nastat. Emitent zafidi, aby Agent vystavil
certifikity driitelim smének, ktefi v 8 dobé dosvéd&i zédpis jména pfislusného
Drzitele Sménky do rejstfiku, a takové certifikaty ("Certifikity DrZitelll smé&nek”) budou
uvéadét polet smének registrovanych na jméno pfisiusného drZitele smének a budou
mit na rubu natiitdny pfevodni formuldf. S driitelem jakékoliv Sménky bude (s
vyjimkou, bude-li dle zédkona nebo Podminky 2 vyZadovano jinak) naklddédno jako s
jejim absolutnim viastnikem ve vSech pfipadech (a» je & neni dévno splaind a
nezévisle na jakémkoliv ozndmeni o viastnictvi na pfisluSném Certifikdtu driitele
Sménky &i na podilu na ni, na jakémkoliv zdpisu v ném, nebo na jeho ukradeni nebo
2trété) a 2Adné osoba za takové naklddani s driitelem nebude zodpovédnd.

2. PREVOD SMENEK

(a) Prevod smének: Sménka mie byt pfevedena, vzdi-ii se nékdo pfisiudného
Certifikatu driitele smének spolu s pfevodnim formuldfem natiSténym na rubu listu,
ktery bude nédleZité vypinén (daji obsahujicimi adresu osoby, na kterou se pfevadi a
podet smének k pfevedeni a k provedeni, coZ bude provedeno v kancel4fi Agenta. V
plipad® pfevodu pouze &isti smének bude vzhledem k nepfevedenému zlstatku
vystaven osob8, kterd pfevadi, novy Certifikat driitele smének.

(b) Dodéni novych Certifikatd driitele smének: KaZdy novy Certifikdt driitele smének

vydany na zdkladd pfevodu smének bude b&hem tff vednich dnil od obdrZeni
plavodniho formuldfe poslén doporudenou postou na riziko dritele uvedeného v
driitele smének na adresu, jak4 bude uvedena na poZadanf nabo na
dnim formulafi.

(c) Bezplatné forméini zleZitosti: Vyména Certifikatl drZitele smének pfi pfevodu nebude
zatiZena poplatkem vi&i drZiteli ani ze strany, ani ve prospéch Emitenta, Ruditele
nebo Agenta, av§ak toto se netyka dani &i jinych statnich poplatkd (nebo podobnych
poplatiki3, kieré musel zaplatit Agent), které v souvislosti s timto mohou byt uloZeny.

(d) Uzavfend obdobi; Z&dny driitel smé&nek nesmi od Agenta poZadovat zaregistrovani
pfevodu Sménky b&hem obdobi trvajiciho 15 dni a kongiciho v den splatnosti pro
Jakoukoliv platbu té které Sménky.
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(b) Emitent vypsal hypotéku ("Hypotéka") na nékolik nemovitosti jim v Praze viastnénych
("Nemovitosti) ve prospéch{ e ]( e [ jako hmotnou zdruku na zdvazky ze
strany[ e ]drZitelim smének v rdmci ruéeni platby Emitenta jim poskytnutym. Na
zéklad® této zdruky budou zdvazky ze strany { e ] - provést platbu driitelim
smének - omezeny vy§i &4stky, kierou[ o ] zrealizuje prosazenim t&chto hypoték,
sniZzenou o naklady, které sitimto[ e ] pfivodil

(c) Navic Swiss Bank Corporation zaruéila ve prospéch[ e ] platbu drokovych &4stek
splatnych pokud jde o Sménky do vySe DM [ }[ e ]poskytl driitelim sm&nek
podobnou zdruku s vyjimkou, 2e zdvazky ze strany[ e ] v rdmci tohoto ruéeni
budou omezeny vy3i &astky, kterou [ e | zrealizuje prosazenim téchto hypoték,
pfevedenou v souladu s b&Znymi praktikami[ e ]do Ké&s, sniZenou o néklady, kieré
si v souvislosti s timto prosazenim nebo pfevodem[ e ] pFivodil.

(d Emitent miZe prodat néiteré ze viech nemovitostl, které jsou pfedmétem Hypotéky,
za pfedpokladu, Ze:-

() kaZda z nemovitosti bude prodéna za tr2ni hodnotu, pfitemZ tato hodnota
bude stanovena ocenénim provedenym nezdvislou a pfiméfend.
kvalifikovanou prévnickou nebo fyzickou osobou, vybranou Emitentem
("Ocenéni™).

(i) kaZd4d z prodanych Nemovitosti bude nahrazena nemovitosti nebo
nemovitostmi o stejné nebo vy3si hodnotd, pficemz tato hodnota bude
stanovena Ocenénim; a

(if Agent s prodejem souhfasf;

(8) JestliZe driitelé smének dospéji k jednomysinému souhlasu a bude-li spinéna
podminka 9, pak miZe Emitent prodat nékteré ze viech svych Nemovitosti, které jsou
pfedmétem Hypotéky a znovu investovat vynosy z prodeje do dalSi nemavitosti nebo
dai8ich nemovitosti, (ani2 by tyto nabizel pro Ulely nahrazovéni) které by nebylo
pfedmétem Hypotéky. -

4, UROKY

Sménky vyndlejl Groky ode [DNE UZAVERKY] se sazbou 15 procent za rok, dosahuijici

-] Kés za 100.000 Ké&s zdkladnf &4stky smének, k placeni vidy s roénim
v [KUPONOVY DEN] kaZdoroéné [(vietnd DNE KONECNE SPLATNOSTI)].

nka plestane vynésSet Uroky poéinaje dnem splatnosti, nedojde-li k tomu, Ze
sphlnd platba zdkladni &4stky bude v dobé splatnosti nepatfiéné odepfena nebo odmitnuta.
V takovém pfipadé bude Sménka pokratovat ve vynaSeni Uroku za steiné sazby dokud
nenastane kterykoliv z dfivéjSich dnd: (a) den, kdy v3echny splatné &4stky v souvislosti s
touto Sménkou budou do tohoto dne obdrZeny ze strany nebo ve prospéch plisluiného
drZitele, neba (b) den, kdy uplynulo sedm dni poté, co Agent ozndmil driiteilm smének
pfijeti vdach éastek splatnych v souvislosti se véemi Sménkami do tohoto sedmého dne (s
vyjimkou, kdyby dodlo k chyb& ph nasledujicl platbé pfisludnym driitelim v rdmci téchto
podminek). Bude-~li poZadovdn vypolet Urokd za obdobi krat§i jednoho roku, bude

vypoditan na zéklad® roku s 360 dny obsahujfciho 12 mésicl, kaZdy po 30 dnech a v

piipadé nedokonéaného mésice poet proiych dni.

i
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5. SPLACEN A KOUPE

(@) ; ni: Nebyly-i Sménky pledtasnd spiaceny, nebo
zmidny budou splaceny ve své zékladni &4stce v [DEN KONECNE SPI.ATNOSTI]
Sménky nesméjl byt spliceny podle volby Emitenta jinak, neZ v souladu s touto
Podminkou.

(b) Spléceni podie mosnosti Emitenta: Emitent mie, kdykoliv nebo po [DNU
UZAVERKY + 3 LETECH] s podénim neodvolateiného pisemného ozndmeni

driitellm smének ne vice neZ 120 a ne méné neZ 60 dni pfedem, splatit v3echny
Sménky, aviak ne pouze nékterd:-

() jestlie budou splaceny [pfesn& nebo] pfed[ e prosincem 1996] ve vysi
101 procent své zakladni &dstky;

(i) jestlize budou splaceny po [ prosinci 1996}, aviak [pfesné nebo] pfed[ e
prosincem 1997] ve vy$i 100,5 procent své zakladni &4stky

(i) jestlize budou splaceny pozdéji ve své zdkladni vysi [spoleéné pro kaZdy
pfipad s Groky narostiymi ke stanovenému datu splatnosti].

(c) Koupé: Emitent a Ruéitel sméji kdykoliv nakoupit Sménky v otevfenych trZnich cenadch
nebo v jakychkoliv jinych cenéch.

(d) Zrudeni: V8schny Sménky takio splacené nebo nakoupené budou zru$eny a nesméji -

byt znovu emitovény nebo znovu prodény.

{6} Ozndmeni o_splaceni: Viechny Sménky, ohledné kterych byl vydédno jakékoliv
ozndmeni o splaceni, budou splaceny v terminu uvedeném na tomto ozndmeni v
souladu s touto Podminkou.

6. PLATBY

(a) Platby provedené pfevodem: Platby za Sménky budou placeny osobiam uvedenym
jako Dréitelé smének v rejstftku v okamZiku ukonéeni pracovni doby patnictého dne
pfed datem splatnosti platby Grokd (“Den z4pisu"). Platby budou provedeny pfevodem
na korunovy Uéet spravovany pifjemcem u takové banky v Praze, jakou pfijemce
oznamil Agentovi ne ménd neZ 15 dni pfed datem splatnosti jakékoliv platby v
souviglosti se Sménkami. Pochybi-li pfijemce ozndmit Agentovi bankovni Géet, na
jaky by platba méla byt provedena, ozndmenim tohoto v terminu spadajicim do
obdobi méné ne2 15 dni pfed datem platby, milZe tato zpdsobit zpoZdéni provedeni
plisiuiné platby, ani2 by Emitent byl zavdzan platit dodateéné Groky ze splatné

)M Plvodni Agent a jeho piivodnd uvedené kanceléfe jsou vymezeny v Dohodé s

3. Emitent a Ruéitel si vyhrazuji pravo kdykoliv zménit nebo ukondit
8 Agentem a urcit daléiho nebo jiného Agenta, za pfedpokladu, 2e budou
mit vidy k dispozici ndjakého Agenta v Praze. Ozndmeni o jakékoliv zméné ohledné
Agenta nebo ohledné uvedené kanceléfe bude neprodienéd poddno Driitellm smének.

7. ZDANEN{

Viachny platby chlednd Smének nebo v rdmci Rudeni budou pfedmétem srdZky dani
uloZenych nebo zadrZenych jakymkoliv zpisobem ze strany nebo v rdmci Ceské republiky
nebo jakoukoliv instituci v nebo z Ceské republiky majicf pravomoc ke zdaftovén.

8. PRIPADY NEPLNENI ZAVAZKU
Jastii¥e se objevi a bude trvat jakykoliv z nésledujicich pfipadd:-
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(a) Neplaceni: dodlo k nedodrZeni zévazkil ohledné platby jakychkoliv Groki z libovolnych
Smének, jsou-§ splatné a toto nedodrien! zdvazial trvd po dobu 7 dni; nebo

rudan{ jinych zdvazia): Emitent nepini nebo se nepodrobuje jednomu nebo vice ze
svyjch zévazkil ze Smének, pfitem2 toto pochybeni neni moZno napravit nebo nebyio
napraveno bdhem 14 dnil poté, co ozndmeni o tomto pochybeni bylo pfedédno
jakymkoliv Dr2itelem smének Emitentovi v uvedenéd kancel4li Agenta; nebo

(c) Nepindni zdvazkl vi&i jinym vafitelim: (i) jakékoliv jiné soutasné nebo budouci
zadiuZeni Emitenta nebo Rutitele nebo jakékoliv jiné poboiky Rutitele za nebo
ohledné plijtenych nebo opatfenych pendz splatnych jestd pfed jejich uvedenym
terminem splatnosti jinak neZ prostfednictvim volby Emitenta, nebo prostfednictvim
volby Ruéitels, coz miZe nastat, nebo (i) 24dné takové zadiuZeni nebude splaceno v
terminu splatnosti, nebo v pribéhu jakéhakoliv snesiteiného obdobi 'milosti’, co2 miZe
nastat, nebo (i) Emitent nebo Rutitel nebo jakakoliv dali pobotka Ruéitele pochybi
pFi splaceni jakékoliv jimi splatné ¢astky v terminu splatnosti v rdmci jakychkoli
souéasnych nebo budoucich zaruk nebo néhrad za jakékoliv vypljené nebo opatfené
penize za pfedpokiadu, 2e celkova £4stka piisiudného 2adluZeni, 2aruk a odikodnéni,
ohledn& kterych jeden nebo vice z vy3e uvedenych pfipadd v tomto paragrafu (c),
které se objevily, se rovnaji nebo pFevySuji &astku 1.000.000 K&s nebo jeji ekvivalent
{na zdkladé stfedniho kursu pfisiuiné mény proti koruné v tom daném okamiiku podie
Gdajd Statnf banky a.s. (a pochybi-li tato, pak podle Udajl jiného podobného
oficidiniho zdroje) toho dne, kdy bude tento paragraf pouit), za predpokiadu, Ze
takovy pfipad nenastane pouze 2 diivodu, Ze Statni banka a.s. (nebo jind podobna
instituce, kterd bude v plisiusné dobd zodpovédnd za poskytovani vymény zahrani&nf
mény), kterd pochybi v fom, Z2e neumoZni provést pro Emitenta vyménu zahraniéni
mény; nebo

(d) Vynucovaci prostfedky: dojde k zabavovéni, vynucovéni nebo Zalovéni, jako je
zabaveni majetku, obstaveni majetku, exekuce nebo jiné prévni procesy proti &4sti
nemovitého majetku, jméni nebo vynosd Emitenta nebo Ruéitele nebo jakékoliv z
jejich doty&nych pobolek a nedojde bdhem 30 dni ke zprosténi obZaloby &i odloZeni;
nebo

(b)

(6) Vynucovdni 2aruky: dojde k vyméhéni jakékoliv zdruky & hypotéky, soudasné &i
budouc{, vytvofené &i pfedpoklddané Emitentem nebo Ru&itelem nebo jakoukoliv z
jejich dotyénych pobodek a jsou u€indna veskera opatfenf k jejich vynuceni (véetné
odebrani majetku nebo jmenovéni likviddtora); nebo

(d Insolventnost: Emitent nebo Ruditel nebo jakdkoliv z jejich dotyénych pobolek je

(nobo is nebo by mohia byt, povaZovdna zdkonem nebo soudem za takovou, e je)
3 antni nebo v bankrotu nebo neschopna splatit svoje diuhy, pozastavi, pferudi
hrozi pozastavit nebo pferusit platby viech nebo podstatnou &4st svych (nebo
~konkrétnich) diuhld, navrhne nebo provede celkovy pfevod viastnictvi nebo
N nebo kompromis s pHsiudnymi véfiteli &i ve prospéch pfislusnych véfitell v
‘souvislosti s jakymikoliv z téchto diuhd, nebo je dohodnuto &i vyhldSeno pfiro&f tykajics
se &i oviiviujici viechny &i ndjaké z E4sti (& konkrétnf &4sti) diuhd Emitenta nebo
Ruditele nebo jakékoliv z jejich dotyénych poboéek; nebo

(9) Likvidace: je vysloven pfikaz nebo je provedeno U&inné rozhodnuti pro likvidaci nebo
pro zrudeni Emitenta nebo Ruditele nebo jakékoliv z jejich doty&nych pobodek, nebo
Emitent &i Ruditel ustane nebo hrozf ustat v pokratovani ve v8ech nebo v podstatné
Gasti své obchodni dinnosti & provozu, s vyjimkou G&elu nebo néaslednd po

rekonstrukci, splynuti, reorganizaci, sloudenf nebo konsolidaci v -terminech

schvélenych Agentem; nebo
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(h) Qbdobné udalosti: nastane jakykoliv pfipad, ktery md ve smyslu zdkond jakéhokoliv
prévniho systému obdobny efekt na pfipady, na které bylo odkazovéno v jakémkoliv z
pledchézejicich odstavc;

pak vdechny, avéak ne pouze nékteré ze Smének, mohou byt na zédkladé pisemného
oznameni pfedaného driitelem & driiteli, viastnicimi zdkladni &4stku alespori 2.000.000
K&s, Agentovi do jeho uvedend kanceléfe prohlaSeny za okamiitd splatné, naleZ se
Sménky stanou okamitd splatnymi ve vy$i své zakladni hodnoty spolu s narostlymi Groky
bez dalSich formalit, aviak za pFedpokladu, Ze tato udélost nebo pochybeni bylo napraveno
jesté pfed obdrZenim takového ozndmeni Agentem.

9. SMLOUVY EMITENTA A RUCITELE

Kdykoliv pfed splacenim Smének ve vy&i jejich zdkladni &4stky, a» uZ byly splaceny dne [ e
] nebo pfed je&td timto datem nebo byly odkoupeny nebo zruSeny;

() celkové dosud nesplacend zdkladni ¢éstka za Sménky nepfekroéi &dstku rovnou 75
procentdm hodnoty nemovitého majetku v Kés, tato hodnota bude stanovena
ocendnim ("Vyro&ni ocen&ni”) Nemovitosti provedeném dne 15. srpna 1992 a vidy
jednou v kaZdém ndsledujicim kalenddfnim roce nezdvislou a pfiméfend
kvalifikovanou pravnickou nebo fyzickou osobou uréenou Emitentem;

(i) Emitent dod4 Agentovi vytisky Vyroéniho ocenéni b&hem 10 dnl od dodéni Vyroéniho
ocenéni Emitentovi

(i) hruby roéni pfjem Emitenta v K& z ndjm0 2 nemovitosti se bude rovnat nebo bude
ptevySovat &istku rovnou 150 procentim z hrubych roénich trokd splatnych ze
Smének;

{iv) Emitent neuzni nebo nezaplati dividendy nebo neprovede jakoukoliv distribuci ve
prospéch jakychkoliv svych akciondfl, a zajistf, aby 24dn4 jind osoba v jeho jménu
takto rovnéz neucinila;

(v) Agent vyhotovi kopie poslednich Vyro&nich ocendni a roénich dletnich zprav, které
obdrZel, aby byly pfipraveny pro provéfeni DrZiteli smének; a

(v Emitent poskytne Agentovi kopie svych zauditovanych roénich Géetnich zprév, a to
neprodlené po jejich vydéani.
10. UPRAVY DOHODY S AGENTUROU

Emitent a Rué&itel povoli jakékoliv Gpravy Dohody s agenturou, nebo jakékoliv zfeknuti se
prav nebo opravnéni k jakémukoliv poruéeni &i navrhu porudeni Dohody s agenturou nebo
pfizpdsobeni se jakémukoliv pochybeni, jen tehdy, jestlie by toto nemohio byt divodné
odekdvéno jako kodici z&jmim DrZiteld smének.

11. OZNAMENI

Oznéameni driteliim Smének jim budou zasilany na jejich dané adresy v Rejstfiku a budou
povaZovany jako pfedané sedméha dne po datu odeslani.

12. RiDlci PRAVO

Ridici pravo: Dohoda s agenturou a Smé&nky budou podfizeny a postaveny v souladu s
pravem Ceské republiky.
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Review of Proposed Credit Approval Systems
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TO: JUDr. Olga Polanecka
Commercial Division
Czech Savings Bank

FROM: Steve Graybill
KPMG Peat Marwick
Policy Bconomics Group

DATE: March 26, 1993

SUBJECT: Review of the Proposal for the Credit and Capital
Committee and System of Authorities for Approving
Active Trades.

You requested that KPMG review the "Proposal for the Credit and
Capital Committee and System of Authorities for Approving Active
Trades". Our comments are as follows.

The draft proposal is a major improvement over the existing system.
However, we believe that there is room for further improvement. We
present the following suggestions and comments for vyour
consideration.

I. LEVELS OF AUTHORITY FOR APPROVAL.

A, The draft proposal sets levels of authority for approval
based only on the Kc amount of a tramnsaction. Por
example, if a transaction is for Kc 10 million, it could
be approved at the District Branch level. We suggest
that the levels of authority also consider the complexity
and Risk Rating of a transaction so that those
transactions that are more complex and/or are more risky
would be elevated to a higher authority for approval (we.
realize that the Risk Rating System has not yet been
fully designed nor implemented, however we suggest that
the approval system be prepared to incorporate the
concept). For example:

1. Transactions up to Ke 10 million and a Risk Rating
of 1, 2, or 3 (i.e., the three best ratings) could
be approved at the District Branch level.

2. A transaction for Kec 10 million but with a Risk
Rating of 4 or 5 (i.e., more risky) would have to
be approved at the Regional level.

3. A transaction for Kc 10 million but with a Risk
Rating of 6 or higher (i.e., the most risky
transactions) would have to be approved at the



II.
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Headquarters level.

For a more accurate computation of credit exposure, the
level of authority for approval for any transaction
should be based on the aggregate credit extended by the
Bank to that customer. This would include FX, Letters of
Credit, Underwriting, etc. For example:

1. Assume that a customer requests from his District
Branch a credit of k¢ 10 million.

2. Assume that this customer also has a Letter of
Credit for Kc 10 million.

3. Thus, the Bank has an aggregate exposure to this
customer of K¢ 20 million, so the appropriate level
of authority for approval would be at least K¢ 20
million (and could possibly be a higher level
depending upon the Risk Rating).

The proposal suggests certain approval limits for the
District and Regional Branches. While KPMG does not
intend to comment on the appropriateness of these limits,
we would like to point out that they should be based on
the following three factors:

1. Is the amount consistent with the experience and
skill 1level available within that unit? For
example, if a District Branch were to have an
approval limit of Kc 10 million, would the Branch
Director and members of the committee have the
skills necessary to accurately evaluate and approve
a credit request for that amount. It is extremely
important that the approval limits do not exceed
the skill level and abilities within the unit. You
might want to consider allocating approval limits
to individuals within the units (for example, the
District Branch Director) rather than to a unit.

2. Does the amount make sense when considering the
average size of the credit request received by the
unit; does it make efficient use of Director's and
committee member's time and effort, or would
approvals for this amount be better handled at
another level.

3. Would this level create a "bottleneck" for review
or approval at a higher or lower level.

PUNCTIONING OF THE CREDIT COMMITTEES.
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The proposal recommends that there be a three person
committee at the District Branch, Regional Branch and
Headquarters level. Each committee would have permanent
members appointed to it, and each member would have a

designated deputy to attend in their absence. The
proposal also recommends that deputies do not attend
unless the primary member 1is absent. We suggest

changing this recommendation as follows:

1. Deputy members should be encouraged to attend
committee meetings as non-voting members, even
though the primary member is also attending. This
provides the deputy members the opportunity to gain
necessary experience and to better understand the
workings of the committee.

2. In general, Divisional and Regional Branch
committee meetings should be open to all officers
within those units so that they can take advantage
of learning from the discussion between committee
members.

The proposal recommends that a2 unanimous decision of all
three members is required. It is anticipated that in
many cases only two of the three members will be in
agreement which would result in a credit being rejected
when it should have been approved. It would be a good
idea to have an appeal process, or an alternative if
unanimous agreement cannot be reached. For example, if
two of the three members agree on approving a request,
then it might be appropriate to refer the request to the
next higher authority level. Both the members that
support the request and the member that would reject the
request should list their reasons and logic in writing.

As we have discussed in other KPMG memos, it would be
advisable to have a process that would allow for a review
of both the approvals and declinations of the Divisional
and Regional Branches Committees. This would make the
committees accountable for explaining and documenting
credits that they decline as well as the credits that
they approve. Equally important, if Alternative 2 is
implemented which would allow a Branch Director to
overrule the recommendation of a committee, there should
be a review process to examine the Director's decisions.
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TO: Mrs. 0Olga Polanecka

FROM: Steve Graybill
KPMG Peat Marwick

DATE: June 4, 1993

SUBJECT: Review of Bankruptcy Procedures for the Czech
Savings Bank.

In response to your request that KPMG review the Czech Savings
Bank's (CSB ) '"Proposal of Internal Accounting Policy for
Bankruptcy and Settlement", we are pleased to provide the following
comments.

Overall, the Proposal presents a complete study of the contents of
the Bankruptcy Act and its Amendments. The Proposal clearly
outlines the various provisions and requlations within the Act, and
correctly identifies the various limitations on creditor rights.
The Proposal also identifies the important points to be considered
by creditors in asserting their rights in the event of bankruptcy
under the Act.

The Proposal makes some very important points about procedures
within CSB. One of the most important is the statement in V. 1)
which says that the best way to protect the loan assets of CSB is
to try and avoid events of bankruptcy through proper credit
analysis at the time of origination, the appropriate evaluation and
identification of risk and the continuing monitoring of the changes
in risk associated with a borrower. In other words, the strategy
is to prevent problems before they occur. KPMG believes that the
best way to help prevent problems is to develop a specialized
Problem Loan/Bankruptcy Department.

Three other points which are also important is the suggestion
contained in V. 3) that the CSB use diskettes available from the
Commercial Bulletin to monitor potential bankruptcy filing by
customers; that selected customers should go through a review
process now in order to attempt to identify potential bankruptcies
invelving large amounts of money; and that, based on identified
level of risk, appropriate reserves be established against
potential charge-~offs.

Section V. 10) lists a number of activities within CSB that will
need to coordinated and managed in order to effectively control
bankruptcy proceedings and KPMG agrees with most of these
activities. However, the Proposal does not discuss how the
monitoring, coordination, and decision-making should be done. This
formulating of the actual policy and procedures is the area that
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still needs the most work.

. As you know, KPMG will soon deliver a draft memorandum detailing
our recommendations for the bankruptcy function. However, it may
be helpful at this stage to review the basic objectives and

strategy for the bankruptcy function.

The overriding objective of those individuals and departments
involved in the bankruptcy function is to aggressively resolve
"problem loans" before a loss occurs ("minimize losses") and to be
able to ligquidate collateral for the highest possible value when
required. Protection of CSB's loan assets is always the first
priority. The ability to accomplish these objectives will require
a specialized staff of experienced credit analysts, customer-
relations officers who have well-developed skills in negotiations
and a complete understanding of the Bankruptcy Act, lawyers, etc.

KPMG recommends that as a customer passes thorough certain well-
defined stages (Stage I though Stage III ), various departments and
individuals assume assigned responsibilities. The following
outline gives a brief description of the Stages, the individuals
and departments that would be involved, and the action and
procedures to be taken by each of them.

I. STAGE 1

A, Definition: A Stage I customer has been identified as
deteriorating in quality. The overall borrower risk
rating has deteriorated by at least two levels (e.g.,
from a 2 to a 4, or a 3 to a 5), but it has an overall
risk rating of 5 or better. It does not yet present a
danger of a loss, but sever problems could arise if the
borrower does not improve its operations.

B. Overall Strategy: In Stage I the objective is to make
sure that the changing conditions of the borrower have
been accurately recognized by the CSB, and that the CSR
begins to take appropriate action. The CSB may decide
that this borrower is important to the CS8B and that the
CSB should play an active role in the turnaround of the

borrower's operations. Action would include the
following:
1. In-depth discussion between the CSB and the

borrower regarding the financial condition of the
borrower and the borrower's plans for improvement.

2. A review within the CSB to insure that all legal
documentation is in order and that the CSB has all
anticipated legal options open to it.

3. A review of the collateral, including an assessment
of the market value, and how easily could CSB take
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-3-
possession of the collateral, if necessary.
A review of other potential creditors.

The planning of an "exit strategy”.

Departments and/or Individuals Involved.

1.

The District Branch Account Officer (primary
contact): conducts the credit analysis, is the
primary contact with the customer.

The District Credit Approval Officer: reviews the
credit analysis, and with the District Branch
Officer, conducts interviews and meetings with the
customer to determine the severity of the problem.
Reviews the collateral position and the market
value of the collateral.

The District Branch Manager: Reviews the results of
the credit analysis and the customer interviews
with the District Branch Account Officer and the
District Credit Approval Officer. Prepares with
the concurrence of the District Credit Approval
Officer a detailed recommended short-term strategy
including an "exit strategy”.

The Regional Director. Reviews the short-term
strategy and "exit strategy" as recommended by the
District Branch Manager and the District Credit
Approval Officer. Concurs and recommends the
strategy to the Regional Credit Approval Officer.

The Regional Credit Approval Officer: Reviews and
approves the recommended strategy. In conjunction
with the Regional Director decides whether to put
the "exit strategy" into effect. Informs the
Senior Credit Officer/Senior Credit Committee
(Credit and Capital Committee) at the Headquarters
level.

Legal Department: Reviews all legal documents.

STAGE II.

Definition: A Stage II customer has been identified as
having sever deterioration in quality and is now risk
rated a 6 or worse and/or there is reason to believe that
the customer may file for bankruptcy. Although a loss
may not necessarily occur, there is little evidence of
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. the borrower's ability to improve the situation in the
short-term.

B. Overall Strategy: In Stage II the objective is to make
sure that the CSB protects its assets. Little, if any,
priority is given to keeping a relationship with this
borrower. The "exit strategy" would be put into effect
and preparations would be made to take possession of the
collateral. Action would include the following:

1. In-depth discussions and negotiations between the
CSB and the borrower regarding termination of the
banking relationship and repayment of loans.

2. The legal department prepares all necessary
documentation and is prepared to act to so that the
CSB can exercise all legal options open to it.

3. CSB takes physical possession of the collateral,
but may not 1liquidate it if the collateral is
necessary to the ongoing business of the borrower.

4. There is a careful review of all of other potential
creditors. Depending upon circumstances, the CSB
may want to begin negotiation with other creditors.

‘ 5. A detailed strategic plan is prepared for the CSB
in the event the customer files bankruptcy. It is
at this stage that a detailed plan for coordinated
action must be generated; it is too late once the
borrower has actually filed for bankruptcy. This
plan would include such considerations as:

a. Preparation of a financial plan that would
include an analysis of whether to continue to
support the borrower, or to take a loss and
exit the relationship.

b. An analysis of the probable action of other
creditors and the preparation of strategy for
negotiations by CSB with other creditors.

c. Preparation of a strategy for dealing with the
Bankruptcy court and/or the Administrator.

d. Preparation of a plan for the liquidation of
collateral.

c. Departments and/or Individuals Involved.

1. The Bankruptcy/Problem Loan Officer: Located at
the Headquarters of Regional level, this individual

\ve
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now takes direct responsibility for the borrower
and implements the "exit strategy”. In
coordination with the Regional Credit Approval
Qfficer and the Legal Department prepares and
recommends a bankruptcy plan.

2. The District Branch Account Officer: supports the
Bankruptcy/Problem Loan Officer.

3. The District Credit Approval Officer: supports the
Bankruptcy/Problem Loan Officer and assists in

implementing the "exit strategy”. Assists the
Legal Department in taking possession of the
collateral.

4, The District Branch Manager: assists and supports

the Bankruptcy/Problem Loan Officer and the
District Credit Approval Officer as required.

5. The Regional Director: assists and supports the
Bankruptcy/Problem Loan Officer and the District
Credit Approval QOfficer as required.

6. The Regional Credit Approval Officer: responsible
for overseeing the implementation of the "exit
strategy". Reviews and concurs in the recommended
bankruptcy plan.

7. Legal Department: prepares all necessary
documentation and is prepared to take action so
that the CSB can exercise all legal options open to
it. Reviews the bankruptcy plan.

8. The Senior Credit Officer/Senior Credit Committee
Credit and Capital Committee): reviews and
approves the bankruptcy plan.

STAGE III.

Definition: A Stage 1III borrower has filed for
bankruptcy.

Overall Strategy: The bankruptcy plan is implemented
with the objective that the CSB protects as much of its
assets as possible.

Departments and/or Individuals Involved.
1. The Bankruptcy/Problem Loan Officer: located at

the Headquarters of Regional level, this individual
continues to have direct responsibility for the

Vi
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borrower. Coordinates the implementation of the
bankruptcy plan with the Regional Credit Approval
Officer and the Legal Department.

The District Branch Account Officer: supports the
Bankruptcy/Problem Loan Officer.

The District Credit Approval Officer: supports the
Bankruptcy/Problem Loan Officer.

The District Branch Manager: supports the
Bankruptcy/Problem Loan Officer.

The Regional Director: supports the Regional
Credit Approval Officer.

The Regional Credit Approval Officer: along with
the Bankruptcy/Problem Loan Officer and the Legal
Department, is responsible for implementing the
bankruptcy plan. Makes recommendations to the
Senior Credit Officer/Senior Credit Committee for
any decisions that deviate from the approved
bankruptcy plan.

Legal Department: along with the Regional Credit
Approval Officer and the Bankruptcy/Problem Loan
Officer 1is responsible for implementing the
bankruptcy plan. Specifically responsible for all
relations and dealing with the Bankruptcy Court.

The Senior Credit Officer/Senior Credit Committee
Credit and Capital Committee): oversees the
implementation of the bankruptcy plan. Approves
any deviation from the plan.
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TO: JUDr. Olga Polanecka
Commercial Division
Czech Savings Bank

FROM: Steve Graybill
KPMG Peat Marwick
Policy Economics Group

DATE: March 16, 1993

SUBJECT: Review of the Draft Format for Presentations to
the Credit Committee

You requested that KPMG review the "Draft Format For Processing
Positions Concerning Credit Facilities Which Are To Be Discussed in
The Credit Committee”.

Overall, this format represents a major improvement. While we do
not recommend making substantial changes in the format at this
stage, we would suggest that you consider adding the following
information, explanations and analysis. Please Keep in mind that
under the existing USAID contract, KPMG will deliver to the Czech
Savings Bank by April 15 a fully developed format which we suggest
be used in credit analysis and presentations.

Our review is as follows:

I. Characteristics of an Applicant

A. How long has the client been in business.

B. Is the client a profitable business and, if so, for how
many years.

C. Are there related companies (e.g. subsidiaries or sister
companies) and, if so, are they also borrowers.

II. Information Concerning Credit Facilities

A. Risk Rating for the client, the guarantor and the
collateral.

B. What is the primary source of repayment.
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III. Other Credit Facilities at €SB and Other Financial
Institutions

A. Status of the credit facility (e.g. are repayments made
on time).

B. Collateral.
1. Value.
2. Description.

c. Type and total amount of other credit facilities (e.g.,
FX, L/C’s, etc.).

IV. Analysis of Client’s Repayment Moral

A. Information concerning owner’s repayment history.

B. Information concerning any legal action (e.g. bankruptcy)
in which the client or its owners have been involved.

. V. Analysis of Applicant’s Business Project

A. Information on business and industry.
1. Client’s position within the industry.
2. Competitive factors.
3. Future trends for the industry.
B. Risk analysis.
1. Risk Ratings.
2. Why were these ratings selected.

3. What are the risks and how will they be managed.

C. Financial analysis.
1. Analysis of historical financial statements.
a. Balance Sheets.

b. Income Statements.

mg% ;"‘:;t
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Source and use of cash.

Ratio analysis.

2. Analysis of projected financial performance.

Operating performance during the life of the
loan.

Source of repayment.
Operating performance.
Testing of "what if" assumptions; i.e.,

analysis of financial projections on a “"worst
case" basis.

Terms and conditions of the credit facility.

What are both the positive and negative factors to this

How was the value decided?

Who has legal control of the collateral?

Who has possession or access to the collateral?

ea a c

Co

d.

a.

b.

c.

d.
D.
E.

credit.

Collateral

A.
B.
C.
D.

What is the liquidation (i.e. "worst case") value of the
collateral and how was this value determined?.

e



Pro: JUDR. Olgu Polaneckou
Obchodni asek
CS as.

Od Steve Graybill
KPMG Peat Marwick
Policy Economics Group

Datum : 16.bfezna 1993

Véc: Posouzeni navrhovaného formatu pro prezentaci na Gvérovém
vyboru.

PoZadali jste nas, abychom posoudili "Navrhovany format pro zpracovani

postupu tykajicich se lvérovych obchodil , o kterych se bude diskutovat na

avérovém vyboru."

VSeobecné tento format predstavuje znacéné zlepSeni. ProtozZe
nedoporuéujeme provadéni podstatnych- zmén ve formatu v této fazi,
navrhujeme , abyste uvaZili pfipojeni nasledujicich informaci, vysvétleni a
analyz. Prosim, méjte na zfeteli, Ze podle existujiciho kontraktu USAID doda
KPMG Spoiitelné do 15. dubna kompletné dopracovany format navrhu pro
pouZiti v Gvérovych analyzach a prezentacich.

Nase stanovisko je nasledujici :

l. Charakteristiky Zadatele
A. Jak dlouho klient podnika
B. Jedna se o ziskovy podnik a pokud ano, kolik let je ziskovy
C. Ma néjakeé pripojené podniky (pobocky, sesterské spoleénosti) a
pokud ano, zda jsou také vypujcovateli.

Il. Informace tykajici se Gvérovych obcho_dﬁ
A. Uréovani stupné rizikovosti klienta, rucitele a zajisténi .
B. Co je prvotnim zdrojem splaceni

lil. Jiné avérové obchody mezi CS a.s. a jinymi finanénimi institucemi
A. Stav tvérovych obchodl (napf. zda jsou splatky splaceny véas)
B. Jisténi
1. Hodnota
2. Popis
C. Typ a celkova hodnota ostatnich Gvérovych obchod( (napf.
akreditivy, devizové obchody, atd.)



’ V. Analyza platebni moralky klienta
A. Informace tykajici se prubéhu maijitelovych splatek

B. Informace tykajici se pravnich skutecnosti (pf. konkurs), ve
kterych byli zakaznik nebo jeho majitel zahrnuti

V. Analyza podnikatelského zaméru Zadatele
A. Informace o podnikani a odvétvi
1. Zakaznikova pozice v ramci odvétvi
2. Konkurenéni faktory
3. Budouci trendy odvétvi
B. Analyza rizika
1. Ukazatele rizikovosti
2. Pro¢ byl tyto ukazatele vybrany
3. Jaka jsou rizika a jak budou fizena
C. Finan&ni analyzy
1. Analyza pfedchozich finanénich vykazu
a. Rozvahy
b. Vysledovky
c. Zdrojauziti hotovosti
d. Analyza pomoci ukazatell
. 2. Analyza planovanych hospodarskych vysledku
a. Provozni vysledky po dobu trvani pujéky
b. Zdroje splatek
¢c.  Provozni vysledky
d. Testovani pfedpokiadl "co - kdyby” tzn. analyza
finanénich pland v nejhorsim mozném pfipadé.
D. Terminy a podminky Gvé&rovych obchodi
E. Jaké jsou pozitivni a negativni faktory tohoto avéru

VI. Zajisténi
A. Jak byla stanovena jeho hodnota ?

B. Kdo prévné viastni zajisténi ?

C. Kdo ma zajem a pfistup k jisténi

D. Jaka je likvidaéni (v nejhorSim pfipadé) hodnota jisténi a jak byla
' uréena.
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TO: Petr Schut
FROM: Steven Graybill
DATE: April 8, 1993

SUBJECT: Analysis Format

In response to your request, KPMG's review and comments on SIS's
analysis format are as follows:

While the current analysis format is a step in the right direction,
there is room for significant improvement. More thought should be
given to the underlying causes of events and trends, rather than
just reporting the results. For example, if sales declined for the
vyear there should be an explanation as to why they declined and
what action is management taking to correct the situation. Greater
emphasis needs to be placed on the analysis of the company's
competitive position within the industry and its potential for
improving of worsening its position in the short-term. There
should also be an in-depth discussion of management's strengths and
weaknesses.

As you know, KPMG is in the process of designing a standardized
Credit Presentation and Analysis Format for the Czech Savings Bank
which would be used in connection with large corporate credits.
KPMG recommends that SIS use this Format in a slightly modified
form as a guideline for its analysis procedure. At a minimum, KPMG
recommends that the existing SIS format be modified to include a
discussion and analysis of the following items:
I. Overall Risk Analysis Summary of the Following Major Areas:

A. General Economic and Political Risks.

B. Products and Markets.

1. Characteristics of the product.
Customer base.

2

3. Market share.

4 Marketing methods.
5

Competition.



6. Development of new markets.
7. Production and supply strategies.

C. Management's Strength and Weaknesses.

D. Current Financial Performance.
1. Operations.
a. Income.

b. Profitability.
c. Industry comparisons.
d. Foreign exchange and interest rate exposure.

2. Cash Flow.

3. Financial Condition.
a. Accounts receivable.
b. Inventory.

c. Liquidity.

d. Fixed assets.

e. Other assets.

f. Contingent liabilities.

g. Subordinated debt.

h. Net worth.

i. Leverage.

j. Trends in the following areas:

(1) sales.

(2) operating profits.
{3) receivables.

(4) plant and equipment.

(5) investments.

-2-



II.

III.

F.

G.

(6) 1liabilities.
(7) major financial ratios.

k. Expansion Plans.

Projected Financial Performance.

1.

What are the underlying assumptions and are they
realistic.?

Are the forecasts overly optimistic in sales
volume? Has there been consideration of the impact
of accounts receivable growth, inventory growth and
the funding of these requirements from a balance
sheet perspective?

Does sensitivity analysis indicate potential for
serious impact on the company due to a decline in
sales or a rise in costs?

Source of Repayment.

Collateral.

Capital Markets.

Market capitalization should be compared with tangible new
worth and appropriate comments made.

Summary of Positive and Negative Aspects.
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CESKA SPORITELNA, a.s.
DOCUMENTARY CREDIT DEPARTMENT
NOVEMBER 19 - DECEMBER 18, 1992

TERMS OF REFERENCE

TO ADVISE THE DOCUMENTARY CREDIT DEPARTMENT IN THE AREAS OF
MANAGEMENT AND DOCUMENTATION.

A.

To advise on the proper organization of the department in
order to achieve the most efficient and effective
processing of letters of credit.

To teach the department personnel the specific technical
procedures for preparing and proofreading/confirming each
letter of credit.

ACCOMPLISHMENTS

A.

Twelve recommendations in five major areas of the
Documentary Credit Department. These recommendations
affect the organization and procedures of the Department.
The five major areas are:

1. Physical control of documents associated with
letters of credit and international collections.

2. Personnel assignments and responsibilities.

3. Design/redesign of Documentary Credit applications;
letter of credit issuance forms and transmittal
letters.

4. Organization of filing system for both letters of
credit and international collections.

5. Important areas for inter-departmental and branch
coordination and collaboration in order to meet
internal contreol and reporting; customer demands and
competition.

Provided training in the procedures for issuing
commercial letters of credit.

Began training on documentary examination for export
letters of credit and documentary examination under
import letters of credit.

Made a first visit to the Guarantee Department.
Reviewed problems and procedures surrounding the

reconcilement of foreign currency accounts from
Documentary Credits Department.

sed Actio
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27 November: Arrange appointments with accounting
parsonnel to determine their requirements as regards:

stomer liability control

: anch accounting

c. Reconcilement of branch/head office accounts
d. Foreign exchange controls/communications

e. Income/Expense accounting and profit center

allocations

2.

4 December: Complete simulated issuance of letter of

credit.

3.

4.

11 December: Complete simulated examination/negotiation
of set of documents.

18 December: Completion of review and recommendations as
regards guarantees.

ACTIONS TO FINALIZE, START OR INVESTIGATE

A.

E.

Development of coordination with Foreign Exchange.
1. Transactional activity, spot and forward.

2. Foreign Exchange marketing activity.

3. Accounting procedures.

Development of additional coordination with Branch

lending officers.

1. Updating procedures.

2. Review of credit approval procedure for letters of
credit, counter-indemnity agreement with customer,
controls for collateral and other documentation
necessary to control customer liability.

3. Marketing activity.

Complete design and printing of issuance forms/formats
for issuance of letters of credit. It is possible to do
this initially on the personal computer, but forms should
be formatted put on safety paper. S.W.I.F.T. formats
must be learned by Telecommunications Department.

Advise correspondents that we are capable of advising,
rming and negotiating export letters of credit.
e a few willing correspondents to advise credits
gh. .

W

Implement issuance of a Ceska Sporitelna letter of

credit.

1. Issue based on PC generated letter of credit.

2. Finalize design and obtain issuance forms.

3. Design and implement bankers acceptance accounting,
discounts and rediscounts, where appropriate.

4. Complete training in documentary negotiation, re-
imbursement procedures.

Cross-train the personnel of the Documentary Credit
Department to insure consistent, high quality service to

%
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custoners during personnel vacations and illness,
cus er calls and training activity.

f the Guarantee Department.

1. Examine controls.
2. Examine counter-gquarantee agreements.
3.

Develop standard formats for bid, advance payment
performance, and warranty type demand guarantees.

.
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KPMG PEAT MARWICK
POLICY ECONOMICS GROUP
PLAN OF WORK -- FREDERICK J. ZAMON, ADVISOR

INTERNATIONAL and FOREIGN EXCHANGE DIVISION CESKA SPORITELNA, a.s.

February 1 to 5, 1993 Review of Documentary Credits Department , status of tasks suggested in December
1992 and meetings to establish schedule for Plan of Work through July, 1993.

February S to 12, 1993 International Trade Department — Documentary Credits Group.
Installation of Lotus and begin design of statistical programs.

Design procedures for issuance and negotiation of transferable and back to
back letters of credit.

Discuss Branch/Head Office commuaication and training.

Revision of product fees and commissions, including charges for fomignﬁ*
correspondeat banks.

Continue training in issuance of letters of credit, forms design and negotiation
of export letters of credit.

February 15 to 26, 1993 Review of Assets and Liabilities Department. Preliminary questionnaire is attached.

Primary task is to evaluate organizational structure, interdepartmental
communications necessary to provide efficient operations, reporting and
control.

March 1 to 5, 1993 Review of Foreign Exchange Department

General overview of Department in order to determine the extent of work to be
done to establish foreign exchange lines of credit for spot and forward foreign
exchange transactions, money market operations (euro—-currency
trading/funding); establishment of gap exposure limits; corporate trading
possibilities, and finally, foreign exchange profit (loss) accounting procedures.

Also to be included in the above is the relationship of the Bank's aggregate
treasury requirements, hedging of interest rate risk for foreign currency loans.
a look at the Bank's policy on other derivative transactions and consideration
of pricing strategy based upon customer profitability and other relationship
issues.



March 8 to April 2, 1993 Review of Guarantee Section of the International Trade Department

First objective is to evaluate organizational structure, credit control process
and procedures. This should include collateral control, counter—-indemnity
agreements and a forfait transactions and procedures. Cost/income analysis
procedures for a forfait transactions should be standardized on a simple
worksheet.

Second objective is to build a file of standardized wording for the issuance of
guarantees.

April 5 to 28, 1993 Return to Assets and Liabilities Department

Purpose will be to follow—up on the recommendations determined to be critical
during the Overview of February 15 to 26, 1993.

May 1 to 28, 1993 Retum to Foreign Exchange Division

Purpose will be to follow—up on the recommendations determined to be cnncal
during the Overview of March 1 to 5, 1993.

May 31 to June 11, 1993 Clean Payments Department
Purpose will be to review organizational structure and procedures with
particular emphasis on S.W.LF.T and Check Processing activity.
Other areas will be determined as required.
June 14 to July 23, 1993 Revisions/Refinements and other tasks to document above policy and procedure.
The above referenced schedule is intended to be flexible and only a best estimate of work to be accomplished.
Coordination with other areas of the Bank and the Correspondent Banking Department are, for example, two other
areas that need to be addressed and coordinated in process of accomplishing the above tasks.

The subject of how best to coordinate Branches into the International Trade and Foreign Exchange Division
should .
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Memo:

From:
Date:

Observation File: Documentary Credit Department
Ceska Sporitelna, a.s.

F. Zamon

December 2, 1992

Subject: General cControls and Department Security

1.

Aggregate liability control of applicants for documentary
credits is not evident from records maintained in the
department.

Recommendation

It is recommended that the application form for each
documentary credit include a designated area for the
aggregate outstanding liability of the applicant.
This should be the sum of outstanding credit plus
the amount of the application. Where the applicant
requests that the amount be "“approximately" or
"about" a designated amount, the credit liability
for the documentary credit must be recorded as 110%
of the amount requested.

The Documentary Credit Department does not have written
evidence of the authority of the signatory on the
application to approve applications for the amount shown.
It must be assumed, therefore, that Branch personnel
approving the application have knowledge of the
signatory’s authority. If the Documentary Credit
Department is delegated the responsibility to verify
applicant signatures, then the lending officer should do
so in writing and submit a sample of the applicant’s
authorized signature(s) and their limits, if any.

Verification of the signature authority of the account
officer or branch officer approving the application is
performed. However, without an indication of the
aggregate amount of liability outstanding for the
applicant, it is not known whether or not the signature
authority is adequate. Implementation of the above
recommendation defining aggregate liability together
with routine comparison of credit authority of the
lending officer should be instituted. cCurrent signature
verification practice does indicate whether or not the
applicant’s account is blocked for the amount of the
credit. A statement to this effect is typed on the
application and initialed by the person in the
department.

Authorized signatures of the Bank are not consistently
maintained in a controlled environment.

Recommendation
It is recommended that signatures be kept in a

locked cabinet when not in use. At a time when ,
volume requires, a specific staff person should be

1.
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designated for the purpose of signature
verification, liabil;py control.

Date stamping and noting the time of receipt of
application forms for documentary credits and other bank
mail has not been a practice. This practice has now been
implemented. Procedures should be documented.

Individual documentary credit file folders are not
functional. Documentation is loose and no specific
method of filing documentation is defined.

Recommendation

It is recommended that file folders be identified by
a unique documentary credit number. This number,
once utilized, may not be used again, even if the
credit is cancelled. The number should distinguish
an import letter of credit from an export letter of
credit, and a confirmed export letter of credit.

This number should be maintained in a separate
register. This register should be maintained in a
controlled environment. Data should include: the
number; applicant; advising bank; amount;
application date, and beneficiary.

Each file folder should show: the original amount of
the credit in local and foreign currency; the expiry
date of the credit; each drawing; each amendment,
whether an increase or decrease, and any changes in
the expiry date; the date of each action, and
finally a record of fees/commissions due and date
actually paid.

The contents of the file should be fastened to the
file in chronological order. On the left of the
file should be copies of credits and amendments
issued by the Bank to beneficiaries. On the right
should be the application form and all subsequent
communication between the Bank and any party to the
credit, including copies of documents presented
under the credit for payment.

Each file should contain a brief written record of
conversations with the applicant, or others when
appropriate. The date of the conversation and short
summary should be on this sheet. The initials of
the staff member having the discussion should be on
this sheet.

Files should be maintained in separate sections.

One section for Open files, another for Closed files
and a third for files awaiting final documentation,
such as approvals, original application forms or
other unsettled circumstances requiring special

2



®* -

10.

monitoring.
Deadlines should be established for various activities.

A recommended sample of one such deadline should be:
Letters of credit will be issued for applications
received no later than 12:00 noon, and are found to
be in order, no later than the close of business,
the next business day. For applications received
after 12:00 noon, issuance of the letter of credit
will occur no later than noon the second business
day from receipt. Where applications are in need of
corrections, the deadline will not apply.

Cut-off times involving services from other
departments must be coordinated with the Documentary
Credit Department. For example, to meet the
issuance objective above, the services of the telex
department must be coordinated. Foreign exchange
transactions must be cocordinated with the traders in
a similar manner.

Verification procedures must be established; certain
personnel designated as having primary and secondary
responsibility for specific functions. Position
descriptions should be prepared. For example, the person
who prepares the letter of credit must have his/her work
checked for accuracy. Initials evidencing this action
should be found in a standardized place on documents.
Authorized signatures must be provided as appropriate.
Telex transmissions of letters of credit issued must be
verified for typographical errors immediately after
transmission confirmations are received. Transmission
errors must be corrected immediately to protect the
assets of the bank and customer relations.

Forms must be designed and filing/accounting procedures
established and/or documented.

Management information as well as accounting information
must be designed and implemented. Lotus 1-2-3 or
Quattro-Pro and/or Paradox are types of statistical and
spread-sheet computer software programs that should be
utilized until such time as a letter of credit system is
required. For example, the gathering of reciprocal
business information between Ceska Sporitelna and
correspondent banks is an important marketing technique.

Negotiable documents and other documents of title are not

maintained in fireproof cabinets. Nor are they kept in
cabinets under dual control.

RECOMMENDATION

It is recommended that at least one fireproof file

3 B
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11.

12.

cabinet with a lock be made available for negotiable
documents. A metal bar across the front through the
drawer handles with a padlock welded to the top of
the cabinet can then provide the necessary dual
control feature.

International collections should be maintained in
separate files, also identified by unique numbers as
indicated in Number 5., above. Files should be separated
by incoming collections(imports), and outgoing
collections(exports). File folders need not be maintained
if each collection is stapled with a cover letter and
"fact sheet" evidencing the current status of the item.

RECOMMENDATION

It is recommended that international collections
remaining in the file for more than three months, be
charged additional processing fees for each
additional month and the drawer and drawee be
notified accordingly. On a monthly basis, the
remitting bank or our export customer should receive
an announcement of status. After six months, if the
collection is not paid or accepted by the drawee,
the item should be returned to the remitting bank
requesting all our charges and returning the item
"without responsibility on our part".

Access to the Department should be restricted, to the
greatest extent possible, to necessary personnel. Any
clients, or other non-bank employees admitted to the
Department, must be accompanied at all times by Bank
employee.
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Memo: Zuzana Vyskocilova
From: Fred Zamon
Subject: Status of Documentary Credit Department

In my memorandum of December 14, 1992, on the subject of General Controls and Department
Security, we agreed upon a number of actions to be accomplished in the Documentary Credit Department.

Below is an update on the status of those actions. Comments are in order of presentation in the December 14

memo, which is attached for easy reference.

1. Aggregate liability control in the department has not been implemented. This is because of
the pending implementation of the UNISYS loan system. In addition, a need to determine how and
under whose authority the Documentary Credit Department can request aggregate liability

information on customers whose primary relationship is in the various branches of Ceska Sporitelna.

ACTION TO BE TAKEN

An example of the aggregate liability stamp to be put on the letter of credit application form should be shown
to Mr. Krislo and Mr. Horyna for approval . They should decide how best to implement this
procedure.

Z. Vyskocilova to complete draft of recommended change in Operating Procedure No. 155 for approval by
February 15, 1993,

2, The draft revision in Operating Procedure No. 155 to more clearly indicate the responsibility
of the approving officer has not been done. This revision should indicate that the officer approving
the signature of an applicant is approving two distinct facts. First, the validity of the signature, and

second, the authority of the signatory to obligate the applicant for the amount indicated on the letter
of credit.

ACTION TO BE TAKEN

Z. Vyskocilova to complete draft of recommended change in Operating Procedure No. 155 as indicated
above by February 15, 1993,

2a. Completion of an appropriate counter indemnity agreement/Documentary Credit Agreement
is in process. The legal staff of the Bank will be consulted. Revision of Operating Procedure No.
155 will be drafted accordingly. Completion date remains set for March 31, 1993.

3 Completed.

4, Completed.

5. Completed and implemented.

6. Cross-training is an on-going process. Completion of position descriptions and final training
will be completed by May 31, 1993.

ACTION TO BE TAKEN
Z. Vyskocilova to draft position descriptions for approval.

7. Lotus installation done incorrectly. To be corrected. Statistical data will be prepared as
soon as system up and running. Correspondent Banking Department will be consulted as appropriate.

8. Budgetary conditions affecting control situation.

v
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ACTION TO BE TAKEN

Z. Viskcilova to discuss control situation with Mr. Krislo and Mr. Horyna

9. Filing system completed. Correspondent fees and client fees need revision. This is true for
all fees for international products.

ACTION TO BE TAKEN

Z. Viskocilova to draft revised fee schedule. Competition will be taken into account. Recommendations will
be reviewed by Correspondent Banking Department. Final draft will be submitted to Mr. Krislo and Mr.
Horyna for approval and revision of Correspondent Schedule of Terms and Conditions. Completion date set
for March 31, 1993.

10. Facilities for customers are subject to budgetary constraints. Space issues cannot be
addressed outside the overall situation for space in the Bank.

11. and 12. Forms design not complete.

ACTION TO BE TAKEN

Z. Viskocilova to make recommendation to Mr. Krislo for forms design by March 31, 1993,
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DOCUMENTARY CREDITS -~ NEGOTIATION PROCEDURES -~ EXPORT CREDITS

IASK

Receive documents.

Read transmittal
letter from
beneficiary and/or
negotiating bank.

If we are
avising/confirming
bank, obtain export
letter of credit
file from cabinet
and compare original
credit presented to
bank with the copy
in our file. If we
do not have an
account with the
issuing bank, verify
we that we have
reimbursement
acknowledgement from
reimbursing bank in
file. Prepare
"worksheet" by
filling in all
appropriate
information.

PONSIB

Negotiation section.

Negotiation section.

Negotiation section.

INSTRUCTIQONS

Apply date stamp and
indicate time on
each transmittal or
letter of
instruction. Do not
apply date or time
stamp on documents
required under the
documentary credit
unless specifically
required as a
condition under the
credit.

Complete any
"acknowledgement"
forms required by
the presenter and
return as
instructed.

Original credit must
be identical with
copy in our file,
except that there
may be information
or endorsements on
the reverse of the
original credit
indicating transfers
or assignments of
proceeds. Any
differences must be
referred to the
Manager of
Documentary Credits.
No payment can be
made without a
reimbursing bank
acknowledgement.



IASK

Compare documentary
requirements of the
credit to each
document submitted
and to each other.
Number and list each
discrepancy on the
worksheet. Review
all points in Guide
to Document checking
attached. If there
is anything that you
do not understand,
discuss it with your
Supervisor. There
are no "minor"
misunderstandings
when negotiating
documents.

Calculate and record
on worksheet
negotiation
commissions and any
other feaes.

RESPONSIBILITY

Negotiation section.

Negotiation section.

AINSTRUCTIONS

Documentary
examination must
include verification
of extensions of
unit prices to
totals; summation of
amounts; document to
document comparisons
and document to
credit comparison in
accordance with
requirements of the
credit and
International
Chamber of Commerce
Publication
governing
documentary credits
currently in
circulation. (I.C.C.
Publication 400,
1983 version as of
December 1992).
Examination of
documents must take
place in reasonable
time. This is
currently three to
five business days.
Failure to meet this
deadline and notify
the presenter of the
status of documents
could result in
monetary penalties
for the Bank.

Foreign exchange
rates must be
obtained from the
appropriate
department of the
bank. Discount
rates for time
drafts (bills of
exchange) must be
obtained from
lending officers
and/or such other
department of the
Bank designated to

_gquote such rates.
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IASK

Notification
and/or,discussion of
discrepancies with
presentor.
Correction of
discrepancies or
rejection of
documents.

Second documentation
checking.

Preparation of all
accounting entries
and submission to
Manager of
Department for
signature.

Delivery of
documents to the
applicant.

RESPONSIBILITY

Negotiation section.

Negotiation section.

Negotiation section.

Negotiation section.

S CTIONS

Publication 400 puts
liability of
accptance/rejection
of documents on
negotiating bank.
Failure to notify
presentor within
"reasonable time",
say 3-5 business
days, could subject
Bank to severe
financial 1loss.

The second checker
will do the same
examination as the
first checker. All
extensions and rate
calculations will be
verified. The
person making the
second check of
documents must
initial, date and
note the time of
completion of
checking.

Other areas of the
Bank may have to be
consulted in
completing this
task.

Delivery of
negotiable
instruments should
be against written
receipt from the
applicant or his
known agent.

Written acceptance
of all discrepancies
should be obtained
prior to delivery of
documents or payment
to beneficiary.



IASK

Mailing or
delivering payment
instructions to the
telecommunications
department.

Filing of all
department copies
and mailing of
advices, including
delivery of
documents to
applicant.

RESPONSIBILITY

Negotiation section.

Negotiation section.

INSTRUCTIONS

Coordination with
other departments
will be required,
including careful
attention to cut-off
times for entries.
Telex payment
requires that the
transmitted copy of
payment instructions
be compared to the
original
instruction. Aall
errors must be
corrected
immediately.

The letter of credit
file must show all
entries and be
marked closed.
Letter of credit
register should show
date of final
payment of the
credit. File should
be filed in "closed"
files.
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IMPORT LETTER OF CREDIT ISSUANCE GUIDE
CZECH SAVINGS BANK, A.S.
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APPLICATION PROCESSING

1.

2.

APPLICANT

7.

8.

9.

10.

11.

Have you stamped the date the application was received
and indicated the time on the application?

Does the Bank have an approved reimbursement agreement
with the applicant? This may be on a continuing basis or
for the specific application received.

Is the application dated and signed by the applicant?

Has the Branch/credit officer approved the applicant’s
signature for authenticity and authority to execute the
transaction?

Has the application been assigned a letter of credit
number and all data entered into the Letter of Credit
Register?

Is there enough time to issue and deliver the letter of
credit within the specified shipment and expiry date?
In order to determine this you will have to think about
time constraints associated with the transaction. For
example, are we to telex the credit or mail it?

AND BENEFICIARY INFORMATION

Has the applicant provided clear instructions as to how
the Bank is to deliver the letter of credit to the
beneficiary? (Telex, mail, courier).

Is the name and address of the applicant sufficient?

Is the name and address of the beneficiary sufficient for
identification and delivery?

Are two or more beneficiaries indicated? If so, does the
credit application give sufficient instructions as to who
and how presentation(s) under the credit is/are to be
made?

Does the application contain the name of a bank through
which to advise or request confirmation of the credit?

If not, select one of the Bank’s correspondents and
which is closest to the beneficiary.

If the advising/confirming bank has been selected
by the applicant, route the credit to that bank
unless we do not have a correspondent relationship
with that bank. If a correspondent relationship
does not exist, then route the credit through a



correspondent bank with whom we(CS) and the
advising/confirming bank have a mutual
relationship. For example: the applicant wants us
to advise the credit through the State Bank of
India. We have no relationship. By examining the
International Bankers’ Almanac, we see that State
Bank of India has a relationship with American
Express Bank. Since CS has a relationship with
American Express Bank, we can route the credit
through American Express Bank to State Bank of
India.

INFORMATION ON THE AMOUNT

12.

13.

14.

@
16.

17.

LIABIhiTY

18.

Does the application state a specific amount available to
the beneficiary?

Does the application indicate the amount is "about", or
“circa", "around", or "approximately"? If so, then the
liability to the Bank and the applicant can be plus or
minus 10% of the amount indicated.

Is the amount available under the credit equal to all the
value extensions stated in the credit, namely, the price
extension in description of merchandise, freight
extension, insurance, etc.?

Is the letter of credit in foreign exchange?

If the credit is in foreign exchange, is the conversion
rate correct?

Is the letter of credit a "revolving" letter of credit?

If so, clearly indicate on the credit the basis
upon which the credit will revolve:

Around time

Around value

Whether it is cumulative or non-cumulative

Whether it revolves automatically or some other way

ACCOUNTING

Are liability entries prepared for the Bank’s and the
customer’s maximum liability under the credit?

a. If the credit is for an "about," "circa," or
"approximate" amount, have you increased the
liability by 10%?

b. If the credit revolves around time, have you
prepared your entries for the amount available
per period multiplied by the number of periods?

Ve
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19.

c. If the credit revolves around value, have you
specified a maximum amount available to the
beneficiary?

d. If the credit revolves "non-cumulative"™, have
you set up a monitoring system to periodically
reduce the amount not utilized in a specific
period?

Are foreign currency amounts monitored so that they may
be revalued if the rates change more than 10% from the
current value?

TERMS OF THE CREDIT

20.

21.

22.

23.

24.

25'

A letter of credit must have a specific expiry date, or
if it contains an automatic extension clause, it must
have a provision for cancellation upon specific
notification. Verify that this is the case.

Does the application contain specific instructions
regarding a time period for latest presentation of
documents? If so, does this time fall inside the expiry
date of the letter of credit?

Is the tenor(usance) of the bill of exchange/draft
clearly defined? (e.g.: sight, 30 days sight, 180 days
B/L date, 60 days date of invoice, etc.)

If the tenor of the draft is "x" days from the date of
the B/L or invoice, has the credit been written to show:

QUOTE
even though the credit calls for a draft "x"
days from the B/L date (invoice date,
etc.),the date on the draft(s) must correspond
to the on board date of the bill(s) of lading
(or other document specified in the credit
application).

UNQUOTE

If the credit may be presented and negotiated, or the
draft is drawn on a bank other than CS, are reimbursement
instructions to the paying bank clearly indicated?

Are all of the applicant’s requirements expressed by
documentary evidence? If not, counsel the client to
leave out the information, or use the clause, "For
information only"™ and then quote the information.

R
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26.

27.

28.

29.

30.

31.

32.

33.

34.

Are all documentary requirements consistent with the
required shipping terms? For exanmple:

a. F.0.B. Port of shipment should show freight collect
and insurance for applicant.

b. C.I.F. Named Point of Delivery should show freight
prepaid with insurance document required.

If you are in doubt as to terms, refer to 1990 Incoterms.
If documentary requirements are not consistent, consult
with the applicant to obtain clarification. Then add
explanation to the credit so the correspondent bank and
the beneficiary will understand the inconsistency. For
example: Insurance may be payable in excess of the letter
of credit if properly documented, or payable outside of
the letter of credit.

Are all documentary requirements consistent with each
other?

Has the applicant clearly evidenced by whom insurance
will be effected? If not, ask the applicant if he
understands the danger of an uninsured shipment?

If an insurance document is called for, has the applicant
expressly stated the type of insurance coverage and any
additional risks to be covered?

Has the merchandise description been done without
excessive details, quoting a purchase order number or
sales contract number whenever possible?

If the application called for terms such as "first
class", "well known," or "qualified" to describe the
issuers of documents, have these vague and unverifiable
words been deleted from the credit?

If the applicant has requested bills of lading consigned
to himself, consigned to the order of himself or, has
requested the overseas negotiating bank to forward one
set of original bills of lading to his forwarder, have
you determined that CS is willing to extend credit to
this applicant without retaining control over the
merchandise?

If the applicant has requested an air waybill of lading,
it must be a straight bill. It cannot be "to order" or
"to the order of". Correct in the credit if required.

Have the applicants special instructions concerning the
delivery of negotiable documents been carefully indicated
and followed?

e
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35.

36 E

37.

38.

Does the Bank have the applicant’s approval to any

~ changes on the application documented in writing?

Unless specifically instructed by the applicant, or
unless the letter of credit is revocable, or of a "stand-
by" nature, have you issued the credit in negotiable
form?

Unless the credit is issued through S.W.I.F.T., does it
specifically indicated that it is subject to the current
revision of the International Chamber of Commerce Uniform
Customs and Practice for Documentary Credits?

In the case of time credits and the applicant has
requested that the bill of exchange be discounted at his
expense, is it clearly indicated on the credit that the
credit is payable "as if" at sight with discount charges
for the account of the applicant?

TRANSFERABLE LETTERS OF CREDIT

39.

40.

41.

If the applicant requests that the credit be
transferable, is that clearly indicated on the credit?

Are terms and conditions of the credit consistent with
the transferable nature of the credit? For example:
Are partial shipments allowed when transfers are made to
more than one supplier?

Have we clearly indicated any transfer fees required and
that we be notified in the event of transfer?

PRE-ADVISED LETTERS OF CREDIT and OTHER TELETRANSMISSION CREDITS

42.

43.

44.

On short-form pre-advised letters of credit, has the
following information been included?

Credit reference number

Name and address of beneficiary

Name and address of applicant

Amount

Expiry date for latest shipment and
presentation/negotiation

Short description of merchandise

Statement that full details are to follow

Have all other requirements been completed, including the
accounting entries?

Has the copy of the actuai telex/S.W.I.F.T. message been
verified against the credit typed in the Documentary
Credit Department?



" PROCEDURES AND INSTRUCTIONS

¥ the credit is payable at the counters of a bank with
-whom CS does not have an account relationship, have we
selected a reimbursing bank, or provided other
reimbursement instructions?

46. If we have nominated a reimbursing bank, have we verified
that we have an account in the correct currency with then
and notified them by sending them a reimbursement
notification? A copy of the credit is not necessary.

47. Have we instructed the reimbursing bank to confirm to us
that they have received our instructions?

AMENDMENTS

48. Have all the credit approval procedures applicable to
issuing a credit been followed for amendments that affect
the amount, tenor and expiry date of the letter of
credit?

49. Has the signature of the applicant been verified on any
request for amendment?

50. If an amendment is requested to reduce the amount of the
credit, has written acceptance of this amendment been
received from the beneficiary and the confirming bank(if
any)? DO NOT REDUCE LIABILITY ENTRIES UNTIL SUCH WRITTEN
AGREEMENT HAS BEEN OBTAINED.




Negotiation Worksheet
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NEGOTIATION CHECKSHEET
DOCUMENTARY CREDITS DEPARTMENT CESKA SPORITELNA a.s.

——

Account No. Our L/C No.
Opening
Bank No.
Amount of
Draft
Draft Presented by: Account No. Payable Date:
Amount Due (debit)
Amount Due (credit)
Ref. No.
Draft Drawn By: For Account Of:
Covering Shipment of :
On Board B/L No.
Dated
From: To:

DISCREPANCIES

”‘F!EEEEE%

insp.cert. | cort. of ovie. | st | ongmaiB | comesL } awwevbil § Gt Gwr cen
for correction.
IMPORT 1L/C's First Chiecker
Pay/Accept despite discrepancies.
Refuse Payment/Acceptance b of discrep Second Checker




Suttl, “Amoar it)” was ma Sce "X" below;

— Wa credited your account No.**

— Weenciose our check. .
We have remitted for your credit 1o Bank "*" below.
i e will credit your account No.** above.
il for your credit to Bank™*" below.
On "Payable Date™ wé will fitward our check to you.
o eid settlement from Bank "** below.

Reimbursement for payment, "Amount Due (debit)”, made or to be
made for your account is shown by the "X" below.

— We charged your account No.**
. Please send us your check for "Amount Due (debit)".
. We will charge your account No. "**" above on "Payable Date”
for "Amount Due (debit)".
.. Please send us your check before "Payable Date” for
“"Amount Due (debit)”
__ We have claimed reimbursement for "Amount Due (debit)”
from Bank "*".
— We will claim reimbursement on “Payable Date” from Bank "**
for "Amount Due (debit)”.
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Memo:
Date:

From:

KPMG PEAT MARWICK
POLICY ECONOMICS GROUP
Guarantee Department
March 26, 1993

Frederick J. Zamon, Advisor

Subject Policy and Procedure for Issuance of

Guarantees by the Czech Savings Bank and
also Policy and Procedure for Accepting
Guarantees Issued by Other Institutions as
Collateral for Credit Facilities Granted
by the Czech Savings Bank.

What are the policies and procedures associated with

obtaining credit approval for the issuance of
guarantees?

Credit approvals are obtained from the area with
responsibility for the relationship and with the
delegated authority adequate to approve the amount
of the guarantee requested. This authority usually
resides in the Branches. This means that a Branch
Office can approve an application for a guarantee
if:

a. it is responsible for the relationship,

b. it has performed the required financial
analysis of the applicant and decided that the
applicant is credit worthy, and

c. the Branch possesses the required level of
authority to approve the size of the facility
requested.

The Branch must check the payment conditions of the
contract before issuing the guarantee and payment
conditions of the contract must be included in the
f?/ancial analysis. A copy of the contract must be
sent to the Guarantee Department with the
application.

What are the policies and procedures associated with

obtaining credit approval for accepting the
guarantee of another party in favor of the Czech

Savings Bank, whether or not that party is a bank or

some other corporate organization or an individual?

The Head Office, Guarantee Department is responsible
for the review and approval of all guarantees issued

in favor of the Bank in foreign currencies and all

guarantees issued by guarantors resident outside the

Czech Republic. Specifically, the Foreign Business
Contacts Department is required to collaborate with



the area of primary credit responsibility. This
Department must verify signatures and determine the
lagal ability of the guarantor to extend its
guarantee. The specific wording must also be
approved by the Guarantee Department. Clients are
encouraged to contact the Foreign Business Contacts
Department prior to issuance of guarantees so that
the Bank can suggest any improvements in wording.

What types of guarantees are granted?

Guarantees are issued for bid bonds, performance
bonds, advance payment bonds and warranty bonds.
Guarantees are issued as part of contracts or they
stand alone. In the latter case, they are payable on
demand. Guarantees are also issued to induce other
banks to issue their guarantee. 1In this case, the
Bank indemnifies the institution issuing the
guarantee. Guarantees are also issued as security
for custom’s bonds and payment of court outlays.

Who is responsible for determining the fee to be
charged for the guarantee?

Fees are determined by the Branch or Office
responsible for the relationship. Head Office will
be involved when it is appropriate.

Who is responsible for collecting fees on a timely
basis?

The Branch or Office responsible for the
relationship. Fees are paid quarterly in advance on
a per annum rate. It is possible for the Branch to
collect the entire fee in advance.

Is there a standard agreement form between the Bank
and the Client of the Bank that provides a counter-
indemnity from the Client to the Bank?

Yes, this is called a BANK GUARANTEE PROVISION
AGREMENT. A sample is attached as Appendix No.2 on
the Bank Guarantee Policy and Procedures statement.
It includes, as an integral part of the form,
another, more detailed form for providing the
counter-indemnity agreement.

Is there a procedure for reviewing the adequacy of
guarantors of the Bank on an annual basis?

No, but one is being discussed.

Is there a central file that totals the outstanding
guarantees to the Bank on an annual basis?

Yes, the total outstanding amount of guarantees is
reported by the Department every time a change
occurs and on a weekly basis.



Are there procedures for allocating capital under
risk-asset to capital ratios by the type of
guarantee and is there a procedure for calculating
the cost associated with that allocation?

The amount of guarantees outstanding is reported to
the Assets and Liabilities Department for regqular
reporting to the National Bank. The National Bank
monitors the total capital adequacy of the Bank.
Those responding to this question did not know if
costs associated with this allocation were known.

Is the cost of allocation of capital included in the
fee structure charged for guarantees?

Fees are usually determined by competitive
circumstances and the Bank’s relationship with the
customer.
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KFMG PEAT MARWICK
. POLICY ECONOMICS GROUP
T CZECH SAVINGS BANK A.S.

A’ FORFAIT ANALYSIS WORKSHEET

Introduction

The export of capital equipment depends significantly upon
the exporter’s ability to provide financing to, or to find
financing for, the importer(buyer) of that equipment. Exporters
prefer cash sales. Any financing arrangement that eliminates
recourse to the exporter should the buyer fail to pay as agreed
will satisfy the exporter’s preference for a cash sale.

From the buyer’s point of view, credit purchases are
generally perceived to cost more than cash purchases. The buyer
who uses credit, generally prefers a fixed rate obligation so as
to be certain of the extra cost. He also prefers a debt
repayment schedule that best matches the income generation cycle
of the equipment being purchased. That way the buyer is able to
build the purchase price(principal and interest) into the cost
of goods produced by means of the capital equipment purchased.

The a’ forfajt market developed from this demand, not
supplied by the banking community, for medium-term, non-recourse,
fixed rate financing for capital equipment. Debt obligations in
the form of bills of exchange or promissory notes are created to
include the interest cost of up to five-year financing(on
occasion the market is open for shorter or longer periods) in the
invoice value of the equipment. The exporter then sells the debt
obligation of the buyer, without recourse, to a willing investor
at a discount. The discount is such that the exporter receives
the total value of the equipment he sold(cash price) and the
investor receives the face value of the debt instrument as or
when it matures, thereby earning the interest component. When
the name of the bhuyer is not sufficiently well-known to interest
investors in such export obligations, the addition of a bank
guarantee or aval is requested.

£ houses make markets in this paper. In so doing

‘take the paper into their own portfolio position. To
; for additional paper and to realize income, they are
interested in selling portions of their portfolio. They earn
income from fees in the process of structuring financing for
exporters and also whenever they can sell paper at a discount
less than the original purchase. When they find that they have
obligations from importers in the Czech Republic that they want
to sell, they logically contact those whom they believe are
willing Czech investors. The Czech Savings Bank is one of their
logical choices as a potential investor. The question that must
be answered is whether a’ forfait paper is an acceptable
investment for a banking institution based upon a r:.sk/reward
analysis and as compared to alternative investments.



By definition, the a’ forfajt market accepts and makes its
profit on the extension of credit with hlgher risk than that
normally- assumed by a bank. Measuring risk is a complex process
and can only be an estimation until a borrower actually fails to
pay as agreed. Then it is realized. The following discussion
of risk is not intended to be a measurement of risk associated
with the obligor in an a’_ forfait transaction, but rather a
comparison of the Bank’s ability to recover advances made from
more normal loans, to the Bank’s ability to recover advances made
through an 3’ _forfait transaction in the event of a borrower’s
weakened financial position, inability or unwillingness to pay,
or bankruptcy.

1. In normal loan documentation a bank includes covenants that
allow for acceleration of repayment should the borrower
encounter financial difficulty. For example, these
covenants may forbid the borrower to do certain thlngs
outside its normal course of business, or include a variety
of financial ratios that a borrower must maintain. If the
borrower breaks these covenants, the bank will have the
right to demand immediate repayment. ! orfait
transactions do not normally allow for covenants that give
the Bank the right to accelerate payment. The buyer of 3’
forfait paper simply purchases a promissory note or bill of
exchange to be paid at a certain date in the future with no
right to demand earlier repayment. In a bankruptcy
situation, it is not totally clear how a bankruptcy court
would treat the obligation if it was not yet due for
payment. Any guarantor would likely refuse liability until
a failure to pay on maturity occurred.

2. A’ forfaijt paper generally arises from a trade transaction.
However, the purchaser of the obligation, the Bank, incurs
a financial asset with no tie to the trade transaction and
has no written collateral claim against the equipment
purchased by the obligor.

3. The Bank does not have any rights of acceleration against
the guarantor, who will in all cases present as many
defenses against payment as allowable under existing law.

r current bankruptcy law, claims against obligations in
othier than the Czech language are not allowed. ! forfait
paper must be in Czech to meet this criterion of the
bankruptcy court for eligibility. Most paper in the a’
forfait market is in English.

5. There is no precedent as to how the foreign exchange
liability would be handled, but in any case, it is likely
that any settlement would be in terms of the present value
of the obligations.

N



Financial Cost/Benefit Calculation

Information required by the Bank to determine whether or not
investing in a’ forfait paper is a reasonable alternative to
other investments is presented in the "Worksheet" attached. Also
attached is a list of questions to which the Bank should seek
answers in order to determine issues of credit risk associated
with the underlying transaction and the credit worthiness of the
forfait house selling the paper.




2.

3.

A’ FORFAIT ANALYSIS WORKSHEET

FORM OF DEBT INSTRUMENT:
PROMISSORY NOTE

BILL OF EXCHANGE
BOND

OTHER (SPECIFY):

FORM OF GUARANTEE:
AVAL
GUARANTEE AGREEMENT
ENDORSEMENT
OTHER (SPECIFY):

ORIGINAL DATE OF DEBT INSTRUMENT:
FINAL MATURITY DATE:
REPAYMENT SCHEDULE ON INSTALLMENT DEBT:

AMOUNT MATURITY DATE BALANCE




10.

¥ACE) RATE, IF ANY:
G RATE AND BASIS:

STRAIGHT DISCOUNT: %
BASIS: 365\360; 365/365; 360/360

DISCOUNT TO YIELD: ___ %
BASIS: 365\360; ___ 365/365; ___ 360/360

GROSS INCOME CALCULATION VERIFICATION:

STRAIGHT DISCOUNT GROSS INCOME:

DISCOUNT TO YIELD GROSS INCOME:

ottt AL

o
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MET INCOME CALCULATION

11. GROSS INCOME(From No.10 above):

LESS: e COST OF FUNDS:

® COST OF FOREIGN EXCHANGE
HEDGE:

® COST OF CAPITAL:

¢ OPERATING EXPENSES:
(excluding loan loss
provision expense)

e RISK PROVISION:

e NET INCOME AFTER FUNDING AND ADMIN.COSTS: =
LESS: e TAXES (AT CURRENT RATE):
‘ NET INCOME AFTER TAXES:

In order to compare alternative investment yields, a similar
calculation as above must be done for each investment the Bank
has an opportunity to purchase. Investments should be of
similar risk and like maturity for fair comparison. It is
important to recognize that a’ forfajit paper is usually drawn
in foreign currency.

Cost of Funds

‘funds is the price paid for buying a deposit
o fund the asset. Since 3’ forfait paper is
edium term financing (1 to 5 years), a deposit
iaturlty will be required to avoid an interest
If the deposit is of shorter maturity than
the paper purchased this creates what is called a "gap"
risk. Finding deposits of like maturity may be
expensive, if not impossible. Covering "gap" risks may
require more sophisticated financing vehicles in the
"derivatives" market. This will add costs and additional
credit and operating risks.

Cost of Foreign Exchange Hedge
To avoid the addition of foreign currency risk, the

| ¢
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Cost

oper

,purchased must be in the same currency as the
urchased. If however the Bank chooses to fund the
ion by converting crowns at the current spot
forward rorelgn exchange risk created. This

3 from conversion back to crowns upon maturity of
the paper. This should be hedged, and the cost of the
hedge added to the cost of funds.

To avoid "gap" risk in this case, the forward contract
must match the maturity of the paper. Unfortunately the
forward foreign exchange market does not usually extend
beyond one year. Foreign currency swaps will have to be
arranged to cover this risk, and at additional cost.

of Capital

Capital may defined most simply as the amount remaining
after all liabilities are subtracted from all assets.
Capital provides a resource to cushion an unpredictable
drop in the value of assets or the availability of
deposits. The "cost of capital" is the cost associated
with attracting capital to the Bank. Shareholders
assume a subordinated position to depositors and other
creditors and therefore assume higher risk for prov1d1ng‘
this cushion. The "cost of capital" can therefore be -
imputed to be more (possibly between 2 to 5 percent more)
than the rate at which the Bank borrows. It is the
Bank’s most expensive source of funds. In an advanced
free market economy with equity markets the cost may be
computed based upon the dividends and retained earnings
growth needed to attract capital. The allocation should
be 100% of the 8% allocation required under the Basel
Agreement. A simple "cost of capital" calculation for a
one year obligation of 5 million US dollars could be:

Cost of Capital = Principal X .08 X R

where: R = Average bank borrowing costs for one year
maturities + 2%

\verage borrowing cost is 18% p.a.

ubstituting: US$5,000,000(.08) (.20)=US$80,000

For simplicity, operating expenses may be calculated as a
ratio of Non-Interest Operating Expenses(excluding loan
loss provision expense) to Average Earning Assets.
Multiplying this ratio times the amount advanced will
give an approximation of the operating expenses
associated with the transaction. The reason for
excluding the "loan loss provision expense" is that this
expense is usually a percentage of the principal amount
ideally arrived at upon a rigorous risk rating assessment
of the loan portfolio including the estimated recoverable

7
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Risk

val t‘ot impaired assets. It is included in the Risk

Provision

This provision should be established by the credit and
loan committee responsible for assessing the risk
associated with the asset under consideration and its
relative recoverability in the event of default. A’
forfait transactions should be considered among the most
risky assets for the reasons noted above. No attempt is
made here to quantify this amount, but this cost must not
be excluded from the comparative analysis with other
asset alternatives.

OTHER QUESTIONS

Is the a’ forfait house a known institution in the
market?

What procedures do they follow to validate the legality
of the paper being sold?

Is the paper being sold without recourse, or is there
some remaining recourse to some previous holder of the
paper?

What is the financial strength of the Guarantor and the
country in which the Guarantor is domiciled?

Will there be foreign currency available at the maturity
of the obligation(s) being purchased?

How will the obligor be told to remit payment to the Bank
as the paper matures? Whose responsibility is it? How
will the Bank verify that these instructions were

ﬁ@nk reviewed the Guarantee in its entirety
‘purchase the paper? 1Is the wording acceptable?

W
ikl
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Nostro Accounting and Statement Reconcilation
Process and Procedures
- Key Issues
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KPMG PEAT MARWICK
POLICY ECONOMICS GROUP
CESKA SPORITELNA, a.s.

Memo: Assets and Liabilities Department
From: Frederick J. Zamon, Advisor
Date: February 16, 1993

Subject: Meeting with Ms. Olga Novotnd, Ms. Hana Tichavskd and Tomas Samanek,
Translator, on February 15 and 16, 1993.

The purpose of the above referenced meeting was to discuss the questions presented to
Mr.Fejt and Ms. Novotna in my memorandum of February 4, 1993. Responses are
shown below each question.

NOSTRO ACCOUNTING AND STATEMENT RECONCILIATION : PROCESS AND
PROCEDURE

1. How many bank account (nostro} statements do you reconcile during thie month?
ANS.: 507 statements. This is because we have 38 nostro banks and 60 nostro accounts.

2. How many statements do you receive that cover a one week accounting period, a two
week accounting period and a one month accounting period?

ANS.: 22 Banks send us daily statements; 22 banks send us weekly statements and 4 banks
send us monthly statements. The problem is that they all arrive on a one to two week
delayed basis.

3. Do you stamp the time and date of receipt on each statement when it arrives in the
bank?

ANS.: The Distribution Department stamps the date received on the statements. The
Assets and Liabilities Departiment does not do this function. No time is stamped on the
statements.

4. Based upon your experience during the last year, how long from the date of the
statement does it take to receive each statement from the correspondent bank?

ANS.: Without looking at each statement, delivery from most countries in Europe is from 7 to
10 days. Mail from Great Britain, the U.S.A.. and Canada take about 14 days.

5. Is the statement received by post, or does the correspondent send the statement to the
bank by telex or other electronic means? (S.W.LF.T.}

ANS.: Bankers Trust sends statements by telex, one from New York and one from Frankfurt.
Indo-Suez, Zurich sends two statements by fax.. All others are by post.

6. Based upon your experience during the last year, how long does it take to reconcile
each statement from the day it is received in the bank? I understand this will be
different for each account. It is important that we know which accounts take a long
time to reconcile and which ones do not take a long time to reconcile.



It is possible to answer this question, but only by examining each statement. The
response varies by statement and by activity on each statement and the speed with
whicl: the mail functions. Ifa lot a statements are received in a single mail delivery
with a lot of transactional activity, it may take longer on a particular statement than at
another time on the same account.

How many people are assigned to the reconcilement function?

7.

How are the staterments allocated among the personnel in the reconcilement function?
By experience and the number of statements that must be checked.

In my experience, a reconcilement worksheet is usually divided into four major areas:
We Debit , They do not credit.

They Debit, We do not credit.

We Credit, They do not debit.
They Credit, We do not debit.

apop

Does such a sheet exist in the Reconcilement Department?

.. There is no reconcilement worksheet of the type referenced in question "8" above.

Individual statements are reconciled against separate lists of entries reported to the
Reconcilement Department by various areas of the bank originating entries over these
accounts. Forexample: The Clean Payments Department processes entries for the
Regional Offices and various other Departments. A list of transactions originated by
Clean Payments Department is used to reconcile the nostro bank statements. This list
is reported to arTive as late as two weeks after the entries are passed. The Documentary
Credit Department submits a list of nostro entries on a daily basis. This list is primarily
intended for the purpose of making sure that there are adequate balances in the
respective accounts, and only incidentally as a source nostro transactions. Foreign
exchange and bank—-to-bank transactions are reported by separate lists to the
Reconcilement Department by the Forex "Back Office " resident in the Assets and
Liabilities Department. Back Office is responsible for preparing entries for the
Financial Accounting Department to record thie foreign exchange activities of the Bank.

This procedure makes the reconcilement process difficult. Without the apparent
availability of a reciprocal subsidiary ledger for each nostro bank account, there is no
single place where all entries can be found. This makes liquidity control difficult, if not
impossible. The consequence is that there are reportedly frequent overdrafts on the
nostro accounts and subsequent interest charges or payments which are not honored
by the nostro bank. These delays will affect customer relations and the reputation of
the Bank in foreign markets. In an effort to avoid such overdrafts, the Bank keeps
excess balances in the active nostro accounts. Itis not known how large these
excesses, If there are any, may be. It is imperative that this data be gathered to properly
control the bank's foreign exchange liquidity while keeping costs at an efficient
minimum. :

Items outstanding for more than two reporting periods genérally represent serious -
problems. How may items are outstanding on each statement for each of the following
periods?

-



10.

11.

12.

0 to 14 days? 20%
15 to 30 days? 3%
31 to 45 days? 2%
45 to 60 days? 1%

More than 60 days? 1%

The total koruna equivalent of the above entries is not calculated, monitored and
reported on a regular basis.

What procedure is used to trace these outstanding items?

Unreconciled items are traced inside the Bank and outside the Bank. When items
appear on the statement from the foreign bank, but not on any of the lists from Ceska
spofitelna departments, items are traced through the foreign bank. See Exhibit"1"
attached to this memorandum to see the type of form letter used. Items traced inside
the Bank are noted on a list and sent to the manager of the department believed to be
responsible for the outstanding item. See Exhibit "2” for a typical internal
communication form.

Who has primary responsibility for tracing each outstanding item?

Outstanding items are investigated by the Reconcilement Department. Items that do
not appear on the nostro bank statements are traced inside the Bank by sending an
{nquiry to the head of the department originating the entry. It is the head of the
department who is considered responsible. Except for notification, there does not
appear to be any sanctions applied if outstanding entries are not resolved on a timely
basis. (See memo of February 28 on Assets and Liabilities and Mr. Fejt's point in No. 1
wherein hie comments that customer inquiries concerning non-receipt of payments are
processed by a special investigator that reports directly to him.)

How are communications prepared between the reconcilement department and the
departiments that are generating the entries on nostro accounts? For example: In
communications with the foreign exchange department, branches, or the payments
department, are they in writing or verbal? How are these communications monitored
and controlled?

Lists of nostro entries are prepared by the various departments making such entries.
These lists are given to the Reconcilement Department. Clean Payments Department
appears to have the greatest volume. Since the lists are prepared manually, they may
not be delivered for two weeks after the entries are made. Other departments provide
information only after investigations reveal that entries have not been made on a timely
basis.

If items remain outstanding more than 30 days, who will be responsible for any
compensation claims submitted by customers and/or clients?

: The department committing the error.

Who has authority to approve payment of valid compensation claims?

.. The Director of the Bank in charge of the area.



15. What is the average aggregate outstanding balance i{n all nostro accounts?

ANS.: This is not known, although the statistical area of the Bank does compile a reporton a
daily basis of all the Bank's Assets and Liabilities, including aggregate nostro account
balances. The accuracy of this data in view of the delay in compiling and reconciling
account information appears to need refinement.

16. Do you think that this is too high?

ANS.: Respondentsarenotina poéition to judge whether or not the aggregate balances are
too high.

17. Do certain accounts have frequent overdrawn balances even though the reconcilement
worksheets do not indicate this to be the case?

ANS.: Yes.

18. Has there been communication and coordination with that part of the International
Trade Department that is preparing for S.W.LF.T. implementation?

ANS.: Yes.
COMMENTS

Respondents seem to indicate that there are no subsidiary ledgers posted for each nostro
account. This must be verified as the case. Standard accounting requires that there exist a
separate journal ledger for each bank account owned by Cesk4 §pofitelna, and that the entries
to each of those accounts be the "mirror” image of the deposit({loro) account maintained on the
books of the foreign correspondent bank. It is these two accounts that must be reconciled.
The aggregate of these individual nostro accounts must equal the outstanding balance of the
General Ledger account that records foreign demand deposit assets owned by the Bank. Any
lists submitted to the Reconcilement Department should only be related to the process of
resolving outstanding items. Lists controlling the daily liquidity in each account fulfill a
different function than reconcilement, although they may be useful in the reconcilement
process.

REPORTING FUNCTIONS

RESPONSES TO THE QUESTIONS IN THIS SECTION WERE OBTAINED IN AN INTERVIEW
WITH MGR. JAROSLAV HADRAVA AND ING. IRENA LICKOVA OF THE FOREIGN
EXCHANGE STATISTICS DEPARTMENT. THEY ARE PRIMARILY CONCERNED WITH
MAKING EXTERNAIL REPORTS TO THE NATIONAL BANK OF THE CZECH REPUBLIC AND
INTERNAL REPORTS TO VARIOUS SENIOR MANAGERS OF THE BANK.

1. List the reports that you must prepare in the following format and number them. The
numbers will be used in preparing answers to some of the following questions.

Daily
Management reports
Accounting and Control reports
External (Government and other agency/ company) reports
Internal audit reports



Weekly
Management reports
Accounting and Control reports
External (Government and other agency/company) reports
Internal audit reports

Bi-Weekly
Management reports
Accounting and Control reports
External (Government and other agency/company) reports
Internal audit reports

Monthly
Management reports
Accounting and Control reports
External (Government and other agency/company) reports
Internal audit reports

Semi-Annually
Management reports
Accounting and Control reports
External (Government and other agency/company) reports
Internal audit reports

Annually
Management reports
Accounting and Control reports
External (Government and other agency/company) reports
Internal audit reports

%

Reports of the Bank's foreign exchange assets and liabilities reflect:

Foreign exchange purchases and sales

Foreign currency placed and taken.

Foreign currency loans.

Foreign currency commitments such as letters of credit and others.
Foreign currency nostro balances.

Foreign currency payments and reimbursements

Purchase and sale of checks

Foreign currency interest — received and paid

Profits and losses from foreign currency exchanges

Profits and losses from exchange rate differences and ranges

® 6 o & & 0 85 0 0 o

EXTERNAL REPORTS

The above listed reports are required by the National Bank. The format and content are
determined by the National Bank. They are changed frequently. For this reason, it is often
difficult to obtain the data required, and in some cases in the past it has been impossible to
provide the information. Circumstances leading to the difficulty in obtaining accurate and
timely information have included the following:

Information requested is new and has not been previously gathered before.
Changes in the accounting systems and pmcedurcs that have not been coordinated
with the reporting requirements.

Difficulty in gathering information from Regional Offices due to a variety of reasons.
Lack of manpower to re~program existing systems to generate data for the reports.



National Bank reports require that all foreign currency assets and liabilities be divided as to
domestic or foreign ownership. It Is anticipated that income reports will also be required by
domestic or foreign source In the near future. There are no special weekly, monthly, quarterly,
semi-annual or annual reports required by the National Bank.

INTERNAL REPORTS

Weekly and montlhly position reports are required by Management. These reports include
similar information as to assets and liabilities denominated in foreign currency. They also
require certain graphic representations. The necessitates that input, which is gathered
manually, be re-keyed into a personal computer in Quattro Pro. There are no permanent daily
internal reports required from the Liquidity Department, Assets and Liabilities Group(DAP),
but there was a time during which the weekly information, for example, was required on a daily
basis.

Executive management does require a monthly report of loans, collateral and letters of credit
that exceed Kcs 100 million. From this data the Accounting Department prepares liquidity
reports.

COMMENTS

Statistical reports, both internal and external, are becoming increasingly important in the

functioning and management of the Bank. The greater the degree of computerization used in

the compiling of data and the transmission of data, the greater the degree of accuracy of, and

timeliness in, the delivery of reports. It is critical that reporting requirements be considered
‘ independently from accounting data.

In more specific terms: Statistical reports for financial reporting, management reporting
and market analysis must not be considered a simple off-shoot from the accounting
system. Statistical reporting serves many othier functions than that of accounting. It requires
special coordination with the accounting system, and will utilize data from the accounting
system. Failure to consider it separately will result in the loss of critical data whenever the
accounting system is revised based solely upon accounting requirements.

2. List the number of each report that is prepared from data that is given to you from
another department immediately prior to report preparation, and name the department.
If several departments must provide such information, list them.

ANS.: Single items are being delivered from regional branches through OEC. Other
information is delivered from the Account Administration Department, Back Office,
Accounting, Foreign Exchange, Foreign Payment Contact Department and the Foreign
Business Contact Department.

3. Do these departments provide the information on a timely basis, or are there delays? If
there are delays, wliy do you think that happens?

ANS.: Delays occur. Accounting systems are changed without considering reporting
requirements. New requirements are given for which no data base has been
established, and the external programmer cannot keep up with the work required
to sort existing data. .

‘ 4, What suggestions do you have for improving the report preparation process?

ANS.: One of the most important suggestions is to coordinate any changes in accounting
systems and programs with the Financial Statistics Department.
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7.

ANS.:

How many of these reports must be prepared manually?

.: All of them. Data is gatliered manually and then re-keyed into a personal computer.

Do you have any suggestions for computerizing reporting?

Until the Unisys system is operational, we are cooperating witli Mr. Herbicl's
department (computer area) in order to facilitate management of the manual work load.
(By using available personal computer software like Quattro Pro.) This reduces the
probability of making mistakes in the reports. Larger programming products would
require intensive cooperation with an efficient programmer who would have time and be
willing to cooperate with us.

If possible, estimate how long it takes to prepare each report.

Not possible at this time.

FOREIGN EXCHANGE DEPARTMENT (FOREX DEPT.)

THE FOLLOWING QUESTIONS WERE RESPONDED TO BY MRS. OLGA NOVOTNA.

1.

ANS.:

How many trade transactions are conducted on a daily basis?

Currently because of the change in the koruna between the Czech and Slovak republic,
there are few transactions. In more normal circumstance there were about 20
transactions a day. These were all spot transactions. Only two forwards were done last
year. There are about 3 to 5 euro—currency transactions on a daily basis There are five
dealers. (5)

How many "due from” foreign bank entries (nostro/vostro) entries are received from
departments other than the Forex Department?

: The foreign exchange "back office” does not see all the entries on the nostro accounts.

Clean Payments Department does most of them. The only entries seen in the Back
Office is from Letters of Credit and Forex.

How many Eurocurrency time deposit transactions (placed and taken} occur on a daily
basis?

: Three to five.

Is a position sheet prepared by the Traders? Is a position sheet prepared by the
Assets/Liabilities Department? Are these sheets compared and proven to agree on a
daily basis, before anyone leaves for the day?

: A position sheet is prepared by the Traders. There is no comparable position sheet

prepared by the Back Office. There are sheets for several individual high volume banks
which appear to be a kind of position sheet. However, there is no beginning balance or
ending balance. The information is only useful as a shorthand memo of activity during
the day. (See Reconcilement Department memo of February 23, 1993, Item "E".)
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How is each trade conducted by the Forex Dept. verified by the Assets/Liabilities
Dept.?

Each trade, whether for foreign exchange, money deposit or bank notes is recorded on a
dealer’s sheet. (See Exhibits 2,3.4 attached.) Back Office verifies by fax or telex with the
counterpart to the transaction. (See Exhibits 5 and 6 attached.] Exhibit "4" for Bank
Notes is sent to the Reconcilement Department for use In reconciling the cash
transaction over the appropriate nostro account.

Are outstanding "audit copies” of trade transactions added and proven to the general
ledger and journal accounts on a daily, weekly, monthly or quarterly basis?

: There is nothing called an "audit” copy. Each spot transaction is a unique file available

for audit. Since there are only a few forward transactions a year, there has been no
need to design complex trading forms.

Are credit limits by customer known by the Assets/Liabilities Department?

: There is no current system for establishing or monitoring credit limits. This is done on

a case by case basis by senior management. Plans are being made to establish such
limits.

If a client exceeds established foreign exchange/euro~currency limits, how is the
exception reported? Who must approve such viclation?

: No violations have occurred. All trades are done only with approved banks.

Are traders allowed to conduct transactions from their home or other places than on
Bank property during normal business hours?

: All trade are done in the bank. Trades may be done outside of normal business hours

for the domestic Branches and Headquarters. "Business Hours" for the foreign
exchange market are 24 hours.

Are traders allowed to conduct transactions from their home or other places than on
Bank property during times before or after normal business hours?

.. Traders are not allowed to trade from places other than in the Bank. They can stay in

the Bank and do trades before or after normal business hours.

If trades are conducted before or after normal business hours, do the transactions get
reported and processed in the same or next business day?

: Yes. However, the traders are not required to use pre-numbered trading sheets.

Do traders do forward contracts? If so, what are standard processes and procedures
applied to these transactions?

¢ Yes, but on only rare occasions. Then both the traders and Back Office personnel

monmnitor the transaction.

How is the profit(loss) accounting done? How frequently is~proﬁt(loss) performed?

: NOSTRO account profit or loss is done on a monthly basis. Back Office has not been

involved in any foreign currency loans that have not been match funded. Since no
forwards are outstanding, no profit(loss) procedures are documented.

o
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How are the risk asset to capital ratios computed for the various assets of the bank that
the Asset/Liability Department is responsible for monitoring?

.. The concept is not known to respondents.

Have there been any discussions with the S.W.L.F.T. project leader as regards how the
S.W.LF.T. system will affect the Assets/Liabilities Department?

: There have been preliminary discussions and training in use of the S.W.LF.T. system.

No formal discussions as to thie impact of S.W.I.F.T. on the Assets and Liabilities have
occurred.

What discussions have occurred concerning the UNISYS system to be installed?

None at this time.

How will loan funding be affected by the UNISYS and S.W.LLF.T. systems and how will

that affect the operations of the Asset/Liability Department?

Unknown.
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‘Our Account:

Your Ref. Yours dated Please reply to/Ref. Telephone bate

Our/Your Payment Order
Beneficiary:
Account with:

We inform you as follows (the notes marked X will apply):

We are not yet in receipt of your answer to our

‘ letter/telex/fax dated

The beneficiary is said to have not yet received the
am ount. Please advise us of the date of payment.

We would ask you to effect payment-if not already done so
-on the strenght of this Jetter, avoiding,

however,duplication of payment

It appears that up to the date our account with you has
not been debited/credited for the order in question

The beneficiary’s address indicated by you is incomplete.
Kindly advise full address and account relationship.

According to our prinéipals’ infbrmation, the exact
address of the payee reads as follows:

The payee maintains an accoount with:

We hereby cancel our payment order and ask you to
re-credit our account with the amaount '

We authorize you to

Please cancel your payment order.
debit our account with you.

Yours.truly ' - ' : .
- A
Ceskd spofitelna, a.s. %.‘f
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Accounts /
Procedures for Incoming Payments
- Key Issues
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At

KPMG PEAT MARWICK
POLICY ECONOMICS GROUP
CESKA SPORITELNA

Memo: Reconcilement Department

Date:

February 23, 1993

From: Frederick J. Zamon, Advisor

Subject: Reconcilement procedures for foreign nostro accounts.

Procedures for incoming payments.

On February 22, Mr. F. Zamon, Advisor, with translation assistance of Tomas Samdnek,
KPMG, met with Mrs. Daniela Neuwirthova, Reconcilement Department, to discuss
procedures for reconciling nostro accounts. Subsequently we were joined by Ms. Helena
Riedelovid, Chief Manager International Payments Department. Major points in our
discussion were as follows:

1.

There are three reconcilement personnel responsible for reconciling the statements
of the 38 foreign banks within which Ceska spofitelna keeps funds ("Nostro Banks").

These personnel are also responsible for authorizing payment to payees of all
incoming payments. They do not prepare accounting entries: only initial the
incoming instruction thereby authorizing the relevant department to pass the correct
credit to the customer receiving the funds. This important control function is
centralized here in order to prevent duplicate payments. This risk occurs because
foreign banks frequently send original payment orders to Head Office and copies to
other operating areas of the Bank for information purposes. Failure to recognize
duplicate instructions could result in payment to a payee two or more times. There
is, however a "fringe benefit" to this activity for the reconcilement person. Since
incoming credits do not have a corresponding Cesk4 spofitelna reference number on
the foreign Nostro Bank statement, familiarity with the entry allows for easier
recognition of credits to the statement of the Nostro Bank.

Statements received in the mail are stamped with the date, usually on the reverse
side of the statements. In addition to the statement itself, there are often individual
debit and credit advices with details as to commissions and fees associated with each
transaction.

As indicated in the initial interview with Ms.Hana Tichavskd, the statements are
reconciled against several lists available to the reconcilement person.

One such list originates from the Clean Payments Department. Other lists originate
from Assets and Liabilities and Documentary Payments departments. Incoming
credits, as noted above, are recorded on a separate sheet kept by the reconcilement
person with copies of the original and duplicate incoming cables, etc., in a file.

It was agreed that it would be of significant help if all debits and credits that must be
reconciled to the Nostro Bank statement were located on a single ledger and received
on a daily basis. Further discussion on this topic led to the need to consult with Ms.
Helena Riedelovi in order to understand the procedures utilized in making Clean
Payments. Itis appropriate that that discussion be recounted here.

\a



CLEAN PAYMENTS PROCEDURES AND PROBLEMS

A.

All infernational payments are sent through Headquarters. Certain branch offices of
the Bank accept requests for payments. Upon application, the applicant’s account is
charged and a suspense account is credited.

The Branch authenticates applicant signatures and then sends the written payment
order to Headquarters. Branch signatures are verified by Head Office personnel and
payments are then typed in S.W.LF.T. format, tested and telexed to the paying
correspondent bank.

Data from each payment order is then entered into a computer system that sorts the
information by branch, individual amount, value date and Czech crowns at two
different rates to indicate the sale price to the client and the price of cover. The
difference is a Cesk4 spofitelna foreign exchange profit on each transaction.

A copy of this form is attached for reference labeled Exhibit "A".

Data from this system is extremely, (and one must stress that word, "extremely”)
critical to the entire payments function in the Bank. Data from this report is used to
debit the suspense account that each branch office credited at the time of charging
their client's account. A failure of this system, or a change in the system that affects
the output can serfously impact the accounting of payments.

Output from the system is also utilized to report the foreign currency position of the
Bank to the National Bank and for internal reports of that position to Senior
Management. (Refer to the Assets and Liabilities memorandum dated 16 February
1993 with special reference to External and Internal Reports generated by the
Financial Statistics area.)

The form referenced in "C" above and data required in "D" above is the output ofa
computer system that is owned and operated by an outside contractor. It is reported
that this system is only operated by a single person who is the only one capable of
programming this system for new accounting or statistical reports. Moreover, this
individual is unwilling to delegate any responsibility in this regard to any other
person. Requests for data necessary for External Reporting to the National Bank has
been reported delayed due to inadequate programming. This situation should be
investigated to see what improvemnents can be made in programming the system, the
the security surrounding the system and the back-up required should the vendor
fail to perform for any reason.

Data from this report, together with data from the payment orders sent from clients,
is used by the International Payments Department to prepare the list of Nostro Bank
debits used by Reconcilement Department personnel to reconcile the Nostro Bank
accounts.

The above method for controlling inter-office entries, i.e., the suspense account
system, effectively eliminates the urgency to provide a single Nostro Bank ledger for
each Nostro Bank account. As a result, the reconcilement lists may take two weeks
to reach Reconcilement personnel. In addition, there is no single Nostro Bank ledger
against which to measure the liquidity status(level of working balances) of each
Nostro Account. :



To solve the lHquidity management problem, the Reconcilement person must
manually maintain a nostro ledger. This {s accomplished by recording the beginning
balance for each Nostro Bank and subtracting the dafly aggregate debits gathered
from several departments. Since a number of overdraft positions are reported
regularly, the efficiency of the system does not appear to be very effective.

WHO CONTROLS THE SUSPENSE ACCOUNT?
ARE THERE ANY FAX ORDERS FROM BRANCHES RECEIVED AT HEAD OFFICE?

ARE THERE TEST KEYS USED TO AUTHENTICATE TELEX OR FAX MESSAGES
SENT TO HEAD OFFICE FROM THE BRANCHES?

WHICH BRANCHES ARE AUTHORIZED TO ISSUE PAYMENT ORDERS?

ARE ALL AUTHORIZED, OR ONLY THE 80 OR SO REGIONAL SUBSIDIARIES?

. ISIT POSSIBLE TO PRE-NUMBER PAYMENT ORDERS?

ARE VERIFICATION CALLS MADE TO THE BRANCH ORIGINATING THE PAYMENT
ORDER FOR AMOUNTS OVER A CERTAIN SIZE?

. HOW ARE FOREIGN EXCHANGE RATES DETERMINED AND APPLIED? .
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Exhibit B-11C

Fdreign Exchange Division /
Assets and Liabilities Department
- Key Issues
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KPMG PEAT MARWICK
CESKA SPORITELNA

Memo: Assets and Liabilities Department
From: Frederick J. Zamon, Advisor
Date: February 28, 1993

Subject: Meeting with Mr. Roman Fejt, Manager, Assets and Liailities Department. and
Mr.Tom43 Samadnek, Translator, on February 25 and 26, 1993.

Mr. Fejt went over the memoranda which describes the Asset and Liability Department and
filled in the gaps in our understanding of the workings of that Department. He shed some light
upon the operations of the Clean Payments Department as well. A summary of these
conversations follow. Items already covered in previous memoranda are not repeated here.

1. It is correct that the authorization of incoming payments is a function being performed
by personnel in charge of reconcilement. This was a request of Ms. Riedelovd. My query
on the potential for collusion between the reconcilement person and a clean payments
person was understood, but Mr. Fejt pointed out that problem credit items for clients
are processed by a separate individual who reports to him directly. Credits that go
astray are checked personnally by that person on the nostro statements.

2. We agreed that the S.W.LF.T. system will go a long way toward facilitating nostro
accounting and reconcilement. Currently there may be as long as seven days from the
time a client requests an outgoing payment (the day the client's account is debited) and
when the payment is value dated at its destination.

3. The TIS (UNISYS) system is supposed to solve the delay from the originating office
(branch) to Head Office. From Head Office, S.W.I.F.T. should take care of the transfer.

4. WHAT IS SERIOUSLY LACKING IS A FOREIGN EXCHANGE ACCOUNTING SYSTEM
BETWEEN THE BRANCHES AND THE HEAD OFFFICE. IT WILL HAVE TO INTERFACE
WITH S.W.LF.T. AND TIS.

5. The magnitude of this problem is reflected in the fact that there are 130,000 foreign
currency accounts held by clients of Ceskad spofitelna TIS will handle the branch
conversion, but the totals and Nostro Account entries must be input into a foreign
exchange system, and TIS is not, as currently configured. going to fulfill this function.

6. Information that {s necessary to report the Bank's foreign exchange position to the
National Bank and to Senjor Management is being routed through Assets and Liabilities
Department into a FoxPro database. The database can do in a few hours what it took
several days to do last year. The system also consolidates Branch totals indicating
assets and liabilities of the Branch and its clients. Data are submitted on Tuesday and
Friday of each week. The system stands alone. ItIs not tled into any datasource and all
the Input must be re~keyed.

7. A new Nostro Account reporting form has been designed and will soon be implemented.
A copy is attached as Exhibit "A". It will provide a Nostro Account balance on a daily
basfs. It will still be subject to input from various departments and be subject to the
accuracy and time constraints of each department. Nostro Account reporting forms
have also been redesigned to facilitate standardization to the greatest extent possible.
Exhibits "B", "C", and "D" are attached as well.
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Menmo:
Date:

From:

KPMG PEAT MARWICK
POLICY ECONOMICS GROUP
CZECH SAVINGS BANK, A.S.

Clean Payments Department File
April 14, 1993

F. Zamon, Advisor

Subject: Meetings with Ms. Helena Riedelova, Chief Manager,

Clean Payments Department.

On April 8 and again on April 14, the writer met with Ms.

H. Riedelova, Chief Manager of the Clean Payments Department.
Translator in attendance on April 8, was Mr. Karel Englis and
on April 14, Ms. Irena 2Zitova. Major points discussed
concerning workflow are as follows.

1.

Applications for foreign payments from customers of the
Bank are received in the Branch. These are in written
form on 4-part S.W.I.F.T. formatted application forms.
Signatures on the form are verified by Branch personnel
and sent either by mail or fax to Head Office in Prague
to the Clean Payments Department (CPD). It is in the
Branches where the account is domiciled. No accounts are
domiciled at Head Office.

a. Mail time is three to five days, depending upon the
location of the Branch.

b. Fax instructions are not tested, but written
confirmation on an original payment form is sent to
Head Office. The form is marked to show that it is
confirmation of the fax of a certain date shown on
the top of the form and not to be duplicated.

The customer’s account is debited in the equivalent of
Czech crowns and the corresponding credit is passed to a
"Transit Account" under general ledger 209.

Applications are date-stamped when received in the CPD
and entered into a registration book. Signatures of
branch personnel are verified in the CPD.

The payments clerk determines the correspondent bank
(Nostro bank) that will actually make the payment to the
Payee’s bank and enters the name and S.W.I.F.T. code on
the Application form. The clerk also enters the
S.W.I.F.T. code of the payees bank if it is a member of
the S.W.I.F.T. systen.

The completed original S.W.I.F.T. form 100 (Payment
protocol) is sent to the S.W.I.F.T. Department for
processing. This is the first copy of the application
form. '

<



6. The second copy of the application form is used to enter
the data into the AFU processing system(computer system
No.l, for purposes of this memorandum). In this system,
payment instructions are formatted to match input
requirements of another system{computer system No.2) used
to access the Bank’s mainframe computer (computer system
No. 3) located at Vaclavske namesti. AFU operates on a
personal computer that allows "off-line"™ formatting of
payments (30 to a diskette) so that they may be verified
for conformity with the payment application, corrected
when necessary, and then entered into computer system
No.2. System No.2 formats the data for use by Assets and
Liabilities Department. Assets and Liabilities uses this
information for foreign currency position reporting to
the National Bank. Information received from System No.1l
is reformatted and integrated with information on System
No.2 to make it compatible with the Bank’s mainframe
computer. The Bank’s mainframe computer makes debit
entries required to clear credit entries made by the
branches to the Transit Account 209.

It is the clearing of account 209 that provides
notification to the branch that the payment has been
acted upon, but it is important to remember that only the
reconcilement of the nostro account entry can prove
payment was actually made.

IT IS REPORTED THAT STEPS 3,4,5 AND 6 MAY TAKE UP TO FIVE DAYS
TO COMPLETE BEFORE A DISKETTE COPY OF PAYMENTS ARE DELIVERED
TO PERSONNEL RESPONSIBLE FOR INPUTTING DATA INTO THE VENDOR’S
SYSTEM.

THEREFORE, WHILE IT IS POSSIBLE THAT THE S.W.I.F.T. OR TELEX
PAYMENT IS COMPLETED ON THE DAY OF ARRIVAL OF THE PAYMENT
INSTRUCTION, IT MAY BE AS MUCH AS 10 DAYS BEFORE THE TRANSIT
ACCOUNT IS CLEARED OF THE ENTRY.

7. Data generated from System No.2 is also sent to financial
accounting.

¢



Memo:
Date:

From:

KPMG PEAT MARWICK
POLICY ECONOMICS GROUP
CZECH SAVINGS BANK, A.S.
Clean Payments Department File
April 18, 1993

F. Zamon, Advisor

Subject: Meeting with Ms. Helena Riedelova, Chief Manager,

Clean Payments Department.

On April 15, the writer met with Ms. H. Riedelova, Chief

Manager of the Clean Payments Department. Translator in
attendance was Ms. Irena Zitova. A review of my memorandum of
April 14 generated revisions which are made below. Additional
points are made beginning with No. 8.

1.

Applications for foreign payments from customers of the
Bank are received in the Branch. These are in written
form on 4-part S.W.I.F.T. formatted application forms.
Signatures on the form are verified by Branch personnel
and sent either by mail or fax to Head Office in Prague
to the Clean Payments Department (CPD). It is in the
Branches where the account is domiciled. No clients’
accounts are domiciled at Head Office.

a. Mail time is three to five days, depending upon the
location of the Branch.

b. Fax instructions are not tested, but a telephone

ca ecejved om_the branch sending the fax to
confirm recejpt. The original payment form is sent

to Head Office. This form is marked on the top to
show that it is confirmation of the fax of a certain
date and that it must not be duplicated. This fax
is compared to the mail confirmation. The Bank
allows customers to have foreign currency accounts
in eight (8) convertible currencies.

The customer’s account is debited in the equivalent of
Czech crowns orej currency when the client has

and the corresponding credit is passed to a
"Transit Account" under general ledger 209.

Entries when a currency exchange occurs are as
follows:

anc
debit: Client in Kc

credit: Transit account 209xy-OP. in Kc at the
selling rate for the currency.

When Central Office in Prague receives the payment



instruction, it passes these corresponding entries:

Head office
debit: Nostro account 226...

credit: Transit account 209xy-OP in Kc at the mid-
rate for the currency. The difference
between the mid-rate and the selling rate
is a profit to the Branch for the foreign
currency sold.

Similar accounting entries are passed for
transactions when only foreign currencies are
involved. The internal entries in crowns are passed
at the mid-rate in both the Branch and at Head
Office so no profit or loss is taken.

Applications are date-stamped when received in the CPD
and entered into a registration book. Signatures of
branch personnel are verified in the Distribution

Department, which, while not part of the Clean Payments
Department, is under Ms. Riedelova’s direct supervision.

The payments clerk determines the correspondent bank
(Nostro bank) that will actually make the payment to the
Payee’s bank and enters the name and S.W.I.F.T. code on
the Application form. The clerk also enters the
S.W.I.F.T. code of the payees bank if it is a member of
the S.W.I.F.T. system.

The completed original S.W.I.F.T. form 100 (Payment
protocol) is sent to the S.W.I.F.T. Department for
processing. This is the first copy of the application
form.

(Revised in its entirety from April 14th memorandum.)

The second copy of the application form is used to enter
the payment data into a personal computer program (System
No. 1) that codes the information prior to being put into
the "Pardubice Program" (System No. 2), used to access the
Bank’s mainframe computer(System No. 3, or AFU), located
clavske namesti. (The "Pardubice Program" gets its
e from the location of the vendor who wrote and
maintains this system. It is a critical interface
between the AFU and the Branches. It is through this
system that foreign payment transactions , are entered to
the general ledger of the Bank on a daily basis.)

System No. 1 allows "“off-line" formatting of payments (30
to a diskette) so that they may be verified for
conformity with the payment application, corrected when
necessary, prior to entry to System No. 2.

System No. 2 does two things: First it prepares a
diskette that allows data to be entered into the AFU.
This is where all off-setting entries are passed to the
Branches to clear the Transit Account 209 as described in
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point No. 2. above. Second, it is used to generate
reports used by Assets and Lzabllitles Department for
reporting on the Bank’s foreign currency position to the
Naeional Bank.

IT IS REPORTED THAT STEPS 3,4,5 AND 6 MAY TAKE UP TO FIVE DAYS
TO COMPLETE BEFORE A DISKETTE COPY OF PAYMENTS ARE DELIVERED
TO PERSONNEL RESPONSIBLE FOR INPUTTING DATA INTO THE VENDOR’S
SYSTEM.

THEREFORE, WHILE IT IS POSSIBLE THAT THE S.W.I.F.T. OR TELEX
PAYMENT IS COMPLETED ON THE DAY OF ARRIVAL OF THE PAYMENT
INSTRUCTION, IT MAY BE AS MUCH AS 10 DAYS BEFORE THE TRANSIT
ACCOUNT IS CLEARED OF THE ENTRY.

7. Data generated from System No. 3 is also sent to
financial accounting. Any exceptions and errors showing
on these reports are investigated and resolved in
financial accounting. All errors must be cleared within
60 days. Currently there are about 20 items outstanding
that are older than 60 days.

8. All branches are authorized to take instruction for
foreign payments from clients. However, only the 80
regional branches are allowed to effect the payments.
Thus the Pardubice Program only has to deal with a
limited number of branches.

9. Each payments clerk processes about 50 payments per day.
It is true that if one of the ten entries prepared in
System No. 1 is incorrect, then all other nine must wait
until it is fixed. About 150 to 200 payments per day are
processed.

10. The biggest problem facing Clean Payments is the
reconcilement function. Part of the problem involves
jurisdiction over accounts and the inadequacy of the
accounting system to generate a Nostro Ledger for each
currency at each Nostro bank. A proper ledger should
appear as follows:

NOSTRO BANK LEDGER

Credit Credit Balance Balance
Fx Ke Fx Kc

The above ledger would be posted on a daily basis. On a cycle
to match the cut-off date of the Statement received from the
foreign correspondent bank, the ledger would be printed to be
used in reconciling each account. At least at the end of
every month, the crown value of the ledger would be revalued.
to the current spot rate in order to recognize profit or loss.
This would show as a separate entry to the "Balance" column
and be in crowns only.



11.

It is reported that the June 1, implementation of the
UNISYS program will take into consideration Nostro
acgounting. If this is the case, then it may be that the
rdubice System may be replaced. If not, then the
interface of these two systems will have to be addressed.
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To:
Date:

From:

KPMG PEAT MARWICK
POLICY ECONOMICS GROUP
CZECH SAVINGS BANK, A.S.
Clean Payments Department File
April 25, 1993

F. Zamon, Advisor

Subject: Trip to Liberec Regional Branch

The purpose of this trip was to view the payment

procedures in the branch and the relationship to Head Office.
Translator assisting was Ms. Irena Zitova. Mrs. H. Riedelova
of CS headquarters accompanied us and made introductions. We
met briefly with the Manager, Ing. Jan Vondrasek and then were
introduced to the supervisor of the payments area for a tour
of the facility.

Main impressions were as follows:

The Branch appears well organized and personnel
knowledgeable in payments functions.

Security within Branch appears effective with electronic
access to required areas.

Branch personnel indicated that the transit account to
which payments are made clears in about seven days.

Since there have only been 100 foreign payments since
January 1, there have been no problems. It is easy to
trace items that may go astray from the Branch point of
view. There are delays in financial accounting. That may
take two weeks.

There are 1200 foreign currency accounts in the Branch,
with more than 2000 in the Region for which the Branch is
responsible. Most are from middle size customers. The
Region does not have big businesses. Mostly new
entrepreneurs.

j¥e& was an interest in the way fees are charged to
payers and payees in foreign banks. The Branch is
currently thinking about revising their schedule of fees.

It is reported that it takes one month to six weeks to
collect travellers’ checks; two weeks for euro-checks.

If the branch honors a credit card for an advance through
Zivnostenska Banka, it takes a month to collect. Service
fee for cashing travellers’ checks and honoring a credit
card is 1% flat.

204
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KPMG PEAT MARWICK
POLICY ECONOMICS GROUP
CESKA SPORITELNA

Memo: Foreign Exchange Division

Date:  February 28, 1993

From: Frederick J. Zamon, Advisor

Subject: Questionnaire on Foreign Exchange

ANSWERS TO THE QUESTIONNAIRE NOTED BELOW WERE PROVIDED BY DR. MARTIN
STRAUCH, MANAGER OF THE FOREIGN EXCHANGE DIVISION.

1. Has Senior Management provided written policies covering the purchase and sale of foreign
currencies and placing and taking euro—currencies to the Division?

ANS.: Senior Management has not provided written instructions for Forex and Euro trading. However,
Management has requested Mr. Strauch to prepare various guidelines governing the Forex Division

and its ability to trade. A copy of these guidelines is attached for information purposes. They are to
be considered strictly confidential. The responses below are a reflection of these policies, except as

specifically noted.
2. Are the following trades allowed?
° Domestic Banks
) Foreign Banks in the CR
. Foreign Banks outside the CR
. Corporate Clients: Domestic or Foreign
. Brokers

ANS.: All of the above trades are allowed. However, only trading with the first three institutions is being
carried out. The Bank prefers not to trade with brokers. Trading directly with corporate clients is
encouraged; in particular since the Investment Subsidiary of the Bank through the Mutual Fund
should provide a natural access to large corporate clientele. However, for certain practical reasons,
direct trading with corporate clientele is not being done. Corporate clients require state of the art
services and the lack of communications infrastructure between the Branches and Headquarters and
customers does not allow the Bank to meet these standards. Specificaily:

° Corporate credit relationships are governed at the Branch level with assistance and approval from
Headquarters in Prague when required. Communications concerning credit lines and the availability
of credit under these lines to corporate clients are not yet sufficiently developed to allow easy
trading.

. Corporate clients require forward, forward option and options trading as well as spot transaction

capabilities. The Forex Division is unable to provide adequate forward trading facilities because of a

delay in the installation of the Reuters active trading system and Forex's ability to easily access
adequate Czech crown accounts to implement such transactions.

. Physical communication in the form of fax/telephone and telex are lacking in sophistication in some
cases as well. This adds risk to transactions that can only be overcome at a price that makes the
service uncompetitive. ,



COMMENT

Establishing a procedure that allows an allocation to the Forex Division of a portion of an aggregate credit
line established for a client for purpose of trading is a logical solution to the first constraint mentioned above.
Reuter’s access is scheduled by the end of April, 1993. This should provide more opportunities to the Bank to
trade in the forward markets. This will require closer coordination and cooperation with the Czech crown
managers of Cesk4 spofitelna. Infrastructure improvements in the communications sector will have to be
addressed on a case—by—case basis. The implementation of access to the S.W.LF.T. System will assist this
problem from the aspect of Nostro reconciliation and foreign exchange position management in general. A lot
of work will have to be done in coordinating the payments processes of the Bank and Forex Division activity.

3. Are the following trades allowed?

Spot transactions
Forward Transactions
Forward Options
Options

Swaps

ANS.: All of the above transactions are allowed. However, as a practical matter, only spot transactions are
performed. The reasons for this are as follows:

. The Forex Division does not have access to the Czech crown treasury operations. This is an
organizational problem within the Bank that must be sorted out, and it is believed that this is
currently under consideration.

. The physical isolation of Forex and Treasury personnel is not conducive to mutual understanding and
cooperation.

4. Are any other transactions allowed?

ANS.: None at this time. Senior Management would have to approve any additional trading authority.
Policy requires a thorough analysis and understanding of any new trading activity.

5. ‘What maturities are allowed for euro—currency trading?

ANS.: Tomorrow/Next, two week, one, three, six months and one year are normally allowed.

6. Are there established overall volume and settlement limits for trading partners?

ANS.: Triding partners are limited to known banking institutions. Trading limits have been recommended
and are being followed in the Forex Division based upon recommendations of the Manager and
review by Senior Management. Specific limits are noted for the three main trading currencies:
Deutsche marks, U.S. dollars and Austrian shillings. Limits for other currencies are based upon the
equivalent not to exceed U.S. dollars 1 million.

7. Are there daily settlement limits for trading partners?

ANS.: Daily limits have been recommended and are being followed in the Forex Division.



Are there overall settlement Limits for the Bank's total position?

Overall limits are regulated by the National Bank and also within the Bank. The Assets and
Liabilities Department, Liquidity Control Group monitor the Bank's total foreign exchange position.
To the extent that they must balance that statutory position, they may request the Forex Division to
purchase or sell currencies without limit as to amount. Such request must be in writing.

How are settlement limits established?

The Manager of the Trading Division has evaluated the Banks based upon size, reputation and his
personal knowledge of selected banks in the market place. As is normal in a trading area, current
events are monitored closely and are considered in establishing and operating such limits. Senior
Management has reviewed a written list of these recommendations, and it is this list that is followed.
How are settlement limits reviewed?

Daily in the Forex Division and in the Back Office. There are no formal reviews scheduled.
However, the credit review function of the Bank is currently being organized and it is anticipated that
it will be responsible for this activity. Correspondent Banking will likely play a relevant part.

How are violations of hmts managed/approved?

Violations of limits are managed between Back Office and the Manager of the Forex Division.

Is collateral taken on foreign currency transactions?

Not in the Forex Division. Since there is no active Corporate trading in the forward market, this has
not been an issue.

‘What are control procedures for collateral?
Not applicable at this time.
Are there total currency trading limits?

Yes. They are established and approved based upon National Bank regulation and internal
guidelines.

Are there overnight limits by currency?

No, overnight limits are established by bank in amounts at U.S. dollar equivalents. The Manager of
the Forex Division is responsible to manage currency positions to prevent loss to the Bank.

Are there intra—day limits?
There are no specific limits during a single work day established.

Are there gap limits established for currency positions?
How are gap limits monitored?

There are no gap limits established at this time. There are no forward transactions taking place. -
Plans are to establish these limits as required.

ety
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19.

How is Nostro position managed from point of view of Forex Division?

Management of the Nostro position is in need of improvement. The Forex Division specifies certain
banks over which dealers may conduct trades. Each dealer is responsible for entering transactions
that affect the Bank's position at each Nostro bank. The Manager of the Division approves each
transaction. Back Office must monitor each transaction. Traders are strictly prohibited from giving
payment instructions affecting Nostro accounts, except as part of the settlement instruction
communicated by a trading slip.

How are daily rates set for bank notes, travelers checks, bank checks set?

The Czech National Bank quotes rates for bank notes. Banks are allowed to adjust their rates to
make reasonable profit. Non~bank exchange traders are also allowed to mark up the rate of bank
notes and prices for travelers' checks. Their profits are usually much higher than for the banks.
Regional branches set their own rates for bank notes. Rates for travelers’ checks and for other bank
checks are set by Mrs. Zuzana Novakovd. She should be consulted for methodology.

How long can a Bank check be outstanding before it is considered void?

Not known. Coansult with Mrs. Novakov4.

How are country limits established?

None at this time. Manager of Forex Division monitors country situations and considers in his
decisions.

Are traders’ slips pre—numbered for audit control?
Not at this time. Plans are to implement such control.
Do traders maintain a position sheet?

Yes. Each trader must enter transactional data on sheets kept by designated settlement bank.
Maturity lists are also kept for any euro~currency takings or placements.

Does the Back Office maintain a separate position sheet?
No.
Are both position sheets compared and balanced daily before the close of business.

Not applicable, and since there are no forward deals, this has not been considered necessary.

How are trades confirmed by the Back Office?
By telex, fax and now, since March 1, 1993, by S W.LE.T.
How are discrepancies resolved?

Investigation is immediate between the dealers and the Back Office. Corrections are made
accordingty. .

M



Are there individual ledgers for customers maintained?
None at this time.
Are there audit slips for all trades?

Not necessary since all transactions are spot deals. Euro—currency placements and takings do not
have audit copics as such.

Are customer ledgers balanced on a regular basis for all outstanding items and balanced to the
General Ledger?

Not applicable.

Is there a system for measuring and assessing the cost of capital for all foreign exchange
transactions?

No.

Is profit(loss) taken on a regular basis?

Yes. Back Office does profit on Nostro accounts. There is no formal system established for forward
transactions. Manager of Forex Division keeps manual records of estimated profit and loss on cach
transaction.

Is profit(loss) on foreign currency loans taken on a regular basis?

No. Foreign currency loans are matched.

What is the policy for recognizing unrealized profit(loss)?

Not applicable.

How are foreign exchange transactions reported to the traders from other departments within the
bank?

Various forms. Standardization should be implemented.
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To: Ing. Petr Schut, CSc.
From: Michael Harlan
Date: 25 March, 1993

Subject: Social Loans

The following outlines KPMG's comments regarding the Czech Savings
Bank's possible strategies in negotiating with the Czech Government
regarding the "Social Loans". These comments fall under three broad
categories:

1) A recommendation regarding the method used to determine the
opportunity cost of carrying these loans, which cost the Bank
will try to recover from the Government.

2) A brief discussion of some of the capital and accounting issues
which could affect the value received by the Bank and its
shareholders. '

3) A possible structure for the transaction.

Opportunity Cost

The opportunity cost of the Social Loans is equal to their current book
value, less their present value. In KPMG's opinion, this opportunity cost
should be the starting point for negotiation with the Government; this
amount, in cash or equivalents, is what the Bank should attempt to receive

" in order to be recompensed for the market value of the loans.

The present value calculation is relatively straightforward, as the variables
are:; current balance, weighted average yield, amortization rate, and a
prOj d discount rate. The first three variables can be derived from
historical data, and the discount rate should reflect an opportunity rate, that
is, a rate the Bank would expect. to earn on an alternate investment (for
instance, the inter bank rate). A preliminary analysis by KPMG (using
rough data) has determined the present value of the Social Loans to be
approximately 15 billion Kc, indicating a (pre-tax) opportunity cost of
roughly the same amount. If the Bank agrees with this methodology,
KPMG can obtain fresher data on the social loans, consult with Bank

.



T

personnel regarding assumptions, and obtain a more accurate present value

Capltal and Accounting Considerations

Assuming that the Bank has any flexibility as to what kind of asset it might
receive from the Government as remuneration for the Social Loans, the
regulatory risk weighting should be borne in mind during negotiations. For
example, if the Bank were to receive 15 billion Kc face-value of common
stock, it would probably account for the transaction by (in essence) adding
15 billion K¢ to investments and deducting (charging off) 15 billion Kc
from loans. This transaction would therefore result in the Bank
maintaining the same risk-adjusted capital ratio (which is less than the
regulatory minimum) it had before the transaction. This is because bank
regulators require the same amount of capital (8%) for equity investments
as for loans. On the other hand, if the Bank were to receive 15 Kc in cash,
it would improve its regulatory capital ratio, because regulators require no
capital reserves against cash. Then if the Bank invested the cash in the
interbank market, its capital position would still be improved, because the
regulatory requirement for that asset is only 1.6%. '

The Bank should also assure that the transaction will be, at worst, tax
neutral. Again assuming a 15 billion Kc¢ "contribution" from the
Government, if there is no off-setting loss (as against the Social Loans),
the transaction might be viewed as taxable by the Czech taxing authorities,
reducing the value of the transaction by the Bank's effective tax rate. It is
therefore imperative that the Bank determine the tax effects of the
transaction before reaching an agreement.

ble Transaction

\ iere are many ways in which the Government might be able to
compensate the Bank for holding the Social Loans, one structure which
KPMG believes may be worth pursuing is one which does not involve the
transfer of hard assets. Perhaps the Bank should try to negotiate for future
tax credits. Assume, for example, that the Bank successfully negotiated
for 15 billion Kc in tax credits, which were usable for the tax years 1993 -
1997. Then if the Bank has a 1993 tax liability of 4.2 billion Kc (as
projected in the Bank's Strategic Concept), it uses 4.2 billion Kc of its
earnings to reduce the book value of the Social Loans, instead of paying




the 4.2 billion Kc to the Government. The Bank would then retain a 10.8
billion Kc tax credit for the years 1994 - 1997.

The first benefit of this structure would be that its value would be easily
defined (as opposed to the Property Fund). Secondly, it would allow the
Bank to decrease its total assets, without decreasing after-tax income,
which would, in turn, improve the Bank's capital position. From the
Governments standpoint, it might be easier to give away a future tax
receipt than hard assets which could have other buyers, or cash. The
major risk to the Bank of this structure is that it must have sufficient
taxable income over the period of the tax credit to fully utilize the benefit.

Summary

KPMG does not currently know who at the Bank,. other than you, is
involved in the analysis and negotiation of the above issues. We would
suggest that a meeting of all the involved parties be called, to discuss

‘possible strategies. KPMG would, of course, be happy to attend such a

meeting to offer any help the Bank needs.




CURRENT BALANCE OF SOCIAL LOANS
AMORTIZATION RATE
ESTIMATED RATE ON SOCIAL LOANS
REINVESTMENT RATE
PRESENT VALUE OF FUTURE INTEREST RATE

LOSSES FOR CSB ON SOCIAL LOANS

YEAR LOAN INTEREST PV OF LOST
BALANCE LosT INTEREST
1993 30000 3990 3522
1994 27750 3691 2875
1995 25500 3392 2332
1996 23250 3092 1877
1997 21000 2793 1496
1998 18750 2494 1179
1999 16500 2195 916
2000 14250 1895 €698
2001 12000 1596 519
2002 9750 1297 372
2003 7500 998 253
2004 5250 698 156
2005 3000 399 79
2006 750 100 17
2007 0 0
2008 0 0
2009 0 0
2010 0 0
2011 0 0
2012 0 0
2013 0 0
2014 0 0
2015 0 0
2016 0 0
2017 0 0
2018 0 0
2019 0 0
2020 0 0
2021
2022

30000 MILLION KCS
0.075 PER YEAR
0.027

0.16

16289 MILLIONS

ar
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JAK TATO STRUKTURA FUNGUIJE

. JAKE KROKY JE TREBA DALE PODNIKNOUT

NAVRH




VYCHOZI POZICE PRO DOPORUCENI

A. ZNALOST CESKE SPORITELNY

1. SOUCASNE METODY PROVOZU
2. VEDENI A ZAMESTNANCI ,
3. VYSLEDEK JEDNOROCNIHO SLEDOVANI

B. PODMINKY V CESKE REPUBLICE

1. BANKOVNI ZAKONY / KONKURENCE
2. POLITICKA SITUACE
3. EKONOMIKA

C. VLASTNI BANKOVNI ZKUSENOSTI KPMG
1. CELOSVETOVA PUSOBNOST

2. VLASTNI ZKUSENOST TYMU KPMG V CESKE SPORITELNE

3. UNIKATNI (NEKONZERVATIVNI) PRISTUP
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PROC RESTRUKTURALIZOVAT?
VYHOVET POZADAVKUM TRZNI EKONOMIKY

CS JE NYNI UNIVERZALNI BANKOU, NE POUZE SPORITELNOU
NOVA RIZIKA - PREDEJIT NEZDARU BANKY

NOVI VLASTNICI (AKCIONARI)

oS 0o v 7

KONKURENCE
1. TUZEMSKE BANKY
2. ZAHRANICNI BANKY

E. NOVE PRODUKTY
1. INVESTICE DO AKCIf
2. VELKE KOMERCNIf UVERY
3. MEZINARODNI TRANSAKCE

NAVRH



STAROSTI S RIZIKEM - PROC BANKY CHYBUJ1!

A. UVEROVE RIZIKO

B. UROKOVE RIZIKO

NAVRH



ZPUSOBY REORGANIZACE
A. UPRAVA SOUCASNE ORGANIZACE
B. ZASADNI ZMENA (CISTY LIST)
C. PRUBEZNA PREMENA
6
NAVRH
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KRITERIA PRO REORGANIZACI
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PROFESIONALITA
ZAMERENI{ NA ZAKAZNIKA
ODPOVEDNOST

MAXIMALNI RIZIKOVE OCISTENE VYNOSY PRO VLASTNIKY

BEZPECNOST BANKOVNICH VKLADU

UCHOVANI BANKOVNIHO KAPITALU

« RIZENf HLAVNICH RIZIK
OCHRANOVAT A ZLEPSOVAT VYSADNI POZICI SPORITELNY
EFEKTIVNI VEDENI / DELEGOVANI{

VYVAZENOST RIZIK

NAVRH



JAK KPMG KONSTRUOVALO DOPORUCENOU

ORGANIZACI o
A. 7ZAKLADNI OBCHODNI SFERY BANKY
B. ZAKAZNICI BANKY
C. POZADOVANE PRACOVNI SCHOPNOSTI
D. HLAVNI DETERMINANTY ZISKU
E. RIZIKA
& 8
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DIVIZE VELKOBANKOVNICTVI]

HLAVNI
ODPOVEDNOSTI

ZAKAZNICI

- KLICOVE DOVEDNOSTI

HLAVNI CINITELE
ROZHODUJICI O ZISKU

UMISTENTI

UVERY VELKYM PODNIKUM
UPISOVANI OBLIGACT A AKCIf
CINNOSTI V INVESTICNIM BANKOVNICTVI

VELKE PODNIKY

VLADA CESKE REPUBLIKY
MESTSKE URADY

BANKY

PROFESIONALNI ZNALOST FINANCNI A UVEROVE PROBLEMATIKY

SCHOPNOST JEDNAT ZA BANKU § RIDICIMI PRACOVNIKY ZE STRANY
ZAKAZNIKU

MUSI SLEDOVAT AKTUALNI STAV TRHU A TECHNIK
DOBRE ZVLADNUTI ROZSAHLYCH JEDNANI

VYSOKE UROKOVE SAZBY A POPLATKY
NIZKE ZTRATY Z PUJCEK

V SIDLE DIVIZE VELKOOBANKOVNICTVI V PRAZE A PODLE POTREBY V
HLAVNICH POBOCKACH V RAMCI CR

NAVRH




DIVIZE MALOBANKOVNICTV]

HLAVNI
ODPOVEDNOSTI

ZAKAZNICL:

KLICOVE DOVEDNOSTI:

HLAVN( CINITELE
ROZHODUJICI O ZISKU

UMISTENI

PRIIMANI VKLADU

POSKYTOVANI PUJCEK JEDNOTLIVCUM
PUJCKY A SLUZBY DROBNYM PODNIKATELUM
VZTAHY S MISTNI VEREJINOSTI

JEDNOTLIVCI
DROBNI PODNIKATELE

SCHOPNOST EFEKTIVNE A PRESNE ZVLADNOUT VELKE MNOZSTVI
VKLADOVYCH OPERACI

SCHVALIT A RYCHLE ZPRACOVAT DROBNE ZADOSTI O PUICKY

ZPRACOVAT RYCHLE, PRESNE A S NfZKYMI NAKLADY UDAIJE PRO BANKOVNf
UCETNI SYSTEM

DOBRE VZTAHY S MISTN{ VEREIJNOSTI{/PRODEJ DOBREHO IMAGE SPORITELNY

NIZKE UROKOVE SAZBY Z VKLADU
VYSOKY PRIJEM Z PUICEK
NiZKE REZIJN{ NAKLADY

ZPOCATKU V PROSTORACH SOUCASNYCH POBOCEK. NOVA STRUKTURA
UMOZé\II UPLNY FINANCNI ROZBOR ZISKOVOSTI STAVAIJICICH A NOVYCH
POBOCEK

10
NAVRH
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DIVIZE TREASURY

HLAVNI
ODPOVEDNOSTI

ZAKAZNICI

KLICOVE DOVEDNOSTI

HLAVNI CINITELE
ROZHODUIJICI O ZISKU

UMISTEN(

OPTIMALNI INVESTICE VSECH AKTIV, KTERE NEMAJ{ CHARAKTER PUJCEK
ZISKAVANI ZDROJU PRI NEINIZS{CH NAKLADECH

RIZENI LIKVIDITY BANKY

RIZEN{ VESKEREHO OBCHODOVANI SE ZRETELEM NA RIZIKO A SPLATNOST

VELCI INVESTORI
POJISTOVNY/PENZIINI FONDY
INVESTICNf FONDY

BANKY

SCHOPNOST OBCHODOVAT
e S KRATKODOBYMI VKLADY
e S OBLIGACEMI A AKCIEMI
e V OBLASTI ZAHRANICN{ MEN
PRODEJ VHODNEHO UPSANEHO PORTFOLIA JINYM INVESTORUM

VYNOSY V HODNOTE INVESTIC
CISTY ZISK Z UROKU
CISTY ZISK Z OBLASTI ZAHRANICNICH MEN

PRAHA

11
NAVRH



DIVIZE INVESTICNICH FONDU / MAKLERI

HLAVNI
ODPOVEDNOSTI

ZAKAZNICI

KLICOVE DOVEDNOSTI

HLAVNI CINITELE
ROZHODUIJICI O ZISKU

UMISTENT

EFEKTIVNI HOSPODARENI S PENEZI INVESTORU
VYTVARENI DOSTATECNEHO ZISKU Z VLOZENEHO
KAPITALU CESKESPORITELNY

INVESTORI - JEDNOTLIVCI

PRODEJ AKCIf INVESTICNICH FONDU A JINE INVESTICE
PROVADEN{ DOBRYCH INVESTIC

RIZENI PORTFOLIA

RIZENI PODNIKU

VELIKOST FONDU VZHLEDEM KE ZVYSENI PRUIMANYCH
POPLATKU

NiZKE PROVOZNI NAKLADY

PRAHA A KLICOVE POZICE VE VELKYCH POBOCKACH

12
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DIVIZE UVERU

HLAVNI
ODPOVEDNOSTI

KLICOVE DOVEDNOSTI

UMISTENT

ZAVEDENf UVEROVE POLITIKY A RIZENI UVEROVEHO PORTFOLIA
TAK, ABY KONTROLA RIZIK BYLA NA POZADOVANE UROVNI

SCHVALOVANI UVERU
SCHVALENI KONCENTRACE RIZIK
VYTVORENI UCELNE PODPURNE STRUKTURY ZAHRNUJIC]

- ODDELENI UVEROVE KONTROLY A ODDELEN[ PROBLEMOVYCH

PUJCEK

VYNIKAJICI ANALYTICKE SCHOPNOSTI
RiZENT PORTFOLIA
ROZHODOVACI SCHOPNOSTI

ZATIMCO VEDOUCI UVEROVE OBLASTI BUDE V PRAZE, UVEROVI
REDITELE BUDOU ROZMISTENI PO HLAVNICH JEDNOTKACH
ZABY VAJICICH SE PUICKAMI

13
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FINANCNI DIVIZE

HLAVNI
ODPOVEDNOSTI

KLICOVE DOVEDNOSTI

UMISTENT

RIZEN{ RIZIKA V OBLASTI TREASURY
« RIZIKO UROKOVYCH SAZEB
« RIZIKO LIKVIDITY
MERENI ZISKOVOSTI
FINANCNI VYKAZY
KAPITALOVA PRIMERENOST PODPURNYCH OPERACI
STRATEGICKE PLANOVANI

RIZENI UROKOVEHO A LIKVIDNIHO RIZIKA
KAPITALOVE TRHY

MANAZERSKE UCETNICTVI
BANKOVNICTVI/ PRODUKTY

PRAHA

14 )
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DIVIZE OPERACI A SYSTEMU

HLAVNI
ODPOVEDNOSTI STANOVIT NORMY PRO CINNOST ZPRACOVANI DAT
ZNALOST VSECH ASPEKTU AUTOMATIZOVANYCH OPERACI

SPRAVOVAT A MODERNIZOVAT ZPUSOB ZPRACOVANI DAT
BANKY

KLICOVE DOVEDNOSTI ~ PRESNE ZPRACOVANI TRANSAKCNICH OPERACI PRI NIZKYCH
o JEDNOTKOVYCH NAKLADECH

PROVOZOVAT BANKOVNI POCITACOVY SYSTEM TAK, ABY
ZADANE INFORMACE BYLY RYCHLE A PRI NiZKYCH
JEDNOTKOVYCH NAKLADECH K DISPOZICI ZAKAZNIKUM,
ZAMESTNANCUM A VEDENI

UMISTENI PRAHA, POBOCKY

15
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DIVIZE PODPURNYCH SLUZEB

HLAVNI
ODPOVEDNOSTI

KLICOVE DOVEDNOSTI

UMISTENI

OBSLUHOVAT VSECHNY OBLASTI BANKY
« LIDSKE ZDROJE
« PRAVNI OTAZKY
« PUBLIC RELATIONS
« JINE SLUZBY V RAMCI BANKY

VYSOCE KVALITN{ PROFESIONALNI DOVEDNOSTI

PRAHA

16
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STRUKTURA VEDENI V_DIVIZI MALOBANKOVNICTVI

VRCHNI BEDITEL
DIVIZE
MALOBANKOVNICTVI

[ i } i
NAMESTC! {

o 1 ] i
ASISTENTI
REDITELD

{ [ | 1 H

REDITELE
POBOCEK

CZTAKAZNIK >  C_VYROBEK >  C_RIZKO >

SKUTECNY POCET NAMESTKU A REDITELU USTANOVI
VRCHNI REDITEL MALOBANKOVNICTVI



DIVIZE VELKOBANKOVNICTVl

REDITEL DIVIZE

DIVIZE UVERU

o

Novy obchod

Vedouc!
pracovilk
pro doporuéenf

Pracovnik
pro
doporudent

ANALYZA

ZADOST

)

Uvérovy vybor

Schvalovanf dvéfu

Vedoucf dvérovy
pracovnfk
valkobankovnictvi

Uvérovy
pracovnfk
velkobankovnictvi

v

HLAVN( UVEROVY REDITEL

Vedouci
Gvérovy
pracovnik

Ly ,;'%m



VYBORY VEDOUCICH PRACOVNIKU

A. VYBOR PRO UVEROVOU POLITIKU

1. GLOBALNI UVEROVA POLITIKA
2. KONTROLA BANKOVNI STRATEGIE PUJCEK
3. ANALYZA MAKRA NEBO KONCENTRACE UVEROVYCH RIZIK

B. VYBOR PRO RIZENI AKTIV A PASIV

RIZENI RIZIKA Z UROKOVYCH SAZEB

RIZIKO SPLATNOSTI

LIKVIDITA

RIZIKO / NAVRATNOST A KAPITALOVA NAVRATNOST

il

20
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BODY K PROMYSLENI

MNOHO OBLASTI BUDE S REORGANIZACI BOJOVAT, NEBOT ZMENI UROVNE
ODPOVEDNOSTI. NEKTERE DIVIZE BUDOU MIT VICE LIDi, NEKTERE VETSI MIRU
RIZIKA, NEKTERE VETSI ZISK. KLICOVA JE VSAK VYKONNOST CELE DIVIZE, NE JEJ{
VELIKOST AT UZ JE MERENA KTERYMKOLIV UKAZATELEM.

VESKERE REORGANIZACE PRINASEJI PRO ZAMESTNANCE STRESOVE SITUACE.
ZAMESTANCI PRIJMOU ZMENY, JEN POKUD MAJI LOGIKU. ZAMESTNANCUM BY SE
MELY PREDAVAT PRUBEZNE A PRAVDIVE INFORMACE, ABY VEDELI, CO SE V BANCE
PRAVE DEJE.

POPISY PRACE A ZODPOVEDNOSTI SE V MNOHA OBLASTECH ZMENI. POKUD JE TO
MOZNE, MELI BY STAVAJCI ZAMESTNANCI DOSTAT SANCI OBSADIT NOVA MISTA.
PREMENIT REORGANIZACI V POZITIVNf UDALOST PRO ZAMESTNANCE.

DUKLADNA PRIPRAVA NA ZASADNI REORGANIZACI ZNAMENA VELKE USILI. MUSI
BYT VYPRACOVANY VSECHNY DETAILY.

21
NAVRH




W71,
g

BUDOU SE NEJAKA PRACOVNI MISTA MENIT?

ANO!
JAK SE BUDOU MENIT?

MNOHO NOVYCH DOVEDNOSTI A FUNKCI

NAPRIKLAD:

INVESTICNI BANKOVNICTVI

RIZENT JEDNOTEK MALOBANKOVNICTV{
OBCHODNICI

FINANCN{ UCETNICT VI

VELKE PUICKY

ANALYTYCI PRO PODNIKOVE INVESTICE

22
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JAKE KROKY BY MELY BYT DALE UCINENY?

A. SOUHLAS PREDSTAVENSTVA S NAVRHEM A FILOSOFIf REORGANIZACE (S
B. USTANOVENI PORADENSKO PRACOVNIHO TYMU
C. JMENOVANI REDITELU DIVIZ{
D. VYTVORENI[ TRANSFORMACNIHO TYMU
. CASOVE ROZVRHY A KOORDINACE
. SPECIFICKE DETAILY
« NARIZENI A PREDPISY
e PRIDELENI ZAKAZNIKU
e  SYSTEMY
e  ROZMISTENI ZAMESTNANCU
« BUDOVY
«  KOMUNIKACE SE ZAMESTNANCI
E. VLASTNI PROVEDEN{

23
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JAKYM ZPUSOBEM
| i
POMOCI KPMG?

24
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Dozoréi rada
PREDSEDA
Pfedstavenstvo
l
Interni
audit
Vaikobankovnictvi Malobankovnictvi Treaswy Investitn! Divize avard Finanénl divize Operace/systémy Podpimé sluby
fondy/makiét
|
Divize produkujicf vynosy Divize Fizeni rizik Divize podpirnych sluZeb




VELKOBANKOVNICTV|
DIVIZE/
DCERINA SPOLECNOST
) BANKY VLADA
VELKE PODNIKY MESTSKE URADY {doméct/zahranital) éR ADMINISTRATIVA
{dcefina spole&nost)
| ] *” FINANCNI MANAGEMENT

* SKOLENI
* LIDSKE ZDROJE

ROZVOJ OBCHODU * PLANOVAN(

INVESTIENI BANKOVNICTVI * MARKETING

<)

o

UVERY
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UVER

* STANOVENI STANDARDU
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DIVIZE
MALOBANKOVNICTVI
VEDENI ADMINISTRATIVA
** POBOCKY ** FINANGNI MANAGEMENT
* SKOLENI PRO VYPUJCKY
* LIDSKE ZDROJE * ANALYZA PORTFOLIA
. PLANOVANI
* MARKETING
POBOCKA
PUJCKY PREPAZKY PROVOZ
’:JEDNOTLWCI * TUZEMSKA MENA * PROVOZ TRANSAKCE
* MALE PODNIKY * ZAHRANICNI MENA

* KREDITNI KARTY

* 21RO/ S8EKY
* PLATBY
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DIVIZE
TREASURY
OBCHOD 8 OBCHOD 8 OBCHOD S OBCHOD S PRODEJ vYvoJ
DEVIZAMI VKLADY CENNYMI MAJETKOVYMI KOMERCN(M NOVYCH AMINI-
PAPIRY UCAsSTMI INVESTORUM PRODUKTU STRATIVA
* SLEDOVANI POVINNYCH
MINIMALNICH REZERV * FINANCNI
ADMINISTRATIVA
* SKOLENI
* LIDSKE ZDROJE
D
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INVESTICNI FONDY / MAKLEASTVI

PODNIKY

DIVIZE (DGERINE SPOLECGNOSTY)
RIZENT ANALYZY DROBNE ADMINI-
PORTFOLIA INVESTIC PRODEJE STRATIVA
{MAKLERI)
* PRODEJE * FINANCNI MANAGEMENT
* BEZPECNOST * SKOLENI
CENNYCH * LIDSKE ZDROJE
PAPIRU * PLANOVANI
* INVESTICNI * MARKETING
PLANOVANI
E




DIVIZE UVERU
VEDENI VYBOR
SCHVALENI UVEROVY PROBLEMOVYCH UVEROVE ADMINISTRATIVA
OVERU ROZBOR PUJCEK POLITIKY
* ANALYZA PORTFOLIA * SKOLENI
* STANDARDY
* REGULACE

* LIDSKE ZDROJE




FINANCNI DIVIZE

UCETNI STANDARDY /
METODIKA

* NAKLADOVE
UCETNICTVI

* VYKAZY VEDENI

* VEDENI HLAVNI
KNIHY

* ZPRAVY TYKAJICI SE
REGULACE

PODPORA
VYBORU
Rizenl
AKTIV A PASIV

VZTAHY §
INVESTORY

STRATEGICKE
PLANOVANY
ROZPOCTY

DANE

FINANCNI
MANAGEMENT

¢ RIZIKO

NAVRATNOSTI

* KAPITALOVA

PRIMERENOST
* ALOKACE ZDROJU
* LIMITY RIZIKA

* VYROCNI ZPRAVY
* PODAVANI INFORMACI

* ANALYZA ZISKOVOSTI



DIVIZE
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Definition of Branch products

The primary purpose of the Branches is to collect deposits at a
reasonably low cost. - Ancillary to deposit collection is personal
lending.

The secondary purpose of the Branches is as a platform for the
generation of fee income (on deposits, brokerage services, financial
planning, insurance, etc.).

Benefits of vesting responsibilities for all Branches in one Director

Allows focus on retail customers and Branch products.

Allows other Directors to focus on their responsibilities (by
taking responsibility for many decisions currently requiring Board
action).

Eliminates layer of management, allowing faster decision-making,
communication, and reaction to competition.

Allows one person to assess all Branch management and move
good people around, where needed.

Allows easier homogenization of Branch services.

Let's say you are one of eight passengers in a coach being pulled by
eight horses. One of the eight passengers is an expert at driving horses,
and the rest of you drive occasionally. Will you arrive at your
destination more quickly if each of you drives one of the horses pulling
the wagon, or if the expert drives all of the horses?
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RETAIL DIVISION

Headed by Director of Retail Services

Primary Customers:

Primary Areas of Responsibility:

Key Performance Indicators:

Individuals

Small Entrepreneurs

Deposit Collection Services
Small Loans

Fully-loaded Cost of Deposits (relative to

* industry benchmarks)

Customer Satisfaction
Divisional ROE



WHOLESALE DIVISION

Headed by Director of Wholesale Services

Primary Customers:

Primary Areas of Responsibility:

Key Performance Indicators:

Corporate Organizations

Government Sub-divisions

Commercial Lending
Investment Banking

Divisional ROE
Customer Satisfaction
Market Share



TREASURY DIVISION

Headed by Director of Treasury

Primary Customers:

Primary Areas of Responsibility:

Key Performance Indicators:

Financial Division
Retail Division
Wholesale Division

Trading

Investments

Divisional ROE
Net Interest Margin

et



INVESTMENT COMPANY DIVISION

Headed by Director of Investment Companies

Primary Customers:

Primary Areas of Responsibility:

Key Performance Indicators:

High Net Worth Individuals
Other Brokers

Mutual Fund Subsidiaries

ROE

Portfolio Performance
Customer Satisfaction
Market Share




OPERATIONS DIVISION

Headed by Director of Operations

Primary Customers:

Primary Areas of Responsibility:

Key Performance Indicators:

All Other Bank Divisions

Automated Data Processing Systems and Data
Entry (including Unisys)

Electronic Transfer
Investment/Brokerage/Mutual Fund Operations
Property Management/Supplies

Cost per Transaction (versus Industry
Benchmarks)

Computer Down-time
Error Rates

Customer Satisfaction
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"' CREDIT DIVISION

Headed by Director of Credit

Primary Customers:

» Primary Areas of Responsibility:

Key Performance Indicators:

Wholesale Division
Treasury Division
Retail Division

Financial Division

Credit Policies and Procedures

. Credit Risk Management

Credit Approval
Loan Review
Problem Loans

Loan Loss Reserve

Classified Loans (versus Industry Benchmarks)
Overdue Loans (versus Industry Benchmarks)
Loan Losses (versus Industry Benchmarks)

Internal versus External Credit Classifications



.~ | FINANCIAL DIVISION

Headed by Director of Finance

Primary Customers:

Treasury Division
Wholesale Division
Retail Division

Operations Division

Shareholders

Primary Areas of Responsibility:

- Capital Planning
. Interest Rate and Liquidity Risk Management
Accounting Policies and General Ledger

Investment Policies and Procedures

Internal and External Financial Reporting

Tax Planning

Economic Analysis

Shareholder Relations

Key P&f"érmance Indicators:

Capital Adequacy

Liquidity Adequacy
- ROE
Net Interest Margin

Timeliness and Accuracy of Financial Reports
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. | INTERNAL AUDIT DEPARTMENT

Headed by Internal Auditor

Responsible for reporting on company-wide compliance to corporate policies and
procedures to Board of Directors




-

SUPPORT SERVICES

Personnel Department

Legal Department

Public Relations

Marketing
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20 January, 1993
Why do companies reorganize?

Companies generally reorganize for one or more of the following
reasons:

1) They need to significantly reduce expenses
2) Their markets have changed significantly

3) They have out-grown their existing management
structures

Cause 1) usually involves abandoning unprofitable activities and scaling
back in all areas of the company.

Cause 2) usually involves shifting resources from shrinking market
. segments to growing market segments.

Cause 3) usually involves redistributing existing activities in a more
rational manner than they have evolved with growth.




Why reorganize the Czech Savings Bank?

The main reason for the Czech Savings Bank to reorganize is that the
Bank now exists in a free market economy. This change from a
centrally planned, socialist economy means that the Bank needs to
design an organization structure that will:

1) accomplish the goals of the Bank's new owners;
2) effectively and efficiently serve the Bank's customers;

3) allow the Bank to gain a better understanding of its
product profitability;

4) include systems to ensure management accountability
and performance measurement;

5) dedicate resources to new market segments; and,

6) effectively manage the risks involved in operating in a
competitive, free market economy.



How to reorganize the Czech Savings Bank?

KPMG's approach to the reorganization of the Czech Savings Bank
proceeds in steps, as follows: '

1) Determine the major businesses of the Savings Bank
(how does it make money?).

2) Structure the organization around those major profit
centers, so that management can focus on, and be
accountable for, each major market segment.

3) Separate activities where conflicts of interest can easily
arise.

4) Group support areas, where economies of scale can be
realized, together, to provide low-cost operations.

5) Define new structures to control the risks inherent in a
free market economy.




.,. | RETAIL DIVISION

Headed by Director of Retail Services

Responsible for all retail customers

Primary areas of responsibility:
- Deposit Collection Services
- Individuals
- Retail Securities Brokerage Services
- Individual Custody Services
- Credit/Debit Cards

. - Retail Marketing
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COMMERCIAL DIVISION

Headed by Director of Commercial Services

Responsible for all commercial customer relations

Primary areas of responsibility:

Commercial Lending
Correspondent Banking
Underwriting

Mergers & Acquisitions
Government & Municipal Services
Commercial Marketing

Corporate Governance



. TREASURY DIVISION

Headed by Director of Treasury

Responsible for investing and maximizing income on all non-loan earning assets

Primary areas of responsibility:

Interbank

Foreign Exchange
Equities
Government Debt

Reserve Position



INVESTMENT COMPANY DIVISION

Headed by Director of Investment Companies

Responsible for management of investment company subsidiaries

Primary areas of responsibility:

Mutual Fund Marketing

Mutual Fund Investment Analysis
Mutual Fund Portfolio Management
Mutual Fund Compliance



OPERATIONS DIVISION

Headed by Director of Operations

Responsible for all support operations

Primary areas of responsibility:

Data Processing (including Unisys)
Book-keeping

Check Processing

Automated Teller Machines

Telephone Systems

Wire Transfer

Investment/Brokerage/Mutual Fund Operations
Security

Property Maintenance

Supplies



SUPPORT SERVICES

Personnel Department

Legal Department

Public Relations
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CREDIT DIVISION

Headed by Director of Credit

Responsible for all credit risk

Primary areas of responsibility:

-

Credit Policies and Procedures
Credit Risk Management
Credit Approval

Loan Review

Problem Loans

Loan Loss Reserve

11
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FINANCIAL DIVISION

Headed by Director of Finance

Responsible for all non-credit risk limits and capital planning

Primary areas of responsibility:

Capital Planning

Interest Rate and Liquidity Risk Management
Accounting Policies and General Ledger
Investment Policies and Procedures

Internal and External Financial Reporting
Tax Planning

Economic Analysis

Shareholder Relations

12
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INTERNAL AUDIT DEPARTMENT

Headed by Internal Auditor

Responsible for reporting on company-wide compliance to corporate policies and
procedures to Board of Directors

13
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DIAGNOSTIC REVIEW OF OPERATIONS
AT THE CZECH STATE SAVINGS BANK

INTRODUCTION

This report presents the results of the initial review and
evaluation of the operations of the Czech State Savings Bank (CSB
or Bank) conducted by KPMG Peat Marwick. This work was conducted
under a contract with the United States Agency for International
Development to provide technical assistance related to the
privatization and restructuring of the Bank. The information
presented in this report is a compilation of the results of a
series of operational evaluations conducted over a period of
approximately six months during 1992. This review covered four
major areas within the Bank which were the focus of the technical
assistance program:

(1) Credit analysis and risk management;
(2) Investment fund operations;

(3) Financial management and controls; and
(4) Foreign exchange and foreign payments.

An initial review of the Bank’s operations in each of these
areas was conducted in two stages at the beginning of the project:
First, a review team visited the bank over a two-week period in
February, 1992; this was followed by a more detailed review in
April and May of 1992. These reviews were designed to identify the
areas where the resources of the technical assistance program
should be focused and to establish the priorities for the program.

The initial review resulted in a plan for focusing the early
activities under the technical assistance program which heavily
targeted the newly-created Investment Division of the Bank. This
particular focus of the work was based upon the unprecedented
voucher privatization program that was being implemented in what
was then Czechoslovakia, and the Bank’s position as one of the
institutions that would clearly emerge as a major player in this
process.:- The relative rapidity with which the voucher
privatization program was being implemented, coupled with the
almost complete lack of infrastructure or experience in investment
fund management and operations at the Bank, placed this program at
the center of the technical assistance effort.

More detailed diagnostic evaluations in each of the four areas
listed above were conducted over time as work was initiated in
these sections of the Bank. These evaluations were based upon:

(1) In-depth interviews with the staff at all levels of the
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(2)

(3)

Bank;

Reviews of financial and operating information provided
by the Bank; and

Site visits to District, Regional and Branch offices.

The information collected during these diagnostic reviews is

described

in the following sections of this report. Each major

section is organized into five major parts:

This
technical

Organization

staffing

Systems and Procedures
Workload

Conclusions

information represents the baseline from which the
assistance program can be measured.




CREDIT ANALYSIS AND RISK MANAGEMENT

Overview:

The diagnostic review of the credit function within the Czech
Savings Bank began in April, 1992. The review process started with
in-depth discussions with the Director of the Commercial Division
(the de facto senior credit officer within the Bank) and staff at
the headquarters level. This was followed by visits to two
Divisional Branches and a Regional office. During these visits
credit files, presentation formats, and credit analysis were
reviewed. There was also a review of both national banking
regulations and the Bank’s internal regulations and procedures
governing credit approval.

During the 3rd quarter 1992, continuing discussions were held
at the headquarters level concerning the credit review and problem
loan workout functions as well as observing the credit approval
process in action. In the 4th quarter 1992, there were two visits
to Divisional Branches for a more in-depth review of credit
approval procedures and controls at the branch level.

In the first quarter of 1992, the Bank did not place a high
priority on technical assistance in the credit area. This was due
to a number of environmental factors, including that much of the
banks lending activity was focused on interbank 1lending, that
business loans comprised very little of the portfolio at the time,
and that there was a credit limit imposed on the Savings Bank by
the State Bank which was effectively placing a moratorium on
further lending. A summary of the Bank’s assets at the end of 1991
with changes for the year is presented in the tables on the
following page.

I. Organization of the Credit Function
A. Findings

The credit approval function within the CSB is based on
loan origination at one of the 73 District Branches, or
in exceptional cases at one of the 8 Regional levels or
the Headgquarters level. Loans can be approved at the
District, Regional or Headquarters level depending upon
the amount of the request; the largest requests have to



CSSB Balance Sheet, Year End 1991

[ ———
Asset Type KCs us$ Percent of Percent
Millions Millions Total Annual
, Growth
'T Individual | Kecs 6,242 $ 219 3% (8)%
Loans
Social 29,517 1,036 12 18
Loans
Business 29,173 1,024 12 289
Loans
TOTAL Kecs 64,932 $ 2,279 27 13
Loan/Depos 169,477 5,947 69 11
ff it to
Banks
Other 11,161 391 4 450
Assets
Total 245,570 $ 8,617 100% 27%
Il Assets
Source: Czech State Savings Bank Annual Report for 1991 and

information provided by Bank management.

of business loans

Average loan size Kcs 3,470 $ 122
of individual

loans

Average loan size Kcs 884,000 $ 31,000

Number of loans to 1,612,000
individuals
Number of loans to 33,000
business
-
Source: Czech State Savings Bank Annual Report for 1991 and

information provided by Bank management.




be approved by the Board of Directors. Although the
Director of the Commercial Division is the nominal head
of the credit function, in fact the Divisional Branches
and the Regions run independent credit approval
operations within their respective delegated authorities.
The current structure does not have, nor could it most
likely accommodate a Credit Review Department, a Problem
Loan Workout Department, or a Credit Policies and
Procedures Committee.

The current structure is also a function of historic
divisions and political control within the Bank. These
attitudes may prove difficult to overcome.

Conclusions:

The current overall structure is both ineffective and
inefficient. The credit process is understaffed (e.g.
the Director of the Commercial Division has a
professional staff of only two persons). In most cases
the members of the Board of Directors do not have the
skill 1levels necessary to approve large and complex

- credits. In order for the Czech Savings Bank to be able

to meet the challenges of the changing economy, a
complete restructuring of the credit approval and risk
management process will be required.

Staffing

A,

Findings
1. Number of Staff

There are approximately 120 individuals with
various levels of credit approval authority. The
majority of these individuals are located in the 73
District Branches. There are three individuals at
the Headquarters level, including the Director of
the Commercial Division. i

2. Experience

Prior to 1991, the Czech State Savings Bank did not
engage in large scale, wholesale lending, therefore
the experience level of the credit officers is
understandably concentrated on the retail end of
lending activity. For example, approximately half
of the Bank’s loan portfolio was in low denominated
so-called "Social Loans", repayment for which was
automatically deducted from the borrower’s paycheck
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plus being supported by a guarantee from another
family member. There is an almost complete lack of
experience in analyzing credit risk, interest rate
exposure, and foreign exchange risk. A few
individuals have been brought in from outside of
the Bank, but the experience 1level has not
measurably improved.

There are virtually no English language skills in
the Department. Lack of English speakers and
discomfort with foreign advisors due to lack of
western-style credit experience among the credit
staff were frequently sifted as reasons for
proceeding slowly with the technical assistance
effort in the credit area.

3. Training

Training has been either non-existent or inadequate
for an organization about to engage in universal
banking. Part of this is a result of the previous
system as it existed under a centrally-planned
economy and state ownership of the means of
production; individual credit risk did not exist
and thus analytical skills were not required.

Conclusions

Staffing is inadeguate in terms of number, experience,
and training for an organization that has begun to offer
universal banking products and is now engaged in large,
wholesale corporate lending. While senior management
recognizes there are inadequacies and desires to increase
the skill level of its personnel, it is not certain that
they recognize the depth and severity of the situation.

III. Systems and Procedures

A.

Findings

The current credit approval system allows for credit
requests to be approved within the 73 District Branches
or at one of the eight Regional levels depending upon the
amount of the credit request. If the request is more
than the originating unit can approve, it must then be
elevated to the next higher level. However, within the
level of their approval authority, the District Branches
and Regions operate as de facto independent credit
approval systems. The credit approval limits vary from
district to district and region to region, however, at
the district level they range from 10 million kcs to 30
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million kcs; at the regional level the approval limit
ranges from 30 million kcs to 50 million kcs; credit
applications in excess of 50 million kcs are referred to
the headquarters office.

There is no downward monitoring or checks and balances on
what happens within either District or Regional levels;
basically, each 1level is self-contained. Past due
interest can be rolled-over into a "restructured loan"
without any notification of the next higher level.

Approval levels are set according to the amount of the
loan only; there is no recognition of 1levels of
complexity or risk as a reason to elevate a request to a
higher authority.

Perhaps most importantly, the Bank does not have a system
that allows the aggregation of total credit to any one
borrower. That 1is, because District Branches and
Regional authorities do not have to report loans made
within their approval limits, the Bank does not have a
system that allows the Bank to know the total amount of
credit it has extended to any one borrower or a related
group of borrowers. This also means that the Bank
cannot access data that would allow it to review its loan
portfolio in its entirety. Thus the Bank cannot analyze
overall concentrations of risk.

There is no Risk Rating System that would function as a
common,- Bank~wide definition of levels of risk. Nor is
there a standardized presentation format to be used for
credit requests. As a result, credit analysis,
background information and industry analysis is often
missing or inadequate.

Several requests were made to review a sample of existing
credit files, but no files have been provided to the
project team to date. Therefore, it has not been
possible yet to look at the type of information that is
contained in these files or the format used. Anecdotal
information suggests that the typical file contains
little supporting analysis or detailed financial
information, and that there is not standard formation for
its presentation.

Conclusions

The current credit approval process is not only
inadequate for the business activities in which the Czech
Savings Bank wishes to engage, but it is also inadequate
to meet the challenges of a modern bank operating in a
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Iv.

free-market economy. A complete reorganization of the
system is required along with the installation of checks
and balances, a Credit Review Department and a Problenm
Loan Workout Department. It is also recommended that a
Credit Policies and Procedures Department be created.

Workload

A.

Findings

The workload throughout the credit approval process is
too high for the various individuals to adequately
perform their duties. As an example, Bank officers at
the District Branch level often have between 300 to 400
accounts. Regional officers are expected to process 18
to 20 credit requests per week.

Conclusions

A realignment of workloads is required, along with the
recruitment of additional, skilled credit officers.

Conclusions

A.

KPMG has identified four broad categories in which
improvement is needed in order for the CSB to meet the
challenges of the changing banking environment. These
are:

1. Credit approval authority and responsibility.

2. A methodology for analyzing and quantifying credit
risk.

3. A methodology for formulating and monitoring credit
policies.

4. Protection of bank assets.

Clearly, immediate improvement cannot be made in all
areas at once. In some cases there needs to be not only
a change in historic attitudes, but political realities
within the bank must also be taken into consideration.
In order to make the desired improvement in these
categories, it is necessary to set out specific Tasks
that will provide a systemic approach to achieving a
series of related, but "stand alone” changes.




The bank has expressed reluctance to proceed with major
changes at the present time in the credit management
area. Throughout the review process, the project team
has been told that the bank is not ready to begin work in
the credit area, and that the technical assistance effort
should focus on what are considered to be the more
immediate needs of the Investment Division first. This
can be attributed to several factors, including (a) the
fact that commercial loans are not a major part of the
bank’s assets, and (b) the state bank has imposed a
credit limit which the bank has reached and which has
therefore caused a moratorium on new lending.




Overview:

INVESTMENT FUND OPERATIONS

In 1992, having recently been granted a Universal Banking
License to provide both banking and securities underwriting
services, the Czech State Savings Bank (CSSB) was making plans to
become very active in all areas of capital markets activities.
Other than investment analysis and strategy for the voucher
privatization fund, however the Bank was considering plans for
large scale entry into the areas of brokerage, underwriting,
trading and financial services provider.

At
vacuum.

1.
2-

3.

6.

this time, the entire financial sector was operating in a
There was:

No stock exchange or stock exchange rules;
No Investment Company Act;

No Securities Laws or clearly defined regulatory
commission;

No Banking Regulations, Commercial Codes and Accounting
Rules;

Paralysis by the major financial institutions and
governmental ministries over the political situation of
Czechoslovakia; and

Poor or no financial information regarding all companies
involved in the first round of privatization.

The following was undertaken to gain a better understanding of
the needs of CSB and the financial sector in the capital markets

area;

1.

2.

3.

Interviews with CSB management in all areas of securities
trading and processing;

Interviews with management of the State Bank, Finance
Ministries, and Stock Exchange; and

Translation and analysis of drafts of all official
documents. .

The findings and conclusions of the initial diagnostic review
conducted by KPMG Peat Marwick in April, 1992 are described below.
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I.

II.

Organization of the Investment Funds

A.

Findings

All capital markets activities, including the investment
funds, are organized under the newly established
Investment Division of the Bank. This Division also
includes the Letter of Credit and Foreign Exchange
Departments. There are immediate plans to create separate
corporate subsidiaries for the voucher privatization fund
and the open end mutual funds. Other capital markets
activities such as brokerage and underwriting are to
remain directly part of the Bank.

Complete control of all capital markets activities is
under one member of the CSB Board of Directors. There is
little formal organization below him with one other
senior executive controlling most daily operations. Most
of the employees in the Division are part of the voucher
privatization fund area and operate in some sort of
analytical capacity. .

Conclusions

A formal organization needs to be put into place
immediately within the Bank with clear and precise
reporting structures. Senior management will need to
remove themselves from the daily operations and
concentrate fully on the strategic planning of the
capital markets functions within the Bank. Focus has to
be given to the setting of financial and operational
goals, investment objectives, work standards and staff
training.

Staffing

A.

Findings
1. Number by Function
Investment Fund and Capital Markets functions have

a staff of approximately 30 individuals. Although
not formally organized, the functions they perform

include:
- Investment Fund Portfolio Management and
Analysts - 15 staff members
- Investment Fund and Capital Markets Operations
- 12 staff members
- Systems and Programming - 3 staff members
11



III.

2. Experience

Virtually none of the staff in place have had
formal training or experience in the specific
duties for which they are responsible. Most had a
peripheral knowledge of their functions from text
books or other readings. Some staff in key
positions have been with the Bank for as little as
one to three months. The Board Member responsible
for the Division has only been with the Bank for 8
months and has no previous investment experience.

3. Training

No formal training program exists for staff in the
Investment Division. Some staff members have
visited correspondent bank partners of CSSB for a
day. One has participated in a 3 week securities
trading program organized by the Know How Fund in
London.

Conclusions

The staffing situation in the CSB Investment division is
very poor. Although eager to learn, staff at all levels
have little realization of what they don’t know and the
time commitment that will be required to learn. Many
maintain the work habits and outlooks on their jobs as
they did under the o0ld regime. With the start of capital
markets trading, the Bank could be in a position of great
financial risk as staff members with 1little or no
training would be participating in securities trading --
placing both Bank and Investment Fund monies in jeopardy.
Operationally, the Bank is not in a position to
technically interface with the trading markets since
systems staff are not available to focus on the issues.

There are no immediate plans for formal staff training or
hiring due to office space shortages within the Bank.

Systems and Procedures
Findings

The Czech State Savings Bank as well as the other
investment funds are looking to the government to provide
answers for most operational and systems requirements.
There appears to be little leadership by the financial
community on processing or systems issues.
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Within the CSSB there is little systems and automation
coordination among the operating groups. Each department
is talking to computer vendors independently without any
thought of how these systems will interact, whether they
will be compatible with current and future systems or
whether there is an actual need for the system that is
being considered. The Bank has made progress in the
development of their own system to send orders for the
open end funds from the branches to headquarters and
subsequent recordkeeping. This system is very simple and
does not have the capability to perform most basic
functions for proper investment processing and
recordkeeping.

The Bank is on the verge of signing a major multimillion
dollar contract with the systems provider Unisys. The
general perception of most staff members at this time is
that the Unisys system would address and resolve most
systems needs. The project team has offered to review
the proposed contract to provide technical advice and
guidance, but this offer has not been accepted.

Conclusions

The CSSB Investment Division needs to bring some
organization and focus to their systems and processing

needs. One individual should be given the
responsibilities of systems director to coordinate
systems analysis, development, purchase and

implementation. Contact should be made with the overall
CSB systems coordinator to discuss time frames and
system’s requirements for the implementation of the
Unisys system.

Plans need to made for the coordination and establishment
of procedures for the following functions:

1. Shareholder recordkeeping for shareholders of
the voucher fund, the open end funds and the
shareholders of the Czech Savings Bank;

2. Custody and Administration for the investment
funds and retail customers;

3. Safekeeping for the investment funds, retail
customers and CSB’s own account;

4. Portfolio accounting for the investment funds
and CSB’‘s own account;

5. Portfolio management MIS for the investment
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IV. Workload

funds and CSB’s own account;

6. Security ordering for the branches and
headquarters on the primary and secondary
markets;

7. Trading and underwriting;

8. Internal monetary settlement within CSB for
securities transactions and;

9. External clearing system settlement for CSB
with the trading markets and State Bank.

A. Findings

1.

Portfolio Management and Analysis

An analysis of the over 1,200 companies to be
privatized during the first wave of privatization
must be completed within a two month period of
time. In addition, portfolio management and
bidding strategies need to be developed to ensure
the utilization of all voucher points allocated to
the CSB privatization fund.

CSB is also in the process of developing open end
funds and has just completed a first draft of the
prospectus for fund implementation in July.

2. Systems/Programming

The primary responsibility of the systems area is
the internal development of the open end fund order
entry and recordkeeping system. This group is also
responsible for the set up and support of all
personal computers and related software within the
Investment Division.

3. Trading/Underwriting

The capital markets are not active. Staff in these
areas currently assist in the analysis work for the
privatization funds.

4. Operations

staffs in the areas of shareholder transaction
processing, portfolio accounting and custody are

14
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attempting to understand and clarify the various
securities regulations for the proper set up of
their departments.
B. Conclusions
The workload facing the Investment Division is very
heavy. The inexperience and lack of knowledge of the
issues they are confronted with adds to the difficulty
currently facing the division.

The problem of how to analyze the 1large number of
companies with limited staff is a major constraint.

It is recognized by Bank management that work loads will
increase as the trading markets start operating and
products become more sophisticated.
Conclusions
Immediate technical assistance should focus on training
management of the Investment Division in basic business and
operational principles. Primary focus would be on the
development of processes to address the following :
(1) Staffing requirements
(2) Training requirements
(3) Equipment requirements
(4) Division expense
(5} Division revenues
(6) Division performance standards

(7) Project management

(8) Financial asset needs

Technical assistance in the Investment Division
should be in the following major areas:

(1) Investment analysis and portfolio management

(2) Operations and systems
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(3) Trading and underwriting

1. Investment Analysis and Portfolio Management

Training is needed in all areas of basic financial
analysis similar to the training to be developed in
the credit functions.

2. Operations and Systems

A systems requirement document needs to be
developed for all areas of processing to include:

Shareholder recordkeeping
Custody

Safekeeping

Portfolio accounting
Portfolio management
Security ordering
Settlement systems

In addition, evaluations should be made of the
processing procedures for all operating areas.

3. Trading and Operations

Basic technical training is needed in the
operations of new equity and debt offerings. Focus
should also be given to the sale of these new
issues and proper risk analysis for CSB dealing on
its own account.
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FINANCIAL MANAGEMENT AND CONTROLS

Overview:

KPMG’s initial evaluation of the CSB’s Financial Management
functions began in February, 1992. This evaluation was
accomplished through interviews with CSB Directors and personnel
within their Prague headquarters and by site visits to various
branches in Czechoslovakia. KPMG also requested and received the
following information from the CSB.

1. Summary balance sheet projection - 1992

2. Summary income statement projection - 1992

3. Summary change in capital projection - 1992

4. Summary source and uses of funds projection - 1992

5. Summary sources and uses of funds for fixed assets
projection - 1992

6. Detail of planned capital investment projects -
1992

7. Monthly report of assets and liabilities at the
branches - year-to-date 1992

8. Annual Report
9. Strategic plan for 1991 - 1994
10. Regulations on internal management system for 1992

11. Economic Plan of the CSB for 1992

I. Organization
A. Findings

1. The Bank’s Economics Department is the closest
equivalent of a financial division. It is
responsible for reporting to the Bank’s major
regulator, the State Bank, for developing economic
forecasts and headquarter’s budget, and for the
investment of the Bank’s interbank portfolio.

2. Unlike a western-style financial division, the Bank
appears to have no centralized accounting and
control department. Different areas of the Bank
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are responsible for their own parts of the general
ledger.

There also does not exist an asset/liability
management department. Interest rate and liquidity
risk are neither reported on nor managed.

Each of the 72 district branches functions as a
nearly autonomous entity, with the headquarters
acting much as an upstream correspondent, providing
services and systems to the districts, rather than
managing then.

Bank "regulations" (which are basically procedures
manuals) are updated and maintained by the Bank’s
Organization Department, part of headquarters. The
Bank’s Internal Audit Department assures that these
procedures are followed.

B. Conclusions

1.

II. staffing

Without a centralized accounting and control
department, Bank management cannot receive timely,
relevant financial data needed to determine the
profitability of products and services and to
effectively manage the Bank’s capital and
resources.

Without an asset/liability management function, the
Bank cannot assess or manage its interest rate and
liquidity risk.

The Bank’s organizational structure 1limits its
ability to determine the profitability of products
and services and to ascertain the effectiveness of
management.

A, Findings

1.

The Bank has had a difficult time hiring and
nurturing qualified staff. Salary levels at the
CSSB are somewhat 1lower than at. its smaller
competitors and are regulated by the government.
Foreign companies pay much higher salaries to
skilled Czech workers, who are in particular demand
if they have had experience in the West, or if they
speak English.
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2. The financial analysis and reporting experience
levels of the Bank’s personnel reflect its history.
Before the revolution, when the Bank’s only
function was to gather deposits throughout the
country and distribute them as dictated by the
government, the Bank’s main reporting needs related
to numbers of accounts, transactions, and people.
This general lack of profitability focus is seen at
every level of management.

3. Within the Economics Department, most of the staff
are veterans of the pre-revolution days, and have
little to no direct experience in a for-profit
enterprise. They are also unfamiliar with Western
accounting methods.

4. The staff’s ability to use micro computers is also
lacking, as computers have only recently beccme
available, and are still very expensive.

5. Much of the Bank’s efforts regarding training are
directed toward setting up a training institute in
Brno; the early focus of this training will
concentrate on using the proposed new Unisys
systen.

6. Managers do attend western-sponsored training
seminars on an ad hoc basis, but there is no
systematic training in financial management.

Conclusions

1. sufficient qualified staff will be a continuing
problem for the CSB, in all levels of financial
management.

2. Senior and executive managers do not have
sufficient experience in a free market to know what
type of financial reporting to ask for, and more
junior-level staff have no base of information to
provide.

3. As competition drives the CSSB into more new lines
of business, their inability to analyze
profitability, risk, and management could seriously
threaten the Bank’s financial health.

IIXI. Systems and Procedures

A.

Findings
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In terms of automated systems, the Bank is at least
thirty years behind like-sized Western banks. With
15 million deposit accounts, most of the deposit
accounting is still performed manually. An
employee at the branch level makes entries onto
manual ledgers, which in some cases are then mailed
to a larger branch; the branch then enters the
transactions onto floppy disks, which are delivered
to one of three data processing locations; here the
transactions are finally entered into a mainframe
systen.

Because of this and other untimely systems, the
Bank only produces a full balance sheet on a month-
end basis, a process which usually takes at least
three weeks, and nearly always has outstanding
research items.

The income statement that the Bank uses has only a
very small number of non-interest expense line
items, too few to make reasonable decisions. The
interest income and expense accounts do not
correspond to the balance sheet accounts in such a
way as to be able to compute yields and money
costs.

Although each of the regional branches and the
headquarters produces an annual budget, they do not
necessarily relate to one ancther. The budgets are
all prepared in different formats, manually, and
are not consolidated or cross-checked for
reasonableness.

Once the budgets are prepared, they are basically
filed; there is no system of budget versus actual
review, and no accountability for financial
performance.

The financial reports that the Board of Directors
receives on a monthly basis are completely
inadequate as a tool for financial oversight of the
Bank.

From senior to lower 1levels of management,
financial reporting is virtually non-existent.

Even within the Economics department, the
construction of a detailed month-end balance sheet
and income statement is very difficult.

The Bank has entered into a contract with a major
American computer company to install mainframe
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IV. Workload

A.

hardware and general ledger software for the Bank
and its major branches. The general ledger is
supposed to begin functioning in early 1993, and
the system is to be fully installed by the end of
1994. Apparently, add-on systems, like financial
management software, are not included in the
original contract.

Conclusions

1.

Because of the lack of automated systems, by the
time management gets any financial data it is
usually at least three months old; this time must
be reduced if the Bank is to be able to effectively
manage itself.

Accountability needs to be introduced into the
Bank’s management system. Certain areas are able
to invest 1large amounts of the Bank’s funds,
without automatically sending up red flags on
cyclical reports.

While the new data processing system is being
created, micro-computer-based automated financial
reports should be used to the extent possible.
This can serve to educate staff in the data which
will be required to define the new mainframe-based
MIS, as well as begin the process of defining
management structures based on financial
accountability and profitability analysis.

Findings

1.

In general, the workload of the financial staff is
fairly heavy, both because of the constantly
changing situation in Czechoslovakia, and because
of the inefficiencies in the infrastructures of
both the Bank and the external environment in which
it must operate.

2. Because of the untimeliness of raw financial
information, the financial staff is always behind
in accomplishing their tasks, further adding to
their workloads. _

Conclusions

1. With the advent of further automation, the

financial staff will become more efficient, in many
cases reducing processing times by factors of over
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one hundred.

2. On the other hand, external factors in
Czechoslovakia will remain dynamic for some time,
and the Bank continues to increase in complexity.

Conclusions

What the Bank needs is to completely reorganize its management
structure, retrain its staff, and install automated data
processing. With all of the changes taking place in the Bank
and Czechoslovakia, however, a realistic approach would appear
to be to make certain seed projects (as outlined below) within
the Economics Department which will grow to demonstrate to
executive management what kinds of new management changes are
needed. At the same time, these seed projects can train staff
and management in the design and use of automated financial
reporting, preparing them for their mainframe system. These
can also serve to help the Bank better manage itself, while
the mainframe system is being created.

The seed projects might include:

1. Develop an automated interbank investments model
which can be used to project cashflows of the
interbank portfolio.

2. Develop a set of automated financial board reports.

3. To the extent possible, automate regulatory
financial reports.

4, Assist the Bank in developing its 1993 budget and
strategic plan.
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FOREIGN EXCHANGE AND FOREIGN PAYMENTS
Overview:

The Foreign Payments Department of the Czech Savings Bank is
actually composed of several functionally separate areas. These
are:

- The letter of credit department

- The foreign payments department
- The foreign exchange department
~ The foreign guarantee department.

The review of these departments began in February 1992. 1In
fact most of these departments existed in name only and were just
being organized. Prior to 1991, the Bank was only involved in
domestic transactions. Therefore the Bank had absolutely no
experience in any of the areas mentioned above. The Czech Savings
Bank is now a universal bank and plans to be active in all banking
areas. The Bank plans to develop commercial business and foreign
trade will be important to these clients. Thus the Bank wants to
develop necessary skills to operate internationally on a
professional and safe basis.

I. Organization
A. Findings:

All of the departments within the foreign payments area
report to one manager who reports to a Director of the
Bank. While all of the departments are located on one
floor in a relative small building, there is very little
communication between the departments. For example, no
staff meetings are held to talk about common problems.
The State Bank of Czechoslovakia is concerned that banks
that have little experience in foreign transactions be
qualified prior to undertaking any live transactions.
The goal is to have only professional work coming from

- Czechoslovak Banks. Therefore most of the transactions

- . that the Czech State Savings Bank is involved in are with
other Czech banks.

Overall activity in this area is very limited. For
example the entire letter of credit department processes
on average 20 applications per month. The department’s
role is to review the credit application that is filled
out in one of the Bank’s branches. After the information
is checked, the Bank passes it on to one of the other
Czech Banks so the Letter of Credit can be issued. The
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Czech State Savings Bank actually guarantees the payment
of any amounts due under the letter of credit to the
issuing Czech Bank.

Activity in the Foreign Exchange Department is very low.
The State Bank does not allow any positions to be taken
in foreign exchange. Consequently, this department lays
off all FX risk with corresponding trades at other banks.

Conclusions

The whole foreign payments/foreign exchange operation is
in a start up phase. Complete training will be needed.
Additionally, correspondent bank relationships will have
to be established so transactions can be processed.
However the pace at which the Czech State Savings Bank
will develop these activities will be very slow. The
Bank places a fairly low priority on this area because
its customer base currently has only a limited need for
international transactions. Additionally, because of the
small volume of transactions, the departments are being
established to 1learn rather than make an immediate
profit.

II. Staffing

® -

Findings
1. Number of Staff

As all of these departments are new and have a very
low number of transactions; staff is very limited.
For example, there is only one foreign exchange
dealer, 4 staff in the letter of credit area, 2 in
guaranty department and there are several in the
other areas.

2. Experience

The Czech State Savings Bank has hired its foreign
exchange dealer from another bank and the head of
the letter of credit department has had some
experience with another bank. The rest of the
staff has come from other areas of the Bank and
know basic bank operations.

3. Training
All types of training are needed for these
departments. For the present, most of the training
will come from working with the other Czech banks
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that have experience in these areas. The State
Bank plans to offer formal training. Because the
transactions have to be issued by other banks, the
staff learns whenever they make an error and after
another Czech bank rejects an item.

Conclusions

This department needs all types of specific training.
However, these departments have been given a fairly low
priority for attention given the large and quickly
growing risks in other areas and the relatively 1low
customer demand. None the less, the Czech State Savings
Bank feels that training is important and should be
arranged latter in the year.

III. Systems and Procedures

A.

Findings

Record keeping is rudimentary. It is based upon the
practical experience of the department personnel and
requirements of the accounting department. There are no
specifically defined responsibilities. Accounting in the
foreign exchange department is very limited. While the
accounting department of the Bank keeps records, all
foreign exchange transactions are kept in Czechoslovak
Crowns. Therefore, the foreign exchange position in each
currency cannot be managed. The foreign exchange trader
keeps his own records in the department, however they are
not audited and probably not complete.

Another problem is the way foreign currency deposits are
managed. The current procedure is that weekly, the FX
department sends a list of deposit rates to the branches
that are authorized to take foreign currency deposits.
The list gives a rate for various maturities. However,
while the branch is obligated to tell the FX department
the amount of the deposit, the branch is allowed to give
a maturity date other than what the depositor received.
Thus, each branch can, if it desires, take a time
position in foreign exchange. The FX dealer is aware of
this and is trying to modify the regulation. The Bank
does not keep books in foreign currency.

Reconciliation also offers problems. Various areas can
make deposits and charges to the Bank’s foreign currency
accounts with other Czech Banks. Also, the other Czech
banks often take weeks to notify the Bank that there has
been a drawing on a letter of credit or that funds have
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been deposited in an account. Much tighter controls are
needed.

B. Conclusions

It will be necessary to install proper control systems in
this area. The bank will have to write procedures and
set standards for the handling and monitoring of bank
accounts.

Workload
A, Findings

Overall the volume in all of the departments is very low.
Consequently, staff levels are adequate to handle current
volume. However, as volume increases, new staff will
have to be hired. Plans are being made to hire trained
people from other banks in the Czech Republic. However,
this may not be easy, as there are few bank staff that
have experience in foreign payment products.

B. Conclusions

Currently, the staff have time to correct errors and be
very careful in their work. However, this will change as
activity picks up. Therefore, additional procedures,
training and controls are needed.

Conclusions

While the foreign payments department is important to the
Bank, it is currently a relatively small problem as the
current volume of activity is low. Additionally, the Bank is
still hiring staff. If full training starts soon, many of the
staff still to be hired will not get the benefit of training.

It was agreed that system planing and training of staff would
be done in two levels:

(1) First, self learning texts would be provided. The
staff would read and study this material.

(2) Second, expert help in foreign payment systems
should be sent later in the year. By this time,
the focus of the departments would be know and
staff hired.
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Capital Markets Interface Operations
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BANKHAUS |.D. HERSTATT  srren 1974

"CONTINENTAL ILLIONOIS
BANK KVETEN 1984



1)

2)

PODNIKY PRODAVAJI ZBOZI A DOSTAVAJI
ZA NE ZAPLACENO.

BANKA PRODAVA UZITi PENEZ A MUSIH

DOSTAT PENIZE ZPATKY.

3)
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VYSLEDOVKA

BEZNA BANKA
VYNOSOVE UROKY 10
NAKLADOVE UROKY (7)
CISTE UROKOVE VYNOSY 3
POPLATKY PRIJATE 1
VYDAJE (1)
ZTRATY Z PUJCEK 5
ZISK PRED ZDANENIM 2.5
DAN _ 1.3
ZISK PO ZDANENI 1.2
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RIZIKA

UVEROVA
INVESTICNI
LIKVIDNI

MIS - MATCH (NESHODA)



KONFLIKT BANKY

RIZIKO VS. ODMENA

- VYNOSOVE UROKY NAKLADOVE UROKY
ZISK Z INVESTIC NAKLADY
POPLATKY RIZIKO
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RIZENi BANKY V SOULADU
S OPATRENIM PRO KAPITALOVOU

PRIMERENOST



OBSAH

uvoD
KALKULACE

RIiZENi AKTIV PODLE "OPATRENI O
KAPITALOVE PRIMERENOSTI BANK"



BANKY BYLY HISTORICKY REGULOVANY POMOCI
UKAZATELU "LEVERAGE"
PRIKLAD:

PASIVA (DEPOZITA)
KAPITAL




JAPONSKO
" FRANCIE, ITALIE

GB, U.S.A., NEMECKO

UKAZATEL LEVERAGE

100:1

50:1

12:1



VYSOKA UROVEN "LEVERAGE" UMOZNOVALA

BANKAM, ABY DOSAHOVALY VYSOKE VYNOSNOSTI
7. KAPITALU PRI NiIZKEM ZISKOVEM ROZPETI MEZI
ZDROJI FINANCOVANI A POSKYTNUTYMI UVERY.

PRIKLAD:

VYSOKE STREDNI NiZKE

LEVERAGE 100: 1 50:1 12:1
(PASIVA/KAPITAL)

VYNOSNOST Z AKTIV 0,2% 0,2% 0,2%
(ZISK/AKTIVA)

VYNOSNOST Z KAPITALU 20% 10% 3%

(ZISK/KAPITAL)
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BANKY ZAMERILY POZORNOST NA "PODROZVAHOVE
PRODUKTY" JAKO NAPR. ZARUKY A DEVIZOVE TERMINOVANE
OBCHODY, PROTOZE SE TYTO PRODUKTY NEZAHRNOVALY DO

KALKULACE UROVNE "LEVERAGE".

REAKCE ZE STRANY BANKOVNIHO DOHLEDU A ZAKONU:

~ ZAJISTENI STEJNYCH PRAVIDEL HRY

~ JE ZAPOTREBI URCITA UROVEN KAPITALU ODPOVIDAJICI
VSEM TYPUM RIZIKA VCETNE RIZIKA PLYNOUCIHO Z
PODROZVAHOVYCH PRODUKTU



OPATRENI O KAPITALOVE PRIMERENOSTI BANK

KAPITAL MUS| DOSAHOVAT VYSE ALESPON 8%
DEFINOVANEHO RIZIKA

 VCESKOSLOVENSKU €SB VYZADUJE, ABY UROVEN

8% BYLA DOSAZENA KE DNI 31.12. 1996 A UROVEN
6,25% KE DNI 31.12. 1993. DALE NENi POVOLENO

SNIZENi KAPITALU PRED DOSAZENiM POZADOVANE

8% UROVNE.



KALKULACE KAPITALOVE PRIMERENOSTI JE
PROCESEM O 4 FAZICH

VYPOCET KAPITALU
KVANTIFIKACE PODROZVAHOVYCH POLOZEK

RIZIKOVE VAZENA AKTIVA

KALKULACE PODLE VZORCE PRO KAPITALOVOU
PRIMERENOST




FAZE C.1 - KALKULACE KAPITALU

VLASTNI KAPITAL:
AKCIOVY KAPITAL
ZAKONNE REZERVY
NEROZDELENY ZISK
MINUS: VELKE INVESTICE V JINYCH BANKACH
MINUS: ZTRATY
MINUS: GOODWILL

VLASTNI KAPITAL

DODATKOVY KAPITAL:
REZERVA NA NEDOBYTNE POHLEDAVKY
(MAX. 1,25% Z RIZIKOVE VAZENYCH AKTIV)
PODRIZENY DLUH
(MAX. 50% VLASTNIHO KAPITALU)

KAPITAL CELKEM (VLASTNI + DODATKOVY)
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FAZE 6.2 - KVANTIFIKACE PODROZVAHOVYCH POLOZEK

POLOZKA

'PLATEBNI ZARUKY

DOKUMENTARNI
AKREDITIVY

DEVIZOVY KONTRAKT 3

ROKY (FORWARD)

. SMLOUVY O ZPETNEM

NAKUPU

CELKEM

100
100

100

100

., FAKTOR HODNOTA
ZUSTATEK KONVERZE EKVIVALENTU
5 50
2 20
0.08 8
1.00 100
178

400
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FAZE C.3 - RIZIKOVE VAZENA AKTIVA

POLOZKA ZUSTATEK RIZIKOVA HODNOTA
VAHA AKTIVA
HOTOVOST - 100 0 0
POHLEDéVKY ZA VLADOU 100 .0 0
R
POHLEDAVKY ZA BANKAMI
100 2 20
. PUJEKY ZAJISTENE
"~ NEMOVITOSTMI 100 5 50
JINE PUJCKY 100 1.0 100
JINA AKTIVA 100 1.0 100

CELKEM 600 270
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FAZE &.4 - KALKULACE PODLE VZORCE PRO
KAPITALOVOU PRIMERENOST

N
L

VLASTNI KAPITAL + DODATKOVY KAPITAL 39
- = = 8.55%
HODNOTA EKVIV. AKTIV + RIZVAZENA AKTIVA 270 + 178
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KAPITALOVA PRIMERENOST NENi ZALOZENA
NA RIZIKU ZTRATY!

POROVNAVA RUZNE TYPY AKTIV KE KAPITALU.

~ RIZIKO ZTRATY SE OBVYKLE NEZVAZUJE.

POZNAMKA: RIZIKO ZTRATY JE PRAVDEPODOBNOST, ZE NEJAKE AKTIVUM
NEBUDE PLNE INKASOVANO V OKAMZIKU JEHO SPLATNOSTI.
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JAK BANKY REAGOVALY NA OPATRENI TYKAJICi SE
KAPITALOVE PRIMERENOSTI

INVESTOVALY DO AKTIV S NEJVYSSIM RIZIKEM NAVRATNOST!.
VYNOSY NEBYLY RIZIKOVE OCISTENE
VYTVORENO PRILIS RIZIKA, COZ JE PRO MNOHO BANK
HLAVNIM PROBLEMEM

JELIKOZ BYL NARUST AKTIV Z KRATKODOBEHO HLEDISKA
OMEZEN, INVESTOVALY DO AKTIV S VYSSIM RIZIKEM S CiLEM
DOSAZENI VYSSICH HRUBYCH VYNOSU.

VYVINULY ROZSAHLY SEKUNDARNI TRH ZA UCELEM NAKUPU A

PRODEJU PUJCEK S CILEM MAXIMALIZACE NAVRATNOSTI
PRODEJE PUJCEK
PREMENA PUJCEK V CENNE PAPIRY
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DRUH
AKTIVA

MEZIBANKOVNI
DEPOZITA
2LETE
HYPOTEC.
UVERY

UVERY

K¢

100

100

100

' NAKL.
UROKOVA NA
SAZBA ZDROJE

13 9
11,5 9
15 9

AKTIV

éisTY

VYNOS

15

VAHA

0,2

0,5

1,0

) RIZIKOVE ZADANY
UROKOVY RIZIK. UPRAVEN KAPITAL
. (8%)

AKTIVUM

20

100

SNOST KAPITALU PRI KONSTANTNI UROVNI

4,0

VYNOS
y4
KAPITALU

250%

63%

75%




UVAHY

VYVINOUT PROCES SLEDOVANi KAPITALOVE

VYNOSNOSTI Z RUZNYCH TYPU AKTIV.

NALEZT ZPUSOBY, JAK RIDIT STRUKTURU ROZVAHY
PROSTREDNICTVIM PRODEJU A NAKUPU PUJCEK.

NEMYSLETE Sl, ZE OPATRENI PRO KAPITALOVOU

PRIMERENOST MERI SKUTECNE RIZIKO NESPLACENI
PUJCKY.
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TO:
FROM:
DATE:
RE:

MR. KLAPAL

CARLETON HASWELL, KPMG
18 JAN. 1993

DIVIDEND POLICY

e

BEST

WHAT

SETTING DIVIDEND POLICY IS:

CONTROVERSIAL,

AN ART NOT A SCIENCE,

HAS IMPORTANT IMPLICATIONS FOR THE INVESTOR, AND
AFFECTS SHARE PRICE

SAFETY (CAPITAL ADEQUACY) OF THE CORPORATION

TC LOOK AT THE PROBLEM FROM THREE SIDES:
THE INVESTOR

THE MARKET PLACE
THE CORPORATION

IS A CASH DIVIDEND? A PAYMENT IN CASH TO THE OWNERS OF A

CORPORATION. THE PAYMENT OF A DIVIDEND REDUCES THE CAPITAL OF A
CORPORATION.




WHAT HAPPENS WHEN A DIVIDEND IS PAID?

THE DAY THE DIVIDEND IS DECLARED, THE MARKET VALUE OF EACH
Wl DRO S AMOUNT OF THE VIDEND. THUS IN TERMS OF
ASSET VALUE THE INVESTOR IS THE SAME WITH OR WITHOUT RECEIVING A
DIVIDEND. HOWEVER, INSTEAD OF ONLY HOLDING A COMMON SHARE, THE
INVESTOR HAS SHARE WORTH LESS PLUS CASH FROM THE DIVIDEND PAYMENT.

N STOCK VALUE . VALUE AFTER
‘ BEFORE DIVIDEND DIVIDEND
MARKET VALUE/SHARE 100 90
‘ DIVIDEND - 10
SHARFHOLDER VALUE 100 100
AFTER TAX RETURNS:
STOCK VALUE VALUE AFTER
BEFORE DIVIDEND DIVIDEND
SHARE VALUE 100 90
DIVIDEND - 10
LESS TAXES - L &)
SHAREHOLDER VALUE 100 96



AN INVESTOR’S RETURN IS BASED ON THE SUM OF:

DIVIDENDS + CHANGES IN MARKET VALUE

COMPANY A COMPANY B
MARKET PRICE/SHARE 1/1/92 100 100
MARKET PRICE/SHARE 31/12/92 120 105
% INCREASE PER SHARE 20% 5%
DIVIDEND PER SHARE 2 2% 10 10%
INCOME TAX PAID ( 1) (1%) ( 4) (4%)
TOTAL VALUE OF HOLDINGS 121 _21% 111 _11%
TOTAL RETURN 21 21% 15 11%

IN THEORY - THE DECISION ABOUT DIVIDENDS DEPENDS ON WHICH PARTY
CAN EARN THE MOST ON THE FUNDS. IF AN INVESTOR CAN EARN 10% AFTER
TAX ON INVESTMENTS, AND THE COMPANY HE INVESTS IN CAN EARN 30% ON
ITS CAPITAL, IT IS BETTER TO HAVE THE CORPORATION KEEP THE FUNDS
AND NOT PAY A DIVIDEND AS THE LONG TERM RETURN TO THE INVESTOR WILL
BE HIGHER. IN THE LONG RUN, THE INVESTOR WILL BE REWARDED BY
LARGER INCREASES IN THE SHARE PRICE THAN THE INVESTOR WOULD HAVE
MADE BY COLLECTING, PAYING TAXES AND INVESTING DIVIDENDS.

THIS THEORY IS BASED ON THE FACT THAT THE VALUE OF A SHARE OF STOCK
WILL BE BASED ON FUTURE AND CURRENT EARNINGS PER SHARE. IF
PER SHARE GROW BY SAY 20% PER YEAR, THE STOCK PRICE SHOULD
ROPORTIONALLY.

IN FACT CSB, IN THE STRATEGIC PLAN EXPECTS AN EARNINGS AFTER
TAX/SHAREHOLDERS CAPITAL OF BETWEEN 38% AND 48% PER YEAR. IF THIS
IS A GOOD FORECAST, INVESTORS WOULD BE MUCH BETTER OFF IF CSB DOES
NOT PAY A DIVIDEND, BECAUSE INVESTORS DO NOT HAVE ANY INVESTMENTS
THAT CAN EARN SUCH A HIGH A RETURN.



GENERALLY, COMPANIES THAT GROW FAST PAY NO OR ONLY A VERY SMALL
DIVIDEND YET THESE SHARES SELL AT MUCH HIGHER PRICES RELATIVE TO
EARNINGS PER SHARE THAN FIRMS THAT PAY LARGE DIVIDENDS. THIS IS
BECAUSE. GROWTH COMPANIES HAVE A VERY HIGH RETURN ON CAPITAL.
MATURE FIRMS THAT ARE NOT GROWING QUICKLY TEND TO PAY HIGH
DIVIDENDS AS EARNINGS ON CAPITAL ARE LOW AND THEY DON’T NEED THE
EXTRA CAPITAL TO EXPAND. ’

THE MARKET PLACE PLACES A HIGH VALUE ON CONSISTENCY. A DIVIDEND
CUT WILL BE A VERY NEGATIVE FACTOR ON THE MARKET PRICE OF A SHARE
OF STOCK. BEFORE A CORPORATION PAYS ANY DIVIDEND, IT MUST FEEL
COMFORTABLE IT CAN MAINTAIN THE SAME AMOUNT OF DIVIDEND PAYMENT IN
FUTURE YEARS.

THIS MEANS THAT IF CSB PAYS A DIVIDEND, IT MUST BE QUITE SURE THAT
THE AMOUNT OF THE DIVIDEND WILL NOT HAVE TO BE CUT IN THE FUTURE.

INVESTORS NORMALLY VALUE A CONSTANT DIVIDEND BASED IN MONETARY
TERMS RATHER THAN AN AMOUNT BASED ON EARNINGS OR SOME OTHER FACTOR
SUCH AS A FIXED PERCENT OF AFTER TAX NET INCOME.

INVESTORS THAT BUY A STOCK MAINLY FOR DIVIDEND INCOME LOOK AT THE
DIVIDEND AS A % RETURN ON CAPITAL.

DIVIDEND AMOUNT 1.20 KCs
DIVIDEND YIELD = = 8.0%
SHARE PRICE 15.00 KCs

A MAJOR'PROBLEM FOR CSB IS THAT AS THE MARKET VALUE IS NOT KNOWN,
THE DIVIDEND YIELD CAN’T BE COMPUTED. THEREFORE AT THIS TIME, THE
DIVIDEND RETURN CAN’/T BE COMPARED TO OTHER INVESTMENTS.



ISSUES FROM CSB POINT OF VIEW

1) CSB SHOULD PREPARE A DETAILED CAPITAL PLAN FOR THE NEXT 3 TO
5 YEARS. THIS PLAN SHOULD BE VERY SPECIFIC ABOUT SOURCES OF
CAPITAL AND BE SPECIFIC IF CAPITAL INCREASES WILL COME FROM
INTERNAL OR EXTERNAL SOURCES. CAPITAL MUST BE ABLE TO SUPPORT
PROJECTED ASSET GROWTH. '

AS THE PAYMENT OF A DIVIDEND REDUCES CAPITAL, CSB SHOULD HAVE A
CLEAR LONG RANGE PLAN FOR ITS CAPITAL. ASSET GROWTH OR EVEN
TRANSFERRING ASSETS MIX FROM INTERBANK TO LOANS REQUIRES MORE
CAPITAL. CSB SHOULD VIEW A DIVIDEND AS REDUCING CAPITAL AND
THEREFOR GROWTH IN ASSETS, UNLESS CSB PLANS TO REPLACE CAPITAL FROM
OTHER SOURCES, SUCH AS SELLING ADDITIONAL SHARES. THE ABILITY TO
DO THIS AT THIS TIME 1S HIGHLY SPECULATIVE. IT APPEARS FROM THE
STRATEGIC PLAN THAT CSB WILL STILL BE UNDER THE 8% CAPITAL RATIO BY
THE END OF 1995. HOW WILL REQUIRED CAPITAL BE RAISED?

UNDER THE RISK BASED CAPITAL GUIDELINES, EACH KCS OF CAPITAL
SUPPORTS 12.5 KCS OF LOANS OR 62.5 KCS OF INTERBANK ASSETS. LACK
OF CAPITAL WILL REDUCE ASSET GROWTH AND RELATED EARNINGS.

2) HOW DOES CSB WANT THE MARKET TO PERCEIVE IT? IS CSB A GROWTH
OR A MATURE COMPANY? WHAT ABOUT CAPITAL ADEQUACY? FOREIGN BANKS
PLACE A VALUE ON HIGHLY CAPITALIZED BANKS WHEN EXTENDING CREDIT
LINES.

3) WHAT ABOUT COMPETITION? WHAT IS EXPECTED ABOUT ITS DIVIDEND
POLICIES.. DOES CSB WANT TO BE INDEPENDENT OR CONSISTENT WITH OTHER
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4) THERE ARE OTHER OPTIONS TO PAYING A STRAIGHT CASH DIVIDEND.

IF IT. DECIDED TO PAY A DIVIDEND, CSB COULD CONSIDER:

SH) STMENT P - CSB WOULD OFFER A PLAN TO
SHAREHOLDERS AND WOULD TRY TO CONVINCE SHAREHOLDERS TO USE THE
PROCEEDS OF THE DIVIDEND TO BUY NEW SHARES OF CSB. PERHAPS THESE
NEW SHARES COULD BE PURCHASED AT A SLIGHT DISCOUNT TO ENCOURAGE NEW
SHARE PURCHASE. THIS IS QUITE A COMMON TECHNIQUE IN MANY
COUNTRIES.

SSUE _SUBORDINATED BONDS IN CE OF VIDENDS - ANOTHER
METHOD MIGHT BE TO OFFER A LONG TERM SUBORDINATED BONDS TO
RECEIVERS OF THE DIVIDEND. THE SUBORDINATED DEBT WOULD COUNT AS
CAPITAL FOR THE RISK BASED CAPITAL GUIDELINES AND WOULD NOT DILUTE
SHAREHOLDERS VALUE AS WOULD STOCK SOLD BELOW MARKET. THESE BONDS
WOULD ONLY BE AVAILABLE TO SHAREHOLDERS OF CSB AND WOULD OFFER THE
INVESTOR A HIGHER RETURN THAN WHAT WOULD BE AVAILABLE TO THEM IN
THE MARKET PLACE.

ISSUE A STOCK DIVIDEND INSTEAD OF A CASH DIVIDEND -~ MANY

COMPANIES ISSUE STOCK DIVIDENDS IN PLACE OF CASH DIVIDENDS. AS AN
EXAMPLE, IF A 5% STOCK DIVIDEND ISSUED, A HOLDER OF 100 SHARES
WOULD RECEIVE AN ADDITIONAL 5 SHARES BRINGING TOTAL SHARES OWNED TO
105. MANY INVESTORS LIKE THIS. THE NICE THING IS THAT IT DOES NOT
REDUCE THE CAPITAL OF THE COMPANY. IF A SHAREHOLDER NEEDS MONEY,
THEY CAN SELL SOME SHARES TO RECEIVE CASH.

5) AS THE MARKET PRICE OF CSB’S STOCK IS STILL UNKNOWN, IT IS
IMPOSSIBLE TO COMPUTE THE MARKET YIELD OF THE DIVIDEND. CAN THE
DIVIDEND BE DECLARED QUARTERLY? THIS WAY CSB WOULD HAVE THE
BENEFIT TO SEE THE MARKET VALUE OF ITS STOCK AND COMPUTE THE YIELD
BE FORE DECLARING A DIVIDEND.

KPMG WILL BE GLAD TO HELP WITH SPECIFICS ABOUT THE FUTURE DIVIDEND
POLICY. HOWEVER, TO DO MORE DETAILED CALCULATIONS, WE WILL NEED
MORE INFORMATION THAN CURRENTLY AVAILABLE ABOUT CSB’S CAPITAL PLAN
UNDERSTAND CSB’S PHILOSOPHY ON DIVIDENDS.
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K ZAPAMATOVANI !




KVALITA UVERU JE DULEZITEJSI NEZ
VYUZITi NOVYCH PRILEZITOSTI.

KAZDA PUJCKA BY MELA MIiT DVE
VARIANTY SPLACENI, KTERE NEJSOU
NAVZAJEM PROPOJENE A EXISTUJI PRI
POSKYTNUTI UVERU.

" CHARAKTER DLUZNIKA MUSIi BYT BEZ

POCHYBNOSTI, POKUD SE TYCE VEDENI.



' NEROZUMIS-LI OBCHODU, NEPUJGUJ.

JE TO VASE ROZHODNUTI A VY MUSITE
MIT DOBRY POCIT. ODPOVEDNOST!

UCEL KAZDEHO UVERU BY MEL
OBSAHOVAT ZAKLADNU PRO JEHO

- SPLACENI.



o
1
[

MATE-LI VSECHNA FAKTA, '
NEPOTREBUJETE BYT GENIUS, ABYSTE
SE MOHL ROZHODNOU SPRAVNE. -
PTEJTE SE.

OBCHODNI CYKLUS JE NEPREVIDATELNY.

PRO DOBROU INVESTICI JE DULEZITE
OHODNOCENI PODNIKOVEHO VEDENI.



10.

11.

12,

'ZASTAVA NENi NAHRADA ZA SPLATKY.

JE-LI PRIJATA ZASTAVA, MUSI BYT
ZISKANO JEJi FINANCNI A TRZNi OCENEN.

NEPREHLIZEJTE DETAILY, UVEROVA
ADMINISTRATIVA ZKAZ{ | JINAK DOBRE

- VYPADAUJICI UVER.




13.

14.

15.

7ADA-L1 DLUZNIK RYCHLOU ODPOVED,

PAK JE TO "NE".

SLEDUJTE, ZA CO SE UTRATI PENIZE
BANKY.

KDYZ POSKYTUJEME UVER, PTEJME SE,
"PUJCIL BYCH SVE VLASTNI PENIZE?".




16.
17.

18,

TECHOLOGIE NEMUZE NAHRADIT
OBYCEJNY POCIT.




19.
20.

21

H

TRH

GARBAGE IN, GARBAGE OUT.

JEDNODUCHE POZOROVANI MUZE
PREDPOVEDET PROBLEMY.




s

NEPRECENUJTE SVOJI DULEZITOST.
PENIZE JSOU VSECHNO.

VSE S HUMOREM A HODNE ZABAVY!!!!

26. KVETNA 1993
C.R.HASWELL

o g
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Corporate Consolidation
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STRUKTURA SPOLECNOSTI

MATERSKA
SPOLECNOST

40% VLASTNENO

' SESTERSKA
SPOLECNOST

100%

DCERINNA
SPOLECNOST

100%

NEPRIMA
DCERINNA
SPOLECNOST
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Firma Z
Trzby 150
Cisty zisk 30
Dividendy 10

Firma A vlastni 40% firmy Z. Cena pofizeni této icasti byla 100.
Jak miiZe firma A vykdzat sviij podil na zisku firmy Z ?

1. 'V cené pofizeni
2. Metoda vlastniho jméni
3. Konsolidace

&



KONSOLIDACE

A+B- vnitropodnikové transakce = konsolidovany vykaz



>

CISTY ZISK
11990 1991 1992
podnik A 100 100 100
podnik B 100 100 100

Podnik A kupuje 100 procent podniku B 30. ¢ervna 1991 a konsoliduje podnik B k tomuto datu. Pfi

ukazovani vyvoje &istého zisku podniku A budou vykazy vypadat nasledovné:

1990 1991 1992

~ podnik A 100 100 100
podnik B 0 50 100
konsolidované 100 160 200

#



béZn4 aktiva
fixni aktiva

investice podniku A
do podniku B

- celkova aktiva

| pasiva
viastnl jméni

celkem

100

100

50

250

150

250

podnik B

50

50

100

50

100

KONSOLIDACE

celkem A+B zruseni

150

150

50

350

200

350

konsolidovany podnik A

150

150

1o

300

200

—y
QO
L=

|

300




<

~ Jeslize podnik A viastni pouze ¢ast podniku B, pouziva se pfi

konsolidaci podniku A s podnikem B specidlni i¢et nazvany

- ‘mensinovy podil.



&
Xl

béZn4 aktiva
fixnf aktiva

investice podniku A
do podniku B 90%

~ celkova aktiva

pasiva
mensinovy podil
vlastnf jméni

celkem

podnlkA podnik B

KONSOLIDACE

100

100

45

245

150

245

50

50

100

50

celkem A+B

150

150

45

345

200

345

zrudenf  konsolidovany podnik A

150

150

(45) _
(45) 300
200

5 5
(50) 145
(45) 300




PAREﬁ?’?COMPANY AND SUBSIDIARIES AND AFFILIATES

AS OF 19
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Cviéeni na problematiku konsolidovanych vykaza

1. Podnik A proddv4 jednu knihu podniku B za 100 na tveér splatny za 1 rok.
2. Podnik B proddv4 jinou knihu podniku A za 100 na dvér splatny za 1 rok.
3. Podnik B prod4v4 podniku C jinou knihu za 10 a platba je v hotovosti.

Pozndmka: na kaZdou knihu byly vynaloZeny vyrobn{ ndklady ve vysi 1.

Jedinym aktivem, které vlastnil podnik A na zaCdtku obdobf byla 1 kniha a to byla
také hodnota jeho vlastniho jméni.

Jedinym aktivem, které vlastnil podnik B na zacdtku obdobf byly 2 knihy a to byla
také hodnota jeho vlastnfho jméni.

Podniky A a B jsou vlastnény jednou firmou. Majitel této firmy chce mit
vypracovanou vysledovku i rozvahu pro podnik A i podnik B jednak oddélené pro
kaZdy z nich, jednak konsolidované pro oba podniky. Jedinym aktivem této firmy,
kter4 oba podniky viastnf{, jsou akcie podnikd A a B, které maji stejnou hodnotu jako
je hodnota vySe uvedeného vlastntho jméni u obou podniki na poldtku obdobi.
Vsechny podniky uZfvaji metodu FIFO pro ocenéni zdsob.




Konsolidované vykazy

Podnik A
Po&ateéni 1. 2. 3. Koneény
stav stav
Penize 0 0
Zasoby 1 -1 +100 100
Pohledavky +100 100
Aktiva celkem 1 +99| +100 200
Zavazky 0 +100 100
Nerozdéleny zisk 99
Jmeéni 1 1
Pasiva celkem 1 200
Trzby +100 100
Naklady na prod. -1 1
zbozi
Zisk +991 +100 99
Podnik B
Podéateéni 1. 2. 3. Koneény
stav stav

Penize 0 +10 10
Zasoby 2| +100 -1 -1 100
Pohledavky +100 100
Aktiva celkem 2| +100 +99 +9 210
Zavazky 0| +100| +100 100
Nerozdéleny zisk 108
Jméni 2 2
Pasiva celkem 21 +100 210
Trzby +100 +10 110
Néklady na prod. -1 -1 -2
zbozi
Zisk +99 +9 108




Konsolidované vykazy

Stavna konciroku | Celkem 1. 2. Celkem | Konso-

podnik A podnik B lidovano
Penize 0 10 10 10
Zéasoby 100 100 200 A+1| A-100| -198 2

B-100 B+1 -
Pohledéavky 100 100 200|{ A-100| B-100| -200 0
Aktiva celkem 200 210 410 -199| -199| -398 12
Zavazky 100 100 200| B-100{ A-100 -200 0
- | Nerozdéleny zisk 99 108 207 9

Jméni 1 2 3 3
Pasiva celkem 200 210 410 12
Triby 100 110 210 A-100 10
Néklady na prod. 1 2 3 A+1 1
zboZi
Zisk 99 108 207 9
Upravy celkem —199| -199| -398
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Management of a Public Company




~ ROBERTO C. GOIZUETA
EDA - SPOLECNOST COCA-COLA

PRIIMY A NAHRADY = 1992

$
PLAT 1.401.000
BONUS 1.800.000
- DLOUHODOBY BONUS

~ HMOTNE ZAINTERESOVANOSTI 1.254.236
OSTATNI 131.815
CELKEM 4.587.051
POCET VLASTNENYCH PODILY COCA-COLY 36.533.385
TRZNI HODNOTA $ 1.529.831.900




, Please mark your
! X ~ voles as In'lht 0282
! . example.
) Thls proxy when properly executed will be voted in the manner directed hereln. ! no direction is made, this
proxy will be voted “FOR" all of the Board of Directors’ nominees and “FOR" proposal 2.

The Board of Directors recommends a vote FOR Proposals 1 and 2.

B FOR WITHIIELD FOR AGAINST ABSTAIN
1. Election of R . ~ 2. Ratification of the appointment - s .
Directors ; 1 ! t of Emst & Young as : ;o . }
(see reverse) : H Independent Auditors. : i o }
i . . i i’ s i

For, except vote wilhﬁéﬁﬁr&ﬁ the following no}'lift{ééié):

Do you plan to attend
the Annual Meeting?

R
H
2. e -

Yés Nu.

Please sign exactly as name appears hereon. Joint owners should each sign. Whea
signing as atlomey, executor, administrator, trustee or guardian, please give full
title as such.

SIGNATURE(S) ‘ DATE
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CO JE ZASTAVA ?

"AKTIVUM ZASTAVENE VERITELI DO DOBY, DOKUD NENI
UVER SPLACEN. JESTLIZE DLUZNIK UVER NESPLATI,
VERITEL MA PRAVO ZASTAVU ZADRZET A PRODAT JI ABY
BYL UVER SPLACEN."

PROC BRAT ZASTAVU?

KE SNiZENi UVEROVEHO RIZIKA Z PUJCGEK.

i e



ZASTAVA

NEDELA SPATNY UVER DOBRYM.
NEZLEPSUJE PODNIKOVY CASH FLOW.

NEZVYSUJE SCHOPNOST PODNIKU UVER
SPLATIT.

T 5



~MATE-LI ZASTAVU, MUSITE:

URCIT JEJi PENEZNi HODNOTU.
URCIT JAK JI ZISKAT, ABY MOHLA BYT PRODANA.
ZABEZPECIT VASE PRAVA.

UDRZOVAT JEJi HODNOTU.



V.

VL.
Vil.

VIil.

OCENOVACI TERMINY A POJMY

TRZNi HODNOTA - CENA, KTEROU MUZETE ZA URCITE AKTIVUM SKUTECNE
OCEKAVAT. OCISTENA OD PRODEJNICH VYDAJU.

POTENCIONALNI KUPEC A POTENCIONALNI PRODEJCE
CASOVY RAMEC PRO NALEZENIi POTENCIONALNIHO KUPCE

VOLNY A PRAZDNY MAJETEK

REGISTRACE - PODNIKNOUT PRAVNI KROKY, REGISTROVAT A DAT "SVETU
VEDET", ZE MATE NA MAJETEK LEGALNi NAROK

VYNOS Z PRODEJE AKTIVA
PRIJEM AKTIVA

PRODEJ AKTIVA




METODY OCENEN| ZASTAVY

NAKLADOVA
KOMPARATIVNI
CESKA METODA

KAPITALIZACE PRIiJMU



w
o

A.  NAKLADQVA
1. REPRODUKGNI NAKLADY
A. POUZIVA SE PRO UCELY POZARNIHO POJISTENI
B. NESOUVISIi S TRZNi HODNOTOU
2. PORIZOVACIi NAKLADY (CENA PLACENA PRI NABYTi MAJETKU,
POPLATKY, NAKLADY NA

REKONSTRUKCI)

A. NEKDY VHODNE PRO NEDAVNO NABYTY MAJETEK NEBO MALO
UZiVANY MAJETEK KOUPENY PRED MNOHA LETY

B. KDO MUZE RiCl, ZDA-LI PREDCHOZI KUPEC NEZAPLATIL VICE
NEZ MEL?



© g

B. ARATIVNI — (zA KOLIK BYL PODOBNY MAJETEK PRODAN
NEDAVNO)
1. DOBRA METODA PRO PRODEJE NEMOVITOST| PODOBNYCH
VLASTNOSTI. NORMALNE POUZIVANE PRO PRODEJ DOMU.
2. PROBLEMEM JE NAJIT PODOBNY MAJETEK
'C.  CESKA METODA - ZAKON # 393 STANOVI, ZE "TRZNi" CENA
NEMOVITOSTI BUDE STANOVENA S OHLEDEM
NA TECHNICKE OCENENI  URCENE
MINISTERSTVEM FINANCI
1. NUTNA PRIZADOSTI O UVER
2. NEMA NIC SPOLECNEHO S TRZNi HODNOTOU
3. UZIVANA PRI DANOVYCH ODHADECH
AN
% 7




. D. KAPITALIZACE PRiJMU

TOTO JE NEJOBVYKLEJS| METODA UZIVANA PRO OBCHODNI MAJETEK JAKO
JSOU KANCELARSKE BUDOVY.

1. ZALOZENA NA PREDSTAVE, ZE INVESTOR BUDE KUPOVAT BUDOVU
KVULI ZISKU. PROTO BUDE ODHADNUT CASH FLOW PLYNOUCI Z
BUDOVY. ABY SE ZiSKALA SOUCASNA HODNOTA, BUDOUCIi CASH
FLOW MUSIi BYT DISKONTOVAN.

2. POTE BY INVESTOR POROVNAVAL HODNOTU INVESTICE S OSTATNIMI
" INVESTICEMI, ABY URCIL, CO MA KOUPIT.



k; (é

Py
P

POLOZKA

PRIJEM

NAJEM
OSTATNI POPLATKY

VYDAJE
ELEKTRINA
MZDY
DANE Z NEMOVITOSTI
OPRAVY A UDRZOVANI
ATD.
ATD.
ZISK PRED ZDANENIM
DANE ZE ZISKU
CISTY ZIsK

SOUCASNA HODNOTA GISTEHO ZISKU
SOUCASNA HODNOTA CISTEHO PRODEJE MAJETKU

HODNOTA MAJETKU PRO INVESTORA

ZAKLADNIi MODEL

1993

ROKY
1994

AXXX




JEN .Y

KDYZ OCENUJETE MAJETEK,

MUSITE!

ROZUMET VSEM PREDPOKLADUM UZITYM V
PROJEKCI

. OTESTOVAT PREDPOKLADY

. VIDET, V JAKEM BODE ZACNE HODNOTA KLESAT

POD POZADOVANOU HODNOTU

10




PRAVIDLO: NEDOMNIVEJTE SE, ZE SE BUDE PRIJEM
CASEM ZVYSOVAT.

OCENUJTE MAJETEK V SOUCASNYCH SAZBACH
MEL! BYSTE ZNAT OCENOVATELE A POUZITE

PREDPOKLADY

. VYTVORTE SI OCENOVACI MODEL

11



Exhibit B-24

Corporate Performance Ratios



Pomérné ukazatele

1. Porovnavani podnik&' ruzné velikosti

2. Srovnavani podnik

3. Analyza sméru vyvoje

4. Davani prislusnych polozek do vzajemnéeho vztahu
5. Analyza konkurence

6. Absolutni hodnoty

7. Spéciélni ukazatele



~ Ktery ukazatel je nejvyznamneéjsi ?



Porovnévani podniku riizné velikosti

Velky Maly

podnik podnik

Trzby 10 461 298

"~ Provozni zisk 4 237 137
Provozni zisk

40.5 % 45.9 %

Trzby

ot

X .
s s



&
b
4 {

~ Srovnavani podnikU

Podnik
A B G
. Bézny ukazatel 21x  26x  1.8x

Cisty zisk
123% 156% 8.2%

Hmotné cCisté jmeéni



P
4

L Analyza smeru vyvoje

P
P

1984 1985 1986 1987 1988

~ Cisty zisk

6.4% 61% 57% 50% 43%

Zakladni prostiedky




Davani prislusg

Ukazatel rentability
- Ukazatel "leverage”
Ukazatel likvidity

Ukazatel vykonu

Cisty zisk
Trzby

Celkove zavazky

Hmotné Gisté jmeni

Bézn4 aktiva

Bézna pasiva

Cisty zisk

Hmotné Cisté jméni

18nych polozek do vzajemného vztahu




— podil na trhu

- prodejni naklady

- trzby



.4 Absolutni hodnoty

Penize
Pohledavky

- Zasoby

Bézn4 aktiva
Zakladni prostiedky
Ostatni

Aktiva celkem

A
1%
10 %
50 %
61 %
35 %
4 %
100 %

Podnik
B
3 %
45 %
40 %
88 %
10 %
2 %
100 %

Y
ok




. Specialni ukazatele

Ukazatel vyuziti
hotelové kapacity

Ukazatel vyuziti

- kapacity letadla

Ukazatel vyuziti
prodejni plochy

Vyuziti ropného
tézebniho zarizeni

Obsazené pokoje | 82%
Celkovy pocet pokoijli

Pocet cestujicich 76%
Celkovy pocéet mist

Trzby 4.67 Kés /m2

Prodejni plocha

Pocet dnu vyuziti v roce 38.9%

Celkovy pocet dnli v roce



‘§
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Exhibit B-25

Foreign Exchange Division — Key Issues



KPMG PEAT MARWICK
POLICY ECONOMICS GROUP
CZECH SAVINGS BANK, A.S.

Memo: Plan of Work File
Date: April 1, 1993
From: Frederick J. Zamon, Advisor

Subject: Meeting of March 31, 1993 to discuss Initial Report
of Findings and Draft Recommendations for the
International and Foreign Exchange
Division("Report").

The above meeting was requested and chaired by Miroslav
Horyna, Director of the International and Foreign Exchange
Division. Also in attendance were: Ing. Roman Fejt, Manager,
Assets and Liabilities Department; Dr. Michal Krislo, Manager,
International Trade Department; Dr. Martin Strauch, Manager,
Foreign Exchange Division; F. Zamon, Advisor and Ms. Magda -
Hudcova, KPMG Reviconsult s.r.o.

Mr. Horyna indicated that the purpose of the meeting was
to discuss the recommendations made in the Report. The Report
had previously been distributed to, and discussed by, the
various managers present. Mr. Horyna apologized for the
absence of Ms. Riedelova, Manager of Clean Payments. Major
points made were as follows:

DOCUMENTARY CREDIT DEPARTMENT

1. It is not possible at this time to establish a central
liability control system. It may be that over the 3-year
program to install the TIS computer system that such
control may be developed.

2. As regards the aggregate of customer subsidiary ledgers
equalling the General Ledger of the Bank, Mr. Horyna
indicated concern for double counting if both Head Office
and each individual branch accounted for the letter of
credit contingent liability. Zamon indicated that is a
common problem in his experience where multi-bank holding
companies centralize letter of credit processing. Aan
accounting solution can be found to this problemn.

3. Messrs. Krislo and Zamon agreed to work together with Ms.
Z. Vyskocilova, Head of Documentary Credit Department to
confirm outstanding letter of credit balances with
Branches and to address the above accounting problem. It
may be that no "General Ledger" can be easily created,
but that regular verification, say weekly or monthly, and
written responses from the branches of amounts of letters
of credit outstanding will effectively control the
outstanding balances throughout the Bank and its various
affiliates.



Messrs. Krislo and Zamon will coordinate with Ms.
Vyskocllova to draft a standard counter-indemnity form
for the issuance of documentary sredits.

Establishing a computerized reporting capability feor
reporting documentary credits outstanding to Assets and
Liabilities iz perceived as too complex at this time. On
the cther hand, Zamon and Krisle are to dizesuss the TIS
concepts with the Division coordinater, Mrs. Ruzickova.

ABSETS AND LIABILITIES DEPARTHENT

l.

Establishing a Nestro accoeunt subsidiary ledger
accounting system is very difficult becau=ss of the number
of branches. Beginning June 1, 1993 there will be an
Octagon FProject that may help bring this problem under
control. It is hoped that this project will bring several
difficult accounting and reporting area under control.

Mr. Horyna reguested Mr., Zamon to suggest a method for
the Back Office to report to him any exceptiaons to
Foreign Exchange Trading guijidelines.

FOREIGN EXCHANGE DIVISION

l.

It will be difficult to establish trading lines for
¢commercial customers. The branches control credit and
they will have to learn to understand the concept of
allocating portions of credit lines to the Foreign
Exchange Division. The concept includes the allocation
of eredit and all associated risk and corresponding
income and expense.

Mr. Krislo indicated this will not be a problem for
correspondent banks. He is working on having a Western-
style trained crsdit analyst for correspondent banking
and building a2 data base that will support such analysis
for all the foreign banks. This will take a few more
months te organize.

Mr. Strauch raised the question of Branch limits. These
must be addressed. Theras are some practical limits the
Traders apply on the amount branches can trade, Theegs
limits need to ba formalized.

The meeting ended on the question of access to the Czech
crown domestic base of the Bank. Mr. Zamon szuggasted
this was an accounting problem that may have already been
solved. He suggested that if vow imagine the total of
all foreign payments made through Clean Payments asz
balonging to one customer in a single branch, the
accounting is already in place to access the Czech crown
part of the Bank. This topic needs further discussion.



The Next meeting should consider the following issues:

L Details of the Clean Payments System and the
implications on Nostro accounting, Nostro account
control and the Clean Payments affect on managing
the Nostro positions of the Bank by the Foreign
Exchange Division.

° Cut-off times for clean payments and foreign
exchange transactions.

o Cash management study of the Bank’s position in
foreign bank notes.
° Such other issues as need discussion.
3 .
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