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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 ~nternational Development contract number EUR-0014-1-00-1057- 
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. 1n 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 m). 

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 reuort is confidential and must not be disclosed without the 
prior uermission of the Bank. 



TECHNICAL ASSISTANCE FOR PRIVATIZATION AND RESTRUCTURING 
OF THE CZECH SAVINGS BANK 

A. Accom~lishments Under The Delivery Order 

A.l 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 ~epublic'. The objectives of 
the technical assistance project performed by KPMG Peat ~arwick' 
were: 

1. To provide technical assistance to CSB in the 
establishment and management of one or more investment 
funds that will be used 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 financinu of ~rivatization 
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 Dace. Major firms 
were sold and/or foreign investors were being sought. 

Due to the division of Czechoslovakia, the term " Czech 
Republicn refers to Czechoslovakia prior to 1993 and the 
new Czech Republic after January 1, 1993. 



Ownership in the form of common shares of 1,489 
companies were 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 analvsis of firms moved verv difficult. 
With the collapse of the markets in the former East 
Bloc, firms had to find new markets for products. In 
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 liquidity and 
solvency problems for most firms. Business condition 
forecasting was almost impossible given all the 
changes and unknowns in the economy. 

The lesal and ~olitical situation were constantly 
chanains. For example: 

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. 

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 quality of 
financial statements prepared in 1993. 

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. 

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 



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 firns 
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 is to require firms seeking 
bankruptcy protection to join in this scheme. If 
successful, billions of Kcs of corporate 
liabilities will be netted against the companiesf 
assets. 

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 resulation was rapidlv chanuinu. For 
the first part of the year, CSB had a very strict 
limit on the size of its loan portfolio. In 1992, the 
National ~ a n k ~  introduced 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 learn to manage banking business with a 
different set of rules. 

3 The National Bank was the State Bank prior to 1993. 
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5. The development of an active stock market  roved to 
take lonuer than orisinallv 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 s~littinu of Czechoslovakia into two Republics 
caused manv uroblems for business in the Czech 
Republic. First, trade was materially reduced. This 
was the result of added import and export restrictions 
and regulations. 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 CSBfs customers to foreign currency risks as 
Czech firms sell or buy products to/from firms in 
Slovakia. 

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 bankJ 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 portfolio 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. 



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 CSBrs 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; 

18. Recommendations for subsidiary ledger accounting 
and general ledger accounting procedures and 
controls (on and off balance sheet) for 
guarantees, international loans and at forfait 
paper ; 



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 
CSBfs 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 budgetinglplanning 
process ; 

Improving financial management reporting systems; 

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 



a stock market simulation. 

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

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

2. Providing initial plans for loan repackaging for 
aiding profitability and liquidity of CSBfs 
portfolio; 

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

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

5. Providing education regarding Western style 
audits. 

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

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

2 .  Meetings with Ministry officials to present views 
on regulatory procedures; 

3. Assistance in the creation of the selection 
criteria and candidate review for the USAID 
sponsored "Bankers Abroad Programt1; and 

4. Assistance to other USAID grantees. 



B. Overall ~escriution of the Activities Under the Delivery 
Order 

B.l Investment Funds Manasement 

Overview 

The primary focus of KPMGfs 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 managenent 
included : 

The Investment Company Act; 

proposed Stock Exchange Rules and Regulations; 

proposed Accounting legislation; 

proposed Bankruptcy legislation; 

proposed Securities and Trading Laws; 
(Exhibit u) ; 
The Banking Law; 

The Commercial Code; 

Voucher Program Rules and Regulations; and 

prospectusf 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: 



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 Manaqement); 

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. 

3. 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 a); and 

D. Providing an organizational 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 5 B .  B-2, B-2B). 

4 .  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 6 )  . 



5 .  

6. 

7. 

8 .  

8.1.2 

The 

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 
(~xhibits 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 Billins Procedures). 

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. 

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

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. 

Portfolio Manauement and Investment Decisions 

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 ) .  



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

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

KPMG held 1 2  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 12A, 12B). 

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

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 & ~ o o r s  in the United States 
(Deliverable: Stock Market Indices Manual and Exhibit 

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

KPMG provided portfolio 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 Accountinq 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 
the instituting of these accounting principles in the CSB 
procedures: 

1. Developed and presented an overview of portfolio 
accounting for investment subsidiary senior management 



(Deliverable: Portfolio Accountins Traininq and 
Handbook and Exhibit l5). 

2. Provided explanations regarding the concept of net 
asset value and its importance in the determination of 
a mutual fund share price (Exhibits 1 6 A ,  16B). 

B.1.4 Custody and Safekeeuinq 

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 Recordkeeuinq 

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 



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 
2 3 A ) .  - 

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

B . 1 . 8  Sales and Marketinq 

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  ca~ital 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: 

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

KPMG provided monthly seminars on CSBfs 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 
2s) 

KPMG analyzed and discussed the detailed computer 
formats for the Center of Securities and Stock 
Exchange interface with systems personnel within the 
Bank. 



B . 2  Credit R i s k  Manacfement 

Overview 

Prior to 1990, CSB had virtually no experience in commercial 
lending. CSBfs 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, lending 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 lending to help the 
capital-poor industries obtain needed funds. Beginning in 1992, 
larger and more complex lending opportunities were being 
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 lending powers. The 
environment of having large amounts of funds to lend and no 
experience in lending; coupled with the internal CSB 
misconception, because the Bank had relatively low loan losses 
previously (in a heavy regulated 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. 

Traininq 

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 resource 
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 



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 equivalent 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 CSBfs 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 levels 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: 

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 m) . 
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) . 
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 level the KPMG-designed 
credit analysis format (Deliverable: Standardized 
Credit Analvsis and Presentation Guidelines) and the 
KPMG-designed risk rating system (Deliverable: Desisn 
for a Credit Risk Ratinu Svstem 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 I1 
and Course I11 will be taught under the existing short 
term advisory contract between KPMG and CSB. 



4 .  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 
m). 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. 

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

A. 

B. 

C. 

D. 

E. 

F. 

G. 

6. For 

Various types of questions to ask when reviewing 
a new credit proposal (Exhibit m); 
Case studies and problems in Czech, for the 
analysis of corporate cash flow (Exhibit z); 
An introduction to debt priorities according to 
the Czech Bankruptcy Act including a break up 
analysis (Exhibit m) ; 
An introduction and examination of industry 
conditions and analysis (Exhibit u); 
An explanation of techniques for forecasting 
corporate cash flow and debt capacity including 
a case study (Exhibit a); 
A case study in Czech involving a complete 
company analysis, using a computerized spread 
sheet program (Exhibit a); and, 

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 - 5 B ) .  

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 m) . 

B.2.3 Credit Manauement Skills 

Previously, 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 



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 Manasement 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 levels 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, CSBfs first priority is to prepare a timely general ledger. 
In this area, KPMG1s main taSk was deemed to be to help CSBfs 
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 quantify 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: Desisn for a Credit Risk Ratins Svstem for 
Loan Assets). Once fully implemented, this system will allow 
CSBfs 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 Manauement 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 A~proval 
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 loan amount and level of risk, and the establishment 
of a Problem Loan Department and a Loan Review Department. 



The Bank is now in the process of restructuring its 
organization and it has indicated that it will include many of 
KPMGrs 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 
KPMGts recommendations (Exhibit B-6B). Finally, KPMG is actively 
working on the details of the complete restructuring with the 
Board of ~irectors, and the Board has indicated that CSB will 
probably implement the concepts of differentiated retail and 
wholesale lending, as well as a differentiated credit approval 
structure (Exhibit m) . 

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 a). These regulations also involve how to 
treat past due loans, registration of collateral, and the 
execution of guarantees as well as control procedures. However, 
after reviewing 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 Analvsis 
Guidelines). This was introduced in the Credit Courses given to 
the Divisional Credit Officers (Exhibit m) and will be 
introduced at the loan origination level in the continuing 
education series of courses (Exhibit B-5A). A risk rating system 
(Deliverable: Desian for a Credit Risk Ratins Svstem 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. 



B.3 Letters of Credit. Trade Finance and Foreiqn Payments 

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, if 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 domiciled 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 advisor in CSB1s Documentary 
Credit Department, there were over 90 international personnel, 
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 -- in 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(l9), 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 Documentarv Credit Devartment 

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 



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 29A, 
B-9A). 

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 Foreicm 
Pavments Svstem and Related Credit Manaaement 
Procedures, and Exhibit m).  

4 .  Inter-departmental control and reporting; customer 
requirements and competition (Exhibit m). 

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-9D. 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 
Manauinu Foreian Pavments) 

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, coordinating 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. 



KPMG reviewed operating procedures, including policies 
related to creditapprovals, and provided several recommendations 
in accounting and control (Deliverable: Procedures Manual for 
Manauinu Foreiqn Paments and Exhibit B-1OA). An analysis 
(Exhibit B-1OB) of risk and the sostlbenefit 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 investnent 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. 

2 .  

3. 

4 .  

B- 3 4 

The 

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

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; 

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 

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

Assets and Liabilities Department 

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

1. "Back Officen 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; 



2. External reporting to the National Bank for the whole 
of CSB; and 

3. Nastro 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 Foreisn 
Payments Svstem and Related Credit Manaaement Procedures; 
Procedures Manual for Manasina Foreisn Payments; Development and 
Implementation of Foreisn Pament Manasement 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 .  ~stablishment 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 Pavments 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, credit 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 Manasins Foreisn Pavments, 
Development and Implementation of Foreisn Payment Manasement 
Svstem 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. 



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 systen 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 Manaqinq Foreiqn 
Payments) ; and 

3. Evaluating the efficiency of the branch/general ledger 
accounting interface and outside vendor providing this 
service (Exhibits B-11A. 8-12) 

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 T h e  Foreiun Exchanqe Division 

The Foreign Exchange Division is 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 lines for bank and corporate 
customers. (Deliverable: Evaluation of Foreiqn 
Payments Svstem and Related Credit Manaqement 
Procedures and Exhibit B-13). 

2. Establishing appropriate integration with the Czech 
crown based domestic treasury function. (Deliverable: 
Development and Implementation of Foreiqn Payment 
Manasement System Plan) 

3. Establishing appropriate profit taking accounting. 
(Deliverable: Develolcrment and Implementation of 
Foreiun Payment Manauement Svstem 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; 



2. Competitive customer service; and 

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

B.3.7 S.W.I.F.T. De~artment 

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, 1993 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 Manaqement 

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 little 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. 



These historical factors have not yet been totally erased 
from the ideology of 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 ?reject 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 functional and product lines and to 
help the Bank react more quickly 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, KPMG1s input has been solicited 
and integrated into all of the projects discussed above. 

8 . 4 . 2  Financial Reportinq 

B.4.2.1 Accountins and Control 

CSBfs 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 



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 risklreward 
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 witn a centralized accounting and financial reporting 
function. The Bank has indicated it will integrate these 
recommendations in the second half of 1993. 

B.4.2.2 Financial Board Reports 

KPMG has created and provided to the Bank a representative 
set of microcomputer based Board Reports (Exhibit m), 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 recomnended 
by KPMG. KPMG continues to refine the reports, as it trains Bank 
management, so that both will be ready when the Nanagement 
Accounting Department is formed which will be responsible for 
Bankwide data gathering, collection and dissemination. 

B.4.3 AssetILiability Manasement 

B.4.3.1 AssetlLiabilitv Manasement Committee ("ALCO") 

As described previously, before privatization the Bank had 
little reason to actively manage its profit, liquidity, interest 
rate risk or capital. Therefore no structure for doing so 
existed. Through KPMGts efforts, the Bank has created an 
asset/liability management department within the Economics 
Division. Likewise, following KPMGfs advice to the Bank of the 
necessity of creating an AssetILiability 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 liq;idity, 
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, is the largest participant for interbank 
placements in the Czech Republic. An interbank placement is a 



deposit with another bank for terns ranging from one week to four 
years. Many of the largest banking institutions in the Czech 
~epublic 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 inarket in an 
efficient manner. Interbank placements constituted 70% and 62% 
of all the Bank's assets on December 31, 1991 and December 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 of the model to the Bank 
(Deliverable: Interbank Deposit Model and Documentation) 

Liuuidity Report 

On a quarterly basis the Bank prepares a "Liquidity Report" 
(Exhibit x) 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 



general ALM questions, such as interest race 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 National Bank Liauiditv 
Report and Documentation), as well as providing extensive 
training in its use. KPMG has also had extensive discussions 
with personnel in the newly created Liquidity department 
regarding the evolution of this report into 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 m). 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 t h e  
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 82.3% 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. KPXG 
analyzed the future demand for these loans, based on demographic 
trends (Exhibit m), 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 also conducted a seminar for the Bank on the possible 
securitization of these loans (Exhibit m). 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 in 
negotiations with the National Bank. 

B.4.3.6 Risk-Based Capital 

The Bank is under pressure to conform to BIS capital 
adequacy ~idelines as well as to abide by new directives issued 
by the National Bank, whereby risk-adjusted capital cannot 



decrease for any successive quarter until minimum levels are net. 
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 xith 
Bank management concerning risk-based capital and its 
implications. KPNG also conducted a seminar for the Board cf 
Directors to educate them both on the risk-based czpital rules 
and on managing capital effectively (Exhibit m).  

B.4.4 Strateqic and Financial Planninq 

Based on KPMGfs 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 be 
important to the Bank's survival. 

Currently, all major areas of the Bank submit their 
individual strategic plans, which are combined into one docuxent. 
Very little cross-checking is done to ensure viability and 
consistency. The annual financial plan has heretofore been 
created manually, in very little detail, at headquarters. 
Although certain individual operating units of the Bank have also 
submitted financial plans, they did not use consistent forxats, 
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 (Deliverab1e:Develo~ment of CSBfs Aut~matsd 
1993 Budset and Financial Reports). 

KPMG has discussed the 1993-1995 strategic plan with the 
Board of Directors, particularly in regards to the proposed 
reorganization and capital plan (specific recommendations canr.ot 
be disclosed here for reasons of confidentiality). KPMG and the 
Bank have modified the automated Financial Board Reports (Exhibit 
m) to be used as a financial planning nodel for the Bank as it, 
prepares the 1994 financial plan. 

B.4.5 Corporate Reorqanization 

In addition to the lack 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. 



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 reorganization has been to 
align major divisions of the Bank along the lines of products, 
customers and risks, with particular emphases on professionalisn 
and accountability (Exhibits B-15A, B-15B and B-15C). i3ank 
management has informed KPMG that it plans to implement 
substantially all of KPMG's plan, beginning in the third quarter 
of 1993. 

Locations and Individuals Involved 

This technical assistance program was performed primarily 
on-site at the Czech Savings Bank in Prague. Support was 
provided by the local 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 Board of Directors of the Czech 
Savings Bank whose primary responsibility was the establishne~z 
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 advisor; Mr. Fred Zanon, 
senior international 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 Lewis, who 
are partners in the Washington, D.C. off ice of the Policy 
Economics Group of KPMG Peat Marwick. 



Methods of Work Used 

KPMGfS Approach 

X?YG established a team of banking scecialists LO prgvide 
technical assistance and advice to the Czech Savings Bank. These 
advisors include senior banking professionals with broad 
experience in all of the mission areas described above. The 
focus of this project was to work directly with senior nanagenent 
of the Bank acting as advisors on a day-to-day basis as well as 
providing specific technical assistance on clevelopnent, trainir.9 
and implementation activities. 

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

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

Gathering and studying all types of infornation 
from proceduresto details of loans and investments; 

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

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

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

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 ; 

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

Training a core team of KPMG Czech staff on Western 
financial concepts and term 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 8-16). The Project Plan xas 
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. 



A Progress Report was prepared te:iice each month.  his 
was reviewed with senior management of the 8ank. This report 
provided a quick feed back about prgject status, issues ar.d 
results. 

3y  having Professionals on sits, K?:.:G has keen able t=, 
gi7le t:nely day-to-day advice on all types of issces. n &CI 

meetings ranged from formal presentations to the Board of 
Directors to neetings with staff mecbers of Che Letter of Credit 
Departnent to discuss the meaning of certain docunentary 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 Yanagement, to 
meet Government or Central Bank officials to jointly give 
opinions on proposed regulations. As xany of these officials had 
no experience with capital markets, it was important that advice 
be given so that new regulations would ailow the markets to 
function effectively and at the saze tine provide necessary 
controls needed in a market driven econony. 

Often, CSB management would ask KPYG for general advice 
on daily operational and financial management issues. One 
example was a request for advice on xhat a Western type audit 
would entail. KPMG addressed a special session of the 3oard of 
Directors on this topic (Exhibit 2 ) .  

One of the most effective vehicles f ~ r  conveyinq 
information was by conducting workshops. A large nunber of 
seminars and workshops were conducted continuously throughout ths 
project covering a very broad range of topics related to bankizg 
and capital markets. Topics for the workshops were recommended 
either by CSB or KPMG and are listsd in the Training section zf 
this report. 

As in all bank development projects underday throughout 
Central and Eastern Europe, basic conzunication betvieen bar.:< 
staff and Western advisors is a major factor. The strikir.g 
differences between banking as practiced under a centrall;~ 
planned economy and a market driven econony have led to problem 
with language translation. Many of the financial and investnent 
terns have no direct translation into Czech, and bank staff are 
not schooled in Western banking. Therefore KTMG had to begin by 
teaching concepts, defining terns or even creating the new 
terminology in the Czech language. The outputs of the pr~ject 
represent a significant contribution to the transfer of Western 
banking terninology and skills. 



Traininq 

D . 1  Overview 

KPMG provided a combination of both detailed and genera? 
traininq to the staff of the Czech Sa.l.rir,gs Bank. Trainir.q 
sessions were both formal and infornal; many tizes 2rovided ky 
KPMG on very short notice by the Bank of an interest in a 
specific topic. In total, KPMG provided training to approxinately 
3 0 0  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 2 5  individuals. The forxal 
sessions included: 

1. Municipal Bond Finance 
April, 1 9 9 2  
Attendees: 22  

Seminar given at the request of CSB Board member to 
review all aspects of municipal bond finance. 
Attendees were senior level management f r ~ m  the CS3 
municipal finance area and the Investaent Divisizn 
(Exhibit m) . 

2. US Securities Market/Debt Instruments 
April, 1 9 9 2  
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, 1 9 9 2  
Attendees: 2 0  

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

4. Custodv Seminar 
June, 1 9 9 2  
Attendees: 2 0  

Seminar conducted to explain the various functions 



the custodian for mutual funds (Exhibit 17). 

5. ,Portfolio Accounting 
August, 1992 
Attendees: 6 

Instruction given to staff members respansible for 
the portfolio accounting for the investment funds 
(Exhibit l5) . 

6. Portfolio Accountinq 
February, 1993 
Attendees: 6 
Duration: 7 days 

7-day seminar to 3 members of the investment 
subsidiaries and 3 members from the custody 
departzent of CSB more intensive training in 
portfolio accounting (Deliverable: Portfolio 
Accountinq Traininq and Handbook). 

7 .  Cornorate Governance 
August, 1992 
Attendees: 6 

Three roundtable discussions given to the Director 
of the Investnent 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 
12A, 12B) . 

8. Liauiditv Manasement 
August, 1992 
Attendees: 3 

Seminar given to explain the techniques utilized in 
the management of open end funds compared to closed 
end (Exhibit 9). 

9. Portfolio Manaqeaent 
August, 1992 
Attendees: 3 

Focus of seminar vas on equity management techniques 
for the privatization and open end growth funds 
(Exhibit 10). 



10. O~erational Seminars 
OctoberlNovember, 1992 
Attendees: 8 
Duration: 36 hours 

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

11. Monev Market Roundtable 
November, 19 9 2 
Attendees: 18 

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

12. Ca~ital Markets Interface Operations 
December, 1992 
Attendees: 25 

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

13. 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. 

14. Portfolio Philoso~hv 
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). 



15. Resional Credit Officer Presentation 
May, 1992 
Attendees: 20 

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

16. Risk Manaqement 
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 m).  

17. Credit Traininq 
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 m). 

18. Czech and Western Accountinq 
February 199 3 
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 a). 

19. Cash Flow Analvsis 
February 1993 
Attendees: 26 

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

20. 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 



discussed. Sample ratio formulas were given to the 
participants. 

21. Industrv Analysis 
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 a). 

22. Loan Securitization 
July, 1992 
Attendees: 10 

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

23. Risk Based Capital 
November, 19 9 2 
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 m) . 

24. 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). 

25. What is a Bank and How Does It Deal with Income 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 - 1 8 A .  B-18B). 



26. How Does a Bank Set It's Dividend Polic-{? 
March 1993 
Attendees: 2 

The companies in the Czech Republic will have to 
make decisions on how to structure a di-~idezd 
policy. For banks, it is very hard to set a 
dividend policy as they also have to worry about the 
required amounts of capital to meet regulatary 
requirements and to support new business. All of 
these aspects were discussed and illustrations gi7fer. 
(Exhibit B-19) . 

27. Major Conce~ts to Remember in Bond Investnents 
May 1993 
Attendees: 25 

This was a reflective session that combined the 
major principals taught in prior sessions. The z a i n  
emphasis was to add perspective in invest:.s?.t 
recommendations (Exhibit B - 2 0 ) .  

28. The analysis of consolidated financial szaterents 
February 1993 
Attendees: 27 

Under the new accounting regulations introdzced In 
the Czech Republic in 1993, companies with 3 2 1 5 -  
ownership of another company will have to pre?ar= 
consolidated financial statements. Techniques ussd 
in the analysis of consolidated statements were 
presented (Exhibit B-21) . 

29. Manasement of a Public Com~any 
March 1993 
Attendees: 23 

Various issues that will confront the managenent sf 
a public company were addressed. Anong the it?-s 
covered was the compensation of management and ncv 
an annual meeting is conducted (Exhibit B-22). 

30. Real Estate as Collateral 
May 1993 
Attendees: 3 1 

The factors used in valuing collateral were 
presented. Emphasis was placed on factors ard 
assumptions used in the valuing real estate. A 
basic model format was presented for the valuation 
of real estate (Exhibit B - 2 3 ) .  



31. The Use of Ratios in Credit Analvsis 
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. Analvsis 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). 

Future Direction 

E.l Overview 

Although there have been many significant joint 
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 questions 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. 



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 
xi11 have to constantly review the investments in the portfolio 
tg see that they are still valid given that conditions in the 
3ar:~:et 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. More 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 tize. 
Analytical techniques and analysts will have to be further 
developed to make these assessments. In addition, officers cf 
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 ~n 
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 fiz 
the requirements of the new market place. It is critical for t h e  
Bank's systems to be operational when the rapidly approacki-j 
period of large volumes securities trading on the capital marksrz 
is reached to avoid major failures and the loss of market shar?. 
Links with various tradinglbrokerage systems yet defined ~ 1 1 1  
have to be developed. Shareholder record keeping systens -dill 
have to be enhanced as the market place demands further fie4 
products which will have unique system needs. In addition, the 
development of CSB as a provider of custodian and other financial 
services to voucher and open end mutual funds will requirr 
specific systens and operations implementation. 

Over the next several years the need for credit fron CST 
will be extremely high from current clients and new companies. 
Many of these borrowers will be short of capital and will ha-,: 
high credit risk. Lending skills have to be developed :: 
prudently analyze and lend to these companies. Overall credlr 
policies and procedures will require constant review ar.5 
updating. Direct advice will be required for the implementatic- 
of: 

A Chief Credit Policy Officer; 
A Credit Policy Committee; 
A Risk Rating System; 
A Loan Review Group; 
A Problem Loan Management Group; 
Management techniques for the loan loss reserve; 
Industry analysis; 
Credit risk management reporting; and 
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, 



more capital will be needed, and returns on risk will have to be 
measured in the very near future. The Bank financial manageae~t 
requires further advice in the areas of: 

Establishment of an active Asset/Liability 
Committee; 
Developing necessary nanagenent reporting; 
The use of the Bank Simulation ?4odel; 
Management of liquidity; 
Scarce resource allocation; 
Capital returns by function; 
Strategic and annual planning; 
Interbank investing; and 
Alternative investments. 

A strong foundation has been laid by KPXG through t5.e 
USAID Technical Assistance Progran in the past year. Ongoing 
support will be needed to fully integrate these achievements into 
the curlture and operations of the Bank. Continuing effort nil: 
be needed in all areas of financial management and securities 
activities not only to educate Bank management in what syste:~ 
are needed, but also how to use those systems, to ensure 5 . 2  

viability of the Bank. 

E.2 Investment Funds Manasement 

Durins 1993, CSB plans will focus on the follc:;L.?q 
priorities 
talents in 

in regard to de;eloping the financial and technics, 
its investment funds' management: 

To continue with efforts in designing and 
implementing the necessary hardware and soft-;are 
systems, accounting and recordkeeping procedures, 
and portfolio management techniques necessary to 
support its investment management responsibilities. 

To continue and expand training activities rel3te.j 
to the specialized requirements of the investze?.t 
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. 

To develop special emphasis and training progrs2s 
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 in activity and ner*- 
investment offerings are made available. 

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. 



Credit Manaqement 

The credit risk managezenc przcess ~f CSB continues to 
.-.z.;e significant weaknesses and vill require zonsiderable advice 
a*--2 :2sr.r.iea: assistance in order to izpl~zsn: a aodern credit 
xar.qs?,ens ~rozess. As evidence or̂  the 30ard of Directors 
undsrsCanding of the depth of the proble2s and the time required 
to achi5-/e corrective results, CSB has rztained KPMG as an 
advisor under a short-term contract for the following: 

1. Continuing test-implenentation of the Standardized 
Credit Presentation and Analysis Guideline; 

2. Continuing test-implenentation of the Credit Risk 
Rating System for Loan Asszts; 

3. The design and test Ir?.~leze?tation of a standardized 
methodology for analyzing projeccior.~ and forecasts 
in support of corporste crs3it reqaests; 

4. Technical assistance in the initial establishment of 
a Bankruptcy Depart~~ent; and 

5. The implementation of the second and third level of 
the continuing education series of credit courses 
designed under the U S A I D  contract. 

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

1. Technical assistance in guiding the ~~arious stages 
of implementation of the res~r-~ezuring of the credit 
approval function, includinq ~oliz:~ and procedures. 

2. Technical assistance in develop~ng the analytical 
skills necessary to apply ~,cdern credit analysis 
principals, particularly as it relates to 
sensitivity analysis and the testing of assumptions 
( e l  the developnent of an analytical culture 
within CSB) . 

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

4. Technical assistance in developing both a systems 
capability and the necessary zanagenent skills to 
manage the macro-risk pr~file of CSB's credit 
portfolio. 

Foreicrn Payments 

While KPMGrs work in the International and Foreign 
Exchange Division has also accomplished much, here too there 



remains a great deal more to acconplish (Exhibit B-25). 
~ecommendations made will require substa!-.tial Bank personnel and 
financial resources. Senior Manageaent xill have to be involved. 
The Correspondent Bank Unit in the Internaticnal Trade depart,er,t 
will have to be involved. 

Implementation of the ne-,.I retail banking a2d genera1 
ledger accounting systen will izpact every area af 
international activity in ways that cannot yet be 
determined. Opinion is that the systen will have to 
add modules in order to perforn accounting ar,d 
control functions recommended by KPMG and critical 
to foreign payments systen of the Bank. As a result, 
there will have to be reconnendations on the 
addition of system's modules or analysis, review and 
recommendations of additional systens that zay be 
sourced from the vendor. Either situation will 
require interfaces that will affect accounting and 
controls currently in place. 

Substantial investment has been nade in fixed ass2ts 
and a new on-line active trading systex for 
Foreign Exchange Division. While this d.epart;.er,t- 
did not develop as quickly as CSB had originall;, 
planned, it is now facing a potentially 7Jery steep 
upward slope in trading voluze, but kith a -,;sz.-c 
"Back Office" . A relatively large tradinq staff :1:s 
been hired. This must now be supported by a csgasls 
"Back Of ficeI1 accounting and foreign exz?.3~:5 
control system. Appropriate nanual accounting 3?.5 
control procedures must be inplecented if trading zf 
any significant volune is to be done safely. 
Simultaneously, the back off ice hard%are azA 
software requirements must be evaluated, 
recommendations made and inplenented. Wich over 
130,000 reported foreign currency accounts in eight 
different convertible currencies from C S a  custccers, 
it is not possible for the Bank to avoid this issae, 
or the potential for trading income. 

Subsidiary ledger accounting and control in the 
Documentary Credit, Guarantee, Assets ail2 
Liabilities Departxents and in the Foreign Exchanqe 
Division must be implemented for the Bank and for 
customers of the Bank. Manual and coinput2rizs5 
solutions to this problem is critical. 

The interface of all the above systens nust be xads 
for reporting to the Czech National Bank. 

Another critical computer and accounting interface 
that must be considered is that ~ i t h  the Branches 
and Headquarters. This arises fron the fact that na 
demand deposit accounts are in Head Office. 



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 Im~lementation of Foreisn Pavment Manaqement 
Svstem 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.5 ~inancial Manauement 

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 Directorsf 
understanding of the depth of the problems and the time required 
to achieve corrective results, CSB has requested additional 
assistance from XPMG for the following: 

1. Assistance in the implementation of the 
assetlliability 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 adequate cost accounting, quality 
measurement and accountability; 



3. Continuing training in accounting, financial 
analysis and risk manageaent; and 

4. Technical assistance in guiding the inplenentation 
of the financial risk control function, including 
policy and procedures. 
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Deliverables for the No Cost Extension 



~ :.&f% "> 
" %> 
$%X3verables for the  No-Cost Extension of USAID 
%achaical Assistance to the  Czech Savings Bank 

Credit  Function 

Plan f o r  t h e  Credit  Approval Function and Process 

A written and verbal presentation outlining the suggested 
restructuring of t h e  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 

. - 
Desiun f o r  a Credit Risk ~atinq Svstern for Loan Assets 

A Risk Rating System memorandum detailing the concept of a 
such a system, explain the logic and presenting 
instructions for the use of the system will be provided. 
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 Savings Bank. 

. . 

Due Date: April 30, 1993 

.- atdized 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. Standardized 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 



National Bank Liquidity Report and Documentation - .  

The final version of a micro - computer generat& National 
Bank Liquidity Report will be completed along with a 
program manual. This model will require the Czech Savings 
Bank to establish assumptions regarding various maturities 
in the portfolio. This report will also serve as a basis 
for a financial gap model for the Bank's assetjliability 
management needs. 

Due Date: April 26, 1993 

Interbank D ~ D o s ~ ~  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 possible changing interest rate scenarios. 
This model is also important in the .management of the 
Bank's liquidity. 

Due Date: May 6, 1993 

Develoument or CSB's Automated 1993 Budaet and Financial 
peuortg, 

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, 1993 

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

Due Date: April 15, 19.93 1' 



8 ) per.t&l.io Accountinv Traininu and Handbook 
,&? <. 

~ a n d t k w i l l  be initial guide to staff in the investment 
man$ament and custody divisions of the Czech Savings Bank 
to provide instructions for the daily portfolio aocounting 
of the investment funds. Topics to be included in the 
handbook 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 

' 9) .Mutual Fund Internal Billinu Procedures 

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

4% Due Date: May 1, 1993 

'. 10) - Securities S Y S ~ ~ ~ S  0~tions Overview for Manauement 

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 

- 
11) Stack Market Indices Manual 

~an&@pwil l .  focus on the explanation and utilization of 
stawyand financial indices for the portfolio managers and 
ana&&%s of the Czech Savings Bank investment subsidiaries. 
Exampfes 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 trading markets are operational. 

Due Date: March 26, 1993 



1 2 )  Stock narket Simulation and Manuaa 

~o~t~o ' ra :n t  will provide the instructions and forms developed 
by 3WHb; 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 

.. Foreicn Payments 

Evaluation of the Foreiqn Paments Svstem and Related 
Credit Manaqement 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 

14) Develoument and Im~lementation of Foreiun Payment 
Manauement Svstem 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 
depositors as well as the urgent need to manage the large 
invqptary of foreign currency bank notes.' The plan will 
als&~~dcuo on the management of the Bank's foreign currency 
a c c ~ ~ ~ s  in foreign and domestic banks(Nostr0 Banks), and 
h a w @ m t  to integrate the Czech-crown-based treasury 
opera,eons 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 



1 5 )  Procedures Manual for  Hanaqinu roreiun Pavments 

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 ~ranches, the 
S. W. I. F. T .. system and the foreign Payments Department of 
the Bank. 

Due Date: May I, 1993 
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Securities Trading IBackroom 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 forthe 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 line for the 
Computer/Systems area indicates that KPMG in the long term 
suggests that this responsibility be placed under a bankwi.de 
Computer/Systems area as depicted in Attachment 3. 

The Processing area is 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 



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. 
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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: 

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, 

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

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. 

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. 

order to address these issues. I have developed a 
suggested TIS project organization ( ~ttached) . - 

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

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 job 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. 

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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Financial Management of SIS 



MEMO 
.: &" 

TO: ?"$& Mr. Hanus , >J 42-' FROM: J+&<$ Caxleton R. Haswell / Joseph P. Drake 
RE: ":';* Prof itability Measurement 
DATE : January 25, 1993 
...................... 

During our last meeting we briefly discussed performance 
measurement of the mutual funds. You asked for KPMGfs 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 CSBf 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 1 Profitabilitv of the Investment Comnanv: 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. 

,$*,% - s;@$ e ance: As the revenue a mutual fund earns for 
; k n ~ ~ ~ e ~ l f t P ~ m p a n y  is a function of the size of the fund 

i*%s necessary to look at the performance of each fund. 
Pdsfosmance 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, 



hatrevex it lowers the income of the Investment Company and in 
Wx$p ma return on capital of the owner(s) of the investment * y *  The suggested analysis, will look at actual and 
p$@$&bted performance and expenses of the fund. 

ah'" '# 

It is important that the financial information' system can 
continuously 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 Controllerrs 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 profit 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 

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 E'und 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 Totak X 300.000 KCS Salarv Emense 

- 
100% 300,000 

r 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. 



Profit Igs Loss 

Czechoinvest 

Income 

- Administration Fee ( 1.5% of Average Assets ) - Brokerage Fees - Redemption Fees - Other ................................................................. 
Total Income 

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 ( - Space ( - Supplies - Travel/Entertainment ( 
( 

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

Total Expenses 

Total Income less Total Expenses = Net Income Before Tax 



Czech Equity Market Index 

Exhibit 6-4A 



TO: Mr. Schut 
FROM : Carleton R. Haswell 
RE : Czech Equity ~ a r k e t w d e x  
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. 



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. 

6. To market the index, it is suggested that: 

A. All information regarding the index computation is 
published and is available for distribution to interested 
parties. . I 

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

C .  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. 

C' 

If you desire, KPMG would be glad to offer specific advice and 
information on how to create an index. 
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Purchase of a Mutual Fund Portfolio 
Versus 

a Mutual Fund Company 



To: Ing. Petr Schut 

From: 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 

Invests C.'zl.stomcr funds 

Relatively larger purchase price 

Does not increase market share 

Immaterial marginal increase of 
Investment Company profitability 

Does not significantly increase 
Investment Company risk 

0 Does not significantly increase 
overhead 

Does not affect unit costs 

May help competitor survive 

Acquisition of Mutual Fund 
Company 

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 increaselimprove staff 
talents 

Might increase/improve 
distribution network 

Acquisitions may be easier now, 
before regulation increases 
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Results of Stock Market Simulation 



To: Mr. flapal 
From: ' . Carleton R. Haswell 
Re: &&" z~h7 Results of the Stock Market Game 
Date: ::?- 25 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 5Okcs 
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 



Vfsledky soutgie "Burza 1993" 

I 1 .  I Alba & Tross 1 1  1,09 I - 1,13 1 1 ,09 I 
I 2. 1 London Group 107,90 I 1,53 1 7,90 I 

* bez Eiistek peniile/bonusu a dividendhrokil 

5. 
6.  
7. 
8. 

I 9. I DP 613 I 100.89 I -4.78 I 0.89 I 

Balcar a spol. 
zhk, Veverkovii 
v 

Svorc Invest 
Pudl& a spol. 

103,26 
101,90 
101,89 
101,27 

-0,88 
-3,64 
-6,22 
-5,21 

3,26 
1,90 
1,89 
1,27 



Analfza investovhi do burzovnich index6 v obdobi od 26.1.1993 do 23.3.1993 

I GBP-FT-SE 100 I 100.8 I 0.8 % I 3.3 % I - 2.5 % I 

USD-Dow Jones , 105,6 5,6 % 4,9 % 0,7 % 



Komparativ~ analfza vfsledkfi hry "Burza" 

% - zmha ia obdobi 9 tfdnb 

PdmErnfr nkdst burzovnich indexii 
a zm6na devizov6ho kurs Ki: 

. . 

~ r o k o v 8  sazba na 3-mEsEnf depozita 13,OO % 



Exhibit B-5A 

Recornendation for Continuing Credit Training 



FROM : 

JUDr. Olga Polanecka 
Commercial Division 
Czech Savings Bank 

Steven C.Graybil1 
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 accouqting 
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 11, which would also be offered three times, presents 
intermediate credit analysis and is a continuation of the 
information presented in Course I. Course I1 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 111, 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 11. All individuals must attend 
Course I prior to attending Course 11. This ensures that all 
individuals within the credit function have'the same instruction 



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 111 would be attended by those individuals identified as 
having senior credit responsibility and therefore have the need for 
more advanced training. Since Course I11 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 11, (2) a minimum necessary skill level as 
demonstrated in a gre-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 11: September 4 - 9 
Course I: September 18 - 23 
Course 11: October 3 - 8 
Course 111: October 23 - 28 
Course 11: November 7 - 12 
Course 111: 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 nead 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 I1 and 111. 



CURRICULUM FOR THE FOUR DAY 
EXTENSIVE CREDIT TRAINING COURSE 

FOR 
THE CZECH SAVINGS BANK 

DAY 1 (all day): 

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 Other Items. 

1. What are they. 

2. What amount. 

3. Why did they occur; what activity do they reflect. 

4. Frequency of occurrence. 

C. 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? 



Non-Cash I tems . 
1. What are they. 

2. When are they recognized. 

Taxes. 

1. VAT. 

2. Deductible and non-deductible corporate tax. 

3. Custom duties, etc. 

Net Income After Tax 

11. 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. 

XPHG Peat Marnick -2- 



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. ~ d w  are they amortized. 

KPMG P e a t  Harwick - 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. To whom. 

c. Aging. 

d. Collateral. 

5. Loans payable. 

a. How much. 

b. Towhom. 

c. Terms and conditions. 

d. Collateral. 

e. Purpose. 

6. Deferred and Accruals. 

111. Auditors's Position and Report. 

IV. Reporting Standards and Requirements. 

KPMG Peat Marnick - 4- 



DAY 2/HORHING: 

-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. Outflows. 

(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. Outflows; purchase plant and equipment. 

b. Inflows; sales of plant and equipment. 

3. Financing. 

a. Outflows. 

(1) Payment of debt. 

(2) Dividends. 

b. Inflows. 

KPNG Peat Marwick -5- 



( 1  Borrowing. 

(2) New equity. 

* *  - B. Twical Borrowins Needs: 

1. Purchase current assets. - 

2. Acuuire fixed assets. - 
3. Take advantaue of non-recurrins opvortunities. - 
4. Bridue reuular outflows and irregular inflows - 

cash. 

5. Fund o~eratinu losses. - 
6. Fund stock purchases of recavitalization. - 

7. Refinance existing liabilities. - 

8. Fund srowth. - 

C. Typical Source of Repayment. 

1. Only cash repays loans. 

2. Conversion of current assets (normal course). 

3. Sale of non-current assets. 

4. refinance with another creditor. 

5. Profits retained. 

6. Capital infusion. 

**** L Sources of Financinu. 

1. Accounts payable. - 
Borrowins. 

a. Seasonal. - 

b. Bridse. - 

c. Term. - 
d . Revo lvins . - 

KPMG Peat Hamick -6- 



3. Contributed ca~ital. - 

4. Profits retained. - 

DAY 2/AFTERNOON: 

11. Evaluating Financial Performance. 

**** A. - Five "C's" of Credit. 

1. Character. - 

2. Ca~acitv. - 

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 goods sold. 

c. General sales and administrative expenses. 

d. Owners' withdrawals. 

e. Accounts receivable. 

f . Inventory. 

g. Fixed assets. 

h. Accounts payable. 

KPHG P e a t  Mamick -7- 



i. Financial leverage/debt structure. 

j . Growth rate. 

DAY 3 /  MORNING; 

C. Income Statement/Balance Sheet Analysis. 

Component analysis. 

Comparative analysis. 

a. Three years statements. 

(1) Trends. 

(2) Management testing. 

b. Internal. 

c. External. 

Common size analysis (exercise). 

Ratio analysis. 

a. Liquidity. 

(1) Current. 

(2) Quick. 

(3) Sales/working capital. 

b. Financial leverage. 

(1) Debtlcapital. 

(2) Capital/assets. 

(3) Assetslcapital. 

c. Profitability. 

(1) Return on sales. 

(2) Return on assets. 

(3) Return on capital. 



d. Utilization. 

(1) Asset utilization. 

(2) Sales efficiency. 

(3) Receivables turnover (days). 

(4) Inventory turnover (days). 

(5) Payables turnover (days). 

e. Expenses. 

(1) Depreciation, depletionlsales. 

(2) Lease and rental expenselsales. 

(3) Salarieslsales. 

f. Coverage. 

(1) Times (x) interest earned. 

(2) Current maturities of long-term debt. 

DAY 3/ AFTERNOON; 

Cash flow analysis. 

1. Direct. 

2. Indirect. 

3. Break-even analysis. 

a. Profit. 

b. Cash. 

4 .  Operating leverage. 

5 .  Contingent liabilities. 

KPMG Peat Mamick -9- 



6 .  Projecting Financial Performance. 

1. Tools. 

a. Proforma. 

b. Projections. 

c. Cash projection. 

d. Underlying assumptions. 

2. Interpretation. 

a. Financing requirements. 

b. Peak debt analysis. 

c. Repayment capacity. 

c. Implementation. 

3. Sensitivity analysis. 

DAY 4/ MORNING: 

F. Evaluating Management. 

1. Role. 

a. Planning. 

b. Organization. 

d. Control. 

e .  Motivation. 

2. Elements. 

a. Character. 

b. Strategy. 

c. Structure. 

d. Systems. 

3 .  How management appears versus how management really 

KPMG Peat Mamick -10- 



is. 

4. Tools. 

a. Interview. 

b. Background check. 

c. Financial statements. 

d. Projections. 

e. Site visit. 

f . References. 

KPMG Peat Marwick -11- 

DAY 4/ AFTERNOON: 

* *  - G. Lendina Decisions/Com~rehensive Case Studv. 

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



Flow East Case Study 



FLOW EAST a.s. 
CASE STUDY ANSWER KEY 

Prepared by 

KPMG Peat Marwick 
Washington, D.C. 

for the 
Czech Savings Bank 

and 
SIS 

May, 1993 



FLOW EAST, 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. In 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? 



STANDARD PRESE#TATXO# AND ANALYSIS FORMAT 
ANgWER lay  

I- DESCRIPTION, PURPOSE AND SOURCE OF REPAYMENT. 

A. Description of Facility. 

1. Type of Instrument: Fixed rate secured notes. 

(Is t h i s  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 t o  have an 
interest  period of less than one year? Why? 
Yes; because partial years are calculated on 
the basis of a 360 day year which gives the 
holder a higher yield.) 

(What w i l l  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 w i l l  the loan be used for? General 
corporate purposes, working capital, and possible 



-2- 

future property investments.) 

Anticipated Source of Repayment. 

(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.) 

Loan 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 1992? 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 off ices 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 are 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 



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, less 
the Agentts 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.) 

11- BU8ImS8 AND INDUSTRY BACKGROUND. 

A. Description of the Business Activity of the Borrower. 

(Will Blow 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. 



(Construct a corporata organization 
chart. Include: 

B.E. Reality a.s. 
a Flow East Company 
FE Realty a.s. 
Flow East ass. 
Parent company of PE Reality a.s. 
Underwood PLC 
Disam Systems 
I4 + J Genuina Design a.s. 
Group consolidated 
Flow East Limited) 

(What is an "indirect wholly owned subsidiaryo1? 
I have no idea.) 

(What do the companies M + J Genuine Design a-s. 
and Disam Systems have to do with this credit 
analysis? Nothing. They could trigger the cross 
default clause.) 

C. Evaluation of the Product and Markets. 

D. Borrower's Competitive Position. 

(mat 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 OP FINANCIAL INFORMATION FOR 
BORRO- AND GUARA#TOR. 

(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 is 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.) 

A. Operations. 

1. Income. 

(How well did the shareholder group do in 
their properky investments in central London 
between 1962 and 1989? It is stated that 

4 
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the group sold its properties at a profit, 
although no data is provided that 
substantiates this claim nor gives the 
amount. ) 

2. Profitability. 

3. Industry Comparisons 

4. Foreign Exchange and Interest Rate Exposure. 

B. Cash Flow. 

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

Accounts Receivable. 

Inventory. 

Liquidity. 

Fixed Assets. . 

Other Assets. 

Accounts Payable, 

Contingent Liabilities. 

Subordinated Debt. 

Net Worth. 

Leverage. 

Trends. 

Expansion Plans. 

D. Projections and Forecasts. 

(What will annual interest payment be? Kcs 
l8,OOO, 000) 

(Which company8s figures are given in the 
financial forecasts? An unspecified 
consolidated Group, and FE Reality, which 



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 loan. Cumulative 
projected net pre-tax profit for the years 
1992 through 1997 is Kcs 104,210,000, a 
shortage of Kcs l5,79O,OOO 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; Kcs 16,500,000 
rather than the correct amount of Kcs 
18,000000 ) 

(What do you think of the projections given 
in Table 33 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. ) 

V. RELATED ANALYTICAL AREAS. 

A. 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 establish 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 Rpden 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 Rydenfs office in Prague and 
has been responsible for building their 
commercial agency,business.) ' 

(Are there any mortgages on the properties that 
will be the wcollateralw for this loan? Yes. 



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 ncollateralrt. 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.) 

(mat are the weaknesses of the mechanics of how 
collateral will be substituted? If a Property is 
sold it will be at "Market Valuen 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 notas have a provision 
that if mg 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.) 

B . 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 Agentr 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 Agentgs 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-) 



(What problem do you see in the paragraph that 
talks about Security Arrangements? Comment on 
the guarantee the Agent makes about uercising 
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.) 



F.E. Reality as. 

120 000 000 KCS ZAIISTENC SM~NKY SPLATN~ v R. 1998 
EMISN~ CENA: 100% j e j i i  z W n b  mno2stvl 
KUP~N: [I 51 O h  rob&, k placenl s roEnirn zpofdenlm 
TERM~N: MaximQn6 5 let 
OMUEN~ PROD WE: b s k 4  a SbvensM federativnl republika 
EMITENT: Emitentern je F.EReatii as., spoleCnost vlastnZSn4 Fbw East 

f &dost o ernisi s&nek byla pFedb2ena ke schvdenl Ministerstvu financl b s k 6  republiky. 

Wood & Company spol. s r.0. 1 

ZARIZOVATEL 
Case & Co. 

Toto inforrnativnl memorandum byb piipraveno jak v Ce3tin8, tak v angliEtin4. V pHpa& 
royJoru mezi oMma venemi bude smhdatn8 CesM verze. 

Emitentem lrpisu je: FE REALITY as., n4ler'i organizovand spoMnost, piat& existujld a 
co do postavenl poduhajici zdadrn  bd<B republiky a nepKmo zcela vlastn&u~~ 
poboEkou spoieCnosti, kter4 je zaregistrovad v Jersey, Channel Islands, V e M  Brit;Snie. 

Ernitemt bere na sebe zodpovedmst za informce, ken$ jsou v tomto informatiinim 
dokumentu obsa2eny. Emitent tpracoval informace podle nejkrp3lho vedomi a svedorni (a 
byb uEidno v k .  co byb rn@w4. aby tento pHpad sku tdd  nastal a tfrn jsou ve3kd  
informace obsaferd v tomto dokumentu ve shod se skutdnostl a neoporniji nic, co by 
pravdepodobn6 ovlivnik dW!iiost tako*ch informaci. 

Rediteie Emitenta a jejich n&2ii6 zwadnl tinnosti jsou: 

James Lewis Woolf: Rediie~ VBk 28 let, kvalioval se jako dipbrnovanv lrbtnl u Price 
Wat6mouse v LOW&. 

Steven Davies: Vedouci konstrukce a rozvqe. VBk 33 let, by1 Feditelem dznqch s p o M e  
obchodujlcimi s nernovitostmi v Anglii nef se pkst4hoval v roce 1990 do Prahy. 

Simon John Case: VBk 33 let, kvaliioval se jako not# u Unktaters & Paines v LondgnB a 
potorn pracoval jako podnikov$ finanEnik u Morgan Grenfell & Co. Limited. (spoi. s r.0.) Pfed 
zaJoZenim Case & Go. by1 Mielem finanCniho o&%leni u Cariton Communications Plc 
(vebjn4 obchodni spoleCnost). 

DozorCl pFedstavenstvo F.E. Reality, Men$ je zodpovedn6 za dohllfenl na Einnost 
spoMnosti a schvalov~i roCnich finanCnZch zprdv, Men$ jsou pMklMiny VvroCni vain6 
hrornade, je sb2em jak nl2e wedeno: 



Robert bale: V6k 28 let, zalofil Ryden's office v Praze a by1 zodpoved@ za budovhi jejiho 
obchodu jako komerEnf agentury. 

JUDr. M. Cilinkova: V6k 49 let, je bskosbvensM pcAvniCka s vlastni firmou situovanou v 
Praze. 

fAdnA osoba neni opdvdna paskytovat jak6koliv informace nebo popisy, kterd by nebyly 
wedeny v tomto dokumentu v souvisbsti s nabizenim sdnek a, pakliie by k tomu dosb, 
pak lyto informace neb0 popisy nesmi bjt povafovby za Emitentem nebo Case & Co. 
nebo W e ~ m  z obou Mie l0  Emitenta za opr4vdnd. Z poskytnutf takovB infonace v 
fAdn4m pHpa& nevypl$v& fe  zde o w e n 6  infonace jsou spriivn6 a to plati pro 
veSkerou &bu potinaje datem dorubni tohoto dokumentu. 

Emise senek  neni vekjnou emisl. Ani Emiientem, ani Case & Co., ani hlavnirni Fediteli 
dohromady nebyla, neni a nebude provCldena Einnost, kterii by dovolila vekjnou emisi 
smgnek nebo cirkulaci Ei d i i n i c i  tohoto infonnativniho dopisu, neb zvefejibvhi 
jak6hokoliv materidu v souvisbsti s Emitentaem Ci Mnkarni  v jak6koli zerni, kde by 
Einnost pro tento Clhl byla vy2adovha 

Ministerstvo finand souhlasib s ernisi tbhto sdnek jak po2adovh Zdkonem o 
obligacich z 26. listopadu 1990. 

Tyto SmGnky nejsou urEsn6 pro diitribuci mirno bskou a Sbvenskou republii. 

SOUHRNNE L H ~ Y  A PODM~NKY PRO SMENKY 
SmiSnky v hodnot6 120.000.000 K& splatngch 1998 (Sdnky) budou emitovhy jestlife 
bude mezi Emitentem a [ ] jako platebnl kancelW, matniem a vSeobecnou agenturou 
podepsha Dohoda o platebnl agentub a obecnqch podminkkh datovana " prosince 
1992, ktemu bu&u pHslugn6 Cinnosti podFfzeny. 

EMITENT. F.E. Reality as. ( ) ("Emiten0 

N ~ E V  SM~NEK: F.E. Reality (1 51% 1 998 

s/DLO: KlimentsM 5 2 1  10 00 Praha 1 

VEDOUC~ CINITEL~ Wood & Company; [ ] 

FORMA A NOMINACE: Registrovan6 zajiitW Sdnky, ka2dA v zdkladni &tce 100.000 
K& 

EMISN~ CENA: 100 procent zaWadnC C&tky za SmWy 

PODOBA SM~NEK: Pro dodtfeni podminek Elbku 1(5) ZAkona o obligacich 530/1990 
budou Sm(Snky emitovhy v nehmotn6 podoM. Vlastnictvt je Sm4nk;bn piisouzeno 
zapshim & registru vlastniii spravovan6ho Agentem v zastoupent Emiienta PFI pFevodu 
vlastnictvi srMnek poSle Agent ddiieli Sdnky ceftifklt ('CettifW dr%tek, SMnky") 
evidujlcl z@ii jdna p f i s l d ~ c h  drfield sm4nek do registru. 



SfAV SM~NU<. Sdnky ustamvuji zajiW& oblgace Emiinta a (v souladu se zde 
wedem pobninkami) ve vhch pHpadech maji rovnocenn6 postaveni (tzv. pari pasu) a 
bet j w l  pfedwtf pkd sebou navzSjem. 

KONECNA SPLAMOST: Emitent se zavazuje splatit vSechny Sdnky v pilvodni hodnote 
[par] bez dalbich ozniheni dne ....................... 1998, za pfedpokladu, fe  Sdnky nebudou 
piedplaceny v souladu s Wauzuli '. 
SPLACEN~ ZAKLADN~ MSTKY. Emitent potvrzuje, fe  bude dlurii drfiteldm s-nek plnou 
zWadni &tku sdnek jimi vlastn6n$ch a bude s p l b t  takovou zakladnl &tku jak 
wedeno v tbhto podmink&h a okolnostech. 

PLATBY: Emiient potvmje, fe bude provut  platby ve pmspkh drfield smhek ve 
vztahu k d a m  uvedenfm v tihhto podmrinkkh a okolnostech a fe  platby budou provmny 
pievodem na 13% v bswch  korudch spravovan3 drfielem sdnek spolu s bankou v 
&kt4 republice jak naposledy oznhno  drfiielem sdnek Agentovi. 

RU~EN/: Fbw East as. bezpodmineCn6 nr6i za koneCn6 splaceni sdnek Emitentem a 
splaceni veSker$ch IrroM splatnfch Emitentem. 

[ ] jako Agent pro drfiiele sm4nek m4 bezpodmlneEnou z h k u  od Swiss 
Bank Corporation po &bu, po ktemu nebu&u Sdnky zaplaceny, stein6 tak jako za 
splaceni splatnqch QmM v pHpa& nepln6ni zAvazku bud Emitentem iJi Fbw East as. jako 
rueitelem. V pHpad6 povolhi jako nrCitele ruCi [ ] drfiieldm sm6nek dP WWy ze 
zmidn6 zihky na splaceni M c u  splat&ho drfieldm sdnek v podru k jejich podfldm. 

BUPECNoSTNi OPATRENL Emient poskytne [ ] pwnl prtlvn6 podlofenou 
hypotdku na nemovitost k zajiitdni dodrfeni smkuvy pMbfen6 Emitentem. Jestlife 
Ernitent seEe v terminu splatnosti pti spkhni z f  ladni Eastky, pak Agent ruEi Drfieldm 
sMnek, f e  pou2ije svbho ma na prodej v W t6to pr4vn6 podb2en6 hypoteky, 
wkuteCni prodej a pou2ije v$t&fek z tecMo prodejd ke splaceni p l d  v@e z W n i  Efistky 
s p l w  Drfiiehlm Sdnek v pom4ru k jej i i  podium a k jejich uspokojeni touto E&tkou a 
zbytek, bude-li d j w ,  bude pfeveden Emitentovi. 

Emitent zabezpe6i, f e  po &bu, po ktemu jak;6kaSi ze sdnek zdstane nesplacena: 

(i) UhrnnCi nesplacene zMadni &tka by nedla pfevybvat mnofstvi rovnajici se 75 
pmcerrhlm nez4visMho ohodnoceni portfolia v libovoin&m okamfiku. NezAvisM 
mow-ohodmceni nebude provdd6no men4 ne2 iednou za mk mezinArodn6 
utnavanou firmou z oblasti o d h d  nemovitostf a kopie bude dod4na Agentovi. 

(ii) Hmb$ dki pHjem z n4mu Emitenta by m6l bjt rovn3 nebo vysi  nef 150 procent 
roEnIho Qmku splatn6ho ze s&nek 

(iii) Doicud SMnky nebudou z m  p l d  zvgfeny, nebudou Emitentem zaplaceny fMn6 
divi indy.  

B R Z ~  PLATBA: Podle mohst l  Emitenta mohou bjt Sdnky splaceny 60 dni pied 
pisemnou zminkou k tMmu *rot3 SmBnky. Jestlie dojde ke splaceni pfed " 1997, 
pak buck splwa 101 procent ze zddadni &tky a jestlie p M  " 1998, pak bude 
spl4tka 100,5 procent ze zMadni i%tky spolu s m U $ m  irrokem. 

POSTUPY PRI NEPLNENI ZAVAZK~~ 
Agent md2e podat Emitentovi pisem& oznhni ,  fe  Smhky jku, a fe  by se M l y  podle 
dde wededho textu st& neprodled splatn$mi ve t$gi sv4 Akladni Ustky spolu s 
namstvm Omkern pti MerlSmkoli z n4sledujMch pHpad& 



Pokud nejsou pldny &vazky ve s p l b n i  jakekoT~ zdkiadni &tky splatnd s ohledem 
na S m W y  a pokud toto nepldnt bvd po dobu 7 dnil nek, vice po prdvophtnem 
WdomBnl; n e b  

Polard dojde k nepldni zdvadal pFi sp lbn i  jak$&koliv splatnfch druki5 ze sdnek a 
pokud toto nepldni trvd po &&I 7 dm3 a vice po pr&voplatdrn uv8dom8ni; n e b  

Pokud Emitent seEe v dodrfovbi jak$chkoliv WcfI z&vazl<t nebo smluv ohledn6 
sdnek a pokud toto selhhi trvd po dobu 14 dml nbledujiclch po prdvoplatdm 
wedom4ni Agentem vyfadujicim to s a d  k odstmneni nedostatku (je-li odstradni 
nedostatku mof d ) ;  n e b  

Pokud jakdkoliv jind p d j h  nebo jin6 zadlufenl za @ j b d  penize od Fbw East as. 
nebo jaMkoliv jind dcefind spbleEnost se stane spkitnou jest& pied napldnim dihrodu 
pro nepldnt zfivazk0 v cekov6 v$Si ne me116 w2 1.000.000 K& nebo pokud z h k a  
ti zajiitini poskytnut6 Fbw East as. nebo dcefinou spoWnostt ohledni @jEky 13 
jidho zadlufent za pdjbn6 penfze ve v@i ne m5d neZ 1.000.000 K& neni 
zaplacena pfi splatnosti a je pof adovw  nebo 

Pokud ma b p  uEidn j w o l i i  poF4dek kompetentnim soudem nebo ma bfi uEidno 
usnesent pro likviiaci obchodu nebo rozpuWnl Fbw East as. nebo dcetin6 
spoleCnosti mimo d M y  sloubnt, spojenl, konsoliiace, reorganizace a podobnfch 
opatfeni schvdenfch Agentem neb  pokud md bfl uEidn jak$kolk poFhdek ohlednd 
Fbw East nebo dcetid spoleCnosti; neb  

Pokud d j w  administrativni nebo jinf phjemce, nebo n 8 j w  administraor nebo jinq 
podobnv dTednik bude dosazen ve vztahu k Fbw East as. nebo dceFin6 spoleCnosti 
neb, ve vztahu k celkov6 i5 znaCn6 &Isti jMni kter6koliv z nich. 

Emitentovi bude povoleno proddvat nemovitosti z portfolia se souhlasem Agenta za 
pkdpokladu, f e  takovf prodej bude u8nlin v tr2nich a n k h  dosv&nfch nezAvislvm 
ohodnocenim a budou nahrazeny nernovitmtf nebo nemovitostmi s ne nifSi hodnotou neZ 
dle dosvecKSeni dallStm nezdvist$m ohodnocenlm rnezidrodn8 uzndvanou poradenskou 
f i m u  v oblasti nemovitostf. 

Emitentovi bude povoleno s jednomyslnfm sathiasem drfiitelf sdnek prodhvat nernovitost 
a z n m  investovat (neb ne) *nosy z obchodu do d&i nemovitosti nebo nemovitostf bet 
nabkeni tohotu v2dy jako pieddt nfirady na z&ladB smlw podepsanfmi Emitentem. 

R f O f ~ f  PRAVO A SOUDN~ PRAVOMOC (pro Sm&nky): Prdvo Cesk6 republiky a p&sk$ch 
soudi3. 

ZDAWVANI: l h k y  ze sm6nek budou pFeddtem dad  vybiran6 s r e o u  a dalSSch 
uplatn8nqch dani v souladu s uplatn4nou legislativw. 

PREVOD SM~NEK: Phvod sm8nek miSfe bp uslarteCnen proddvajicim drfiielem smgnek 
prostFednictvim podpisu a vypldni pFevodn~b formulaTe natiStBdho na opaCd stran6 
certifk&u drfiele Sminky. Certifika drfiele Smdnky a vypldnf pievodni formul# rnuseji 
bfl potom odeslby Agentovi na adresu W e n o u  na phvodnim formul#i, spolu se 
zMadni t%stkou sm8nek, kted byly nakoupeny. Agent pFfsluHn6 opravi rejstfii a behem tH 
vSedntch dni posle no* certifn<at drfiele sdnek prokazujid tako* no* z&narn 
kupujicfmu a tam, kde je to vhodd, proddvajiclmu drfiteli sm8nek pokud se t$b mnofstvt 
neprodanfch nebo nepbvedenfch sdnek  



Phvod w stane UslCuteWn~m na Made vystavend pwemky Agentem potvrzujici 
spdvn6 vypMni a podepshi pbvadniho fonnul&. Za c5Eelem pkyhwtl Agentwi &s 
uEinit administrativnl opatbni. musl b$t pfevod sdnek o m h e n  Agentovi nejmh6 15 dni 
pFed dabm platby jakdhokolii Clroku Ei z&ladnl Wstky, jelikof takovd platby budou 
uskutaEnlSny ve prosmh drfiiele sdnek, kter$ je zaps* do rejsthiu 15-tbho dne pFed 
datem pro takov6 platby. 

Z ~ N A M Y  NA B u R Z ~ H :  Sm&nky nebudou zpottltku wM6ny v zhamech na burz6ch. 
Z M r e m  pomocnvch vedoucich manafed je zHdii pro Sdnky  trh na zMad4 vyrovnand 
*hodnosti. 

WROZUM€N/ DHITELOM: Vyrozudnl ddiieldm sm6nek a *roEni f i n d n t  zpdvy 
Emitenta budou zasildny poStou drfiteum sdnek na j e j i i  adresy weden4 v rejstiiku. 

ODAJE 0 UTVAREN~ EMITENTA: 

POPlS EMITENTA: 

FE REALIN vlastni nemovitosti (budovy spolu s pozemky) skupiny ("portfolio"). Portfolio 
sestAvA z 9 dznvch dobFe situovanvch komerEnich a rezidednich nemovitostf v centru 
Prahy. Podrobng popis portfolia je weden v ohodnoceni spoleCnosti Ryden na stran6 '. 
Portfolio je aktiird spravovho vlastnim profesiondnim vrnem spoldnosti a restaurovthi a 
modemizace jsou uskut&bvha jak vlastnimi zdstnanci, tak mistnimi dodavateli. 

P lhvanB roCni zprBva ohled& pFijmS a v$dajt~ k 31. prosinci 1992 ukazuje celkov$ pFfjem 
1 1,31 miliinb KCs. PFedpovM pro rok konCicf 31, prosincem 1993 ukazuje tuto hodnotu 
zv$iienou na 33,25 mil&&. Skliieti z tohoto porffolii bude pokra&vat jak spoleEnost bud0 
zlskilvat pln4 neobsazend nemovitosti a bude schopna zmodemizovat a znovu pronajmout 
za otevbn4 ttfni naemni ceny. 

Nez&vis& o tevkd  ten2 ohodnoceni podfolia proveden6 spoleCnostS Ryden dne 15. srpna 
1992 piedstavovalo 173 mili6d. 

Uvod k zaonu o mimosoudnich restitucich na nemovitf majetek pro Eesk4 o h y  umofnii 
MdnB ziskat bierneny nezati2ed budovy spolu s pozernky v Praze. VeSker6 nemovitosti 
jsou ve forme vlastnictvi budov souCasn6 s pozemky a majetek Emitenta je zaregistrovdn v 
pozemkovt5 knue v Praze. 

Flow East as. ("Fbw East"), pFfmA mateFski4 spoleCnast Emitenta, byla zalofena z 
n6wch ptSvodnlch hlavnich akciinm britske veFejn6 obchodnl spoleCnosti Underwood 
PLC ("underwood") n4sledovan8 h @ h $ m  prodejem teto spoleCnosti firm6 Boots PLC 
(%aW) v v 1988. SpoMhst Underwood byh zalofena v roce 1962 jako 
makobchodni drogerie ve stFedu Lond$na BBhem oWobC 30 let se rozrostla na celkem 55 
o b c h d ,  kafdf o pdm&rnd rozloze 1000 metd EhrereCnich. PFed prodejem firm6 Boots 
byla spoMnost Underwood wedena v seznamech MezinArodni burzy. Harry Woolf, Fediiel 
rady pFedstavenstva Emitenta, b@al p~edsedou spoleEnosti Underwood a2 do pmdeje firm4 
Boots. 

Tat& skupina akcion&S byla od roku 1962 & 1989 zapojena do investiCnl 6innosti do 
nemovitostf v centru L o w n a  VlSechny tyto investice byly ke konci roku 1989 se ziskem 
m y .  

V roce 1990 se skupina akciinm rothodla investovat ve Vvchodnl Evrop4 a zaiofila Fbw 
East as. jako moji investbi zmadnu v Praze, bskosbvenslar. James Woolf, Fediiel Flow 



E d  se prctaihoval do Prahy pot6 w se kvalifikoval jako d i i m a n 3  &tni u Price 
Watemoul l l ev~ne .  

Pnmlm pokwrem Fkw East v hskosbvensku byb zakdeni parbrerskd firmy pro Science 
Systemr, @ltaCovou softwarovt3 orientovamu spolehost. Tato spolehst. Disam 
System, je vlastnha z 25 procent Ceskosbvenskfmi Hdicimi pracovnfky a zam&stnanci, z 
8 procent Flow East a zbstatek spoMnostf Science Systems. Za&stnAv& h e m  70 
pracovnlkd a bsp&& obchoduje. 

Mimo Emitenta vlastni Fbw East 50% maloobchodni spoMnosti M + J GENUINE DESIGN 
as. Tato spoleCnost se zab$v& vyrobou, vekoobchodem a mabobdrodern pro turistickf 
pdmysl. Jejich vfmbky zahrnuji vlastni publikace knih o u d n i  a historii, potiStt3nd trika, 
zbofi z WigdbvBho skla a daigi typicke turisticke pTedm6t-y. bskosbvensko navMvib v 
roc8 1991 ptiblifn6 65 miliinb c iz id.  z nichf veM v6Oina nav9tivii Prahu, jednu z 
nejrychleji mstouclch turM&$ch atrakd na ceUm svW. SpoleEnost v souEasn4 &be 
provddi d i i tn ic i  do zhruba 100 odbytih a provozuje &st svfch v W c h  prodejen. 

oEty t4to spoleCnosti pro rok konEicf 31. prosincem 1992 piedvidaji nezdadn4 zisky ve 
v$Si 15,4 mili6nd K& na zWa& obratu 46,4 miliind K&. Podle p h u  toto stoupne na 
nezdanlSn4 zisky na *Hi 44.3 mili6nd Kt% na zRladie obratu 110,4 rnili6d K& v roce 1993. 
V souCasn4 dobg zam6stnAvA zhruba padesa liii a ma svou vlastni Hdlci a vykazovaci 
strukturu. 

Praha je maid d s t o  se s i l d  kontrolovan$m centrem d s t a  Je ad, Ze dostupnost 
komerCnich prostod ve &edu d s t a  je znaEne omezenaL ZrZkony t$bjici se pl&nov&ti a 
p&sM pam;Itkov6 BFady omezujl piMefiosti pro mzvoj ve velkem ~MUCU.  PI& na strant3 
... ukazuje umlst4ni nemovit4ho majetku portfolia demonstrujicl jeho CBnfTdni pobhu. 
RovrwJ2 ukazuje urnisthi dkteqch *namnfch mezinWnich spolecnosti a profesiondni 
Wientely majlcl v Praze kanceliVe, w2 vyvolaio silnou poptdvku na kanceliVsk4 prostory a 
na byty pro bydleni pro cizozemsk4 zamlsstnance. Pmgram privatizace spokr s projekty 
Joint Venture mezi EesQmi a zahranibirni spoMnostmi Mo poptBvku jeM dW zvjC4i. 

Praha je velrni atraktivnim &stem a fedidel6 Fkw East vBTI, 2e cecentd urnistien4 
ubytov&ni, jak komerbiho, talc i rezidentniho charakteru, buck vice vyhledAv&m nerli 
pTIpadn4 nova mzvinut6 oblasti na periferiich d s t a  

Jeliko2 je rnnohf nemovw majetek pottfolia umist4n v uiictch, kted jsou vhodd pro z b n i  
rnakobchadntch jedmtek v bmvni pHzemi, lze doshout dobrdho poEat&iho *&%I, 
zatfmw bude praMhat renovace zbylfch W bu&vy. Pr&x potFebn8 k &tafeni vietSiny 
nemwireho rnajetku portfolia na nezbytnou standardni Broveil je za normiilnich okolnosti 
dosbrpna rychle a s omezengmi *daji za vyufitl mistnich dodavateld a vlastnich 
zameStna~1~4 spoleCnosti. SpoMnost test16 spolupwje s ~Xady pm plhv4ni  a s 
pamdtkav$mi rSFady, aby byb zaji5t&nos Ze jeji nernovw majetek kKbu zrestaurovhy 
p f  d ien fm rpSsobern. 

ZfsMv4ni portfolia byb hrazeno z akcii poskytovanqch akciin8i spoleihsti Flow East 
nebo z f l j  od s p o b s t f ,  na kteqch se skupina investonl majetkod podill. Na u rC i  
nemovw maietek byly vystaveny tti hypotdky, her4 krdw v p l d  q 3 i  sphceny v pdbehu 
M dni po uzavbni t4to emise. 



Celkov6 @Wy emise sdnek po adpotithi provizi a vfdajb spojengch s ernid budou 
p o u r i  pro v4eobecn6 lSEely spoleCnosti. pracovni kapiid a bude-li to piim8ien8, pro dalSi 
investice & nemovitostl v Praze. 

NAsledujbi text je textem ocedni portfolia provedenbho spolel5nastf Ryden ze dne 15. 
srpna 1992, co2 je publikace, ve kterd spoleCnost Ryden potvrdila pisemd svlfj souhias. 
Rovnef potvrdila, 2e neexistujl f &In6 okolnosti, Me@& by si byla vWma, kted by vedly k 
vypracovdni kvaiifikahiho posudlar ke sv6 zprAv6, kdyby ji *la podepsat dnes. 

OCETN~ ZPRAVA 
Nbaledujici text je *a&k z audiiorsk6 zprdvy seskupen$ch spoleEnosti zpracovad firmou 
Lubbock Fine March (CS) spot. s r.0.. dipbmovanl &tnf, Na Strfi 63, 140 62 Praha4. 

"Podle nahho n4zoru ddvaji vfsledovka a rozvaha podle Ceskosbvens~ch lrEetnich 
konvenci matedn6 spr4vnV obraz f indnich *sledla5 aktiv a pasiv spoldnosti za obdobi 
ke31. prosinci 1991. 

Tabulka 1: Skupina sbuEila pklpoklAda~16 vfsledovky pro roky koMd 31. prosincem 
1992-1 997 

Provozni nmady 19,s 34.5 36,s 38,9 41.6 44.6 



V e 4 k d  pliadpddady jsou zakrey na d)ek8vbnich Mill5 pokud se jednd o prosleIe a 
v$dej% kter4 jsou zakiend na *nu spoMnosti do Njna 1992 Tyto piedpoklady jsou 
zahmuty pouze pro kstrativni &ly a nejsou ani my4leny jako z h k y  pro *ken 
spole&msti, ani nejsou myHleny jako piedpovedi. 

Tabulka 2: Navrfend skupina sbui5.i rozvahy jako ke dni 31, srpna 1992 

SOuCasne: 
Akcii 
PFedplacenf ndjem 
Penize v hotovosti 

KapiiU ve vydanfch akcilch 
Neemisni upsanf kapi i  
Rezervd ( n e e )  akcie 
RevahraEnl rezenra 

Tabuika 3: FE Reality - PFedpoWadane *sledovky pro roky konElci 1992-1997 spolu s 
podrobnfmi plby p t f j d  z najmtl a y 4 e  na stavebnl p r b  a &vole&. 

KEs (mil.) 1992 1993 1 994 1995 1996 1997 

PHjrny z namd 8'94 33,OS 38.76 48,31 57.35 66'21 



CELKEM 8,03 24.74 2757 28.96 3054 32,31 

Ziik p M  zdadjnim 3,28 8.51 11,46 19.63 27,11 3422 

DIAGRAM ZOBRAZUJ/C~ STRUKTURU SKUPINY FLOW EAST SPOL S R.O. 

FLOW EAST SPOL S R.O. 

1 OoO/o 

FLOW EAST as. 95% 

50?4 5Oh 

M&J GENUINE DESIGN as. FE REALITY as. 

Registmvand kancelg Emitenta: FE REALITY as. 
Klimentskd 52,110 00 Praha 1 
bskosbvensko 

FWtel: Flow East as. 
KlimenEdrrk 5 2 1  10 00 Praha 1 
CedcodweMko 

Platehi kanceW, m a t r i i  & vSeobecni4 agentura: [ 

SpoluHdici jedmtky: Wood & CO. 
[ I 

ZaTizovatel: Case & Co. 

Pravni poradci zafizovatele: 
Pro EeskosbvensktS Wvo: Balcar, Polansw & 'spol, N M  32,116 66 Praha 1 

Pro angliid pdvo: Linklaters & Paines, Barrington House, 59-67 Gresham Street, London 
ECPV 7JA 



L H ~  A PODM~NKY PRO SM~NKY 

SmBdcy byiy emitovhy dne [ ] a jsou pFedm8tem dohody s platebni agenturou ze 
dne [ ] ("Dohoda s agenturou")mezi Emitentem, FLOW EAST A.S. jako ruEielem 
("RuMeI") a [ ] jako platebni agenturou a matrik#em ("Agent"). Vwiky Dohody s 
agenturou jsou pro Clbly inspekca dostup116 Mhem Mfrd ISfednE &by v uvedenfch 
kancel&ifch Age- PFedpoklMh se, f e  drfiteY sdnek budou mit zpkvy o v k h  
ustanovenich Dohody s agenturou. Mete se j i i  budou t$kat 

(a) Forma a denominace: Sdnky jsou v nehmotn6 form6 v denominaci 100.000 K&. 

(b) Vlastnictvi a CertifikP ddiele Sm6nkv: Vlastniii je S d n b  pbuzeno zdpi im 
& rejstM<u, p lhm2 Ernitent zajii ,  aby tento by1 uchov~v&n u Agenta Za tkhto 
podminek "ddiel SmBnky" a "ddiel" piedstavuje osobu, na jejif j d n o  je v tomto 
re js tm piipsha Sdnka, cof mdfe nastat. Emitent zah'di, aby Agent vystavil 
certifikAty ddiielfm smgnek, ktefl v td dobe dosvWi z&is jMna pilsluSn6ho 
Drfitele SmlSnky & rejstW, a takovd certmty ("CettifikAty Ddield sml5nek")dou 
wWt poikt sdnek registmvanfch na j d n o  pHsluidho drfiiele sdnek  a budou 
mlt na nrbu natiStBnf p b d n i  fonnul#. S ddrfieiem jak6koh Sdnky bude (s 
vfjirnkou, bude-li dle z&ona n e b  Podminky 2 vy2adovtho jinak) n a k l a b  jako s 
j e j h  absofutnim vlastnikem ve vhch pflpadech (am je 5i neni dzlvno splatnzl a 
nezzlvisle na jakernkori ozndmni o vhstnictvi na pflsluSn4m Certifik* dditele 
Sm6nky Ci na podikr na nil na jakdmkoliv zepiiu v d m ,  n e b  na jeho ukradeni nebo 
ztrsb8) a fadnd osoba za takovd n M M  s drfielem nebude zodpovedn& 

(a) Ptevod sdnek:  Sdnlca mffe bfi pkvedena, vzdzl-li se ngkdo pilsluin6ho 
CertifWu drfiiele sdnek spolu s pfevodnim formul&m natil:tBnfm na mbu Situ, 
kt@ bude &2iti vypldn Mi obsahujicimi adresu osoby, na kterou se pievikii a 
p&t s d n e k  k pkvedeni a k provedeni, cof bude provedeno v kancelS Agenta V 
pHpa& pievodu pouze W sdnek bude vzhledem k nepievededmu zdstatku 
vystaven osobe, kterh pievMC, no* C e W  drfitele smlSnek 

(b) DodM m v h h  CeftitikM ddiele sm6nek: Kaf* no* CertifikP drfiele sdnek 
vydm na rrZkhde pkvodu sdnek bude Mhem tH vhdnich dntl od obddeni 

.#bmdnfha forrrn~We p o s h  doporubnou poStou na riziko dditele uvededho v 
%&W&&LI H i e l e  sdnek na adresu, jakA bude uvedena na pofiki6nl nabo na "qwm fomm 
Lp, - * 
TP? 

(c) Bemkrtne form&lnf zdefiiosti: V f d n a  Cettifikdtd ddiele smBnek pi? pfevodu nebude 
zatftena poplatkem ~133 ddieli ani ze strany, ani ve prosp6ch Emitenta, RuEiiele 
nebo Agenta, av3ak toto se net$M dani 8 jinqch stankh poplatkd (neb podobnfch 
poplatkd, kted muse1 zaplatit Agent), Mere v souvisbsti s tlmto mohou b$t ulofeny. 

(d) Uzavbnh obdobi: &idng drfitel sdnek nesmi od Agenta poradovat zaregistrovhi 
pFevodu Sdnky  behem obdobi ttvajiciho 15 dni a konCiciho v den splatnosti pro 
jakoukoliv plafbu td Mete SMnky. 



(b) Ernitent vypsal hypott5ku ("Hypott5ka")na Mkolik nernovitostl jim v Praze vtastnhfch 
~ N e m o v h t i i  ve pros@& [ ] (7 17 jako hmotnou zdruku na zaVazky ze 
strany [ ] d r f i i e h  sdnek v r4mci nrlSenl platby Emitenta jim poskytmtfrn. Na 
zgWad6 t6to z h k y  budou z&vazky ze strany [ ] - prov6st platbu ddiieltlrn 
s d n e k  - omezeny v$Si &tky, kterou [ ] zrealizuje prosazenfm techto hypotek, 
snifenou o &&lady, kted si tlmto [ 1 piivodil 

(c) Navk Swiss Bank Corporation z m & i  ve pro#& [ ] platbu drokov$ch m e k  
splatnfch pokud jde o Sdnky do v$h DM [ 1. [ ] poskytl dt2itelilm smlsnek 
podobnou zWku s *jimkou, fe  zdvazky ze strany [ ] v nilmi tohoto rubni 
budou omezeny W&i Castky, kterou [ ] zredouje prosatenim techto hypotBk, 
pievedenou v souladu s Mfnfrni praMikami [ ] do KEs, Mlifenou o Wady. Men5 
si v sowisbsti s timto pmsazenim nebo pbvodem [ ] p W I .  

(d) Emitent mb2e p d a t  Mkter6 ze viech nemovitostl, Me& jsou pieddtem HypotBky, 
za piedpokladu, 2e:- 

(i) k&d& z nemovi€osff bude prodha za t rh i  hodnotu, ptiEern2 tat0 hodnota 
bude stanovena ocednim provedeMm nezbiiku a piidFen8 
kvaiiivanou pr;hrnickou n e b  fyzickw osobou, vybrarou Emitentem 
("Ocednf). 

(ii) k&d& z prodwch Nemovitosti bude nahrazena nemovitosti neb0 
nemovitostmi o stejd neb0 vydHi hodnat8, pMed tat0 hodnota bude 
stanovena OcenBdm; a 

(iii) Agent s prodejem souhlasi; 

(e) Jestlib dd i iM  sdnek dosp6ji k jednomysln6mu whlasu a bude-ti splnha 
podminka 9, pak rmlfe Emitent pmdat nelded ze vHech svfch Nernovitd, Me& jsou 
pFedmhrn Hypoteky a mow investovat @nosy z pradeje do d d i  nemovitosti nebo 
dalsfch nernovitostl, (anif by tyto nabfzel pro MeIy nahrazovhi) kted by nebyb 
pMm6tem Hypot6ky. - 

S w  vynggeir d&cy ode [ONE UZAVERK~ se satbw 15 procent za rok, dosahujici 
1 K& za 100.000 KZS z ~ ~ r l n f  ~ d k y  sdnek, k m n i  vtdy s m ~ r n  

zpa@@fm v [KUPdNOW DEN kafdoroM [(vP*W DNE KONECNP SPlATNOSTI)]. 
K&l&SmiSnka pkstane vynSet droky potYnaie dnem splatnosti, nedojde-ti k tomu, 2e 
qWn4 phtba raWadni i%stky bude v dobe qhtnosti nepattilSne odepkna nebo odmitnuta. 
V talvwdm bude Sdnka pokrbvat ve vyn-ni brrd<u ra stejd sazby dokud 
nenastane kter$kolhr z dHv4jSich dru3: (a) den, kdy vbchny splatne i%&y v sauvislosti s 
touto Sdnkou budou do tohoto dne obdrfeny ze strany nebo ve prospech pHsluSn6ho 
drfiiele, n e b  @) den, kdy uplynub sedm dnl potd, co Agent o M i  ddiihlrn sdnek 
pfijetl v9ech Cgstek splatnfch v souvisbsti se v h n i  SmMcami do tohoto seddho dne (8 
flimkou, kdyby doSb k chybe pH rdsledujlcl platbe pilsUn$m QtiteiCLrn v &mi twto 
podminek). Bude-li pofadovdn vl'rpoCet dmkd ra: o b b i  Mi jednoho roku, bude 
vypoiSR&n na zWacJ6 roku s 360 dny obsahyfcfho 12 m4sial,- ka2N po 30 dnech a v 
prrpade nedokoncedho meske pocet progych Qrl. 



(b) SplhnC d l e  mofnostf Emitenta' Emiient mt&, kdykolii nebo po (DNU 
UZAVERKY + 3 LETECM s podhim n e o d v o ~ h o  pisemndho ozn&menl 
d t i i l j m  sdnek ne vice nef 120 a ne m6n6 ne2 60 dni piedem, sphtit vhhny  
Sm&nky, &ak ne poure dktenk- 

( i )  jestl'ie budou splaceny IpTesd nebo] pted [ prosincam 19961 ve *Hi 
101 procent sv6 ddadnC Castky; 

(ii) jestlie budou splaceny pa [a prosinci 1996], avhk [pies* nebo] pFed [ 
prosincam 19971 ve *Ji 100,5 procent svB z M  Wtky 

(8) jestli2e budou splaceny pozd4ji ve sv4 z W n i  vfsi [spaMr@ pro kafdf 
pHpad s droky naroswmi ke stamvendmu datu splsltnosti]. 

(c) K o u ~ :  Emitent a RulSitel sMj i  kdykolw nakoupit Sdnky v otev'fenfch trfnich cen&ch 
n e b  v jak$chkolii jinfch cembh. 

(d) ZruHenl: VSechny Sm&&y takto splaced nebo nakoupend budou z&ny a nesd j i  
' 

bfl znow emitovby nebo znow prodany. 

(8) Oznhenf o wlacenl: VSechny SmBnky, ohled* kter$ch byb v y d h  jakekolii 
o;Ln8meni o splacenl, budou splawny v terminu weden6m na tomto oznAmnl v 
eouladu s to& Podminkou. 

(a) Platbv wovedent5 ~fevadem: Pktby za Sm6nky budw m n y  osobsun wedenfm 
jako Drfiteie sdnek v rei- v okamfaar ukodenl pracovni doby patnU6ho dne 
pFed datem splatrosti platby dmla5 ("Den zspisu'). Platby hudou provedeny pfevodem 
na konmnov$ &kt sprawvan* pirjemcem u takov6 hanky v Praze, jakou pwemce 
ozn&nil Agentwi ne m h 6  nef 15 dnl pied datem @atnod jak6kolii platby v 
sanrisW se Smhkarni. Pochybi-li pHjemce ozWnit Agentmi bank4vnf dbt, na 
jak$ by platba dla  bfi provedena, oznhn im tohoto v terrnlnu spadajicfm do 
oWobi mh6 ne2 15 dni pFed datem platby, m&e tato @sobit zpofdgni provedenl 
flduik.le pfadtry, ad2 by Emitent by1 w 4 z h  pltrtr dadateCne droky ze splatd 

Vitechny platby ohled& SMnek n e b  v r h c i  W n l  krdou piedmBtem swky dani 
ubfeMch n e b  zadrfewch jak$mkoliu zpilsobem ze strany nek, v dmci bske republiky 
nebo jakoukoliv institud v nebo 2 bske  repubky majid p r a v o m  ke zdaifovhl. 



8 473. 

i i i  zL&: Emiient n e w  neb0 se nepodrobuje jednomu mbo vfce re  
dV$& dvaddl ze §m6nek, piilSemZ toto pochybeni neni mofm napravit nebo nebyb 
napraveno bghem 14 d d  pot4 co oznilmenl o tornto pochybeni byb pied4110 
jwrnkoliv Drfiielem sm6nek Emitentovi v wedend kancelfi Agenta; n e b  

Nmlnhi  zBvad<r5 iin$m vNitelbm: (i) jak6koh jid souCasn14 nebo budoud 
zadlufeni Emitenta neb Ruaele nebo jakbliv j i d  poboCky RuCiteb za nebo 
oh- paicenfch nebo opdenfch pen& e c h  jeM p M  je j i i  uvedenfm 
termlnem q b o s t i  jinak nef prostlWnictvim volby Emitenta. nebo prostfednictvim 
v o w  RuEitele, cofi m&e nastat, nebo (ii) f M  takovd zadlufenl n e w  splaceno v 
termfnu spiatnosti, neb  v prfbehu jakehokok snesiteldho obdobi 'mibsti', cof d f e  
nastat, n e b  (iii) Emitent nebo RuCiiel n e b  jakdkoliv daMl p o b o h  Ruaele pochybl 
pFi splaceni jak6koliv jimi s p l W  Ustky v tennlnu splatnosti v r&nci jwchkoli 
soubngch nebo budouclch z h k  nebo nWad za jakekolii vypCIjCem5 nebo opatFen6 
penize za piedpokladu, fe  celkov8 Wtka pHsbHdho zadlufeni, zhuk a &kodn8ni1 
ohledd Me@& jeden neb  vice z v@a uvedengcb v tomto paragrafu (c), 
Men$ se objevily, se rovnaji nebo phvySuji Wtlat 1.000.000 K& nebo jeji ekviialent 
(na z W  stbdniho kursu pHslu4n6 d n y  proti korun4 v tom dadm okamfaar podle 
t3dajB Statni banky as. (a pochybi-li tato, pak podle WajB jim5ho podobmSho 
ofici4lniho zdro'je) toho dne, kdy bude tento paragraf potdii), za pfedpokladu, 2e 
takovf pHpad nenastane pouze z dbvodu, f e  Statnl banka as. (neb jin4 podobna 
institute, k t 8  bude v pfiskrgnd &M z o d p o v ~  za poskytov&nf @ d n y  zahraniEnl 
dny),  kted pochybl v tom, 2e neumofni provkt pro Emiienta @n&nu zahraniEnl 
mew; 
Vvnucovad rnmtkh: dqjde k zabavovhf, v y m v h l  nebo f&vBni, jako je 
rabavenf mjeUa~, obstaveni rnajetku, ex- nebo jkd p r h f  procesy proti &ti 
nemovitdho majetku, jdni nebo t@md Emitenta nebo R~Bele nebo jakdkoliv z 
jejich &tyibfch poboEek a nedojj behem 30 dnl ke zproH#nl obfakby ti odbfeni; 
nebo 

Insohrentnost Emitent nebo Rutiiil nebo jaki4kolhr z jejich &tyi%fch poboEek je 
(nekr je, nebo by mohla bfi pova2ov4rm zhnem nebo soudem za takovou, f e  je) 

LWdace: je vyskwen p b  nebo je provedem W n d  rothodnutl pro likvidaci n e b  
pro zrHenf Emiienta nebo RuCiele n e b  jakekoliv z je j i i  &tymch pob&k, nebo 
Emitent B Rmel  ustane n e b  hmzl ustat v pdcraEovM ve v3Sectr neba v pocktat& 
&isti sv6 obchodni tinnosti ti provozu, s v@nkou Q b l u  nebo ds ledd po 
rekonstrukci, -nuti, reorganuaci, sbubni nebo kgnsolidaci v .terminech 
schvglenfdr Agentem; nebo 



(h) OWdme ud8bsti: nastane j w k o h  pifpad, Met-$ m4 ve smyslu z&od jakehakoh 
pdvnho syst&nu obdobnf efekt na pflpady, oa Me& byb odkatov4no v jak6mkoliv z 
~ ~ t c i c h  odstavdl; 

pak vHechny, a v W  ne pouze dkterd ze Sdnek, mohou bft na z&iade pisemdho 
o z n h n l  piedadho dritielem Ci drtieli, vlastnicimi zaladni &tku alespoil 2000.000 
K&. Agentovi do jeho uveden6 kancelae prohlaSeny za okamfitd splatn6, nab2 se 
S d n k y  stanou 0-6 splatn$mi ve WSi sv6 zAladni hodnoty spolu s namd$mi r5mky 
bez daWh formalit. adak za pfedpokladu, 2e tat0 udakst neb pochybeni byb napraveno 
jeStd pied obdrfenim takovdho om&nenl Agentem. 

9. SMLOUW E M I T H A  A R U ~ E L E  

Kdykoliv pied splacenim Smknek ve *Hi jejich zddadni ZS;lstky, am u2 byly splaceny dne [ 
] nebo pied jeStd timto datem nebo byly odkoupeny nebo zruhny; 

celkovd dosud nesplacenai zdkladni &tka za Sdnky n e p b M  &tku r o v w  75 
procedm hodnoty nernovitdho majetku v K&, tato hodnota bud8 stanovena 
ocednfm ('VgroCni ocednr) Nemovitosti provedendm dne 15. srpna 1992 a vfdy 
jednou v kaidem ndsledujicirn kalendfiim roce nezdvisbu a pFimMed 
kvalifikovanou pdvnickou nebo fyzickou osobou urbnou Emitentem; 

Emitent dodai Agentovi W k y  VgroCniho ocen6ni behem 10 dnb od dodhi VgoEniho 
oceMni Emitentovi 

hrubg d n i  piijem Emitenta v K& z ndjmb z nernovitostt se bude rovnat nebo bude 
pFevySovat &tku rovnou 150 procedm z hrubgch Mnich drokCl spktnfch ze 
SmBnek; 

Emitent ne& nebo nezaplatf dvidendy nebo nepruvede jakoukol'nr diitribuci ve 
prospkh jak$chkoliv Wch  akciinAR3, a zajistf, aby WnA jinA osoba v jeho jdnu 
takto rovn82 neu&nila; 

Agent vyhotovi kopie poslednich VgMnich ocedni a roCnich Qbtnich zprAv, Me& 
obdrfel, aby byly pfipraveny pro pmvBieni Drfiieli smhek; a 

Emiient poskytne Agentovi kopie s*ch zauditovanfch mi5nich iSCetnich zpdv, a to 
neprodkn6 po jejich vydeni. 

10. OPRAW DOWDY S AGENTUROU 

Emitent a R&l povoK jakekoliv dpravy Dohody s agenturou, nebo jWkoliv zieknutl se 
pdv n e b  opdvn8nC k jakdmukoh poruhni Ci ndvrhu poruSenl Dohody s agenturou nebo 
m n t  se jakermkolii pochybeni, jen tehdy, jestliie by toto nemohb b$t &ad& 
obkMim jako Mcf zajmiSm Orfiield sm4nek 

O z n h n i  drfieum Sdnek jim budou zasilhy na jejich dan6 adresy v Rejsthi a budou 
povafovhy jako w a n 6  sedm6ho dne po datu odeslhi. 

Ridici nhvo: Dohoda s agentumu a Sdnky budou podHzeny a postaveny v souladu s 
prAvern b s k 6  republiky. 



Exhibit B-66 

Review of Proposed Credit Approval Systems 



TO: 

FROM : 

JUDr. Olga Polanecka 
Commercial Division 
Czech Savings Bank 

Steve Graybill 
KPMG Peat Marwick 
Policy Economics 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 your 
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 transaction. For 
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 Kc 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 Kc 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 (1.. , the most risky 
transactions) would have to be approved at the 



Headquarters level. 

B. 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 kc 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 Kc 20 million, so the appropriate level 
of authority for approval would be at least Kc 20 
million (and could possibly be a higher level 
depending upon the Risk Rating). 

C. 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: 

Is the amount consistent with the experience and 
skill level 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. 

11. FUNCTIONING OF THE CREDIT COMMITTEES. 



A. 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 is 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. 

B. The proposal recommends that a 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. 

C. 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. Olga Polanecka 

FROM: Steve Graybill 
KPMG Peat Marwick 

DATB : 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 Settlement1', 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 regulations 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 
involving 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 



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 liquidate collateral for the highest possible value when 
required. Protection of CSB1s 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 I11 ) ,  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 I 

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 CSB 
begins to take appropriate action. The CSB may decide 
that this borrower is important to the CSB and that the 
CSB should play an active role in the turnaround of the 
borrower's operations. Action would include the 
following: 

In-depth discussion between the CSB and the 
borrower regarding the financial condition of the 
borrower and the borrower's plans for improvement. 

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. 

A review of the collateral, including an assessment 
of the market value, and how easily could CSB take 



possession of the collateral, if necessary. 

4 .  A review of other potential creditors. 

5 .  The planning of an "exit strategy". 

C. Departments and/or Individuals Involved. 

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

2. 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. 

3. 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". 

4 .  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. 

5 .  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. 

6. Legal Department: Reviews all legal documents. 

11. STAGE I I . 
A. Definition: A Stage I1 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 



the borrower's ability to improve the situation in the 
short-term. 

B. Overall Strategy: In Stage I1 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 liquidate 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 



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

The District Branch Account Officer: supports the 
BankruptcyIProblem Loan Officer. 

The District Credit Approval Officer: supports the 
Bankruptcy/Problem Loan Officer and assists in 
implementing the Itexit strategy". Assists the 
Legal Department in taking possession of the 
collateral. 

The District Branch Manager: assists and supports 
the Bankruptcy/Problem Loan Officer and the 
District Credit Approval Officer as required. 

The Regional Director: assists and supports the 
BankruptcyIProblem Loan Officer and the District 
Credit Approval Officer as required. 

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

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. 

The Senior Credit OfficerISenior Credit Committee 
Credit and Capital Committee): reviews and 
approves the bankruptcy plan. 

STAGE 111. 

Definition: A Stage I11 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 1ndiv.iduals Involved. 

1. The BankruptcyIProblem Loan Officer: located at 
the Headquarters of Regional level, this individual 
continues to have direct responsibility for the 



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 
BankruptcyIProblem Loan Officer. 

The District Credit Approval Officer: supports the 
BankruptcyIProblem Loan Officer. 

The District Branch Manager: supports the 
BankruptcyIProblem 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 BankruptcylProblem Loan 
Officer is responsible for implementing the 
bankruptcy plan. Specifically responsible for all 
relations and dealing with the Bankruptcy Court. 

The Senior Credit OfficerISenior Credit Committee 
Credit and Capital Committee): oversees the 
implementation of the bankruptcy plan. Approves 
any deviation from the plan. 
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TO: 

FROM : 

JUDr. Olga Polanecka 
Commercial Division 
Czech Savings Bank 

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 Committeen. 

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 ADDlicant 

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. 

Jnformation Concernina 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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111. Other Credit Facilities at CSB 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 f  s, etc.) . 

Analvsis of Client's Re~avment 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. 

Analvsis of Amlicantfs 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. 
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c. Source and use of cash. 

d. Ratio analysis. 

2.  Analysis of projected financial performance. 

a. Operating performance during the life of the 
loan. 

b. Source of repayment. 

c. Operating performance. 

d. Testing of "what iftt assumptions; i.e., 
analysis of financial projections on a "worst 
casew basis. 

D. Terms and conditions of the credit facility. 

E. What are both the positive and negative factors to this 
credit. 

VI. Collateral 

A. How was the value decided? 

B. Who has legal control of the collateral? 

C. Who has possession or access to the collateral? 

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



Pro : JUDR. Olgu Polaneckou 
Obchodni Osek 
CS a.s. 

Od Steve Graybill 
KPMG Peat Marwick 
Policy Economics Group 

Datum : 1 6.biezna 1993 

Vii c : Posouzeni navrhovaneho formatu pro prementaci na Oviirovem 
vgboru. 

Pofadali. jste nas, abychom posoudili "Navrhovanq format pro zpracovani 
postupd vkajicich se GvGrovych obchodO , o Meech se bude diskutovat na' 
ljviirovem vqboru." 

VSeobecnii tento format piedstavuje znaCne zlepSeni. Protofe 
nedoporuCujeme provadbi podstatngch- zmiin ve formatu v teto f&i, 
navrhujerne , abyste uvrjlili piipojeni nasledujicich inforrnaci, vysviitleni a 
analgz. Prosim, mgjte na zieteli, 2e podle existujiciho kontraktu USAID doda 
KPMG SpofitelnB do 15. dubna kompletng dopracovanq format navrhu pro 
pout i i  v uviiro*ch anal$zach a prezentacich. 

Na5e stanovisko je nhledujici : 

I. Charakteristiky 2 adatele 
A. Jak dlouho Wient podnika 
B. Jedna se o ziskovg podnik a pokud ano, kolik let je ziskovq 
C. Ma ngjake piipojene podniky (poboCky, sesterske spoleCnosti) a 
pokud ano, zda jsou take vypOjEovateli. 

II. lnformace vkajici se uviirov~ch obchodO 
A. UrCovani stupnii rizikovosti klienta, rueitele a zajiSt6ni 
B. Co je pwotnim zdrojem splaceni 

Ill. Jine Oviirove obchody mezi CS a.s. a jin9mi finanhimi institucemi 
A. Stav liviirovgch obchodO (napi. zda jsou splatky splaceny vEas) 
B. JiStBni 

I. Hodnota 
2. Popis 

C. Typ a celkova hodnota ostatnich uv&rov$ch obchodO (napS. 
akreditivy, devizove obchody,.' atd.) 



IV. Anatfza platebni mordky klienta 
A. lnformace vkajici se prdbghu majitelofich splatek 
B. lnformace vkajici se pravnich skuteenosti (pi. konkurs), ve 

kte#ch byli zakaznik neb0 jeho rnajitei zahrnuti 

V. Analfza podnikatelskeho zamQru Zadatele 
A. informace o podnikani a odv&vi 

1. Zakaznikova pozice v rarnci odv6tvi 
2. KonkurenCni faktory 
3. Budouci trendy odvQtvi 

B. Analqza rizika 
1 . U kazatele rizikovosti 
2. Pro5 by1 tyto ukazatele vybrany 
3. Jaka jsou rizika a jak budou ifzena 

C. FinanEni analvzy 
1. Analfza piedchozich finanhich v9kaz0 

a. Rozvahy 
b. Vfsledovky 
c. Zdroj a uZiti hotovosti 
d. Analqza pomoci ukazateld 

2. Analvza planovanfch hospodafskfch *sledkc 
a. Provozni v$sledky po dobu trvani pdjEky 
b. Zdroje splatek 
c. Provozni 'vqsledky 
d. Testovani piedpokladd "co - kdybyn tzn. analqza 

finanCnich pland v nejhorSim mof nem piipadQ. 
D. Terminy a podminky uv6rovfch obchodlf 
E. Jake jsou pozitivni a negativni faktory tohoto livi5ru 

VI. ZajiStgni 
A. Jak byla stanovena jeho hodnota ? 
8. Kdo pravn6 vlastni zajiStgni ? 
C. Kdo ma zqem a piistup k ji8teni 
D. Jaka je IikvidaEni (v nejhorsim piipadg) hodnota jiStiSIni a jak byla 

urCena. 



Exhibit 6-7B 

Review of CSB's Analysis Format 



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 
year 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. 

Characteristics of the product. 

2. Customer base. 

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. 



(6) liabilities. 

(7) major financial ratios. 

k. Expansion Plans. 

E. Projected Financial Performance. 

1. What are the underlying assumptions and are they 
realistic.? 

2. 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? 

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

P. Source of Repayment. 

G. Collateral. 

11. Capital Markets. 

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

111. 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. 

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

ACCOMPLISHMENTS 

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 Znter-departmental and branch 
coordination and collaboration in order to meet 
internal control and reporting; customer demands and 
competition. 

Provided training in the procedures for issuing 
canmarcia1 letters of credit. 

i . .. 
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. 

Initial Pronosed Actioq 



1. 27 NwembeF: Arrange appoihtments with accounting 
~ w n a . 1  to determine their requirements as regards: 

&&%. 4 . * 
d@$$jtomsr liability control 
b&+anch accounting 
c. Reconcilement of branchihead office accounts 
d. Foreign exchange controls/communications 
8. Income/Expense accounting and profit center 

allocations 

2. 4 December: Complete simulated issuance of letter of 
credit. 

3. 11 December: Complete simulated examination/negotiation 
of set of documents. 

4. 18 December: Completion of review and recommendations as 
regards guarantees. 

ACTIONS TO FINALIZE. START OR INVESTIGATE 

A. Development of coordination with Foreign Exchange. 
1. Transactional activity, spot and forward. 
2. Foreign Exchange marketing activity. 
3. Accounting procedures. 

B. 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. 

C. 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. 

D. Aq@se correspondents that we are capable of advising, 
c w h t i n g  <*...$- ?, and negotiating export letters of credit. 
CI&&+&+qe a few willing correspondents to advise credits 
W$p1;xghC 

E. 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. 

F. cross-train the personnel of the Documentary Credit 
Department to insure consistent, high quality service to 



c*lm4qm- during personnel vacations and illness, 
c!u~3~,ar calls and training activity. 

:% * 
I**>+ 1 rl 

~e%#&w the Guarantee Department. 
1, ̂ Examine controls. 
2. Examine counter-guarantee agreements. 
3. Develop standard formats for bid, advance pz&ment, 

performance, and warranty type demand guarantees. 
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Foreign Exchange Division - Plan of Work a 



KPMG PEAT MARWICK 
POLICY ECONOMICS GROUP 

PLAN OF WORK - FREDERICK J. ZAMON, ADVISOR 

INTERNATIONAL and FOREIGN EXCHANGE DIVISION CESKA SPORITELNA, as. 

February 1 to 5. 1993 Review of Documentary Credits Department. status of task suggested in December 
1992 and medings to establish schedule for Plan of Work through July, 1993. 

February 8 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 Ietters of credit. 

Discuss BninchlHcad Office communication and training. 

Revision of product fees and commissions. including charges for foreign' 
correspondent banks. 

Continue training in isswnce of letters of credit. forms design and negotiation 
of export letters of credir 

February 15 to 26. 1993 Review of Assets and Liabilities Department. Reliminary questionoak is attached. 

P r i m ~ y  task is to evaluate organizational structuredure interdepartmental 
commuoicationo ncccsary to pmvide efficient operations, reporting and 
conual. 

Much 1 to 5,1993 Review of Foreign Exchange Department 

General overview of Department in order to detmnine the extent of worl; to be 
done to establish foreign exchange lines of credit for spot and forward foreign 
exchange transactions, money market operations (e-cy 
tmding/funding); establishment of gap exposure l i  corporate trading 
possibilities, and finally. foreign exchange profit (loss) accounting proceduns. 

Also to be included in the above is the relationship of the Bank's aggregate 
treasury requirements. hedging of interest rate risk for foreign cumncy loans. 
a look at the Bank's policy on other derivative t nwa ious  and consideration 
of pricing strategy based upon customer profitability and other relationship 
issues. 



March 8 to Aprii 2, 1993 Review of Guarantee Section of the International Trade Department 

Fmt objective is to evaluate organizational structure. credit control process 
and procedures. This should include collateral control counter-indemnity 
agrrcments and a forfait transactions and procedurer. CoWimcome analysis 
procedures for a forfait tramactions should be s t a d a d i d  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 Return to Foreign Exchange Division 

Purpose will be to follow-up on the recommendations detumiaed to be critical 
duriog the Overview of k h  1 to 5,1993. 

May 3 1 to June 11,1993 Clean Payments Depr~tment 

Purpose will be to miew org.nizstionrI structure and procedures with 
particular emphasis on S.W.LF.T ;sd Check P n n x u i g  activity. 
Orhv areas will be determined as required. 

June 14 to luIy 23.1993 Revisions/Refmements and other tasks to document above policy and procedure. 

The above refmncai scbcdule is intended to be flexible and only a best estimate of work to be accomplished. 
Coordination with other area of the Bank and the Correspondent Banking Department arc, for acample, two other 
areas that need to be addrrrrtd and coordinated in procesr of accompiishing the above tasks. 

The subject dhow beEt to coordinate Branches into the International Tnde a d  Foreign Exchrngc Division 
should bdwcoune. 
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pecommendation 

Memo : Observation File: Documentary Credit Department 
Ceska Sporitelna, a,s. 

From: F. Zamon 
Date: December 2, 1992 
Subject: General Controls and Department Security 

1. Aggregate liability control of applicants for documentary 
credits is not evident from records maintained in the 
department, 

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 napproximatelyw or 
l@aboutw a designated amount, the credit liability 
for the documentary credit must be recorded as 110% 
of the amount requested. 

2, 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. Current signature 
verification practice does indicate whether or not the 
applicantfs 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. 

3. Authorized signatures of the Bank are not consistently 
maintained in a controlled environment. 

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 



designated for the purpose of signature 
verification, liability control. 

4 .  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. 

5. Individual documentary credit file folders are not 
functional. Documentation is loose and no specific 
method of filing documentation is defined. 

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 



monitoring. 

6. 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:OO 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 coordinated 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. 

8.  Forms must be designed and filing/accounting procedures 
established and/or documented. 

9. 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. 

10. 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 



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 sheetw 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 partw. 

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 Genera1 Controls and Department 
Security, we agreed upon a number of actions to be accomplished in the Documentary Credit Depamnent. 
Below is an update on the status of those actions. Comments are in order of presentation in tbe December 14 
memo, which is attached for easy reference. 

1. Aggregate liability control in the department bas not been implemented. This is because of 
the pending implementatioo of the UNISYS loan system. In addition, a need to determine how and 
under whose authority the Documentary Credit Department can request aggregate liability 
infoxmation on customen whose primary relationship is in the various branches of Ceska Sporitelna 

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. 

2. 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 

2. 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 agreementlDocumentary 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. 

4. Completed. 

5. Completed and implemented. 

6. Cross-aaining is an on-going process. Completion of position descriptions and final mining 
will be completed by May 31, 1993. 

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 conditioos affecting control situation. 



2. Viskcilova to discuss control situation with Mr. Krislo and Mr. Horyna 

9. Filing system completed. Comspondent fees and client fees need revision. This is m e  for 
all fees for internationd products. 

2. Viskocilova to draft revised fee schedule. Competition will be taken into account Recommendations will 
be reviewed by Correspondent Banking Department Final draft wiU be submitted to Mr. Krislo and Mr. 
Horyna for approval and revision of Correspondent Schedule of Terms and Conditions. Completion date set 
for March 3 1, 1993. 

10. Facilities for customers are subject to budgetary constraints. Space issues cannot be 
addressed outside the overall situation for space in the Bank. 

1 1. and 12. Forms design not complete. 

2. Viskocilova to make recommendation to Mr. Krislo for f o m  design by March 31,1993. 
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DOCUMENTARY CREDITS - NEGOTIATION PROCEDURES - EXPORT CREDITS 
FESPONSIBILITY 

Receive documents. Negotiation section. 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. 

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 
wworksheetql by 
filling in all 
appropriate 
information. 

Negotiation section. Complete any 
llacknowledgementn 
forms required by 
the presenter and 
return as 
instructed. 

Negotiation section. 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. 

1 



STRUCTIONS 

Compare documentary Negotiation section. 
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 lfminorw 
misunderstandings 
when negotiating 
documents. 

Calculate and record Negotiation section. 
on worksheet 
negotiation 
commissfons and any 
other f aes . 

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. (1.C.C. 
Publication 400, 
1983 version as of 
December 19 9 2 ) , 
Examination of 
documents must take 
place in reasonable 
the. 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 
quote such rates. 



TASK 

Notification 
and/or,dfscussion 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. 

Negotiation section. 

Negotiation section. 

Negotiation section. 

Negotiation section. 

JNSTRUCTIONS 

Publication 400 puts 
liability of 
accptance/rejection 
of documents on 
negotiating bank. 
Failure to notify 
presentor within 
"reasonable timew, 
say 3-5 business 
days, could subject 
Bank to severe 
financial loss. 

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. 



TASK WSP0NSISILL;ETX STRUCTIONS 

Mailing or Negotiation section. Coordination with 
delivering payment other departments 
instructions to the will be required, 
telecommunications including- careful 
department. attention to cut-off 

times for entries. 
Telex payment 
requires that the 
transmitted copy of 
payment instructions 
be compared to the 
original 
instruction. All 
errors must be 
corrected 
immediately. 

Filing of all 
department copies 
and mailing of 
advices, including 
delivery of 
documents to 
applicant. 

Negotiation section. 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 "closedll 
files. 
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IMPORT LETTER OF C.REDIT ISSUANCE GUIDE 
CZECH SAVINGS BANK, A.S. 

KPMG PEAT MARWICK 
POLICY ECONOMICS GROUP 



APPLICANT 

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/conf inning 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 



INFORMATION ON 

Does 

correspondent bank with whom we(CS) and the 
advisingjconfirming 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 Bankerst 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. 

TEE AMOUNT 

the application state a specific amount available to 
the beneficiary? 

- 

Does the application indicate the amount is Nabout", or 
"circaN, NaroundN, or "approximately1*? 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 Nrevolvingll 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 

Are liability entries prepared for the Bank's and the 
customerts maximum liability under the credit? 

a. If the credit is for an Nabout, " Incirca, or 
Napproximatem amount, have you increased the 
liability by lo%? 

b. If the credit revolves around time, have you 
prepared your entries for the amount available 
per period pultinlied bv .the number of periods? 



c. If the credit revolves around value, have you 
specified a maximum amount available to the 
beneficiary? 

d. If the credit revolves #tnon-cumulative", have 
you set up a monitoring system to periodically 
reduce the amount not utilized in a specific 
period? 

19. 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 

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 exchangeldraft 
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 llx#l 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 "xR 
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 onlyn and then quote the information. 



Are all documentary requirements consistent with the 
required shipping terms? For example: 

a. F.O.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 outsi'de 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 
classn, I1well known, or I1qualif iedw 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 orderu or 
nto the order ofw. Correct in the credit if required. 

Have the applicants special instructions concerning the 
delivery of negotiable documents been carefully indicated 
and followed? 



Does the Bank have the applicantgs approval to any 
~hanges on the application documented in writing? 

Unless specifically instructed by the applicant, or 
unless the letter of credit is revocable, or of a "stand- 
byn nature, have you issued the credit in negotiable 
f o m ?  

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 ifM at sight with discount charges 
for the account of the applicant? 

TRANSFERABLE LETTERS OF CREDIT 

39. If the applicant requests that the credit be 
transferable, is that clearly indicated on the credit? 

40. 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? 

41. Have we clearly indicated any transfer fees required and 
that we be notified in the event of transfer? 

PRB-ADVISED LETTERS OF CREDIT and OTHER TELETR?WSMISSION CREDITS 

42. On short-form pre-advised letters of credit, has the 
following information been included? 

a. Credit reference number 
b. Name and address of beneficiary 
c. Name and address of applicant 

, d Amount 
k%?>,..+ e. Expiry date for latest shipment and + - *  
,%.%. presentation/negotiation 

f Short description of merchandise 
g. Statement that full details are to follow 

43. Have allother requirements been completed, including the 
accounting entries? 

44. Has the copy of the actual te1exjS.W.I.F.T. message been 
verified against the' credit typed in the Documentary 
Credit Department? 



PltOCSD-8 MID Ilbl8TRUCTIO#S 

the credit is payable at the counters of a bank with 
om CS does not have an account relationship, have we 
lected 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 them 
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? 

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? 

Has the signature of the applicant been verified on any 
request for amendment? 

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 ENTEUES UNTIL SUCH WRITTEN 
AGREEMENT HAS BEEN OBTAINED. 



Exhibit B-9E 

Negotiation Worksheet 



NEGOTIATION CHECKSHEET 
DOCUMENTARY CREDITS DEPARTMENT C E S ~  S P O ~ L N A  as. 

I 

Covaing Shipncnt of: 

Bn No. 

To: 

Ow UC No. 

- Pay/Aaxpc despite d i i a .  
- Refie Ps~mcnt/Accqma b e ~ ~ u r c  of d i i u  
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Guarantee Department - Key Issues 



KPMG PEAT MARWICK 
POLICY ECONOMICS GROUP 

Memo : Guarantee Department 

Date: March 26, 1993 

From: Frederick J. Zamon, Advisor 

Subject Policy and Procedure for Issuance of 

1. 

ANS . 

2.  

ANS : 

~uarantees 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 
cohditions of the contract must be included in the 
f&&ncial analysis. A copy of the contract must be 
s&42 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 
legal 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. 

3 .  What types of guarantees are granted? 

ANS: 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. In 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. 

4 .  Who is responsible for determining the fee to be 
charged for the guarantee? 

ANS: Fees are determined by the Branch or Office 
responsible for the relationship. Head Office will 
be involved when it is appropriate. 

5. Who is responsible for collecting fees on a timely 
basis? 

ANS: 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. 

6. 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? 

ANS: 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. 

7 .  Is there a procedure for reviewing the adequacy of 
guarantors of the Bank on an annual basis? 

ANS: No, but one is being discussed. 

8. Is there a central file that totals the outstanding 
guarantees to the Bank on an annual basis? 

ANS: Yes, the total outstanding amount of guarantees is 
reported by the Department every time a change 
occurs and on a weekly basis. 



9. 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? 

ANS: The amount of guarantees outstanding is reported to 
the Assets and Liabilities Department for regular 
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. 

10. Is the cost of allocation of capital included in the 
fee structure charged for guarantees? 

ANS: Fees are usually determined by competitive 
circumstances and the Bank's relationship with the 
customer. 
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KPMG PEAT MARWICK 
POLICY ECONOMICS GROUP 
CZECH SAVINGS BANK A,S. 

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(principa1 and interest) into the cost 
of goods produced by means of the capital equipment purchased. 

The a' forfait 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 buyer is not sufficiently well-known to interest 
investors in such export obligations, the addition of a bank 
guarantee or aval is requested. 

c R farf aSf; houses make markets in this paper. In so doing 
they ky;taka the paper into their own portfolio position. To 
make r qb  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 af forfait paper is an acceptable 
investment for a banking institution based upon a risk/reward 
analysis and as compared to alternative investments. 



By definition, the af forfait market accepts and makes its 
profit mp the extension of credit with higher 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 af  forfait transaction, but rather a 
comparison of the Bank's ability to recover advances made from 
more normal loans, to the Bankf s ability to recover advances made 
through an g t  forfait transaction in the event of a borrower's 
weakened financial position, inability or unwillingness to pay, 
or bankruptcy. 

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 things 
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. forfait 
transactions do not normally allow for covenants that give 
the Bank the right to accelerate payment. The buyer of 
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. 

j i f  forfait 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. 

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. 

UQ&& current bankruptcy law, claims against obligations in 
other than the Czech language are not allowed. Af forfait 
prtjper must be in Czech to meet this criterion of the 
bankruptcy court for eligibility. Most paper in the 
forfake market is in English. 

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. 



~ i n a n o i t l  Coat/Banafit 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 llWorksheetu 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. 



A' FORFAIT IWAtY818 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: 

aiwmx MATURITY DATq BALANCE 



A,;? 8.' ; - ) RATE, IF ANY: 

9. 

-%%i416HT DISCOUNT: 0 
BASIS: - 365\360;  - 3651365;  - 3 6 0 / 3 6 0  

- DISCOUNT TO YIELD: % 
&ASIS: - 365\360; - 3651365; - 3 6 0 / 3 6 0  

1 0 .  GROSS INCOME CALCULATION VERIFICATION: 

STRAIGHT DISCOUNT GROSS INCOME: 

DISCOUNT TO YIELD GROSS INCOME: 



nm INCOBm CALCOLATION 

+- e . 
11. GR~SS INCOME (From No. 10 above) : 

LESS : COST OF FUNDS: 

COST OF FOREIGN EXCHANGE 
HEDGE : 

COST OF CAPITAL: 

OPERATING EXPENSES: 
(excluding loan loss 
provision expense) 

RISK PROVISION: 

NET INCOME AFTER FUNDING AND ADMIN.COSTS: i 

LESS : 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 j r r  forfait paper is usually drawn 
in foreign currency. 

funds is the price paid for buying a deposit 
the asset. Since pf iortait: paper is 

term financing (1 to 5 years), a deposit 
ity will be required to avoid an interest . If the deposit is of shorter maturity than 

the paper purchased, this creates what is called a wgapn* 
risk. Finding deposits of like maturity may be 
expensive, if not impossible. Covering 'gap" risks may 
require more sophisticated financing vehicles in the 
wderivativesw market. This will add costs and additional 
credit and operating risks. 

cost of rormiga mchange Hedge 

To avoid the addition of foreign currency risk, the 
I 



Cost 

chased must be in the same currency as the 
arsb. If however the Bank chooses to fund the 
by converting crowns at the current spot 
ard foreign exchange risk created. This 

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 "gapn 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 capitaln 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 providinqf 
this cushion. The %ost of capitalw 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 Base1 
Agreement. A simple %ost of capitaln 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% 

~+L+L~,;-, A t a g e  borrowing cost is 18% p . a. 
dituting: US$5,000,000(.08)(.20)=US$80tOO0 

For simplicity, operating expenses may be calculated as a 
ratio of Non-Interest Operating Expenses(exc1uding 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 nloan loss provision expensen 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 



M&u.; QI impaired assets. It is included in the Risk 

-;%Q 

R i s k  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. 

1. Is the at forfait house a known institution in the 
market? 

2. What procedures do they follow to validate the legality 
of the paper being sold? 

3. Is the paper being sold without recourse, or is there 
some remaining recourse to some previous holder of the 
paper? 

4.  What is the financial strength of the Guarantor and the 
country in which the Guarantor is domiciled? 

5 .  Will there be foreign currency available at the maturity 
of the obligation(s) being purchased? 

6 .  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 
reca$vedt 

7 .  @ Bank reviewed the Guarantee in its entirety 
purchase the paper? Is the wording acceptable? 
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KPMG PEAT MARWICK 
POLICY ECONOMICS GROUP 
C E S ~  SPO~ELNA.  a.s. 

Memo: Assets and LiabUties Deprtment 

From: Frederick J. Zamon. Advisor 

Date: February 16. 1993 

Subject: Meeting with Ms. Olga Novotna. Ms. Hana TicllavskA and Toms Sam&nek. 
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 RECONCILLATION : PROCESS AND 
PROCEDURE 

I. 

ANS.: 

2. 

ANS.: 

3. 

ANS.: 

4. 

ANS.: 

5. 

ANS.: 

6. 

How many bank account [nostro) statements do you reconcile during the montld 

507 statements. This is because we have 38 nostro banks and' 60 nostro accounts. 

How many statements do yo11 receive that cover a one week accounting period, a two 
week accounting period and a one month accounting period? 

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. 

Do you stamp the time and date of receipt on each statement when it arrives in the 
bank? 

The Distribution Department staml~s the date received on the statements. The 
Assets and Liabilities Department does not do this function. No time is stamped on the 
statements. 

Based upon your experience during the last year, how long from the date of the 
statement does it take to receive each statement fiom the correspondent bank? 

Withotit looking at each statement, delivery from most countries in Europe is from 7 to 
10 days. Mail fmm Great Britain. the U.S.A.. and Canada take about 14 days. 

Is  the statement received by post, or does the correspondent send the statement to the 
bank by telex or other electronic means? (S.W.I.F.T.) 

Bankers T n ~ s t  sends statements by telex. one from New York and one h m  Frankfurt. 
Indo-Suez, Zurich sends two statements by fax.. AU others are by post. 

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 b k ?  I understand t h i s  will be 
dmerent for each account. It is important that we know wluch accounts take a long 
time to recoricile and wlllch ones do not take a long Urne to reconciie. 



ANS.: It is possible to answer t.Il1.s question, but only by examining each statement. The 
response varies by statement and by activity on each statement and the speed with 
wl.licll the mail functions. If a lot a statements are received in a single mail delivery 
with a lot of transactional activity, it may take longer on a pi-ticular statement tlian at 
another time on the same accowt. 

7. How many people are assigned to tlie reconcilement furiction? 

ANS.: 7. 

8. How are the statements allocated among the personnel in the reconcilement function? 

AM.: By experience and the numkr of statements that must be checked. 

9. In my experience, a reconcilement worksheet is usually divided into four major areas: 

a. We Debit. They do not credit. 
b. They Debit, We do not credit. 
c. We Credit. They do not debit. 
d. They Credit. We do not debit. 

Does such a sheet exist in the Reconcilement Department? 

ANS.: There is no reconcilernent worksheet of the type referenced in question "8" above. 

Individual statements are reconciled against s e l m t e  lists of entries reported to the 
Reconcilement Department by various areas of the bank originating entries over these 
accounts. For example: Tlie Clean Payments Department processes entries for the 
Regional Omces and various other Departments. A lfst of transactions originated by 
Clean Payments Department is used to reconcile the nostro bank statements. Tl- list 
is reported to arrive as late as two weeks after the entries are passed. Tlle Documentary 
Credit Department submits a list of nostro entries on a daily basis. Tlzis 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 
excllange and bank-to-bank transactions are reported by separate lists to the 
Reconcilement Department by the Forex "Back Omce " resident in the Assets and 
Liabilities Department. Back Omce is responsible for preparing entries for tlle 
Financial Accounting Department to record the foreign exchange activities of the Bank. 

This procedum makes tlle reconcilernent process dfmcult. Without the apparent 
avaifabfIity of a reciprocal subsidiary ledger for each nostro bank account. there is no 
sfnglc place where all entries can be found. This makes liquidity control dfmcult. if not 
impossible. The consequence is tliat there are reportedly frequent overdrafts on the 
nos- accounts and subsequent interest clxuges or payments wllich are not honored 
by tlle nostro bank. Tliese delays will afTect 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. It is not known how large tllese 
excesses, if there are any, may be. It is imperative that this data be gathered to properly 
corltrol the bank's foreign exchange liquidity while keeping costs a t  an efTicient 
minimum. 

Items outstanding for more than two reporting periods represent serious 
problems. How may items are outstanding on each statement for each of tlle following 
periods? 



0 to 14 days? 20% 
15 to 30 days? 3Oh 
3 1 to 45 days? 2Oh 
45 to 60 days? 1 Oh 
More tlmn 60 days? 1 % 

The total koruna equivalent of the above entries is not calculated, monitored and 
reported on a regular basis. 

10. What procedure is used to trace these outstanding items? 

ANS.: 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 eeskzl 
sp r i t eha  departments, items are traced tl~rougll the foreign bank. See Exhibit " 1" 
attached to tllis memorandum to see the type of form letter used. Items traced b i d e  
the Bank are noted on a list and sent to the manager of the department believed to be 
responsible for the outstandfry item. See Exhibit "2" fora typical internal 
communication fom. 

1 1. Who has primary responsibility for tracing each outstanding item? 

MS.: Outstanding items are investigated by the Reconcilement Department. Items that do 
not appear on tlle nostro bank statements are traced inside the Bank by sending an 
inquiry to the head of the department originating the entry. I t  is the head of tlle 
department who is considered reslmnsible. Except for notincation. 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 p i n t  in No. 1 
wherein he comments that customer inquIrfes concerning non-receipt of payments are 
processed by a special investigator that reports directly to him.) 

12. How are communications prepared between the mncilement department and the 
departments that are generating the entries on nostro accounts? For example: In 
cornrnt~nications with the foreign exchange department, branches, or the payments 
department. are they in writing or verbal? How are these communications monitored 
and controlled? 

ANS.: Lists of nostro entries are prepared by the various departments making such entries. 
These lists are given to the Reconcilement Department. Clean Payments D e m e n t  
appears to lave the greatest volume. Since the lists are prepared manually. they may 
not Ix: delivered for two weeks after the entries are made. Other departments provide 
information only a h r  investigations reveal that entries have not been made on a timely 
basis. 

13. If items remain outstanding more than 30 days, who will be responsible for any 
compensation claims submitted by customers and/or clients? 

ANS.: The department committing the emr.  

14. Who h a s  authority to approve payment of valid cornlxnsation claims? 

ANS.: The Director of the Bank in charge of the area. 



- 
15. What is the avenge aggregate outstanding lmlance In all nostro accounts? 

M S . :  This is not known. although the statistical area of tlie Bank does compile a report on a 
daily h i s  of all the Bank's Assets and Liabilities. incluciing aggregate nostm account 
balances. The accuracy of tllfs data in view of the delay In compiling and reconciling 
account information appears to need refinement. 

16. Do you think that this is too lligll? 

ANS.: Respondents are not in a position to judge whether or not the aggregate balances are 
too lligh. 

17. Do certain accounts have frequent overdrawn Mances even though the reconcilement 
worksheets do not indicate tllfs to be the case? 

ANS.: Yes. 

18. Has there been communication and coordination with that part of the International 
Trade Department tllat is peparing for S.W.I.F.T. implementation? 

ANS.: Yes. 

COMMENTS 

Respondents seem to indicate that there are no subsidiary ledgers posted for each nostro 
account. This must be verined as the case. Standard accounting requires that there exist a 
separate journal ledger for each bank account owned by CeskA Spoi-itelna. and that the entries 
to each of those accounts be tlie "mirror" image of the deposit(1oro) account maintained on the 
books of the foreign correspondent bank. It is these two accounts that must be reconciled. 
The aggregate of these indiviclual nostro accounts must equal the outstanding balance of the 
General Ledger account that records foreign demand deposit assets owned by tlie Bank. Any 
lists submitted to the Reconcilement Department should only be related to the process of 
resolving outstanding items. Lists controlling the daily liquidity Ln each account fulfill a 
different function than reconcilement, altliougl~ they may be useful in the reconcilement 
process. 

REPORTING FUNCTIONS 

RESPONSES TO THE gUESTIONS 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 
MAgING EXTERNAL REPORTS TO THE NATIONAL BANK OF THE CZECH REPUBLIC AND 
INTERNAL REPORTS TO VARIOUS SENIOR MANAGERS OF THE BANE. 

1. List tile reports that you must 11repare in the following format and number them. The 
numbers will I>e u d  in preparing answers to some of the following questions. 

Daily 
Management reports 
Accounting and Control reports 
External (Government and otller agency/companyl reports 
Internal audit reports 



ANS.: 

0 

0 

0 

0 

0 

0 

0 

weekly 
Management reports 
Accounting and Control reports 
External (Govenlment and other agency/com[~nyl re~mrts 
Internal audit reports 

Bi-Weekly 
Management reports 
Accounting and Control reports 
External (Government and other agency/company) reports 
Internal audit reports 

Montllly 
Management reports 
Accounting and Control reports 
External (Government and other agency/company) relmrts 
Internal audit reports 

Semi-Annually 
Management re~mrts 
Accounting and Control reports 
External (Government and other agency/cornpanyl relmrts 
Internal audit reports 

Ann11ally 
Management reports 
Accounting and Control reports 
External [Government and other agency/company) reports 
Internal audit reports 

Reports of the Bank's foreign excllange assets and liabilities reflect: 

Foreign excliange purchases and sales 
Foreign currency placed and taken. 
Foreign currency loans. 
Foreign currency commitments sucli as letters of credit and others. 
Foreign currency nos- Mances. 
Foreign currency payments and reimbursements 
Pun:Ilslse and sale of checks 
FonlCfn currency interest - received and paid 
Profits and losses from foreign currency exchanges 
Profits and losses from exchange rate differences and ranges 

The above listed reports are required by the National Bank. The format and content are 
determined by the National Bank. They are cllanged frequently. For this reason. it is often 
difficult to obtain tlie data required, and in some cases in the past it has been impossible to 
provide tlie information. Circumstances leading to the dimct~lty in obtaining accurate and 
timely information have included tlie following: 

information requested is new and has not k e n  previously gathered before. 
Changes in the accounting systems and procedures that have not been coordinated 
with the reporting requirements. 
DiBnculty in gathering information from Regional Ofllces due to a variety of reasons. 
Lack of manpower to re-program ex.isting 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 ownersldp. It Is anticipated that income reports will also be required by 
domestic or  foreign source in the near future. Tliere are no special weekly, montllly. quarterly. 
semi-annuai or  annual reports q u l r e d  by the National Bank. 

INTERNAL REPORTS 

Weekly and monthly position reports are required by Management. These reports include 
sfmilar 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 Quattm Pro. There are no permanent dally 
internal reports r e q u W  from the Liquidity Department. Assets and Liabilities Group(DAP1. 
but there was a time during wlWh the weekly infonnation, for example. was required on a daily 
basis. 

Executive management does req11ire a montllly 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 iricreasingly important in the 
functioning and management of the Bank. The greater the degree of computerization used in 
tlle complllng of data and the transmission of data. tlle 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 repoh for financial reporting, management reporting 
and market analysis must not be considered a simple off-shoot from the accounting 
system. Statistical relmrtfng serves many other 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 segarately will result in the loss of critical data whenever the 
accounting system is revised based solely upon accounting requirements. 

2. 

ANS.: 

3. 

ANS.: 

4. 

ANS.: 

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 tlle department. 
If several departments must provide such Wormation. list them. 

Single items are being delivered from regional branclies tlmugli OEC. Other 
infannation is delivered from the Account Administration Department. Back Omce. 
Accounting. Foreign Exchange, Foreign Payment Contact Department and the Foreign 
Business Contact Department. 

Do these departments provide the information on a timely basis. or are tllere delays? If 
there are delays, why do you think that llappens? 

Delays occur. Accounting systems are clianged without considering reporting 
requirements. New requirements are given for wllfcli no data base has been 
established, and the external programmer cannot keep up with the work required 
to sort existing data. 

What suggestions do you have for improving the report p re lmt ion  process? 

One of the most important suggestions is to coordinate any cl~anges in accounting 
systems and programs with the Financial Statistics Department. 



5. How many of Uiese ~ l m r t s  must be prel~areri manually? 

ANS.: All of them. Data is gathered manually and Ulen re-keyed into a personal computer. 

6. Do you have any suggestions for computerizing reporting? 

ANS. Until the Unisys system is operational. we are cooperating with Mr. Herbicll's 
department (computer area) in order to facilitate management of the manual work load. 
(By using available personal computer software like Quattm Pro.) Tl'lis reduces the 
probability of making mistakes in the reports. Larger programming products would 
require intensive cooperation with an efficient programmer who wouId have time and be 
wilUng to cooIxrate with 11s. 

7. If possible, estimate how long it takes to prepare each report. 

ANS.: Not possible at this time. 

FOREIGN EXCHANGE DEPARTMENT WOREX DEPT.1 

1. How many trade transactions are conducted on a daily basis? 

ANS.: Currently because of the change in tlie koruna between the Czech and Slovak republic. 
there are few transactions. In more normal circ~unstance there were about 20 
transactions a day. These were all spot transactions. Only two forwards were done last 
year. Tllere are almut 3 to 5 euro-cunency transactions on a daily lmis Tllere are five 
dealers. (5) 

2. How many "due from" foreign bank entries (nostro/vostm) entries are received from 
departments other than the Forex Department? 

ANS.: The foreign excliange "back omce" does not see all Uie entries on the nostm accounts. 
Clean Payments Department does most of them. The only entries seen in the Back 
Omce is from Letters of Credit and Forex. 

3. How many Eurocurrency time deposit transactions (placed and taken) occur on a daily 
b l s ?  

ANS.: Thrrmto five. 

4. Is a position sheet pre~~ared by the Traders? I s  a position sheet prepared by Ule 
Assets/L,iabilities Department? Are these sheets compared and proven to agree on a 
daily his .  before anyone leaves for the day? 

ANS.: A position sheet is prepared by the Traders. There is no comparable lmsition sheet 
prepred by tlie Back Omce. There are sheets for several individual lhigh volume banks 
wllicll appear to be a kind of position sheet. However. there is no beginning balance or 
ending Mance. Tlie information is only useful as a sliorthand memo of activity during 
the day. (See Reconcilement Dejmrtment memo of Febniary 23.1993, Item "En.) 



5. How is each trade conclucted by the Forex Dept. verified by the Assets/LiabiUtfes 
Dept? 

ANS.: Each h d e ,  whether for foreign excliange. money deposit or bank notes is recorded on a 
dealer's sheet. [See Exhibits 2.3.4 attached.) Back O5ce veflies by f a  or telex with the 
counterpart to the tt;uisaction. (See Exhibits 5 anti 6 attached.] Exhibit "4" for Bank 
Notes is sent to tlle Reconcilement Delxartment for use in reconciling the cash 
transaction over the appropriate nostro account. 

6. Are outstanding "audit copies" of trade transacuons added and proven to the general 
ledger and Journal accounts on a daily, weekly, monthly or quarterly basis? 

M S . :  There is nothing called an "audit" copy. Each spot tmnsaction is a unique ffle available 
for audit. Since there are only a few forward transacuons a year, there has been no 
need to design complex trading forms. 

7. Are credit h i t s  by customer known by the Assets/Lfabilities Department? 

ANS.: There is no current system for establisllfng or monitoring credit limits. This is done on 
a case by case h i s  by senior management. Plans are king made to establish such 
mts. 

8. If a client exceeds establislled foreign excllange/euro-currency limits, how is the 
exception reported? Who must approve such violatton? 

ANS.: No violations liave occurred. All trades are done only with approved banks. 

9. Are traders allowed to conduct transactions from their home or other places than on 
Bank property during normal business Ilours? 

ANS.: All trade are done in the bank. Trades may k done outside of normal business hours 
for the domestic Branches and Headquarters. "Business Hotlrs" for the foreign 
exchange market a m  24 hours. 

10. Are traders allowed to conduct transactions from their home or other places than on 
Bank property during times lxfore or after normal business hours? 

ANS.: Traders are not dowed to trade from places other t l m  in the Bank. They can stay in 
the Bank and do trades before or after normal business hours. 

1 1. If M e s  are conducted before or after normal business hotlrs. do tlle transactions get 
nqmrted and ~~mcessed in the same or next business day? 

ANS.: Yes. However, the traders are not required to use pre-nt~rnkred trading sheets. 

12. Do traders do forward contracts? If so, what are standard processes and procedures 
applied to these transacuons? 

ANS.: Yes. but on only tare occasions. Then both the traders and Back Omce personnel 
monitor the transaction. 

13. How is the profit(1oss) accounting done? How fkquently is profit(1oss) performed? 

ANS.: NOSTRO account profit or loss is done on a monthly basis. Back Oillce has not been 
involved in any foreign currency loans that liave not been match fimded. Since no 
forwuds are outstandhg, no protlt(1oss) procedures are documented. 



1. 

ANS.: 

2. 

ANS.: 

3. 

ANS.: 
4. 

ANS.: 

How am the risk asset to capital ratios computed for the various assets of the bank that 
the Asset/Liability Department is reslmnsible for monitorfng? 

The concept is not known to respondents. 

Have there been any discussions with the S.W.I.F.T. project leader as regards how the 
S.W.I.F.T. system will affect the Assets/LiabU[Ues Delmrtment? 

There have been preliminary discussions and training in use of the S.W.I.F.T. system. 
No formal discussions as to the impact of S.W.I.F.T. on the Assets and Liabilities have 
occurred. 

What discussions llave occurred corlcerning the UNISYS system to be installed? 

None a t  this time. 
How will loan funding be affected by the UNISYS and S.W.I.F.T. systems and how will 
that affect the operations of the Asset/Liability Department? 

Unknown. 



Your Ref. Yours cia ted Please reply to/Ref. Telephone Date 

n t w ~ a l r ~  '' 
CESKA, SPORITELNA as. .. 

. . 

Viclavski ndn42 : . . . .. 
Pqba 1 113 98 ,,, . 

; ..!? 

O u r / Y o u r  Payment. Order 

Our Account: 

Beneficiary: 

Account with: 

We inform you a s  fol lows (the notes marked X w i l l  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 
amount. Please advise us of the date of payment. 

. . 

I 

- -- - -- 

We would ask you to effect payment-lf not already done s z  
-on the strenght of this letter, 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 principals' information, the exact 
address of the payee reads as follows: 

.- 



Mdna 

Zpracoval : 

Datum: 

Stav na 6 E t l  
k . . . . . . . 

suma n e z 6 5 t -  
o b r a t f  

z13Ct. o b r a t y  
k t e r e  nejsou 

v e  e p i s e  

6 

l iroky 
z liEtu 
zahrn. 
V ~01.3 
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Reconcilement Procedures for Foreign Nostro 
Accounts I 

Procedures for Incoming Payments 
- Key Issues 



KPMG PEAT MARWICK 
POLICY ECONOMiCS GROUP 

CESKA SPORITEWA 

Memo: Reconcflement Department 

Date: February 23.1993 

From: Frederick J. Zamon, Advisor 

Subject: Reconcilement procedures for foreign nostro accounts. 
Pmcedures for incoming payments. 

On February 22, Mr. F. Zamon. Advisor. with translation assistance ofTomJ SarnSnek, 
KPMG, met with Mrs. Daniela NeuwIrthov5. Reconcilement Department. to discuss 
procedures for reconciling nostro accounts. Subsequently we were joined by Ms. Helena 
Riedelov& 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 eeskai spoiitelna keeps funds ("Nostro Banks"). 

2. These personnel are also responsible for authorfitng payment to payees of all 
incoming payments. They do not prepare accounttng entries: only initial the 
incoming instruction thereby authorfiLng the relevant department to pass the conect 
credit to the customer receiving the funds. TNs important control firnction 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 fnformation purposes. Failure to recognize 
duplicate instructions could result in payment to a payee two or more times. There 
is, however a " m e  benefit" to this activity for the reconcflement person. Since 
incoming credits do not have a corresponding Cesk2 spoiitelna reference number on 
the foreign Nostm Bank statement, familiarity with the entry allows for easier 
recognition of credits to the statement of the Nostro Bank 

3. Statements nxehred in the mail are stamped with the date, usually on the reverse 
sic@ 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. 

4. A s  indicated in the initial interview with Ms-Hana TichavskA. the statements are 
reconciled against several lists avatlable to the reconcilement person. 
One such Ilst originates fiom the Clean Payments Departrnent. Other lists originate 
fiom Assets and LiabiIities and Documentaxy Payments departments. Incoming 
credits. as noted above, are recorded on a separate sheet kept by the reconcflement 
person with copies of the original and duplicate incoming cables, etc.. in a ffle. 
It was agreed that it would be of sgniflcant help Hall 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 Riedelova in order to understand the procedures utilized in making Clean 
Payments. It is appropriate that that discussion be recounted here. 



CLEAZlJ PAYMENTS PROCEDURES AND PROBLEMS 

k AU inRekL18tional payments are sent through Headquarters. Certain branch omces of 
the Bank accept requests for payments. Upon application, the applicant's account is 
charged and a suspense account is credited. 

B. The Branch authenticates applicant signatures and then sends the written payment 
order to Headquarters. Branch signatures are vertfled by Head Omce personnel and 
payments are then typed in S.W.I.F.T. format, tested and telexed to the paying 
correspondent bank 

C. Data h m  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 
dmerent rates to indicate the sale price to the client and the price of cover. The 
difference is a CesM spofitelna foreign exchange profit on each transaction. 
A copy of this form is attached for reference labeled Exhibit "A". 

D. Data h m  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 fdure  of this system. or a change in the system that affects 
the output can seriously impact the accounting of payments. 

Output h m  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.) 

E. The form referenced in "C" above and data required in "D" above is the output of a 
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 thfs 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 
investfgated to set what fmpmvements can be made in programming the system, the 
the security surrounding the system and the back-up required should the vendor 
hil to perform for any reason. 

F. Data h m  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. 

G. The above method for controlling interoffice entries. i.e.. the suspense account 
system. effectfvely ellmfnates 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(leve1 of working balances) of each 
Nostm Account. 



E. To sohe the UquidIty management problem. the Reconcflernent person must 
manually maintain a nostro ledger. This is accomplished by recording the beginning 
balance for each Nostro Bank and subtracting the daily 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. 

1. WHO CONTROLS THJ3 SUSPENSE ACCOUNT? 

2. ARE TEERE ANY FAX ORDERS FROM BRANCHES RECEIVED AT HEAD OFFICE? 

3. ARE THERE TEST KEYS3 USED TO AUTHENTICATE TELEX OR FAX MESSAGES 
SENT TO aEAD OFFICE FROM THE BRANCHES? 

4. WHICH BRANCHES ARE AUTHORIZED TO ISSUE PAYMENT ORDERS? 

5. ARE ALL AUTHORIZED, OR ONLY THE 80 OR SO REGIONAL SUBSIDIARIES? 

6. IS IT POSSIBLE TO PRE-NUMBER PAYMENT ORDERS? 

7. ARE VERIFICATION CALLS MADE TO THE BRANCH ORIGIKATING THE PAYMENT 
ORDER FOR AMOUNTS OVER A CERTAIN SIZE? 

8. HOW ARE FOREIGN EXCBANGE RATES DETERlYrZNED AND APPLIED? . 



BEST AVAILABLE COPY 
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Foreign Exchange Division 1 
Assets and Liabilities Department 

- Key Issues 



KPMG PEAT MARWICK 
& S ~  SPO~?ITELNA 

Memo: Assets and Liabilities Department 

From: Frederick J. Zarnon. Advisor 

Date: February 28. 1993 

Subject: Meeting with Mr. Roman Fejt. Manager. Assets and LiailiUes Department. and 
Mr-Toms Samanek. l'ranslator. on February 25 and 26. 1993. 

Mr. Fejt went over the memoranda which describes the Asset and Liability Department and 
U e d  In the gaps In our  understanding of the workings of that Department. He slicd some light 
upon the operations of the Clean Payments Depcartment as wel. A summary of these 
conversations follow. Items already covered in previous memoranda are not repeated here. 

It is correct that the authorization of incoming payments is a funcuon being performed 
by personnel in charge of reconcilement. This was a request of Ms. Riedelovg. My query 
on the potential for collusion between the reconciiement 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 1- directly. Credits that go 
astray are checked personnally by that person on the nostro statements. 

We agreed that the S.W.I.F.T. system will go a long way toward facilitating nostro 
accounting and reconciIement. Currently there may be as long as seven days from the 
time a client requests a n  outgoing payment (the day the client's account is debited] ,and 
when the payment Is value dated a t  its destination. 

The TIS (UNISYS) system is supposed to solve the delay from the originating ofice 
(branch) to Head Omce. From Head Ofilce. S.W.I.F.T. should take care of the transfer. 

WHAT IS SERIOUSLY LACKING IS A FOREIGN EXCHANGE ACCOUNTING SYSTEIM 
BETWEEN THE BRANCHES AND THE HEAD OFFFICE. IT WILL HAVE TO INTERFACE 
WITH S.W.I.F.T. AND TIS. 

The magnitude of this problem is reflected in the fact that there are 130.000 Ibreign 
currency accounts held by clients of CeskA spofitelna TIS will handle the branch 
conversion. but  the totals and Nostro Account entrfes must be h p u t  into a foreign 
exchange system, and TIS is not. as currently cordgured. going to fulfill this function. 

Information that is necessary to report the Bank's foreign exchange position to the 
National Bank and to Senior Management is being routed tl~rough Assets and Liabilities 
Department into a FoxPm database. The databcase can do in a few hours what it took 
several days to do last year. The system also consolidates Branch totals indicating 
assets and liabllltfes of the Branch and its clients. Data are submitted on Tuesday and 
Friday of each week. The system stands done. It Is not Ued into any datasource and all 
the Input must be re-keyed. 

A new Nostro Account reporting form has been designed and will soon be implemented. 
A copy is attached a s  Exhibit "A". It will provide a Nostro Account balance on a daily 
basls. It wilI sttIl 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 possibIe. 
Exhibits "B", "C", and "Dm are attached as well. 
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KPMG PEAT MARWICK 
POLICY ECONOMICS GROUP 
CZECH SAVINGS BANK, A.S. 

Memo : Clean Payments Department File 

Date: April 14, 1993 

From: 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 Zitova. Major points discussed 
concerning workflow are as follows. 

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 ~rague' 
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 mitten 
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 customerts account is debited in the equivalent of 
Czech crowns and the corresponding credit is passed to a 
"Transit Account" under general ledger 209. 

Apprications 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. 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. 



6. The second copy of the application form is used to enter 
the data into the AFU processing system(computer system 
No.1, 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 Bankfs mainframe computer(computer system 
No. 3) located at Vaclavske namesti. AFU operates on a 
personal computer that allows "off-linew 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.1 
is reformatted and integrated with information on System 
No.2 to make it compatible with the Bankfs mainframe 
computer. The Bankfs 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. 



KPHG PEAT MARWICK 
POLICY ECONOMICS GROUP 
CZECH SAVINGS BANK, A.S* 

Memo : Clean Payments Department File 

Date: April 18, 1993 

From: 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 clientsf 
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 tele~hone 
call is received from the branch sendinu the fax to 

rm recei~t. 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 
gllows customers to have foreiun currencv accounts 
jn eiaht (81 convertible currencies. 

2. Thh customerOs account is debited in the equivalent of 
Czech crowns pr in foreian currencv when the client has 
~ c h  accounts and the corresponding credit is passed to a 
"Transit Account" under general ledger 209, 

Entries when a currency exchange occurs are as 
follows: 

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: 

Bead 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. 

3. 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 Pavments 
Department. is under Ms. Riedelova's direct supervision. 

4. 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. 

5. 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 .  (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 Programn(System No. 2), used to access the 
B q i r s  mainframe computer(System No. 3, or AFU), located 
a ~ ~ ~ a c l a v s k e  namesti. (The nPardubice Programn gets its 
nma. from the location of the vendor who wrote and 
m&&tains this system. It is a critical interface 
batween 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 noff-linen 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-settihg entries are passed to the 
Branches to clear the Transit Account 209 as described in 



point No. 2. above. Second, it is used to generate 
reports used by Assets and Liabilities Department for 
regorting on the Bank's foreign currency position to the 
Nawenal 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. 

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. 

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. 

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: 

HOSTRO BANK LEDGER 

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 wBalancen column 
and be in crowns only. 



11. It is reported that the June 1, implementation of the 
UNZSYS program will take into consideration Nostro 
aaeunting. If this is the case, then it may be that the 
PeQubice System may be replaced. If not, then the 
in-rface of these two systems will have to be addressed. 



KPMG PEAT MARWICK 
POLICY ECONOMICS GROUP 
CZECH SAVINGS BANK, A.S. 

To: Clean Payments Department File 

Date : April 25, 1993 

From: 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 

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. 

was an interest in the way fees are charged to 
pa$ars 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 travellersr checks and honoring a credit 
card is 1% flat. 
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KPMG PEAT MARWICK 
POLICY ECONOMICS GROUP 

CESKA S P O ~ L N A  

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. 

ANS.: 

2. 

ANS.: 

I 

I 

Has Senior Management provided written policies covering the purchase and sale of foreign 
currencies and placing and taking euro-cumncies to the Division? 

Senior Management has not provided written instructions for Forex and Eum 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. Tbev are to 
be considered strictlv confidential. The responses below an a reflection of these policies, except as 
specifically noted. 

Are the following trades allowed? 

Domestic Banks 
Foreign Banks in the CR 
Foreign Banks outside the CR 

I Corporate Clients: Domestic or Foreign 
I Brokers 

All of the above trades are allowed. However, only trading with the first thme institutions is being 
carried out. The Bank prefers not to trade with broken. Trading directly with corporate clients is 
encouraged; in particular since the Investment Subsidiary of the B a d  through the Mutual Fund 
should provide a natural access to large corporate clientele. However, for ceftain practical reasons. 
direct trading with corporate clientele is not Wig done. Corporate clients require state of the art 
s a v i c u  and the lack of communications infrastructure between the Branches and Headquarters and 
cudomem does not allow the Bank to meet these standards. Specifically: 

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 a b i i  to easily access 
adequate Czech crown accounts to implement such transactions. 

Physical communication in the form of faxhelephone 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 Fonx Division of a portion of an aggregate credit 
l i e  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 oppomrnities to the Bank to 
trade in the forward markets. This will require closer coordination and cooperation with the Czech crown 
managers of &skA spofitelna. Miastmcture 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 fiam the aspect of No- 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. 

ANS.: 

0 

4. 

ANS.: 

5. 

ANS.: 

6. 

ANS.: 

7. 

ANS.: 

Are the following trades allowed? 

Spot tninsactiom 
Forward Transactions 
Forward Options 
Options 
Swaps 

All of the above hmsactions are allowed. However, as a practical matter, only spot transactions are 
performed. The reasons for this are as follows: 

The Forex Division doer 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 considention. 

The physical isolation of Fonx and Treasury personnel is not conducive to mutual understanding and 
cooperation. 

Are any other transactions allowed? 

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. 

What maturities are allowed for euro-currency trading? 

Tomorrow/Nexf two w a k  one. three, six months and one year an normally allowed. 

Am there established overall volume and settlement limits for trading putners? 
1 

T&g partners are limited to known banking institutions. Trading limits have been recommended 
and ue being followed in the Forex Division based upon recormnendatioas of the Manager and 
m i e w  by Senior Management. Specific l i t s  are noted for the tbree main frading currencies: 
Deutsche marks, U.S. QUars and Austrian shillings. L i b  for other currencies are based upon the 
equivalent not to exceed U.S. dollars 1 million. 

Are there daily settlement limits for trading partners? 

Daiiy limits have been recommended and are beiig followed in the Forex Division. 



Are there o v d  d e m e n t  limits for the Bank's totol position? 8. 

ANS.: 

9. 

ANS.: 

10. 

ANS.: 

11. 

ANS.: 

12. 

ANS.: 

13. 

ANS.: 

14. 

ANS.: 

15. 

ANS.: 

Ovadl limits are regulated by the National Bank and also within the Bank. The Assets and 
Liabilities Dqatment. 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 cumncies 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 Banlo; 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 miewed 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. Thm 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 Banlcing will likely play a relevant part. 

How are violations of limits managedlapproved? 

Violations of limits are managed between Back Office and the Manager of the Forex Division. 

Is collateral taken on foreign cwency 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. 

An there total cumncy 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 
tkr Fgex Division is responsible to manage cwrency positions to prevent loss to the Bank. 

16. Are therc intra-day limits? 

ANS.: There are no specific limits during a single wok day established. 

17. An there gap limits established for currency positions? 
How are gap limits monitored? 

ANS.: There are no gap limits established at this time. Thm arc no forward transactions taking place. 
Plans are to establish these limits as required. 



18. 

ANS.: 

19. 

ANS.: 

20. 

ANS.: 

21. 

ANS.: 

22. 

ANS.: 

23. 

ANS.: 

ANS.: 

How is Nostro position managed from point of view of Fonx Division? 

Mutlgcment 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, brnk 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 tradns are also allowed to mark up the rate of bank 
notes and prices for travelers' checks. Their profits arc 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 Novakov4. She should be consulted for methodology. 

How long can a Bank check be outstanding before it is considered void? 

Not known. Consult with Mrs. Novakov4. 

HOW are country limits established? 

None at this time. Manager of Forex Division monitors country situations and considers in his 
decisions. 

AIC traders' slips prc-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 taking or placements. 

Does the Back Office maintain a separate position sheet? 

No. 

Are both position sheets compared and balanced drily before the close of business. 

ANS.: Nat applicable. and since there are no forward derLS this has not been considered necessary. 

26. How are trades confirmed by the Back Office? 

ANS.: By telex, fax and now. since March 1,1993, by S.W.LF.T. 

27. How are discrepancies rrsolved? 

ANS.: Investigation is immediate between the dcalers and the Back Office. Comctions are made 
accordingly. 



28. 

ANS. 

29. 

ANS.: 

ANS.: 

31. 

ANS.: 

32. 

ANS.: 

33. 

ANS.: 

34. 

ANS.: 

35. 

ANS.: 

Are then individual ledgers for customers maintained? 

Noks at thi3; time. 

Arc then audit slips for aU trades? 

Not necessary since all transactions are spot deals. Euro-cumncy placements and takings do not 
have audit copies 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 
traosactions? 

No. 

Is profit(1oss) 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 each 
transaction. 

Is profit(1oss) on foreign cumncy loans taken on a regular basis? 

No. Foreign cumncy loam an 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. ~tandardization should be implemented. 



Exhibit B-14 

Value of Social Loans 



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 txy to recover from the Government. 

2) A brief discussion of some of the capital and accounting issues 
which could s e c t  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. @resent value calculation is relatively straightforward, as the variables 
an:i$iment balance, weighted average yield, amortization rate, and a 
pro$&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 socia1 loans, consult with Bank 



personilel regarding assumptions, and obtain a more accurate present value 
fbr tfk ,% - loans. 

7 - 

Capital and Accounting Considerations 
Assuming that the Bank has any flexibility as to what kind of asset it might 
receive fiom the Govement 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 Kc 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" fiom 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. 

b@##@bb Transaction 
-if4 6. WG $&+a - bere are many ways in which the Government might be able to 

co&sate the Bank for holding the Social Loans, one structure which 
KPMG believes may be worth pursuing is one which does not invoive 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 bilIion Kc to the Government. The Bank would then retain a 10.8 
bilfib Kc tax credit for the years 1994 - 1997. 
The k t  benefit of this stmcture 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 hture 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 fidy 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 BALWCE OF SOCIAL LOANS 
AMORTIZATION RATE 
ESTIMATED RATE OM SOCIAL LOANS 
REINVESTMENT RATE 
PRESENT VALUE OF FUTURE INTEREST RATE 

LOSSES FOR CSB ON SOCIAL LOANS 

YEAR LOAN INTEREST 
BALANCE LOST 

PV OF LOST 
INTEREST 

30000 MILLION KCJ 
0.075 PER YEAR 
0.027 
0.16 

16289 MILLIONS 
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KONCEPCE REORGANIZACE C E S ~  SPORITELNY 

KPMG 
lo. K ~ T E N  1993 



OBSAH 

A. PROC RESTRUKTURALIZOVAT 
KRITERIA PRO REORGANIZACI 
HLAVN~ ZASADY REORGANIZACE 

B. DOPORUCENA ORGANIZACN~ STRUKTURA 

C. JAK TAT0 STRUKTURA FUNGUJE 

D. JAKE KROKY JE T ~ B A  DALE PODNIKNOUT 



vric~ozf POZICE PRO D O P O R U ~ E N ~  

A. ZNALOST C E S ~  SPORITELNY 
1. SOU~ASNE METODY PROVOZU 
2. VEDEN~ A ZAM~STNANCI 
3. V~SLEDEK JEDNOROCN~HO SLEDOVAN~ 

B. PODM~NKY V CESKE REPUBLICE 
1.  BANKOVN~ ZAKONY I KONKURENCE 
2.  POLITIC^^ SITUACE 
3. EKONOMIKA 

C. VLASTN~ BANKOVN~ ZKUSENOSTI KPMG 
1.  CELOSV~TOVA POSOBNOST 
2. VLASTN~ ZKUSENOST T ~ M U  KPMG V CESKE SPORITELNB 
3. UNIKATNL (NEKONZERVATIVN~) PR~STUP 



PROC RESTRUKTURALIZOVAT? 
V Y H O ~ T  P O ~ A D A V K ~ M  T R ~ N ~  EKONOMIKY 

A. CS JE N Y N ~  UNNERZALN~ BANKOU, NE POUZE SPORITELNOU 

B. NOVA RIZIKA - P ~ E D E J ~ T  NEZDARU BANKY 

D. KONKURENCE 
1. TUZEMSI& BANKY 
2. ZAHRANICN~ BANKY 

E. NOVE PRODUKTY 
1. INVESTICE DO A K C I ~  
2. V E L ~  KOMERCN~ I ~ V G R Y  
3. MEZINARODN~ TRANSAKCE 



STAROSTI S RIZIKEM - PROC BANKY CHYBU JI! 

A. UVEROVE RIZIKO 

B. ~ROKOVE RIZIKO 



ZPOSOBY REORGANIZACE 

A. @RAVA SOUCASNE ORGANIZACE 

B. ZAS A D N ~  ZMENA (CISTY LIST) 

C. P R ~ J B E ~ N A  PREMENA 



KRITERIA PRO REORGANIZACI 

PROFES IONALITA 

ZAMCRENI' NA ZAKAZN~KA 

ODPOV~~DNOST 

MAXIMALN~ RIZIKOVE OCISTCNE VYNOSY PRO VLASTN~KY 

BEZPECNOST BANKOVN~CH VKLADO 

u c ~ o v A ~ t  BANKOVN~HO KAPITALU 

MZEN~ HLAVN~CH R E I K  

OCHRAROVAT A ZLEPSOVAT V ~ S A D N ~  POZICI SPORITELNY 

EFEKTNN~ VEDEN~ I DELE GO VAN^ 

VYVA~ENOST RIZIK 



A. ZAKLADN~ OBCHODN~ SFERY BANKY 

B. ZAKAZN~CI BANKY 

C. PO~ADOVANE PRACOVN~ SCHOPNOSTI 

D. HLAVN~ DETERMINANTY ZISKU 

E. RIZIKA 



DIVIZE VELKOBANKOVNICTV~ 

KL~COVB DOVEDNOSTI 

V E L ~  PODNIKY 
VLADA CESU REPUBLIKY 
MBSTSKES O ~ A D Y  
BANKY 

PROFESIONALN~ ZNALOST FINANCN~ A O V ~ ~ R O V B  PROBLEMATIKY 

SCHOPNOST JEDNAT ZA BANKU S k f ~ f ~ h 4 1  PRACOVN~KY ZE STRANY 
ZAKAZN~ KO 
M U S ~  SLEDOVAT AKTUALN~ STAV TRHU A TECHNIK 

VYSOI& ~ R O K O V $  SAZBY A POPLATKY 

N~ZKI? ZTRATY z POJCEK 

V S ~ L E  DIVIZE VELKOOBANKOVNICTV~ V PRAZE A PODLE POT~EBY V 
HLAVN~CH POBOCKACH v RAMCI CR 



P R J ~ M A N ~  VKLADO 
PO SKY TO VAN^ POJCEK JEDNOTLIVCOM 
P ~ J C K Y  A S L U ~ B Y  DROBNYM PODNIKATEL~~'M 
VZTAHY S M ~ S T N ~  V E ~ E J N O S T ~  

JEDNOTLIVCI 
DROBN~ PODNIKATEL~ 

KL~COVE DOVEDNOSTI: SCHOPNOST EFEKTIVN~~ A P ~ E S N ~  ZVLADNOUT V E L ~  M N O ~ S T V ~  
VKLADOVQCH OPERAC~ 

SCHVALIT A RYCHLE ZPRACOVAT DROBN~? UDOSTI 0 POJCKY 

DOBRB VZTAHY S M ~ S T N ~  VE~EJNOST~/PRODEJ D O B R ~ H O  IMAGE SPORITELNY 
HLAVN~ CINITELE N ~ Z K ~  OROKOV~ SAZBY Z V K L A D ~  
ROZHODUJ~C~ o ZISKU V Y S O K ~  PR~JEM z PQJCEK 

N~ZIU? REZIJN~ NAKLADY 

ZPOCATKU V P R O S T O R ~ H  SOUCASNWH POBOCEK. NOVA STRUKTURA 
U M O ~ N ~  UPLNY FINANCN~ ROZBOR ZISKOVOSTI STAVAJ~CICH A NOVYCH 
POBOCSEK 



DIVIZE TREASURY 

OPTIMALN~ INVESTICE VSECH AKTIV, KTERB NEMAJ~ CHARAKTER POJCEK 
Z ~ S ~ V A N ~  Z D R O J ~  P ~ I  NEJNI~!$~CH NAKLADECH 
R ~ Z E N ~  LIKVIDITY BANKY 
R f i ~ N f  VESKEREHO OBCHODOVANL SE ZRETELEM)NA RIZIKO A SPLATNOST 

VELC~ INVESTO~I 
POJISTOVNY/PENZIJN~ FONDY 
INVESTICN~ FONDY 
BANKY 

KL~COVB DOVEDNOSTI SCHOPNOST OBCHODOVAT 

S KRATKODOBQMI VKLADY 

S OBLIGACEMI A AKCIEMI 

V OBLASTI ZAHRANICN~ MEN 
PRODEJ V H O D N ~ H O  UPSAN~HO PORTFOLIA J I N ~ M  INVESTOR~~M 

V ~ N O S Y  V HODNOTE INVESTIC 
C I S T ~  ZISK z OROKO 
CISTQ ZISK Z OBLASTI ZAHRANICN~CH MEN 

PRAHA 



DIMZE INVESTICN~CH  FOND^‘ l MAKLERI 

ZAKAZN~CI 

KL~COVE DOVEDNOSTI 

HLAVN~ CINITELE 
R O Z H O D U J ~ ~  0 ZISKU 

EFEKTWN~ HOSPODAREN~ S PENEZI INVESTORO 
VYTVAREN~ DOSTATE~NEHO ZISKU Z VLO~ENEHO 
KAPITALU CESKI~SPORITELNY 

INVESTORI - JEDNOTLNCI 

PRODEJ AKCI~  INVESTICN~CH  FOND^ A JINE INVESTICE 
PROVADBN~ DOBRYCH INVESTIC 

R ~ Z E N ~  PORTFOLIA 
RQEN~ PODNIKU 

VELIKOST FONDU VZHLEDEM KE ZVYSEN~ P~I J~MANYCH 
POPLATK~ 

PRAHA A KL~COVB POZICE VE VELKYCH POBOCKACH 



KL~COVE DOVEDNOSTI 

UM~STEN~ 

ZAVEDEN~ OVEROVI~ POLITIKY A R ~ Z E N ~  UV~~ROVEHO PORTFOLIA 
TAK, ABY KONTROLA RIZIK BYLA NA P O ~ A D O V A N ~  UROVNI 

SCHVALOVAN~ ISV~~RO 
S C H V ~ E N ~  KONCENTRACE RIZIK 

VYTVOREM ISCELM P O D P ~ R ~  STRUKTURY ZAHRNUJ~C~ 
ODD EL EN^ ~ V ~ R O V ~ ~  KONTROLY A ODDELEN~ PROBLI~MOVYCH 
POJCEK 

VYNIKAJ~C~ ANALYTICKI? SCHOPNOSTI 
Rfz~Nf PORTFOLIA 

ROZHODOVAC~ SCHOPNOSTI 

ZAT~MCO VEDOUC~ ISVGROVB OBLASTI BUDE V PRAZE, OVEROV~ 
REDITELJ~ BUDOU ROZM~STENI PO HLAVN~CH JEDNOTKACH 
ZABYVAJ~C~CH SE POJCKAMI 



PINANCN~ DIVIZE 

KLEOVB DOVEDNOSTI 

R ~ Z E N ~  RIZIKA v OBLASTI TREASURY 
RIZIKO UROKOV~?CH SAZEB 
RIZIKO LIKVIDITY 

M ~ ~ R E N ~  ZISKOVOSTI 
FINANCN~ V ~ K A Z Y  
KAPITALOVA PRIMERENOST PODP~JRNYCH OPERAC~ 

 STRATEGIC^ PLANOVAN~ 

KAPITALOVB TRHY 
M A N A ~ E R S ~  WETNICTV~ 
BANKOVNICTV~ / PRODUKTY 

PRAHA 



ODPOV~~DNOS~ STANOVIT NORMY PRO CINNOST ZPRACOVAN~ DAT 
ZNALOST VSECK ASPEKT~ AUTOMATIZOVAN~CH OPERAC~ 
SPRAVOVAT A MODERNIZOVAT Z P ~ ~ S O B  ZPRACOVAN~ DAT 
BANKY 

KL~COVB DOVEDNOSTI PRESNE ZPRACOVAN~ TRANSAK~N~CH OPERAC~ PRI N ~ Z K ~ C H  
JEDNOTKOV~CH NAKLADECH 
PROVOZOVAT BANKOVN~ POC~TACOV? SYSTEM TAK, ABY 
Z A D A N ~  INFORMACE BYLY RYCHLE A P I  NIZK'~CH 
JEDNOTKOV~CH NAKLADECH K DISPOZICI ZAKAZN~KOM, 
ZAMESTNANC~M A VEDEN~ 

PRAHA, POBOCKY 



DIVIZE PODP~RNYCH S L U ~ E B  

HLAVN~ 

ODPOVBDNOSTI OBSLUHOVAT VSECHNY OBLASTI BANKY 

LIDS& ZDROJE 
PRAVN~ OTAZKY 
PUBLIC RELATIONS 
JINE S L U ~ B Y  V RAMCI BANKY 

K L ~ ~ O V E  DOVEDNOSTI VY SOCE KVALITN~ PROFESIONALN~ DOVEDNOSTI 

U M ~ S T ~ ~ N ~  PRAHA 



STRUKTURA VEDEN~ V DlVlZl MALOBANKOVNICTV~ 



( pracovnik I pracovnik 

pracovnlk 



A. VYBOR PRO UVEROVOU POLITIKU 

1. GLOBALN~ OVEROVA POLITIKA 
2. KONTROLA BANKOVN~ STRATEGIE P ~ J ~ E K  
3. ANALYZA MAKRA NEB0 KONCENTRACE UVEROVYCH RIZIK 

B. VYBOR PRO MZEN~ AKTW A PASN 

1. R ~ Z E N ~  RIZIKA Z UROKOV~CH SAZEB 
2. RIZIKO SPLATNOSTI 
3. LIKVIDITA 
4. RIZIKO / NAVRATNOST A KAPITALOVA NAVRATNOST 



BODY K PROMYSLENI 
. * 

MNOHO OBLAST~ BUDE S REORGANIZAC~ BOJOVAT, NEBOT Z M ~ N ~  OROVNE 
ODPOV~~DNOST~ NBKTERE DNIZE BUDOU M ~ T  V ~ C E  ~ m f ,  NEKTERE vfi~si M ~ U  
RIZIKA, NEKTERB vGT$~ ZISK. KL~COVA JE VSAK V~KONNOST CELE DIVIZE, NE J E J ~  
VELIKOST AT UZ JE MERENA KTER~~MKOLN UKAZATELEM. 

VESKERE REORGANIZACE PRINASEJ~ PRO ZAM~?STNANCE STRESOVE SITUACE. 
ZAMESTANCI PRUMOU ZMI~NY, JEN POKUD M A J ~  LOGIKU. ZAMBSTNANCOM BY SE 
MELY PREDAVAT PROBB~NE A PRAVDNE INFORMACE, ABY VBDBLI, CO SE V BANCE 
PRAVE DEJE. 

POPISY PRACE A ZODPOV~~DNOSTI SE V MNOHA OBLASTECH Z M ~ N ~ .  POKUD JE TO 
MOZNE, MELI BY STAVAJ~C~ ZAMBSTNANCI DOSTAT SANCI OBSADIT NOVA M~STA. 
PREMENIT REORGANIZACI V POZITIVN~ UDALOST PRO ZAMESTNANCE. 

DOKLADNA PRIPRAVA NA ZASADN~ REORGANIZACI ZNAMENA VELKI? USIL~. M U S ~  
B ~ T  VYPRACOVANY VSECHNY DETAILY. 



BUDOU SE NEJAKA PRACOVN~ M~STA MENIT? 

ANO! 

JAK SE BUDOU M ~ N I T ?  

MNOHO NOVYCH DOVEDNOST~ A FUN KC^ 

NAPR~ KLAD: 
I N V E S T I ~ N ~  BANKOVNICTV~ 
m ~ ~ f  JEDNOTEK MALOBANKOVNICTV~ 
OBCHODN~CI 
F I N A N ~ N ~  ~CETNICTV~ 
VELK~~,POJ&Y 
ANALYTYCI PRO PODNIKOVE INVESTICE 



JAKE KROKY BY MELY BYT DALE UCINENY? 
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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 resnonsibilities 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 occasionaIly. WiIl 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? 



RETAIL DMSION 

Headed by Director of  Retail Services 

Primary Customers: 

- Individuals 

- Small Entrepreneurs 

Primary Areas of Responsibility: 

- Deposit Collection Services 

- Small Loans 

Key Perfortnlnce Indicators: 

- Fully-loaded Cost of Deposits (relative to 
industry benchmarks) 

- Customer Satisfaction 

- Divisional ROE 



Headed by Director of Wholesale Services 

Primary Customers: 

- Corporate Organizations 

- Government Sub-divisions 

Primary Areas of Respo~~sibility: 

- Commercial Lending 

- Investment Banking 

Key Performance Indicators: 

- Divisional ROE 

- Customer Satisfaction 

- Market Share 



TREASURY DIVISION 

Headed by Director of Treasury 

Primary Customers: 

- Financial Division 

- Retail Division 

- Wholesale Division 

Primary Areas of Responsibility: 
- Trading 

- Investments 

Key Perforrn:mce I~~dicators: 

- Divisional ROE 

- Net Interest Margin 



INVESTMENT COMPANY DMSION 

Headed by Director of Investment Companies 

Primary Customers: 

- High Net Worth Individuals 

- Other Brokers 

Pri~nary Areas of Responsibility: 

- Mutual Fund Subsidiaries 

Key Perforniance Indicators: 

. - ROE 
- Portfolio Performance 

- Customer Satisfaction 

- Market Share 



OPERATIONS DIVISION 

Headed by Director of Operations 

Primary Customers: 

- All Other Bank Divisions 

Primary Areas of Responsibility: 
- Automated Data Processing Systems and Data 

Entry (including Unisys) 

- Electronic Transfer 

- Investment/Brokerage/Mutual Fund Operations 

- Property Management/Supplies 

Key Performance Indicators: 

- Cost per Transaction (versus Industry 
Benchmarks) 

- Computer Down-time 

- Error Rates 

- Customer Satisfaction 



Hesded by Director of Credit 

Primary Customers: 

- Wholesale Division 

- Treasury Division 

- Retail Division 

- Financial Division 

Primary Areas of Responsibility: 

- Credit Policies and Procedures 

- . Credit Risk Management 

- Credit Approval 

- Loan Review 

- Problem Loans 

- Loan Loss Reserve 

Key Performmce Indicators: 
- Classified Loans (versus Industry Benchmarks) 
- Overdue Loans (versus Industry Benchmarks) 
- Loan Losses (versus Industry Benchmarks) 
- Internal versus External Credit Classifications 



FINANCIAL DMSION 

Headed by Director of Finance 

Primary Customers: 

- Treasury Division 

- Wholesale Division 

- Retail Division 

- Operations Division 

' - Shareholders . 

Prim:iry Areas of Responsibility: 

- Capital Planning 
- Interest Rate and Liquidity Risk Management 
- Accounting Policies and Generat Ledger 

- Investment Policies and Procedures 
- Internal and External Financial Reporting 

- Tax Planning 

- Economic Analysis 

- Shareholder Relations 

. - ,. .- 
Key Performance Indicators: 

- Capital Adequacy 

- Liquidity Adequacy 

- ROE 

- Net Interest Margin 
- Timeliness and Accuracy of Financial Reports 



He:rded by Internal Auditor 

Responsible for reporting on company-wide compliance to corporate policies and 
procedures to Board of Directors 



Personnel Department 

Legal Department 

Public Relations 

Marketing 



Chairman 

Board of Directors s 
Intenwt Audit 
Drparlmml i 

Division Division Division Division Division Division Division 
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Why do cornnanies reor~anize? 

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 
segmehts to growing market segments. 

Cause 3) usually involves redistributing existing activities in a more 
rational manner than they have evolved with growth. 



Why reor~anize the Czech Savin~s 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 reorpanize the Czech Savines 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 
accountabIe 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. 



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 

- CrediVDebit Cards 

- Retail Marketing 



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 



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 



Headed by Director of Investment Companies 

Responsible for nlallngement of investment company subsidiaries 

Primmy areas of responsibility: 

- Mutual Fund Marketing 

- Mutual Fund Investment Analysis 

- Mutual Fund Portfolio Management 

- Mutual Fund CompIiance 



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 



Personnel Department 

Legal Department 

Public Relations 



Headed by Director of Credit 

Responsible for all credit risk 

Primary areas of responsibility: 

- Credit Policies and Procedures 

- Credit Risk Management 

- Credit Approval 

- ~ o a n '  Review 

- Problem Loans 

- Loan Loss Reserve 



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 



Headed by Internal Auditor 

Responsible for reporting on company-wide compliance to corporate policies and 
procedures to Board of Directors 
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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 
privatilrll3Aon 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 



Bank; 

(2)  Reviews of financial and operating information provided 
by the Bank; and 

(3 )  Site visits to District, Regional and i ranch 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: 

- Organization - Staffing - Systems and Procedures - Workload - Conclusions 

This information represents the baseline from which the 
technical 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 lending, 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 Headquarters 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 

Individual 
Loans 

Social 
Loans 

Business 
Loans 

TOTAL 

LoanjDepos 
it to 
Banks 

Other 
Assets 

Total 
Assets 

KCS 1 US$ I Percent of 
Millions I Millions I Total 

Kcs 6,242 3% 

Percent 

Annual 
Growth 

Source: Czech State Savings Bank Annual Report for 1991 and 
information provided by Bank management. 

Average loan size Kcs 3,470 $ 122 
of individual 
loans 

Average loan size 1 . Kcs 884,000 1 $ 3lr0O0 
of business loans I I 

I 

Number of loans to 1,612,000 
individyals 

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 pegions run independent credit approval 
operationswithintheirrespectivedelegated 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. 

B . Conclusions : 

The current overall structure is both ineffective and 
inefficient. The credit process is understaffed (egg. 
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 levels 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 

1 1  Staffing - 

A. Findings 

1. Number of Staff 

management process will be required. 

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. 

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 Bankfs loan portfolio was in low denominated 
so-called "Social Loanst8, repayment for which was 
automatically deducted from the borrower's paycheck 



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 level 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 s.tate ownership of the means of 
production; individual credit risk did not exist 
and thus analytical skills were not required. 

B. Conclusions 

Staffing is inadequate 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 
recognizesthere 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. 

111. 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 



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 level is self-contained. Past due 
interest can be rolled-over into a "restructured loant' 
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 levels 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 is, 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. 

B . 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 



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 Problem 
Loan Workout Department. It is also recommended that a 
Credit policies and Procedures Department be created. 

IV. 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. 

B. Conclusions 

A realignment of workloads is required, along with the 
recruitment of additional, skilled credit officers. 

V. 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. 

B. 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 alonew 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. 



INVESTMENT FUND OPERATIONS 

Overview: 

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 this time, the entire financial sector was operating in a 
vacuum. There was: 

1. No stock exchange or stock exchange rules; 

2. No Investment Company Act; 

3. No Securities Laws or clearly defined regulatory 
commission; 

4. No Banking Regulations, Commercial Codes and Accounting 
Rules; 

5. Paralysis by the major financial institutions and 
governmental ministries over the political situation of 
Czechoslovakia; and 

6 .  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. Interviews with CSB management in all areas of securities 
trading and processing; 

2. Interviews with management of the State Bank, Finance 
Ministries, and Stock Exchange; and 

3. 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. 



I. 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. 

B. 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. 

11. 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 Xanagement and 
Analysts - 15 staff members 

- Investment Fund and Capital Markets Operations - 12 staff members 
- Systems and Programming - 3 staff members 



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. 

B. 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 old regime. With the start of capital 
markets trading, the Bank could be in a position of great 
financial risk as staff members with little 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 

A. 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. 



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. 

B. 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 



funds and CSBfs own account; 

IV. 

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, 

Workload 

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, 

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. 

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 



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 bow to analyze the large 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. 

V. 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 



(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. 



FINANCIAL MANAGEMENT AND CONTROLS 

Overview: 

KPMG8s initial evaluation of the CSBfs 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 ~zechoslovakia. 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 



are responsible for their own parts of the general 
ledger. 

3. There also does not exist an asset/liability 
management department. Interest rate and liquidity 
risk are neither reported on nor managed. 

4.  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 them. 

5. Bank Veg~lations~~ (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. 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. 

2. Without an assetlliability management function, the 
Bank cannot assess or manage its interest rate and 
liquidity risk. 

3, The Bank's organizational structure limits its 
ability to determine the profitability of products 
and services and to ascertain the effectiveness of 
management, 

11. Staffing 

A. Findings 

1. The Bank has had a difficult time hiring and 
nurturing qualified staff. Salary levels at the 
CSSB are somewhat lower 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, 



2. The financial analysis and reporting experience 
levels of the Bank's personnel reflect its history. 
Before the revolution, when the Bankg 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 become 
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 
system. 

6. Managers do attend western-sponsored training 
seminars on an ad hoc basis, but there is no 
systematic training in financial management. 

B . 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. 

111. Systems and Procedures 

A. Findings 



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 
system. 

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 another. 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 levels 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 



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, Pike financial 
management software, are not included in the 
original contract. 

B. 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. 

2. ~ccountability needs to be introduced into the 
Bankts management system. Certain areas are able 
to invest large amounts of the Bankts funds, 
without automatically sending up red flags on 
cyclical reports. 

3. 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. 

IV. Workload 

A. 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. 

B . 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 



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. 



FOREIGN EXCHANGE AND FOREIGN PAYMENTS 

Overview: 

The Foreign Payments Department of the Czech Savings Bank is 
actually composed of several functionally separate azeas. 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. In 
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 Bankf 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 



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. 

B. 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 learn rather than make an immediate 
prof it. 

Staffing 

A. 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 



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. 

B. 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 low 
customer demand. None the less, the Czech State Savings 
Bank feels that training is important and should be 
arranged latter in the year. 

111. 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 



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. 

IV. 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. 

V. 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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Bank Analysis Roundtable 
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PODNIKY PRODAVAJI ZBOZI A DOSTAVAJI 
ZA NE ZAPLACENO. 

BANKA PRODAVA UZIT~ PENEZ A MUS~ 
DOSTAT P E N ~ E  ZPATKY. 

OPM 



HOTOVOST 
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4. MIS - MATCH (NESHODA) 
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Bank Analysis Roundtable Part I1 I 
Bank Capital Management 



R ~ Z E N ~  BANKY V SOULADU 

S OPATREN~M PRO KAPITALOVOU 



OBSAH 

II. KALKULACE 

111. R ~ Z E N ~  AKTlV PODLE "OPATREN~ 0 
KAPITALOVE PRIMERENOSTI BANK" 



BANKY BYLY HISTORICKY REGULOVANY POMOC~ 
UKAZATEL~ "LEVERAGE" 

PASMA (DEPOZITA) 



JAPONSKO 

GBy U.S.A., NEMECKO 

UKAZATEL LEVERAGE 



VYSOKA UROVEN "LEVERAGE" UMOZ~~OVALA 
BANKAM, ABY DOSAHOVALY VYSOKE VYNOSNOSTI 
Z KAPITALU ~ f i 1  NIZKEM ZISKOVEM ROZPETI MEZI 
ZDRO JI FINANCOVANI 

LEVERAGE 
(PAS~VAIKAPITAL) 
VYNOSNOST Z AKTlV 
(ZISKIAKTIVA) 
VYNOSNOST z KAPITALU 
(ZISKIKAPITAL) 



BANKY ZAMERILY POZORNOST NA ~PODROZVAHOVE 
PRODUKTY" JAKO NAPR. ZARUKY A DEVIZOVE TERM~NOVANE 
OBCHODY, PROTOZE SE TYTO PRODUKTY NEZAHRNOVALY DO 

KALKULACE UROVNE "LEVERAGE". 

REAKCE ZE STRANY BANKOVN~HO DOHLEDU A ZAKONO: 

- ZAJISTEN~ STEJN~CH PRAVIDEL HRY 

- JE ZAPOTREB~ URCITA ~ ~ R O V E N  KAPITALU ODPOV~DAJ~C~ 
VSEM T Y P ~ M  RlZlKA VCETNE RlZlKA PLYNOUC~HO Z 
PODROZVAHOVYCH PRODUKTO 



OPATREN~ 0 KAPITALOVE PRIMERENOSTI BANK 

KAPITAL MUS~ DOSAHOVAT VYSE ALESPON 8% 
DEFINOVANEHO RlZlKA 

V CESKOSLOVENSKU CSB VYZADUJE, ABY UROVEI;;~ 
8% BYLA DOSA~ENA KE DNI 31.12.1996 A UROVEN 
6,25% KE DNI 31 .I 2.1993. DALE NEN/ POVOLENO 

SN@EN~ KAPITALU PRED DOSAZEN~M POZADOVANE 
8% UROVNE. 



KALKULACE KAPITALOVE PRIMERENOSTI JE . 

PROCESEM 0 4 FAZ~CH 

3. RIZIKOVE VAZENA AKTIVA 

4. KALKULACE PODLE VZORCE PRO KAPITALOVOU 
PRIMERENOST 



. 4 

FAZE C.1- KALKULACE KAPITALU 

VLASTN~ KAPITAL: 
AKCIOV~ KAPITAL 
ZAKONN~ REZERVY 

MINUS: V E L K ~  INVESTICE V JIN~CH BANKACH 
MINUS: ZTRATY 
MINUS: GOODWILL 

(MAX. 1,25% Z RIUKOVE VA~ENQCH AKTIV) 
PODR~ZEN? DLUH 

(MAX. 50% VLASTN~HO KAPITALU) 

KAPITAL CELKEM (VLASTN( + DODATKOVQ) 



FAKTOR HODNOTA 
 POLO^ KA ZOSTATEK KONVERZE EKVIVALENTU 

PLATEBN~ ZARUKY loo  .5 so 
DOKUMENTARN~ loo .2 20 

AKREDITIVY 
DEVIZOVY KONTRAKT 3 100 0.08 8 
ROKY (FORWARD) 

. SMLOUVY 0 ZPETNEM - 100 - 1 .OO - 100 
NAKUPU 

CELKEM 400 1 78 



FAZE c.3 - RIZIKOVE VAZENA AKTIVA 

HOTOVOST 
POHLEDAVKY ZA VLADOU 

CR 
POHLEDAVKY ZA BANKAMI 

POJCKY ZAJISTENE 
NEMOVITOSTMI 
JINE POJCKY 
JINA AKTlVA 

Z~STATEK RIZIKOVA HODNOTA 
VAHA AKTlVA 

100 I, .o 0 
100 .O 0 

CELKEM 600 270 



FAZE C.4 - KALKULACE PODLE VZORCE PRO 
KAPITALOVOU PRIMERENOST 

VLASTN~ KAPITAL + DODATKOVQ KAPITAL 39 
11111111-11.1~11~~l i . I~~~~~~~-~~~~l i -~ . I~~~1)111- .1m1 = 8.55% 
HODNOTA EKVIV. AKTlV + RIZVAZENA AKTIVA 270 + 178 



POROVNAVA ROZNE TYPY AKTlV KE KAPITALU. 

RlZlKO ZTRATY SE OBVYKLE NEZVAZUJE. 

POZNAMKA: RlZlKO ZTRATY JE PRAVD~PODOBNOST, ZE N ~ J A K ~  AKTIVUM 
NEBUDE PLNE INKASOVANO V O K A M ~  IKU JEHO SPLATNOSTI. 



, i 

-, -.+ 

REAGOVALY NA OPATREN~ T Y K A J ~ ~  SE 
KAPITALOVE PRIMERENOSTI 

1. INVESTOVALY DO AKTlV S NEJVYSS~M RlZlKEM NAVRATNOSTI. 
VQNOSY NEBYLY RIZIKOV& OCISTCNC 
VYTVO~ENO PR~LIS RIZIKA, C O ~  JE PRO MNOHO BANK 
HLAVN~M PROBLEMEM 

2. JELIKO~ BY1 NAROST AKTlV Z KRATKODOBEHO HLEDISKA 
OMEZEN, INVESTOVALY DO AKTlV S VYSS/M RlZlKEM S C/LEM 
DOSAZEN~ V Y S S ~ H  HRUBYCH VYNOSO. 

3. VYVINULY ROZSAHLY SEKUNDARN~ TRH ZA WELEM NAKUPO A 
PRODEJ~ P~JCEK S C~LEM MAXIMALIZACE NAVRATNOSTI. 

PRODEJE POJCEK 
PREMENA POJCEK v CENNE PAP~RY 



- .  
NAKL. C1sl-f . RIZIKOVE  ADA AN^ V!?NOS 

DRUH UROKOVA NA UROKOVS RIZIK. UPRAVEN KAPITAL Z 
AKTlVA KC SAZBA ZDROJE V~NOS VAHA , (8%) KAPITALU 



1. VYVINOUT PROCES SLEDOVAN~ KAPITALOV~ 
VYNOSNOSTI Z R~ZNYCH TYPO AKTIV. 

-. 

2. NALEZT ZPOSOBY, JAK R~DIT STRUKTURU ROZVAHY 
PROSTREDNICTV~M PRODEJO A NAKUPO POJCEK. 

3. NEMYSLETE SI, ZE OPATREN~ PRO KAPITALOVOU 
PRIMERENOST MER~ SKUTECN~ RlZlKO NESPLACEN~ 
POJCKY. 
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Dividend Policy 



TO: MR. ECLAPAL 
FROM : CARLETON HASWELL, KPMG 
DATE : 18 JAN. 1993 
RE: " DIVIDEND POLICY 

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 

BEST TO LOOK AT THE PROBLEM FROM THREE SIDES: 

THE INVESTOR 
THE MARKET PLACE 
THE CORPORATION 

WHAT 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 MARXET VALUE OF EACH 
SHARE WILL DROP THE SAME AMOUNT OF THE DIVIDEND. 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. 

STOCK VALUE 
BEFORE DIVIDEND 

MARKET VALUE/SHARE 100 
DIVIDEND - - 
SHAREHOLDER VALUE 100 

AFTER TAX RETURNS: 

SHARE VALUE 100 
DIVIDEND - 
LESS TAXES - - 
SHAREHOLDER VALUE 100 

VALUE AFTER 
DIVIDEND 

VALUE AFTER 
DIVIDEND 



IS THE SHAREHOLDER BETTER OFF WITH A DIVIDEND? 

AN INVESTOR'S RETURN IS BASED ON THE SUM OF: 

DIVIDENDS + CHANGES IN MARKET VALUE 

COMPANY A COMPANY B 

MARKET PRICEISHARE 1/1/92 
MARKET PRICEISHARE 31/12/92 
% INCREASE PER SHARE 

DIVIDEND PER SHARE 
INCOME TAX PAID 
TOTAL VALUE OF HOLDINGS 

TOTAL RETURN 

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 JWT 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 
EARNINGS PER SHARE GROW BY SAY 20% PER YEAR, THE STOCK PRICE SHOULD 
IN~R~#&:-P~ZOPORTIONALLY. 4p : 

,.g$gL; - ' %$p 
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 SMAU 
DIVIDEND YET THESE SHARES SELL AT MUCH HIGHER PRICES RELATIVE TO 
EARNINGS PER SHARE THAN FIRMS THAT PAY LARGE DIVIDENDS. THIS IS 
BECAUS~~GROWTH COMPANIES HAVE A VERY HIGH RETURN ON CAPITAL. 
MATURE >%'IRMS THAT ARE NOT GROWING QUICKLY TEND TO PAY HIGH 
DIVIDENDS AS EARNINGS ON CAPITAL ARE LOW AND THEY DON'T MEED 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 3 RETURN ON CAPITAL. 

DIVIDEND AMOUNT 1.20 KCS 
DIVIDEND YIELD = = 8.0% 

SHARE PRICE 15.00 KCS 

THE DIOZDEND YIELD CAN'T BE COMPUTED. THEREFORE AT m I s  TIME, THE 
DIVIDEND RETURN CAN'T BE COMPARED TO OTHER INVESTMENTS. 



JSSUES 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 IS 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 
$4 DOES CSB WANT TO BE INDEPENDENT OR CONSISTENT WITH OTHER 



4) ARE OTHER OPTIONS TO PAYING A STRAIGHT CASH DIVIDEND. 
IF IT Z&iDECIDED TO PAY A DIVIDEND, CSB COULD CONSIDER: 

n%s L 
?A*."- 

EHOLgER REINVESTMENT PTAN - 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. 

JSSUE SUBORDINATED BONDS IN PLACE OF DIVIDENDS - 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. 

JSSUE 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 SHARMOLDER 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 DECLAR1NG.A DIVIDEND. 

KI?MG WILL BE GLAD TO HELP WITH SPECIFICS ABOUT THE FUTURE DIVIDEND 
POLICY. HOWEVER, TO DO MORE DETAILED CALCULATIONS, WE WILL NEED 
MORE  TION ON THAN CURRENTLY AVAILABLE ABOUT CSB'S CAPITAL PLAN 
AND N#@ UNDERSTAND CSB' S PHILOSOPHY ON DIVIDENDS. *;-g;;:: 

*&'" , 
2 - 
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Major Concepts for Credit Analysis 





1. KVALITA UVERU JE DULEZITEJS~ NEZ 
VY UZIT~ NOVYCH PR~LEZITOST~. 

2. KAZDA POJCKA BY MELA ~h DVE 
VARIANTY SPLACEN~, KTERE NEJSOU 
NAVZAJEM PROPOJENE A EXISTUJ~ PRI 
POSKYTNUT/ UVERU. 

3. CHARAKTER DLUZN~KA MUS~ BYT BEZ 
POCHYBNOST~, POKUD SE TYCE VEDEN/. 



3 : Lt, 
I r l i ,  

NERO~UM~S-LI OBCHODU, NEPUJCUJ. 

5. JE TO VASE ROZHODNUT~ A VY MUS~TE 
~h DOBRY POCIT. ODPOVEDNOST! 

6. UCEL KA~DEHO OVERU BY MEL 
OBSAHOVAT ZAKLADNU PRO JEHO 
SPLACEN~. 



MATE-LI VSECHNA FAKTA, 
NEPOTREBUJETE BYT GENIUS, ABYSTE 
SE MOHL ROZHODNOU SPRAVNE. - 
PTEJTE SE. 

8.. OBCHODN~ CYKLUS JE NEPREV~DATELNY. 

9. PRO DOBROU INVESTICI JE DULEZITE 
OHODNOCEN~ PODNIKOVEHO VEDENL 



11. JE-LI PRIJATA ZASTAVA, MUS~ BYT 
Z~SKANO JEJ~  FINANCN~ A TRZN~ OCENEN~. 

NEPREHL~ZEJTE DETAILY, UVEROVA 
ADMlNlSTRATlVA ZKAZ~ I JINAK DOBRE 
VYPADAJ~C~ UVER. 



- 

PAK JE TO "NE". 

BANKY. 

15. KDYZ POSKYTUJEME UVER, PTEJME SE, 
"POJCIL BYCH SVE VLASTN~ PEN~E?".  



17. TINSTAAFL 

18. .. - .  
TECHOLOGIE NEMOZE NAHRADIT 
OBYCEJNY POCIT. 



19. TRH NOVUJE CENY. 

20. GARBAGE IN, GARBAGE OUT. 



,,%$ $. 

22. NEPRECENUJTE SVOJI DULEZITOST. 

23. PEN~ZE JSOU VSECHNO. 

24. VSE S HUMOREM A HODNE ZABAVY!!!! 

26. KVETNA 1993 
CmR. HASWELL 
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Corporate Consolidation 



STRUKTURA SPOLECNOSTI 
" 

MATERSKA 



CGR 

Illd 

-b I. 

THOMSON-CSF 
. INTERNATIMIM SEMICONDUCTEUR 

C l A l A l  14 I11 1W I 

KOMI UND STERZEL 
I R I A I  

C A A l U  1 W D M O O M  1 cGR 
IS ' - . . ?C ..,.,.. u. 

' ANSWARE ;. ti' - 

I THOMSOH-CSF 
BROADCAST INC. 

IW I 
THOMSON-CSF 
BAUELEMENTE 

GmbH 
CAPIUI  1 SalRYIOU . ........... 

.-: .... 
, GENERAL 
i EQUIPMENT 
i. MEDICAL FRANCE k 

t! 
CAPIIAL I W O m U f  ) J . .-- ...... . . . . .  ..,,-...L-.:*::+ 

CGR ESPAGNE 

C l R l A l  254 I M W D R S f  lAS 

ARGENTINA SA.C.1. 
CAPIIAL 12 500 WO OM P i s 0  



Triby 
tisty zisk 
Dividendy 

Firma A vlastni 40% firmy 2. Cena pofizeni t&o tiEasti byla 100. 
Jak mdie firma A vykiizat svtij pododn na zisku firmy Z ? 

1. V cen6 poiizeni 
2. Metoda vlastniho jm6ni 
3. Konsolidace 



KONSOLIDACE 

A + B - vnitropodnikove transakce = konsolidovang vjikaz 



C l s f i  ZlSK 

1990 - 1991 1 992 

podnik A 100 100 100 

podnik B 100 100 100 

Podnik A kupuje 100 procent podniku B 30. Eervna 1991 a konsoliduje podnik B k tornuto datu. Pii 
ukazovtinl vqvoje Elst6ho zisku podnlku A budou vgkazy vypadat nAsledovnli: 

podnik A 

podnlk I3 



KONSOLIDACE 

podnikA podnikB celkem A+B zruSeni konsolidovanS ~odnik A *  

b62n8 aktiva 100 50 1 50 1 50 

fixnl aktiva 100 50 1 50 1 50 

investice podniku A 
do podniku B - 50 - - 50 mu - 0 

celkova aktlva 250 100 350 (50) 300 

vlastnl )mi - 100 - 50 - 1 90 (sQ) - 100 



Jeslib podnik A vlastni pouze East podniku B, pouiiva se pli 
konsolidaci podniku A s podnikem B speciiilni u h t  nazvany 

' menSinovj7 podil. 



b6f n8 aktiva 

fixnl aktiva 

investice podniku A 
do podniku B 90% 

celkova aktiva 

paslva 

menSinovf podll 

vlastnl jmhl  

celkem 

KONSOLIDACE 
~ + 4 YL 

p d n i k ' ~  podnik B celkem A+B 



PARENT COMPANY AND SUBSIDIARIES AND AFFILIATES 
AS OF 19- 

UNC~NSOLIDATED~ C O N S O L I D A T E D  

I I SUBSIDIARY A 
k s r b  $ 

I 
Li~bilitits $ 

CARRIED P A R E N T  C O M P A N Y  
krsrls $ 
LiabiliUts $ 
N d  Worlh $ 

N. W. $ 1 I 
I 

I 

I 
I lo?" 90% 

Common sq% 

Liabilities 
Preferred Slock $ 

I 
I Comm. Net Worlh $ 

- - J I A  
I I 
I Assets. $ I - :!-..----I ! Liab~l~t~es $ 

AFFILIATE f I I 
Net WNI~ $ 

n $ I I 
L. s I 
N. W. $ 

I 
d I SUBSIDIARY O SUBSIDIARY H 

I 
I 

Liabilities S 
I I titt Worth S Ntl  Worth $ 

s - Total unconsofidaltd rlliliated inwcltmtntr In consolidated balance sheet 

MINORITY INTEREST 

% Capital Surplus Tolaf 
I I 
t 

I 
I I 



CviPeni na problcmatiku konsoiidovanjch vjkozii 

1. Podnik A proddvd jednu knihu podniku B za 100 na iivtr splatny za 1 rok. 
2. Podnik B proddvd jinou knihu podniku A za 100 na iiv& splatny za 1 rok. 
3. Podnik B proddvd podniku C jinou knihu za 10 a platba je v hotovosti. 

PoznWa:  na kddou knihu byly vynaloZeny vfiobnf nslklady ve vj%i 1. 

Jedinjkn aktivem, her6 vlastnil podnik A na zaEdtku obdobi byla 1 kniha a to byla 
tak6 hodnota jeho vlastniho jmtni. 

Jedinjh aktivem, kerb vlastnil podnik B na zacdtku obdobi byly 2 knihy a to byla 
tak6 hodnota jeho vlastnfho jmgni. 

Podniky A a B jsou vlastn&ny jednou fimou. Majitel t6to f m y  chce mit 
vypracovanou v)isledovku i rozvahu pro podnik A i podnik B jednak oddGlen6 pro 
kddy  z nich, jednak konsolidovant pro oba podniky. Jedinjkn aktivem tdto f m y ,  
herd oba podniky vlastni, jsou akcie podnilcti A a B, her6 maji stejnou hodnotu jako 
je hodnota v5Se uveden6ho vlastniho jmtni u obou podnkl na poEdtku obdobi. 
VZechny podnrky dfvaji  metodu FIFO pro ocentnf zbob. 



Konsolidovane *kazy 

Podnik A 

Pen ize 
Zasoby 
- -- 

Aktiva celkem 

KoneEn y 
stav 

0 
100 
100 
200 

100 
99 
1 

200 
100 

1 

99 

Pen k e  
Zasoby 
Pohledavky 
Aktiva celkem 

Zavazky 
Nerozdglenf zisk 
J m h i  
Pasiva celkem 
Tr2by 
Naklady na prod. 
zboSi 
Zisk 

Z&v* 
Nerozd9feng zisk 
JrnGni 
Pasiva celkem 
Tr2by 
Naklady na prod. 
zbo2i 
Zisk 

Podnik B 

PoCatehi 
stav 

0 
1 

1 

0 

1 
1 

stav I 
KoneCnf 

stav 
10 
100 
100 
21 0 

100 
108 
2 

21 0 
110 
-2 

108 

1. 

-1 
+I 00 
+99 

+I00 
-1 

+99 

2. 

+I00 

+I00 

+I 00 

+I00 

3. 



Konsolidovan6 vjl kazy 

Stav na konci roku Celkem 
podnik A podnik B 

Penize 0 10 10 
Zdsoby 100 100 200 

Aktiva celkem 200 21 0 410 

ZAvazky 100 
Nerozddenq zisk 99 
~ m & n l  1 

Celkem Konso- 
lidovdno 

10 
2 

0 
12 

0 
9 
3 

Pasiva celkem 

Tdby 
Ndklady na prod. 
zbof i 
Zisk 
opravy celkem 

200 

100 
1 

99 

21 0 

110 
2 

108 

41 0 

210 
3 

207 

A-100 
A+1 

-199 -199 -398 

12 

10 
1 

9 
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Management of a Public Company 



.hi ROBERTO C. GOIZUETA 

- *s--+ +%#? ."$- 

EDA - SPOLECNOST COCA-COLA 
. - 

PLAT 
BONUS 
DLOUHODOBY BONUS 
H M O T ~  ZAINTERESOVANOSTI 
OSTATN~ 
CELKEM 

POCET VLASTMNYCH P O D ~ L ~  COCA-COLY 36.533.385 
TRZM HODNOTA $ 1.529.83 1.900 



. .. 
Please mark your : 

', X ' 

voles as In this 
: example. 

This proxy when properly executed will be voted in the manner directed herein. If no direction is made, this 
woxy 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. 
FOR WlTllHELD . . ... FOR AGAINST ABSTAll 

1. Eleclion of 
'"' " 'I 2.  cation of the appointment . t 

Directon of Ernst & Young as 
(see reverse) i ' .  

Independent Auditors. ! : r ! 
I '  

I 
. . i . I 

For, except vote wilhi;&dirom the following nominee@): 

Do you plan to attend 
the Annual Meeting? 

- . . . . , . 

I 
? ; i I 

! i . .. .: ' . . .. J 

Yes No 

Please sign exactly as name appears hereon. Joint owners should each sign. When 
signing as attorney. executor. administrator, trustee or guardian, please give lull 
tille as such. 

SIGNATURE(S) DATE 
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Collateral Roundtable 



"AKTIVUM ZASTAVENE VERITELI DO DOBY, DOKUD NEN/ 
UVER SPLACEN. JESTLIZE DLUZN~K UVER NESPLAT~, 

VERITEL MA PRAVO ZASTAVU ZADRZET A PRODAT JI, ABY 
BYL UVER SPLACEN." 



NEZLEPSUJE PODNIKOVY CASH FLOW. 

a NEZVYSUJE SCHOPNOST PODNIKU UVER 
SPLATIT. 



A. URCIT JEJ~  PENEZN~ HODNOTU. 

B. URCIT JAK JI Z/SKAT, ABY 

c. ZABEZPECIT VASE PRAVA. 

D.. UDRZOVAT JEJ~  HODNOTU 

MOHLA BYT PRODANA. 



OCENOVAC~ TERM~NY A POJMY 

1. T R ~ N ~  HODNOTA - CENA, KTEROU M~ZETE ZA URCITE AKTIVUM SKUTECNE 

II. POTENCIONALN~ KUPEC A POTENCIONALN~ PRODEJCE 

111. CASOVY RAMEC PRO NALEZEN/ POTENCIONALN~HO KUPCE 

IV. VOLNY A PRAZDNQ MAJETEK 

V. REGISTRACE - PODNIKNOUT PRAVNI KROKY, REGISTROVAT A DAT "SV~TU 
VEDET', f E MATE NA MAJETEK LEGALN~ NAROK 

VI. VYNOS Z PRODEJE AKTIVA 

VII. PR~JEM AKTIVA 

VIII. PRODEJ AKTIVA 



METODY OCENEN/ ZASTAVY 

NAKLADOVA 
,a' 

KOMPARATIVN~ 

CESKA METODA 



A. POUZ~VA SE PRO UCELY POZARNIHO POJISTENI 

B. NESOUVISI S TRZN~ HODNOTOU 

2. PORIZOVAC~ NAKLADY (CENA PLACENA PRI NABYT~ MAJETKU, 
POPLATKY, NAKLADY NA 
REKONSTRUKCI) 

A. NEKDY VHODNE PRO NEDAVNO NABYTY MAJETEK NEB0 MALO 
UZ~VANY MAJETEK KOUPENY PRED MNOHA LETY 

B. KDO MOZE R~CI, ZDA-LI PREDCHOZ~ KUPEC NEZAPLATIL VICE 
NEZ MEL? 



I .  DOBRA METODA PRO PRODEJE NEMOVITOST/ PODOBNYCH 
VLASTNOST~. NORMALNE POU~~VANE PRO PRODEJ DOMO. 

2. PROBL~MEM JE NAJ~T PODOBNY MAJETEK 

- C. CESKA METODA - ZAKON # 393 STANOVI, ZE "TRZNP CENA 
NEMOVlTOSTl BUDE STANOVENA S OHLEDEM 
NA TECHNICKE OCENEN~ URCENE 
MINISTERSTVEM FINANC~ 

NUTNA PRI ~ADOSTI 0 OVER 

NEMA NIC SPOLECNEHO S T R ~ N ~  HODNOTOU 

UZ~VANA PRI DAKJOVYCH ODHADECH 



TOT0 JE NEJOBVYKLEJ~/ METODA UZ/VANA PRO OBCHODN/ MAJETEK JAKO 
 sou KANCELARSKE BUDOVY. 

1. ZALO~ENA NA PREDSTAVE, f E INVESTOR BUDE KUPOVAT BUDOVU 
K V ~ L I  ZISKU. PROTO BUDE ODHADNUT CASH FLOW PLYNOUC/ Z 
BUDOVY. ABY SE Z/SKALA SOUCASNA HODNOTA, BUDOUC/ CASH 
FLOW MUS/ B ~ T  DISKONTOVAN. 

2. POTE BY INVESTOR POROVNAVAL HODNOTU INVESTICE S OSTATN/MI 
INVESTICEMI, ABY URCIL, CO MA KOUPIT. 



NAJEM 
OSTATN~ POPLATKY 

ELEKTRINA 
MZDY 
DANE z NEMOVITOST~ 

-. OPRAVY A UDRZ OVANI 
ATD. 
ATD. 

CISTS ZISK 

SOUCASNA HODNOTA CIST~~HO ZlSKU 
SOUCASNA HODNOTA CIST~HO PRODEJE MAJETKU 

ZAKLADN~ MODEL 

HODNOTA MAJETKU PRO INVESTORA 

+I' , ,. 
!T 

ROKY ', 3. 

1993 - 1994 - XXXX - . :.. ~. 



KDYZ OCENUJETE MAJETEK. 

MUSITE! 

2. OTESTOVAT PREDPOKLADY 

3. VIDET, V JAKEM BODE ZACNE HODNOTA KLESAT 
POD POZADOVANOU HODNOTU 



PRAVIDLO: NEDOMN~VEJTE SE, ZE SE BUDE PRIJEM 
CASEM ZVYSOVAT. 

OCENUJTE MAJETEK V SOUCASNYCH SAZBACH 

MELI BYSTE ZNAT OCENOVATELE A POUZITE 
PREDPOKLADY 

VYTVORTE SI OCENOVAC~ MODEL 
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Corporate Performance Ratios 



Pom8rne ukazatele 

1. Porovnavani podnikfi rdzne velikosti 

2. Srovnavani podniklf 

3. Analyza sm6ru vyvoje 

4. Davani pHsluSnych poloiek do vzajemneho vztahu 

5. Analyza konkurence 

6. Absolutni hodnoty 

7. Specialni ukazatele 



Ktery ukazatel je nejvyznamn5jSi ? 



Porovnavani podniko rozne velikosti 

Trlby 
Provozni zisk 

Velky Maly 
podnik podnik 
10 461 298 
4 237 137 

Provozni zisk 

Trlby . 



B62ny ukazatel 

Srovnavani podnikb 

Podnik 

Cisty, zisk 

Hmotne Eiste jmgni 



Cisty zisk 
6.4% 6.1% 5.7% 

. 
Zakladni prostredky 



Davani piTslu5nych poloiek do vzajemneho vztahu 

Ukazatel rentability 

Ukazatel "leverage" 

Ukazatel likvidity 

Ukazatel vykonb 

Cistii zisk 
Triby 

Celkove ziivazky 
Hmotne Eiste jmgni 

BMna aktiva 
B8ina pasiva 

Cistq zisk 
Hmotne Eiste jm6ni 



;6 % 
A**- 
.%&% 

Analyza konkurence 

- podil na trhu 

- prodejni naklady 
- 



Penize 
Pohledavky 
Zaso by 
BHna aktiva 
Zakladni prostkdky 
Ostatni 
Aktiva celkem 

Podnik 



Specialni ukazatele 

Ukazatel vyuiiti Obsazene pokoje 82% 
hotelove kapacity Celkovy poCet pokojd 

Ukazatel vyuiiti PoCet cestujicich 76% 
kapacity letadla 

- .  

Celkovy poCet mist 

Ukazatel vyuf iti Triby 4.67 KCs /m2 
prodejni plochy Prodejni plocha 

Vyuiiti ropneho PoEet dnb vyuiiti v roce 38.9 % 
tgiebniho zafizeni Celkovy poCet dnd v roce 



Exhibit 6-25 

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 ("Reportg1) . 

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.0. 

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 DEPARTMENlP 

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. 

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. An 
accounting solution can be found to this problem. 

Messrs. Krislo and Zamon agreed to work together with Ms. 
2. 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 Ledgerw 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. 



4 .  Messrs. Krislo and Zamon w i l l  coordinate w i t h  Ms. 
Vyskacilova to draft  a standazd counter-indemnity form 
for the issuance aF documentary credits, 

5 .  s~tablishing a conputeriaecl reporting capability f er 
reparting documentary credits outstanding to Assets and 
Liabilities is perceived as t o o  complex at this tima. On 
the other hand, Zamon and Krislo are to discuss the  TXS 
concepts w i t h  the Division coordinater, Mrs. Ruzickova. 

1. Establishing a Nastra aecbunt subsidiary ledger 
accounting system ie very d i f i i c u l t  because af the number 
of branches. Beginning June 1, 1993 there will Be an 
Octagon ~roject that may halp bring this problem under 
control. It is hope8 that this project will bring several 
difficult accaunting and reporting area under control. 

,m. 2 .  Mr. Horyna requested Mr. Zamon ta suggest a methad for 
the Back Office ts report to him any axeeptionr to 
Forcfgn Exchange Trading g~idelinef. 

1, It will be difficult to establish trading lines for 
commercfal customers. The branches control credit and 
they will have to learn t o  understand the concept of 
allocating portions aP credit lines to the Foreign 
Exchange ~ivisfon. The concept fncludes the allocation 
of credit and all associated r i s k  an8 corresgonding 
income and expanse. 

Mr. Krielo indicated this w i l l  not be a problem for 
correspondent banks. He i e  working on having a Western- 
style trained credi t  analyst for correspondent banking 
and building a data base that w i l l  support such analysis 
for a l l  the foreign banks. This will take a few more 
months t~ organize. 

Mr. Strauch ra i sed  the  question o f  Branch l i m i t s .  These 
m u s t  be addressed* There ate sons practical limits t h e  
Traders apply on the amount branches can trade. These 
limits need to be formalized. 

2 .  The meeting ended on the question of access to the Czech 
crown domestic base of th@ Bank. Mr. bamon suggested 
this w a s  an accounting problem that may have already been 
solved. He suggested that if you imagine the total of 
a l l  foreign payments made through Clean Payments as 
belonging to one customer in a single branch, the 
aco~unting is already in place to accesg the Czech crown 
part of the Bank. This topic needs further discussion. 



The Next meeting should consider the following issues: 

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. 

Cash management study of the Bank's position in 
foreign bank notes. 

Such other issues as need discussion. 


