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Contractor lnternat~onal Busmess & Techn~cal Consultants Inc 

Contract # EPE-0005-100-5056-00 

Reportmg Per~od January 1, 1997 to December 31,1997 

A CONTRACTOR'S REPORT 

I Background 

USAID, In support of fmanclal sector reform In Kazakhstan, IS prov~dmg long-term 
techn~cal ass~stance to both the Nat~onal Bank of the Repubhc of Kazakhstan ("NBRK) 
and to Kazak commerc~al banks The Financial Restructurlng Techn~cal Ass~stance 
prov~ded to the central bank IS a~med at strengthenmg the NBRK's supervlsory and 
regulatory process 

lnitlal phases of the USAlD ass~stance focused on the introduct~on of a rat~onal 
regulatory process and the adopt~on of some cr~tlcal pollc~es and procedures The 
current project seeks to bu~ld upon the prevlous work by developmg the Infrastructure 
and tra~n~ng mechan~sms so that the exlstmg personnel w~thm the NBRK can effect~vely 
perform the supervlsory funct~on on an ongoing bass 

Th~s report documents IBTCl's accompl~shments on Bank Supervls~on, Reform, and 
Restructuring Project conducted for the Nat~onal Bank of Kazakhstan In 1997 under 
USAlD Contract No EPE-0005-100-5056-00 

The project prov~ded technical ass~stance In the development of pol~c~es and 
procedures to Implement on and off-s~te prudentlal bank supervlslon at the Nat~onal 
Bank of Kazakhstan (NBRK) As already stated, It was undertaken w~th the ult~mate 
goal of developmg the mfrastructure and tralnmg mechan~sms necessary to allow the 
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ex~sting personnel w~thin the NBRK to perform the supervlsory funct~on thoroughly on 
an ongoing bass 

The bas~c goal of the project was to modern~ze and Improve the supervlsory capac~ty of 
the Bank Superv~s~on Department (BSD) and to formalize the establishment of the new 
processes The Res~dent Adv~sors (RA) prov~ded Input In several areas ~nclud~ng 
pol~c~es and procedures for on-s~te ~nspect~on and off-site surve~llance, several bank~ng 
regulat~ons, tra~nmg Issues, account~ng Issues, bank llcensmg Issues, enforcement 
alternat~ves, rehab~lltat~on and hqu~dat~on Issues, and on a number of m~scellaneous 
subjects 

A summary of the project's components IS as follows 

lntegrat~on of On-S~teIOff-S~te Operat~ons 
On-Gomg Bank Superv~slon Tra~nmg 
F~nanc~al Surve~llance 
Regulatory Enhancements 
Llcenslng Procedures 
Enforcement Alternat~ves and Procedures 
Superv~s~on Department Operat~ons 

lntegrat~on of On-SltelOff-S~te Operatlons 

Objectwe and Overwew 

Ass~st In the selection of banks potent~ally needmg restructurmg efforts 
Asslst In the exammat~on of targeted banks 
Asslst In the restructurmg effort as necessary of targeted banks 
Prov~de ass~stance to targeted banks In adoptmg standards of operat~on 
Rev~ew Bank Ratmg System and draft recommended revlslons, as needed 

Background 

In the past, off-ate surveillance and on-s~te inspect~ons were performed by NBRK w~th 
l~ttle mteract~on In addit~on to losmg synergy that could be gamed through ~nformation 
sharmg and interact~on, ~t encouraged supervision based on rule comphance rather 
than organic r~sk assessment Pr~or to March 1997, only a very hmited number of 
USAlD or World Bank adv~sors was perm~tted to partic~pate in onOsite examinations 

Under thls task order, target banks were selected uslng off-she and other appropr~ate 
Inputs They were exammed on-slte and a plan for restructur~ng, ~f needed, was 
des~gned and Implemented 
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C Work Performed 

Ass~st w~th f~ve on-s~te mspect~ons of targeted mtermed~ate s~zed or larger banks 
ACHIEVED 
Prov~de recommendat~ons w~th respect to potent~al target banks for restructurmg 
efforts and methods of resolut~on ACHIEVED 
Prov~de organ~zat~onal assstance to the banks targeted for restructurmg In the 
adopt~on of mternat~onally recogn~zed standards of operat~on ACHIEVED 
Adv~se on the restructurmg effort of f~ve (5) target banks ACHIEVED 
Fmahze recommendat~ons w~th respect to potent~al target banks for restructurmg 
Adv~se on the mspect~on of SIX (6) banks ACHIEVED 
Rev~ew the newly adopted bank ratmg system and draft recommended revlslons 
as necessary ACHIEVED 

D Assessment of Subact~v~ty 

Under the NBRK Bank Superv~s~on leadersh~p that ex~sted prlor to March 1997 only a 
very hm~ted number of USAlD or World Bank adv~sors was perm~tted to part~c~pate In 
on-s~te exammat~ons Therefore, durmg the f~rst quarter of 1997, USAlD I IBTCl 
adv~sors ass~sted examiners In pre-exammat~on preparat~ons and post-exammat~on 
report preparat~ons on SIX commerc~al banks In l~eu of on-s~te part~c~pat~on Th~s 
var~at~on In tasks In comparison to terms of reference of the task order was conveyed to 
and approved by USAIDIALMAN Th~s att~tude was due to the vacuum created by the 
res~gnat~on of the Bank Superv~s~on D~rector 

W~th the appomtment of a new Bank Superv~s~on D~rector, USAlD adv~sors, under the 
gu~dance of Almaty-based USAlD off~c~als Paul Dav~s and Gary Lmden, d~scussed the 
l~m~tat~ons ~mposed by not allow~ng partlclpat~on In on-s~te exam~nat~ons w~th the new 
NBRK management At her ~nstallat~on In late March, the new Bank Superv~s~on 
D~rector, N Abdulma, prov~ded her full support for IBTCl adv~sors to part~c~pate In on- 
s~te bank exammat~ons The D~rector acknowledged the prior problem and offered to 
rect~fy it Thereafter, IBTCl has been regularly part~c~patmg In on-s~te exammat~ons 
Adv~sors began regular on-s~te adv~sor~al dut~es at that t~me, startmg w~th the 
part~c~pat~on In April In the mspect~on of Intermvest Bank In Almaty 

In early June IBTCI advlsors part~c~pated In pre-exammat~on work on Agroprombank 
and jolned the ensumg on-she exammat~on 

Durmg August, IBTCl adv~sors met w~th BSD exammat~on off~c~als and staff, desp~te the 
August exammat~on h~atus, to Insure that a f~rm schedule of exammat~ons for 
September and the fourth quarter was f~nal~zed and that IBTCl adv~sors would fully 
partlclpate In the pre-exam~nat~on, on-slte lnspect~on and post exam report preparat~on 
and brleflngs In late August the w~sdom of such preparatlon was realized as IBTCl 
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adv~sors were requested to begm pre-exammat~on analys~s and scope settmg w~th BSD 
offlc~als for the September exammat~on of Tem~r Bank 

In September, the exammat~on of Temlr bank commenced Full tlme on-s~te 
part~c~pat~on by adv~sors both In Almaty and In the remote Zhambul branch, and post 
exam report preparat~on and follow-up were requested by BSD and prov~ded by the 
adv~sors IBTCl advisors accompanied the examiner -in-charge on his Taraz (Zhambul) 
and head offlce Almaty exams, cons~stmg of nearly f~ve weeks of mtens~ve advlsor on- 
slte part~c~pat~on 

In November IBTCl adv~sors ass~sted BSD In the area of accountmg for r~sk capltal 
computat~ons of open fix pos~t~ons Such part~c~pat~on ~ncluded d~rect meetmgs w~th, 
and partic~patlon of an on-s~te v~s~tat~on of ABN Amro Kazakhstan, a major ~n~t~ator  of fix 
~nnovat~on In Kazakhstan Adv~sors followed up wlth telephone conferences w~th ABN 
Amro senior treasury off~c~als from Amsterdam 

W~th regard to restructurmg efforts, In the frst quarter the IBTCl team asslsted In the 
evaluat~on of three Kazak banks, In preparat~on for the~r acceptance mto the World 
Bank tw~nnlng program Beg~nnmg In late January, Actmg D~rector Zhumagulov 
selected the targeted banks and appomted a department counterpart for the IBTCl 
adv~sors IBTCl adv~sors collaborated w~th PIU and World Bank adv~sors Hautmg and 
N~hoff to review strateg~c plans Approval by NBRK of such plans IS a prerequis~te of 
World Bank fundmg for the tw~nn~ng The adv~sors subsequently rewewed current 
exammat~ons, strateg~c plans and other mternal documents of Neft~, Tsessna and 
Narodny banks Meetmgs were held w~th Zhumagulov and sect~on Ch~ef Zhorla 
Tolobeyeva to dlscuss the conclus~ons of these analyses The adv~sors prov~ded 
suggest~ons for addhonal areas of ~nvest~gat~on and adv~sed on the cr~ter~a to be used 
to assess the for su~tab~l~ty of the cand~dates 

The tw~nnmg program would match Kazak banks that meet certam size, flnanclal 
soundness and managerlal cr~ter~a w~th western banks that can further the Kazak 
banks' development Under th~s arrangement, a western bank IS twmned w~th the 
partner Kazak bank Consultation IS then del~vered on many fronts operat~onal, 
adm~n~strat~ve, r~sk mon~tormg and strategy, offermg Integrated adv~ce and preparatlon 
of a western style template Fmancmg for the tw~nn~ng IS provlded by the western 
bank's government and the World Bank World Bank funds are d~spersed through the 
NBRK IBTCl advlsors counseled the lnternatlonal Relatlons Dlvlslon on crlterla for 
evaluatlng twlnnlng cand~dates The IBTCl advlsors were also appomted as advlsors to 
the lnternatlonal Relatlons Dw~slon/Bank Supervls~on Department jomt committee on 
twlnnlng 

Off-s~te follow-up surve~llance was d~scussed both w~th BSD and the lnternat~onal 
Relat~ons D~v~s~on, as twlnn~ng banks are monitored by both Addltlonally, IBTCl 
adv~sors and the BSD used BOSS (Bank Off-s~te Surve~llance System) data to comp~le 
a l~st of commerc~al banks that could benefit from short-term assstance avadable 
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through ACDI, an AID contractor That l~st of commerc~al banks was prov~ded to the 
USAIDIAlmaty 

Subsequent to the review of Tsessna Bank's documentat~on and strateg~c plan (for 
wh~ch an IBTCl adv~sor served as a princ~pal), the bank rece~ved a no objection 
recommendat~on from the NBRK Th~s followed the IBTCl adv~sor's collaboration w~th 
PIU and World Bank advisor Hautmg to arrange a short-term techn~cal ass~stance for 
Tsessna from ACDI, an AID contractor 

As a result of the approval by NBRK, funds of up to $1 3 m~ll~on w~l l  be prov~ded to 
Tsessna and its twinnmg partner Three western commerc~al banks are presently 
competing to quahfy for the twlnn~ng partnersh~p ln~t~al  tasks of the western tw~nnmg 
partner w~l l  ~nclude transferrmg the western bank's mternal systems for mtegrated 
accountmg and fmanc~al and managerial informat~on, developing technology for 
internat~onal correspondent relat~onsh~ps and fore~gn exchange management, and 
prov~ding comprehenswe loan documentation and approval systems IBTCl adv~sors 
have held on-going meetmgs with W~llem N~hoff (contractor to World Bank), Paul Dav~s 
and Gary Lmden of USAlD and NBRK ofic~als to Insure cont~nu~ty and coordmat~on In 
the tw~nn~ng process S~m~lar programs were pursued w~th Neft~bank, Norodny Bank, 
Temir Bank and Kazagroprom Bank 

IBTCl adv~sors also met w~th EBRD tw~nning adv~sors of Kazcommerce Bank, advwng 
them on Kazak bankmg Issues and prov~dmg them Engl~sh language translat~ons of 
regulatory documents IBTCl adv~sors have also a~ded NBRK's lnternat~onal Relat~ons 
D~vis~on In ~ t s  evaluat~on of candidate banks for the EBRD's small and med~um 
enterpr~se lendmg program 

Alternat~ve enforcement procedures were d~scussed w~th BSD In the event that the 
tw~nn~ng program proved unsuccessful or msuff~c~ent to remedy the bank weaknesses 
IBTCl adv~sors have prov~ded BSD w~th extensive mater~als for ~mplementmg 
enforcement act~ons IBTCl adv~sors also met w~th the manager of the L~qu~dat~on 
D~vis~on and d~scussed l~qu~dat~on alternat~ves and procedures Ass~stance was offered 
In the event a hquidat~on became necessary 

The advisors have rev~ewed the bank ratmg system and the newly adopted loan 
class~f~cat~on normatwe uthzed by the Bank Superv~s~on Department Formal 
recommendat~ons were made for the class~f~cat~on system cons~stmg of two parts (1) 
mod~f~cat~on to the system to conform to mternat~onal standards and (2) add~t~on of 
rules concernmg other assets and off balance sheet assets IBTCl adv~sors also 
supphed ~ns~ghts to make the evaluations less mechan~cal and to mtroduce a degree of 
examiner d~scret~on and subjectwe judgment In component ratmgs 
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3 2 Ongomg Bank Superv~s~on Tramng 

A Objectwe and Overview 

Develop training courses ~dentif~ed as needed for Certif~cat~on Program 
Prov~de tralnlng to staff to meet Cert~f~cation Program requ~rements 
Prov~de On-The-Job (OJT) tra~ning In varlous subjects as needed 
Ass~st In ~dent~fy~ng potential tramers from the Superv~s~on staff 
Work w~th potent~al tramers and have them part~c~pate In tra~n~ng act~v~ty 
Coordmate brmg~ng outs~de tramers to perform spec~ahzed tra~nmg as 
appropriate 

B Background 

In 1996, USAlD adv~sors mst~tuted a certlficat~on program mandatmg un~versal 
formal classroom mstructlon for NBRK bank supervisors The four courses that 
comprise the core of the program are Methods of Bank Superv~s~on", "F~nanc~al 
lnst~tut~on Analys~s Usmg BOSS", "Cred~t Analys~s and Underwntmg", and "Bank 
Strategic Plannmg and lnternat~onal Bankmg" Prov~sions were addit~onally made for 
s~gn~flcant On-The-Job-Tramng ~nc~dent to on-s~te inspections and off-ate 
surveillance 

C Work Performed 

Develop and present seven (7) tra~nlng course sesslons ~ncluded In the traln~ng 
certif~cat~on program EXCEEDED 
ldent~fy a cadre of Kazakhstan trainers and have them part~clpate In tra~nlng 
actlvit~es ACHIEVED 
Develop and present four (4) short course (half dayifour hours) ~n an area 
targeted for OJT EXCEEDED 

D Assessment of Sub-act~v~ty 

The four courses that comprlse the core of the bank supervlslon cert~f~cation program, 
("Methods of Bank Superws~on", "Fmanclal lnst~tut~on Analys~s Usmg BOSS", "Credlt 
Analys~s and Underwr~tmg", and "Bank Strateg~c Plannmg and lnternat~onal Bankmg") 
were developed by USAlD / IBTCI adv~sors durmg 1997 Three of the four classes were 
taught In mult~ple sesslons The fmal class was arranged for 1998, cons~stent with the 
two-year lmplementatlon plan, as all three prlor classes are prerequwte to the fourth 
All classes concluded w~th exammatlons, with further remed~al classes prov~ded for staff 
who d ~ d  not meet test mlnlmums NBRK bank supervwon actwely part~c~pated In the 
review of the classes Further, NBRK bank supervlslon staff began assummg Instructor 
responslb~llt~es in the mtroductory class, freemg adv~sors to focus on development and 
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mstruct~on of the more advanced classes The NBRK assumption of tra~ning also 
enhances the hkehhood of cont~nu~ty of the curr~culum long after the adv~sory mlsslon IS 

complete 

The tra~ning component of the project began In the ~ n ~ t ~ a l  plann~ng sesslons w~th Act~ng 
D~rector Zhumagulov The adv~sors d~scussed at length the elements that made up 
each class Gwen the large t~me demands the classes would Impose on BSD staff and 
operat~ons, the deta~ls of each class, and their usefulness, was h~ghly scrutrn~zed by 
BSD management The curr~culum was subsequently approved by Zhumagulov In late 
February After meetmgs w~th trainmg d~rector R Be~ssetova, ~t was determmed that the 
adv~sors should begin w~th classes with "Methods of Bank Supervwon" in March 

In order to tallor the classes to the exlstmg sk~ll level of BSD staff, the adv~sors, In 
concert with tra~nmg d~rector Be~ssetova, developed and d~str~buted a quest~onna~re to 
the staff The quest~onnaire sought mformat~on on staff education and previous banker 
tra~nmg, language prof~c~ency and areas of bank supervwon where they felt tramng 
was most needed Accounting and fore~gn exchange operat~ons were the most 
commonly c~ted areas The introductory class outlme was altered to reflect these needs 

Adv~sors Satterf~eld and Gregorash also alternately attended the BOSS tramng classes 
conducted by Barents staff (prior USAlD adv~sors) in February Th~s served both to 
enhance the adv~sors' deta~led understandmg of the tool they would later integrate mto 
supervisory procedure, wh~le also affordmg an opportun~ty to assess NBRK bank 
supervision staff competency and receptiv~ty In a classroom setting 

The two-week course "Methods of Bank Superv~s~on" was conducted In mid-March and 
included teachmg part~c~pat~on by adv~sors Gregorash and Satterfield as well as World 
Bank adv~sors The class concluded w~th a 75-quest~on test All attendmg students 
recewed passmg scores on the fmal exammat~on The second session of the two-week 
course "Methods of Bank Superv~s~on" was completed In early May and ~ncluded 
teachmg part~c~pat~on by adv~sors Gregorash and Satterf~eld as well as World Bank 
adv~sor St~rewalt The class also concluded w~th a 75-question test One outstanding 
student was ~dent~f~ed In the class and was approved by A D Zhumagulov as a tramer 
for the next class session to be conducted In June The class results were d~scussed 
w~th BSD management At the request of D~rector Abduhna, a one-week remed~al class 
was offered to students who d ~ d  not pass the earher class 

The th~rd sesslon of the two week course "Methods of Bank Superws~on" was 
completed in m~d-June and ~ncluded teachmg part~c~pation by adv~sors Gregorash, 
Satterf~eld, St~rewalt and, as envwoned as part of the cont~nu~ty process, an 
outstandmg NBRK student from a prior class In add~t~on to BSD students, the class 
~ncluded two representatives of the lnformat~on Technology Department, cont~nuing the 
~ n ~ t ~ a t ~ v e  of brmging related divisions into the tramng program The class concluded w~th 
a 75-quest~on test Another outstand~ng student was ~dent~f~ed In the class and was 
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approved by A D Zhumagulov as an add~t~onal tramer for the next class sesslon to be 
conducted In July 

The formal classroom tranng of staff prov~ded by IBTCl adv~sors ach~eved prominence 
through the d~rect Interest and support of D~rector Abdulma At her request, all students 
f a h g  the class' fmal exam~nat~on were requ~red to retest after a one-week remed~al 
sesslon W~th the D~rector's consent, staff of related departments (Information 
Technology and Project Implementat~on) were perm~tted to attend the classes Th~s 
cross-tra~n~ng has alded the bank supervlslon department and IBTCl adv~sors as 
projects do requrre partrc~pat~on from these related areas (IT w~th BOSS, PIU w~th 
exammat~on ~ntegrat~on) D~rector Abduhna also requ~red that BSD department heads 
attend selected classes to show the~r support, partlapate In d~scuss~ons and mon~tor 
the part~c~patlon of the~r staffs Contlnu~ty of the tralning cert~f~cat~on program after the 
departure of the adv~sors, has been strengthened w~th the part~c~pat~on of two BSD staff 
who would serve as full-time mstructors 

IBTCl adv~sors ~dent~fied the need to develop the second and th~rd courses of the 
cert~f~cat~on program and selected a short-term adv~sor to ass~st In the curr~culum 
development In July The fourth sesslon of the two week course "Methods of Bank 
Supervrs~on" was completed rn m~d-July and ~ncluded teachrng part~crpat~on by IBTCl 
adv~sors Gregorash and Satterf~eld, World Bank adv~sor St~rewalt and, as envwoned as 
part of the contlnu~ty process, two outstandmg NBRK students from prior classes The 
class concluded w~th a 75-quest~on test Subsequent d~scuss~ons were held w~th BSD 
management to transfer all teachmg respons~blhty for th~s class to BSD IBTCl adv~sors 
would observe the next class to complete the trans~t~on Thereafter BSD would be fully 
competent to hold future tralnlng courses 

IBTCl short-term adv~sor Duane Stuker arr~ved In m~d-July During h ~ s  one month stay 
he completed the des~gn and class mater~als for Cert~f~cat~on Class 2, Cred~t Analys~s 
After the class was approved by BSD the mtroductory p~lot teachmg sesslon was held 
September 22-25, w~th IBTCl adv~sors prov~dmg lnstruct~on Twelve students attended 
the class, ~ncludmg two senior sect~on leaders The evolut~on of the class would follow 
that of "Methods of Bank Superv~s~on", where all teaching respons~b~l~ty for th~s class 
would also be transferred to BSD after a translt~on tram-the-tra~ner per~od 

Positlve responses to the class far exceeded the expectations of D~rector Abdulma, who 
as a result, requested that two addlt~onal sessions be conducted, including one session 
for the most senlor managers and staff members Arrangements were made to hold the 
classes, wh~ch at the request of students and the Director, were expanded from one 
week to two weeks, beginnmg In m~d- October 

Dur~ng early August, Adv~sor Stuker commenced work on Cert~f~catron Class 3, 
"Analys~s of F~nanc~al Statements Usmg BOSS" The outhne, des~gn and preparatory 
mater~als were completed and subm~tted for approval by BSD BSD approved the class 
In September and arrangements were completed to conduct the pdot class In early 
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October The amb~t~ous tra~n~ng agenda, ~ncludlng one sesslon on "Analys~s of Fmanc~al 
Statements Usmg BOSS" and two expanded (two week) sessions of "Credlt Analysis" 
were admln~stered dur~ng the month by the IBTCl advlsors 

In order to maxlmlze the value of the three cert~f~cat~on programs developed for NBRK 
and USAID, IBTCl adv~sors have shared the tralnmg mater~als and prov~ded adv~ce to 
USAlD bank supervwon advlsors In Taj~k~stan and Uzbek~stan 

Recognlzmg the need to mst~tut~onahze the program well past the per~od of consultant 
part~c~pat~on, IBTCl adv~sors also presented BSD a paper on the contmuat~on of the 
Tra~n~ng Cert~ficat~on Program In 1998 Also prepared was a contmuat~on of the Tra~nmg 
Certlf~cat~on Program In 1998 Senlor and spec~ahzed tra~nmg needs of BSD beyond the 
bas~c certlf~catlon classes were addressed, along w~th a plan to cont~nue transferrmg 
teachmg and class revwon respons~b~l~t~es to BSD Appropriate spec~al~zed tra~nmg 
outs~de Kazakhstan was then outlmed In antlc~pat~on of World Bank fmanced external 
tra~n~ng proposals 

BSD's enthusrast~c approval of the cert~f~cat~on program, ~nclud~ng the adopt~on of pre- 
cert~f~cat~on or~entat~on and post-certrficat~on spec~ahzed senlor tramng, reflect its h~gh 
regard for and conf~dence In the program and the adv~sors The des~re to accelerate the 
tlmelme, Increase the frequency and expand the durat~on of certlf~cat~on classes was 
h~ghly comphmentary of the adv~sors' efforts However, the extent of th~s part~c~pat~on 
clearly underscored the need of an adv~sor staffmg comm~tment In I998 well above 
present levels 

In add~tlon to exceedmg the number of tra~n~ng sessions antmpated, IBTCl adv~sors 
worked to mst~tut~onahze the on-going tramng culture In the Bank Superv~s~on 
Department IBTCl adv~sors d~scussed the September tralnlng courses and teachmg 
part~apat~on by BSD w~th the Methodology Department, In antlc~pat~on of its eventual 
trans~t~on to BSD adm~n~strat~on Reflectmg BSD's acceptance of the cert~f~cat~on and 
formal tra~nmg concept, the Methodology Department, w~th IBTCl concurrence, ~nlt~ated 
its own novice or~entat~on sesslon for new employees to precede and screen 
employees for part~c~pat~on In the formal cert~ficat~on program 

On the job tramng had been s~mllarly emphas~zed by the adv~sors IBTCl adv~sors 
lectured the off-slte surve~llance d ~ v ~ s ~ o n  on data verlf~cat~on and quahty ed~t techn~ques 
as regards BOSS data set creat~on On-ate modules were presented on analyzing 
earnmgs streams by product lme and measurmg r~sk cap~tal vla the Basle techn~que 
IBTCl adv~sors lectured the off-s~te surveillance dlv~s~on on alternate peer groupmg 
techn~ques In connection w~th BOSS analysls and conf~guratlon 

As noted prewously, IBTCl adv~sors worked closely w~th the World Bank on-s~te bank 
supervlslon mlsslon Much effort was made to foster collaborat~on and avo~d dupllcat~on 
of techn~cal ass~stance In that regard, the adv~sors worked w~th a World Bank Adv~sor 
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on an on-the-job training module and prepared a checklist for off-balance sheet 
examination Issues 

To enhance BSD's understanding of trading risks, IBTCl advisors worked with FSVC 
(Financial Services Volunteer Corps) to tailor their seminars on payment systems and 
custod~al risks to address supervision issues 

Further recognizing the necessity for future alteration to BOSS (Bank Off-site 
Surve~llance System - see below), advisors arranged for computer specialists in 
POWERBUILDER to hold a two week seminar for BSD and other NBRK techn~cal 
specialists The class commenced in early September and was highly regarded by 
BSD Advisors also lectured a group of economic educators on Kazak banking Issues, 
a program wh~ch was sponsored by the US Peace Corps 

Objectwe and Overview 

Revise or amend financ~al reports as needed 
Develop procedures to utilize BOSS (Bank Off-S~te Surve~llance System) 
Develop a subjective r~sk assessment system for early warning analysis 
Integrate BOSS automated early warnlng system 
Introduce failure predict~on and systemic risk monitors 

Background 

A former USAlD contractor developed BOSS (Bank Off-s~te Surveillance System) in 
1996 to assist in the off-site analys~s of commercial banks Implementation of the 
system and tralnmg of NBRK staff In its use was conducted by the~r personnel in the 
first quarter of 1997 After its introduction, the BOSS program proved to be an area of 
significant difficulty Program calculat~on errors and bugs encountered after its 
introduct~on forestalled BOSS' use and necessitated signif~cant intervention on the part 
of the USAIDIIBTCI advisors USAIDIIBTCI advisors spent a large port~on of the spring 
and summer quarters to rehabilitate the program and to regain NBRK's conf~dence in 
the system As BOSS is the core data source for early warning surveillance, pre- 
exammat~on analys~s and macro bankmg stud~es, the mamtenance and integrat~on of 
th~s system mto department operat~ons was and remalns to be cr~t~cal Add~t~onal 
tralnmg and use of BOSS for establ~shmg an early warning system to detect problem 
banks or problem s~tuations that develop In the bankmg system was devised, albe~t late 
In the mlssion 

lnternat~onal Busmess & Techn~cal Consultants, Inc 10 
Fmal Report 



Fmanclal Restructurma Techn~cal Assistance - Kazakhstan Bank Su~ervlslon Reform 

C Work Performed 

Observe BOSS mstallat~on and testmg by the software vendor ACHIEVED 
Adv~se lnternat~onal Department on bank mon~tormg methods ACHIEVED 
Adv~se on m~croanalys~s uslng BOSS ACHIEVED 
Develop a r~sk assessment system for early warning usmg subjectwe 
components ACHIEVED 
Expand use of BOSS to all m~croanalys~s funct~ons (I~censmg, appl~cat~ons, 
mspect~on reports, off s~te analyses, l~qu~d~ty packages) ACHIEVED 
Trans~t~on "f~rst cut" of early warning system to automated env~ronment 
ACHIEVED 
Rev~se or amend fmanc~al reports as needed ACHIEVED 

D Assessment of Subactw~ty 

As noted In the tramng sect~on above, IBTCI adv~sors attended all of the vendor led 
BOSS classes In the f~rst quarter to acquamt themselves w~th the spec~f~c form and 
content of the tool Several d~scuss~ons took place between adv~sor Gregorash and the 
vendor's personnel regard~ng use, ava~lab~l~ty and tra~nmg of BSD staff for alterat~on 
and offshoots of the system 

In antmpat~on of the ava~lab~l~ty of BOSS outputs, IBTCl adv~sors Implemented 
procedures usmg BOSS mto BSD operat~ons L~censmg procedures developed In the 
f~rst quarter ~ncluded a spreadsheet for analyzmg pro-forma bank fmanc~als that d~rectly 
compared, and requ~red reference to BOSS peer averages S~m~larly, IBTCl adv~sors 
mtroduced and d~scussed quarterly surve~llance procedures that used BOSS as a 
central element for analys~s 

Further to the ~ n ~ t ~ a l  d~ff~cult~es encountered w~th BOSS, the assumpt~on of respons~b~l~ty 
of the surve~llance area by the new deputy d~rector resulted In the need for IBTCl 
adv~sors to mvest cons~derable t~me In reeducat~on and conf~dence bu~ldmg In the 
program 

The lBTCl advisors remained in close contact with USAID-Almaty and the software 
vendor in Washmgton, D C durmg the ensulng month to try to remotely rect~fy 
d~ff~culties and provide for the ~mplementat~on, adoption and integrat~on of BOSS mto 
BSD operat~ons lBTCl adv~sors commun~cated w~th the vendor's staff by telephone and 
e-mall to ~dent~fy and resolve software mstallation problems In order to make BOSS 
funct~onal 

For a number of months the reputat~on of BOSS with the NBRK had become 
progresswely worse The performance of the program cont~nually fell short of 
expectat~ons wh~le key BSD deadlmes for use were m~ssed Support w~ th~n  BSD 
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lessened w~th each computat~onal error or operat~onal problem Desp~te the best efforts 
of the adv~sors, remote rehab~l~tat~on of BOSS through the vendor proved frustratmg to 
BSD and ultimately meffect~ve In late July, IBTCl adv~sors and BSD off~c~als met w~th 
senior Washmgton-based off~c~als of the software vendor at the NBRK In Almaty The 
vendor comm~tted to ~mmed~ately return the senlor programmer respons~ble for BOSS 
to Almaty to remedy any def~c~enc~es Throughout August IBTCl adv~sors worked w~th 
BSD, the vendor personnel and USAlD to rehabhtate th~s essent~al system 
The efforts culmmated In a demonstrat~on of the program to senior NBRK and USAlD 
off~c~als In early September Followmg the demonstrat~on, the chent (NBRK) formally 
accepted the product as meetmg the NBRK's expectat~ons Follow up tra~n~ng 
(POWERBUILDER) was then prov~ded by IBTCl to Insure NBRK's abhty to 
independently mamtam the system in the future as the vendor has been released from 
any future role or respons~b~l~ty In th~s matter 

E Rehab~htat~on Chronology 

As was noted prev~ously, BOSS (Bank Offs~te Surveillance System), a product of the 
former USAlD Bank Superv~s~on contractor, has proven to be an area of d~ff~culty 

After its mstallation In March 1997, BOSS was used for l~m~ted m~croanalys~s of banks 
under the advice of lBTCl Follow~ng the rece~pt of f~rst quarter 1997 bank data (May 
1997) s~gn~f~cant d~ff~cult~es were noted w~th the system 

S~gn~f~cant program calculat~on and data loadmg errors occurred BOSS problems 
bas~cally resulted as ( I )  BOSS calculat~ons (mappmgs) were created before the 
fmanc~al report requ~red from banks (from which BOSS derwes its calculat~ons) was 
fmahzed (2) some output and prmt commands were In error Data loadmg was t~me 
consummg and In some cases resulted In an unstable data set D~rect contact between 
IBTCl and the contractor respons~ble for BOSS creat~on to rect~fy the problem was 
aggressively pursued w~th the gu~dance of USAlD 

Desp~te recurrent contact between IBTCl and the software vendor, remote alterahon of 
BOSS fa~led to meet the expectat~ons of BSD and USAlD On August I ,  IBTCl adv~sors 
met w~th senior Barents offic~als from Washmgton at the NBRK In Almaty In a meetmg 
w~th IBTCl advisors and BSD off~c~als (Moskalylova, Zhumagulov) the software vendor 
off~cials comm~tted to the immed~ate return of the senlor programmer respons~ble for 
BOSS, to Almaty to remedy any deficiencies 

The senlor programmer arrwed in Almaty August 4, 1997 He commenced mstallatlon 
and debuggmg of a rev~sed version of BOSS w~th BSD techn~cal staff 

In the week prior to endmg h ~ s  consultmg mlsslon at NBRK (July 31), the software 
vendor's bank supervwon adv~sor transferred to IBTCl selected h~story, records and 
workpapers related to BOSS Usmg these records, IBTCl adv~sors performed mapping 
checks on BOSS algor~thms at the request of D D Moskalylova and corrected 
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numerous computat~onal errors Th~s was necessary as, although the software vendor's 
prov~ded an exper~enced programmer, the fmance and bankmg knowledge needed to 
evaluate the uthty and accuracy of BOSS calculat~ons was outs~de h ~ s  area of 
expert~se IBTCl advlsors also d~scussed BOSS peer group alterat~ons w~th the 
programmer and D D Moskalylova, reflecting the same expertise dynam~cs In tandem 
w~th computat~onal revlslons, the workgroup completed the loadmg of all h~stor~cal bank 
financ~al data (all bank data for YE96, 1Q97, 2Q97) wh~ch IS the bas~s upon wh~ch 
BOSS calculat~ons rely 

The assumpt~on of respons~blhty of the surve~llance area by a new deputy d~rector (D 
D Moskalylova), one who had no role In the ~ n ~ t ~ a l  BOSS conf~gurat~on resulted In the 
need for IBTCl adv~sors to mvest cons~derable t~me In re-educat~on and conf~dence 
bu~ldlng In the program Th~s was compounded by the computat~onal errors, delays and 
debuggmg process As no formal sign off on data outputs of BOSS was prev~ously 
obtamed, the new deputy d~rector felt no obhgat~on to accept the analyt~cal measures 
prev~ously selected IBTCl adv~sors explamed the methodology of BOSS outputs and 
peer comparat~ve analys~s to support the value of BOSS 

IBTCl adv~sors also worked to re-educate BSD as to the theory and use of BOSS, as 
no mst~tut~onal memory surv~ved the management changes of 1Q97 and no formal 
record of BOSS concept, des~gn or dehverable requ~rements was agreed between the 
software vendor and BSD Adv~sors used Federal Reserve art~cles and documents as 
examples of BOSS type usage by central banks for macro-analyt~c purposes Adv~sors 
d~scussed the IBTCl paper on fmanc~al ratlo peer groups In comparat~ve bank 
surve~llance w~th the Methodology Department to further explam the value of BOSS 
Fmally, IBTCl adv~sors used lwe BOSS outputs to analyze SIX promment Kazakh banks 
for a presentat~on to D~rector Abduhna and staff The analyses ~ncluded spec~f~c 
mstruct~ons on where and In what order to revlew BOSS tables, an analys~s of the 
banks using the tables and final surve~llance reports on the banks formatted In a 
conastent and recommended style 

Following the presentat~on, D~rector Abduhna raised a number of Issues and suggested 
BOSS revlslons Although the programmer was mstructed by h ~ s  firm to leave Almaty, 
IBTCl adv~sors contmued mstallat~on and debuggmg of the rev~sed BOSS w~th BSD 
staff at the NBRK and w~th the programmer via emad and telephone 

The programmer was permitted by h ~ s  f~rm to return to Almaty one week later, under 
st~pulatlon that thls was to be hls last week on the project and that the vendor then 
wlshed to be released from any future respons~b~l~ty w~th regard to BOSS IBTCl 
adv~sors d~scussed BOSS Issues, prlnc~pally the requ~rements for the vendor to end ~ t s  
BOSS respons~b~llt~es, w~th the vendor's senlor Almaty representatwe and the vendor's 
or~gmal bankmg consultant to BSD It was agreed that subsequent to the acceptance by 
BSD of the operatmg BOSS system and upon release of BOSS source code to NBRK 
by the vendor (to afford NBRK the abhty to revlse BOSS independently) the vendor 
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would be released from future respons~bll~ty Followmg the agreement, IBTCl arranged 
Powerbu~lder (BOSS source code) tralnmg for BSD beglnnmg In September 1997 

The BOSS demonstrat~on for IBTCl (Satterfleld, Gregorash), BSD (Deputy Governor 
Sa~denov, Abdulma, Moskalyova, staff), USAlD (Lmden), and the software vendor, was 
held on September 5, 1997 Followmg the successful demonstrat~on, D~rector Abdulma 
s~gned a letter formally accepting BOSS 

NBRK students of Powerbu~lder demonstrated thew skllls by creatmg SIX addlt~onal 
output tables using BOSS and BOSS-type data sets 

Throughout the rehabll~tat~on, IBTCl adv~sors have prov~ded weekly wr~tten BOSS 
br~ef~ngs for USAlD (P Dav~s), and d~scussed BOSS Issues regularly w~th G Lmden 
(USAID) IBTCl adv~sors have add~t~onally prov~ded deta~led ~nformat~on to USAlD on 
the appl~cab~hty of surve~llance systems (BOSS type) and thew use In other central 
As~an contexts 

IBTCl adv~sors have successfully met the~r TOR objectwe of lntegratmg BOSS mto BSD 
operat~ons desp~te the shortcom~ngs of the or~glnal program del~vered by the vendor 
S~gn~f~cant add~t~onal t~me, effort and cost have been expended by IBTCl to attam th~s 
goal 

Desp~te the above stated compl~cat~ons, none negate the value of BOSS as a 
supervisory tool Not unllke ~ t s  mtroduct~on In the Un~ted States In the late 1 9 7 0 ' ~ ~  
analytical data constructs such as BOSS gather value as the data becomes more 
accurate and has longer t~me sertes, the computat~onal errors are d~scovered and 
removed, and the end users mtegrate the tool mcreasmgly deeply mto thelr operat~ons 
All part~clpants ~nclud~ng D~rector Abdulma have come to recognize th~s As noted In 
prlor reports, BOSS w~ll  be phased mto the process of BSD operatlons W~th only two 
quarters of data presently ava~lable, computat~onal errors present and ~ntegrat~on mto 
operat~ons only recently approved, BOSS (or BOSS type ratlo analys~s and 
comparat~ves) ~mmed~ate ut~l~ty IS somewhat hm~ted but Increasing 

Recogn~z~ng the need for future NBRK alterat~ons to BOSS after the hand over to 
NBRK of the BOSS source code by Barents Group and Barents removal from future 
part~c~pat~on In BOSS, IBTCl adv~sors arranged for computer spec~al~sts to hold a two 
week semlnar on POWERBUILDER for BSD and other NBRK techn~cal speclal~sts The 
class commenced In early September and was h~ghly regarded by BSD 

Th~s proved presc~ent as s~gn~flcant revlslons In the fmanclal reportmg tables, 
necessltatmg BOSS alterat~ons, were proposed by NBRK In October Although the 
changes are not effectwe untd December 31, 1997 and therefore w~l l  not affect BOSS 
outputs of th~rd quarter data they w~ll  have s~gn~f~cant ~mpact In 1998 IBTCl adv~sors 
establ~shed a workmg group In BSD to mlnlmlze the d~srupt~ons of the fmanclal report 
changes and to alter BOSS 
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Durmg November, IBTCl adv~sors partlc~pated In both the BSD workmg group, wh~ch 
recast the computat~onal algonthms, and wlth the lnformat~on Technology work group, 
wh~ch reprogrammed BOSS data readmg flelds and outputs Weekly updates were 
provlded to USAlD on progress 

Adv~sors also prepared an mstruct~onal paper for USAlD on recommendat~ons for 
select~on and elements of automated bank surve~llance systems env~s~oned for other 
central As~an countr~es 

In the month of December slgn~ficant effort was devoted to contlnumg testmg of the 
alterat~ons to BOSS to reflect the changes In the fmanc~al reports, recently enacted 
Durmg the last SIX weeks of 1997, IBTCl adv~sors partupated In both the BSD workmg 
group, wh~ch recast the computat~onal algonthms, and w~th the lnformat~on Technology 
work group, whlch reprogrammed BOSS data readmg f~elds and outputs Test data sets 
were apphed to BOSS prior to the next reportlng per~od (February 15, 1998) to debug 
the revlslons 

IBTCl adv~sors also worked wlth the BSD d ~ v ~ s ~ o n  respons~ble for off-s~te surve~llance to 
develop the data entry and qual~ty review aspects of BSD's converslon of bank fmanc~al 
reports to the BOSS system In addhon to computatlonal d~ff~cult~es, BOSS accuracy IS 

dependent upon accurate data mputs from the financ~al statements of commerc~al 
banks W~th major conversion of the chart of accounts and new accountmg normat~ves 
th~s IS no mconsequent~al task IBTCl adv~sors worked w~th the BSD d ~ v ~ s ~ o n  
respons~ble for off-s~te surve~llance and the IBTCl Commerc~al Bank Accountmg Reform 
adv~sors to develop the data entry and quallty revlew aspects of BSD's converslon of 
bank flnanc~al reports to the BOSS system 

F Use Of Boss 

Whde BOSS cont~nues to be refmed accordmg to evolvmg BSD des~res, the baslc 
program has been accepted and put mto use IBTCl adv~sors have forcefully met the~r 
TOR objectwe of mtegratmg BOSS mto BSD operat~ons Present departmental 
procedures for monthly and quarterly off-slte mon~tor~ng requlre the use of BOSS 
Templates and ~nstruct~on gu~des on how to use BOSS have been developed by IBTCl 
Second quarter analyses of the SIX largest Kazak banks were performed wlth the 
overs~ght of IBTCl adv~sors using BOSS outputs These analyses were d~str~buted to 
staff to use as templates for system-wide BOSS use Sim~larly, hcensmg procedures 
Implemented under IBTCl gu~dance requlre BOSS analys~s BOSS remalns the bas~s 
for early warning screening BOSS outputs were also used In the pre-exam~nat~on 
preparat~on for bank mspect~ons 

The IBTCl adv~sor collaborated w~th the BSD d ~ v ~ s ~ o n  respons~ble for off-slte 
surve~llance, developmg procedures to formahze BOSS as a part of quarterly early 
warnmg screenlng BSD accepted the adv~sors' suggest~ons for an early warnmg 
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surve~llance and mon~torlng system replacmg hand calculat~ons w~th BOSS outputs 
Th~s was cod~fied In a bank supervlslon department document that stated In deta~l the 
analyt~cal and documentary requ~rements for monthly and quarterly off-s~te analyses 
and what levels of review were requ~red given the level of seventy of a bank's problems 
The requ~rements Include extenswe use of BOSS data panels 

On-gomg surveillance of twlnnmg banks IS a two-part responslb~l~ty Bank supervlslon 
momtors tw~nnlng banks as a normal part of its on-going surve~llance of all banks and 
the bank~ng system However, because a port~on of the fundmg for the twlnnmg 
program flows through the NBRK, NBRK also momtors the twlnnlng banks and 
adm~nlsters the loan program through the Project lmplementat~on Un~t (PIU) of the 
lnternatlonal Relat~ons D~vwon 

IBTCl adv~sors have served as a br~dge between PIU and bank supervlslon 
H~stor~cally, bank supervlslon has been reluctant to share ~nformat~on w~th PIU In part 
thls stemmed from the leglt~mate des~re to malntam separat~on between the bank 
supervisory funct~on and the chent-hke arrangement the twlnnmg program represents 

IBTCl adv~sors addressed the PIUIbank supervlslon relatlonsh~p In a number of ways 
F~rst, the adv~sors a~ded lnternat~onal Relat~ons In strengthenmg its stand-alone analyt~c 
capab~l~ty An IBTCl advlsor met on numerous occasions w~th Dr B Majenova, head of 
lnternat~onal Relat~ons, regardmg the reluctance of bank supervlslon to prov~de access 
to BOSS, or BOSS' underly~ng data As an alternate data source for analys~s, the 
adv~sor obtalned data schedules of publ~cly ava~lable bank lnformat~on through 
d~scuss~ons w~th the IBTCl and Barents bank accountmg groups Meetlngs were also 
held wlth W~llem N~hoff of the World Bank Twlnnmg Program reviewing cr~ter~a for 
tw~nnmg part~c~pat~on Addltlonal surve~llance data was obtamed via meetmgs w~th 
NBRK Research Department (A Se~tenova) 

The adv~sors also worked to faclhtate a standmg forum between PIU and bank 
supervlslon where approprlate ~nformat~on shar~ng could occur An lBTCl adv~sor was 
chosen as adv~sor to thls comm~ttee In appropr~ate cases, the adv~sor worked w~th BSD 
to perform f~nanc~al analyses on twlnnmg bank data supphed by BSD 

Fmally, w~th the concurrence of A D Zhumagulov, PIU staff w~l l  be afforded 
opportun~tles to attend BSD tralnmg classes as ava~labll~ty warrants 

NBRK has ~n~t~ated successwe fmanc~al reportmg changes reflectmg the bank~ng 
system's conversion to a new chart of accounts, the lncreaslng array of flnanclal 
instruments on offer and the addlt~onal mformatlon requ~rements necessitated by new 
flnanc~al leg~slat~on Although the alterat~ons are necessary to reflect the dynam~c 
financ~al and leg~slat~ve env~ronment, the recurrent changes have not been wlthout cost 
Repeated changes In fmanclal ~nformat~on have consumed a large part of the efforts of 
the banks' and NBRK's ava~lable accountmg talent The changes have also reduced the 
comparab~hty, and hence utll~ty, of recent h~storlcal data 
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IBTCl adv~sors have caut~oned BSD regard~ng cavaher changes to report~ng panels due 
to the~r Impact on bank data accuracy and operat~onal cons~derat~ons, not least of whlch 
IS the computat~onal d~ff~cult~es created for BOSS Never the less, w~th the ~ntroduct~on 
of the new chart of accounts and ~mpend~ng arr~val of Second T~er Bank quahf~cat~on 
under mternat~onal standards of operat~on some alterat~ons to the fmanclal reports were 
~nev~table IBTCl adv~sors contlnue to advlse and monltor suggested changes, grouplng 
them for future ~ntroduct~on S~gn~f~cant alterat~ons to the f~nanc~al reports were 
suggested by BSD late In the thlrd quarter Such changes were approved by NBRK 
senlor management S~gn~f~cant retrof~t of BOSS was begun In late 1997 Powerbu~lder 
tra~n~ng for BSD programmers w~ll  fac~l~tate th~s alterat~on 

3 4 Regulatory Enhancements 

A Object~ve and Overv~ew 

Prov~de assessment to legal adv~sor regard~ng amendments to Bankmg Decree, 
Bank Llcensmg and Cred~t Partnersh~p Law 
Adv~se on regulat~ons expandmg and defmng NBRK correct~ve act~on and safety 
and soundness author~ty 
Adv~se on other legal and regulatory Issues as ~dent~f~ed by NBRK 

B Background 

Short-term legal and regulatory assstance was prov~ded to the BSD by USAlD / IBTCl 
utlhzmg a former senlor US regulatory attorney The resldent adv~sors ass~sted BSD by 
prospect~vely ~dentlfyng legal and regulatory Issues through the~r on-going supervisory 
consult~ng, and helpmg frame the legal or regulatory tasks prior to engaging the short- 
term adv~sor's v ~ s ~ t  

C Work Performed 

Adv~se BSD on Bank~ng Decree, Bank L~censlng and Cred~t Partnersh~p Law as 
requested ACHIEVED 
Advlse BSD on draft regulatlons re correct~ve act~on and safety and soundness 
ACHIEVED 
Adv~se BSD on regulatlons as requested ACHIEVED 

D Assessment of Subactlv~ty 

Comprehens~ve safety and soundness regulat~on was ~nst~tuted In 1996 and 1997 Th~s 
lncluded prudent~al (safety and soundness) normatlves on cap~tal adequacy, loan loss 
class~f~cat~on and provlslonlng Exposure l~m~ts  to one borrower and to lnslders were 
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developed in 1997, along wlth regulat~ons on loan part~cipatlons, guarantees and 
warrantees 

Regulatory enhancements also ~ncluded regulat~ons on bank structure and powers 
Resldent adv~sors ass~sted in drafting proposals on the Law on Banks and Bankmg 
Act~v~tles, as well as permlss~b~l~ty of leasmg, trust and other nonbank actlv~tles, branch 
actlvltles, and spec~al~zed exemptions for government-owned spec~al purpose banks 
lnvestment bankmg act~v~t~es, lnclud~ng brokerage and secur~t~es dealmg (in separately 
cap~tal~zed subsld~ar~es) and d~rect mvestment In equ~t~es were also granted to banks In 
1997, subject to ~nd~v~dual prlor approval of the NBRK 

In antlc~pat~on of the arrwal of the IBTCI legal advlsor, informal meetmgs were held w~th 
Mr Tu~meba~ Pernebaev of the Legal department to help pre-ident~fy Issues 

BSD's major Interest IS In creatmg and ref~nmg normat~ves (regulatlons) that elaborate 
on elements of bankmg law BSD feels strongly that normatlves should be extremely 
expllc~t Although they recognize that such an approach l~m~ts central bank supervlsory 
d~scret~on, ~t IS felt that at th~s juncture in banking evolut~on In the country, d~scret~on 
must be sacr~f~ced In order to convey standards to banks w~th extreme clar~ty At the 
mtlal meetmg D D Zhumagulov ~dentif~ed correctwe act~on regulat~on as a flrst pr~or~ty 
Just prior to the arr~val of Advisor Ross Kendall (who replaced R Boylan as adv~sor due 
to medlcal necess~ty) D D Zhumagulov mtroduced 19 other 
normat~ves for whlch he requested ass~stance He ldent~fied prudent~al norms on 
mvestment bankmg, bank asset classif~cat~on (~ncludmg secur~t~es and other non-loan 
assets), synd~cated loans by banks and nonbank llcenses as flrst pr~or~t~es 

The arrlval of Adv~sor R Kendall In Aprd and the add~tlon of h ~ s  part~c~pat~on In the legal 
and regulatory area prov~ded for IBTCl commentary and proposed language for 
numerous pendmg laws and normat~ves IBTCl res~dent adv~sors had prev~ously worked 
w~th BSD to ~dent~fy key Issues Ensu~ng d~scuss~ons with BSD led to the draftmg by 
IBTCl of numerous documents includmg proposals on the Law on Banks and Bankmg 
Activ~t~es, Normatwe on Loan Part~c~pat~ons and Normatwe on Asset Classlf~cat~ons 

IBTCl advlsors also collaborated w~th the USAlD capital markets adv~sors and the 
NBRK World Bank adv~sor to prov~de commentary and proposed language for the Law 
on lnvestment Bank~ng 

Durlng May, the adv~sors responded to a barrage of d~scuss~ons and rebuttals to those 
proposals Explanation and commentary was provlded on all the above documents 
along w~th proposed normatlves on leas~ng, trust actlvltles, reserve requirements, 
nonbank act~vltles and redress for supervlsory actlons Both Kazcommertce and 
Narodny Bank requested clar~f~cat~ons on a number of elements In the prudentla1 
standards regulat~on 
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In June, Advisors Satterf~eld and Gregorash provided further wr~tten recommendations 
on normatives concerning Securit~es Activities, Reserve Requirements, Nonbank 
Fmancial Institutions, Branch Act~vlt~es, Leasmg, Trust Act~vit~es, BSD Organization, 
Guarantees and Warrantees, and Specialized Exemptions for Government-Owned 
Special Purpose Banks 

The advisors received unprecedented access and mfluence In the formulation of 
normatives (regulations) and proposed changes in banking law Discussion forums, 
includmg senior BSD policy makers, were held w~th the advisors followmg the 
submission of the advisors wr~tten commentaries Formal written explanat~ons from 
BSD staff followed the forums, detailing the recommendations accepted or reasons for 
their alterat~on 

Regulatory Advisor Ross Kendall returned In late July to review recent normatwe 
init~at~ves undertaken by res~dent adv~sors and further aid In normative creation Kendall 
opined on normative suggestions previously undertaken by resident advlsors such as 
on guarantees and warrantees, branch operat~ons and state-owned banks He also 
composed reviews of normatives on ~nsider lending, use of rating agencies, bank 
management of pension funds and micro-lendmg licens~ng 

In late September, IBTCl / USAlD adv~sors were requested to comment on the 
effect~veness and modal~t~es of bank privatizat~on in Hungary and other post socialist 
countries Although no formal request for analysis was made, BSD has also informally 
queried IBTCl / USAlD advisors on various deposit insurance regimes pract~ced in post 
soc~al~st countries These mtroductory explorations could signal the advent of major 
bank pollcy ~n~t~atives from NBRK 

Resident advisors continued to prov~de support for BSD reviewing normatives regard~ng 
accountlng for and r~sk cap~tal computat~ons of open fix pos~tions, including dlrect 
meetings with ABN Amro, a major ~nlt~ator of fix mnovation In Kazakhstan In 
November, advisors formally submitted recommendat~ons for a 2 tiered foreign 
exchange certlf~cat~on regime, wh~ch will afford maximum flex~billty to well run banks 
while restr~ctmg fix risks of banks w~th more primit~ve internal risk controls 

Work contmued on accountmg for and risks of trust activities and pension fund 
management as the pension law came into effect Advisors also opined on control and 
inspect~on of banks In accordance w~th mternat~onal standards, minimum reserve 
requirements, offshore zones, off balance sheet class~f~cat~ons, rat~ng agencles and 
mterest sensltw~ty measures and GAP analys~s 

In the area of m~cro-lend~ng, IBTCl adv~sors continued to support the efforts of other 
USAlD funded projects Advisors met with VOCA representatives regard~ng micro- 
lendmg l~censing efforts at NBRK As a result, NBRK issued the license In early 
November 
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Flnally, w~th regard to 1998 ass~stance plannmg, adv~sors prov~ded USAlD (Dav~s, 
Lmden) w~th comp~latlon of all regulatory adv~ce prov~ded to BSD from IBTCl In 1997 
and an analys~s of degree of ~nclus~on In NBRK law and regulat~on 

Work contmued on transcr~blng all BSD regulatlons mto Engl~sh and malnta~nlng a 
legallenforcement hbrary 

December regulatory work focused on normat~ves devoted to bank loan syndlcat~ons, 
eurobonds, l~quldat~ons and forelgn exchange r~sk Papers on mternat~onal pract~ce as ~t 
appl~es to loan synd~cat~ons and eurobond and euronote Issues were prov~ded by 
adv~sors and d~scussed w~th deputy directors and relevant staff 

L~qu~dat~on Issues have been pursued by the adv~sors throughout the fourth quarter In 
October, IBTCl adv~sors rev~ewed recent amendments to the Banklng Law ~ncludmg 
penalty provlslons and met w~th IRIS staff to re~ntroduce the ~dea of NBRK respons~b~l~ty 
for bank hquidat~ons In November, IBTCl adv~sors and IRIS fmahzed an amendment to 
the laws wh~ch, although leavmg l~qu~dat~ons to the bankruptcy courts, w~l l  prov~de 
NBRK the author~ty to compel exped~ted mod~f~ed-payouts to depos~tor classes to 
forestall depos~t runs and bank panics Such efforts extended mto December under the 
wlder top~c of lncreaslng depos~ts In Kazak banks In November, IBTCl adv~sors 
flnahzed a proposed amendment to the laws wh~ch, although leaving hqu~dat~ons to the 
bankruptcy courts, w~ll  prov~de NBRK the author~ty to compel exped~ted mod~f~ed- 
payouts to depos~tor classes to forestall depos~t runs and bank panlcs and prov~de 
more t~mely access to depos~tors' funds In December, adv~sors were requested to 
assemble mater~als on varlous countries approach to depos~t Insurance IBTCl 
advisors, along wlth consultat~on from USAlD staff, will part~c~pate In th~s project 

3 5 L~censmg Procedures 

A Objectwe and Overwew 

Enhance llcensmg procedures to fully ut~hze mtegrated supervlslon approach 
Produce hcensmg procedures manual 

B Background 

The bank llcenslng process as of 1996 was comprised of references to multlple laws 
and regulatlons of the State whlch overlapped each other and at tlmes were 
contradictory No formal llcenslng procedures reconc~llng these disparate requlrements 
ex~sted at the NBRK A hcenslng process that ratlonallzed these requ~rements and 
uthzed both the emp~r~cal mtegratlve capac~tles of BOSS and non-emp~r~cal factors was 
envwoned The objectwe of the procedure was to requlre the necessary mformat~on In 
order for BSD to l~cense only firms that have a h~gh probab~l~ty of success, wh~le 
mlnlrnlzlng the t~me and bureaucrat~c cost to the flrms 
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C Work Performed 

Enhance hcensmg procedures ACHIEVED 
Produce hcenslng manual ACHIEVED BUT SUBJECT TO REVISION 

D Assessment of Subact~v~ty 

A llcensmg process that ut~hzes both emp~r~cal and non-emplncal factors was created 
and refmed 

In the f~rst quarter, IBTCl adv~sors In concert w~th BSD staff created clearly defmed 
operat~ng procedures streaml~nmg licensmg w~thln the context of the ex~stmg law These 
procedures mlnlmlze t~me delays and attr~bute accountablhty for the t~mel~ness and 
comprehens~veness of analys~s throughout the suff~c~ency, analys~s and 
recommendat~on phases of the process The procedures afford cons~stent treatment of 
apphcants for bankmg Ilcenses, mergers and changes of control w~thout requlrmg the 
creatlon of a separate operat~ng un~t In BSD Thls IS espec~ally benefwal as work 
demands In th~s area are hlghly vanable but also t~me senslt~ve 

The procedures Insure compl~ance wlth the volum~nous non-emp~r~cal data 
requlrements of the law through the use of mult~ple checkl~sts, whlle analyt~cal rlgor IS 

afforded through group presentat~on and review Analyt~cally, the advlsors created a 
spreadsheet template that converts requ~red proforma data and apphcant financ~al 
project~ons mto rat~os comparable to BOSS peer averages The procedures require 
testmg of the projections aga~nst BOSS for fmanc~al feas~b~l~ty 

The standardized suff~c~ency, acceptance approval and den~al orders speed the 
process and reduce t~me requ~rements of senlor central bank offic~als Delegated 
cr~ter~a and cond~t~onal approval lnstruct~ons are also ~ncluded, however, the NBRK 
board members have not authorized delegat~on of approval as yet 

Dur~ng the second quarter, BSD tested the hcens~ng procedures As a result of the use 
of the procedures, the hcensmg supervisor, In concert w~th the IBTCl adv~sor, rev~sed 
the procedures to expand the analysls to cover fore~gn ownersh~p, leasmg, trust and 
mvestment bank~ng Truncated procedures for the hcensmg of spec~ahzed nonbanks 
(m~cro-enterprise projects) were discussed In June 

More fundamental recommendat~ons for changes In l~censing rules, removing 
incons~stenc~es In the laws, were discussed w~th Deputy Dlrector Baurzan Zhumagulov 
These changes requ~red alterat~ons to the Rules on Grant~ng L~censes approved by the 
NBRK Board (29 Feb 1996) IBTCl adv~sors rev~ewed the proposal on hcenslng law 
changes proposed by the former advisor (Gegenhe~mer) and added add~t~onal 
proposed revlslons 
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In part as a result of the amendments to the bank~ng law and the procedures testmg 
ment~oned above, BSD dec~ded to revlse the hcensmg normat~ve Drafts of the rev~sed 
normatwe on lcensmg were subm~tted to IBTCl adv~sors for revlew September 21, 
1997 Such comments were subm~tted In October 

A draft of the formahzed hcensmg manual mcorporatmg the proposed changes was 
subm~tted for revlew to BSD September 30, 1997 BSD has dec~ded to revise the 
hcensmg normat~ve IBTCl / USAlD adv~sors have rev~ewed and mformally d~scussed 
aspects of the proposal lmpl~cat~ons of the proposal on the draft l~censmg procedures 
created by the adv~sors earlier In the year, have hkew~se been evaluated The revlslon 
of the formahzed hcensmg manual, reflect~ng the outcome of the changes, w~l l  follow the 
approval of th~s normat~ve 

3 6 Enforcement Alternat~ves and Procedures 

A Objectwe and Overwew 

Ass~st In ~mplementmg Bank Improvement Plan mon~tormg and enforcement 
Draft prototype "Enforcement Actlonu hbrary 
Draft recommended charter for an Enforcement Comm~ttee 
Consult w~th Enforcement Comm~ttee on Issues and enforcement alternatwes 
Integrate target bank act~v~ty mto regulat~ons, pol~cy, procedures and tra~nmg 
Ass~st In fmalmng resolut~on and/or l~qu~dat~on of target banks 

B Background 

Lackmg suff~c~ent analyt~cal mformat~on and In some cases, legal jur~sd~ct~on, NBRK has 
been severely constramed In its abhty to alter bank behav~or prior to the fmdmg of 
msolvency Pr~mar~ly, NBRK has used the grant~ng of expanded powers as mcentwe to 
promote bank behav~or In the absence of reaction to such pos~t~ve ~ncent~ves, the 
NBRK has removed hcenses from those f~rms found msolvent Adv~sors have a~ded 
NBRK bank supervlslon through proposals to enhance the enforcement powers of the 
NBRK In the Bankmg Law amendments, the mtroduct~on of certam standard types of 
enforcement tools and through departmental organ~zat~on of an enforcement 
comm~ttee 

As noted above, In 1996 the bank hqu~datton respons~b~l~ty of the NBRK was 
segregated from the bank supervlslon department The 1997 amendments to the 
bankmg law removed future bank hqu~dat~on respons~bllit~es from the NBRK altogether 
NBRK, though not the bank supervision department, now holds as trustee assets of 
approx~mately 83 banks closed prior to the 1997 amendments L~ttle, if any, progress In 
~dent~fy~ng borrowers or creditors, selzlng collateral or valumg assets has occurred 
Lengthy and amb~guous procedures In bankruptcy court have brought mto quest~on the 
very vrab~l~ty of the closures 
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C Work Performed 

Tang~ble ResultslBenchmarks 

Ass~st In the ~mplementatlon of bank ~mprovement plan mon~tor~ng and 
enforcement ACHIEVED 
Draft a prototype enforcement act~on l~brary ACHIEVED 
Draft recommended charter of enforcement comm~ttee to regular~ze correctwe 
act~ons ACHIEVED 
Consult with Enforcement Comm~ttee on Issues and alternat~ve courses 
ACHIEVED 
Ass~st In the resolution of target banks for e~ther restructure, sale or hqu~dat~on of 
each mst~tut~on as determmed ACHIEVED 
Ass~st In the fmal resolut~on and/or hqu~dat~on of target banks ACHIEVED 

Assessment of Subact~v~ty 

In the frst quarter, the adv~sors held lengthy d~scuss~ons w~th D D Zhumagulov 
regardmg enforcement act~ons, lncludmg the organ~zat~on of supervisory act~on un~t 
Further, enforcement act~ons of the NBRK and ~ t s  role In l~qu~dat~ons were addressed by 
IBTCl adv~sors In the~r proposed amendments to the Bank~ng Law 

On July 30, 1997, IBTCl adv~sors presented to BSD a formal document outllnlng the 
formation of a Regulatory and Enforcement Rev~ew Comm~ttee Th~s IS a cr~t~cal 
element of a bank ~mprovement plan, mon~torlng and enforcement The document was 
approved In September 1997 IBTCl adv~sors submitted add~t~onal deta~l In October to 
follow-up proposals for a BSD Enforcement comm~ttee These were d~scussed wlth 
D~rector Abdul~na and the Methodology Dlv~s~on In November, IBTCl adv~sors devoted 
a s~gn~f~cant port~on of t~me lnstructmg BSD on alternate penalty methods used In bank 
enforcement Such suggest~ons and proposals were used In subm~tt~ng alterat~ons to 
bankmg law elements 

S~m~larly, BSD requested refmements and elaboration In the scope and format~on of the 
Bank Adv~sory Comm~ttee 

Adv~sor Satterf~eld supphed a hbrary of prototype enforcement act~ons, whlch were 
dehvered to Deputy D~rector Mekeshev In March 1997 

Enforcement assstance was prov~ded In two areas IBTCl adv~sors worked w~th the 
Bank Superv~s~on Department and the Legal Department to outhne the proposed role of 
the Central Bank In bankruptc~es and l~qu~dat~ons of f~nanc~al ~nst~tut~ons S~m~lar 
d~scuss~ons were held w~th G L~nden of USAlD An adv~sor along w~th a World Bank 
colleague lectured prosecutors at the Procurate Mlnlstry on the Issues of bank closure, 
l~qu~dat~on and fraud lnvest~gat~on 
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IBTCl adv~sors adv~sed a recently restructured bank In pr~vat~zat~on Issues and 
preparat~on The bank IS a state-owned bank that acqu~red, through forced merger, an 
msolvent but dynam~cally managed pr~vate bank In December IBTCl adv~sors met w~th 
the enforcement area of the Bank Superv~s~on Department to a ~ d  In the ~mplementat~on 
of strateg~es for banks that do not meet the $4 m~lhon dollar mlnlmum for cap~tahzat~on 
that becomes effectwe In July, 1998 Plans requlrlng mergers w~th larger banks or 
converslons of charters to cred~t unlons (w~th attendant restr~ct~ons on growth and 
hm~tat~ons to aff~n~ty members) were dev~sed Th~s pol~cy has been adopted cons~stent 
w~th NBRK's dec~s~on to concentrate the bankmg system Into a smaller number of larger 
more d~vers~f~ed f~rms prior to the ~ntroduct~on of a depos~t Insurance reglme 

Although NBRK's Bankmg Superv~s~on Department IS presently petformmg no 
resolut~on of target banks to e~ther restructure, sale or I~qu~date, USAlD adv~sors met 
w~th senlor BSD offic~als and the head of the L~qu~dat~ons to d~scuss assstance In 
resolv~ng the 83 banks taken Into l~qu~dat~on by NBRK prior to the amendments to the 
Bankmg Law that removed th~s respons~b~l~ty from NBRK Ass~stance In hqu~dat~on or 
hqu~dat~on overs~ght was requested of adv~sors beg~nnmg In late 1997 - early 1998 

Quant~tatwe mformat~on on bank closures and l~qu~dat~ons In Kazakhstan was conveyed 
to USAlD In support of the b~lateral USIKazakhstan meet~ngs held late In the month In 
Wash~ngton 

3 7 Supervis~on Department Operat~ons 

A Objectwe and Overwew 

Introduce and ass~st In lmplementmg a r~sk based supervlsory approach 
Evaluate ex~stmg comm~ttee structure and recommend enhancement revlslons 
Asslst In documentmg pol~cylprocedural changes In supervlslon manuals 
Review Department supervlsory quahty and mternal controls and recommend 
enhancements as appropr~ate 
Ass~st In the development and ~mplementat~on of a Bank Adv~sory Counc~l to 
~nst~tut~onahze a d~alog process between the banks 
Asslst In further des~gn~ng and ~mplementmg a career development and 
compet~twe promot~on program for the Superv~s~on staff 

B Background 

Prev~ously, bank supervlslon department operat~ons were h~ghly segmented and 
compl~ance-based Although large quant~t~es of data were gathered, l~ttle was done to 
assess the~r ~nformat~on value or pr~or~t~ze act~ons based on relatwe system~c r~sk L~ttle 
mteract~on w~th outs~de publ~cs was pursued, wh~le staff promot~on and compensat~on 
was based pr~mar~ly on tenure 
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C Work Performed 

Tang~ble ResultslBenchmarks 

Introduce concept of a risk-based supervisory approach ACHIEVED 
Study ex~sting committee structures to determine effectweness and reveal 
possible enhancements to the new organizational structure ACHIEVED 
Document all evolving issues, pol~cy changes or additions in the manual of 
supervisory pol~c~es to effect the integrated supervision system ACHIEVED 
Present recommended committee structure changes to senior off~cials for 
implementation ACHIEVED 
Review quahty and internal control mechanisms in the overall supervisory 
process ACHl EVED 
Integrate all activit~es with respect to target banks into regulations, policy and 
procedures manuals, and tra~ning programs ACHIEVED 
Make appropriate recommendations to senior officials to enhance the quality and 
internal controls ACHIEVED 
Further design and develop career tracks and speclalist development for the 
overall institutional development of the NBRK and staff ACHIEVED 
Finalize mtegration of all actlvit~es with respect to target banks Into NBRK 
regulat~ons, policy and procedure manuals, and training programs ACHIEVED 
Complete implementatlon of the risk-based supervision system ACHIEVED 
Ass~st in the implementat~on of a competitive promotion program based on a 
career development program concept through personnel poky  enhancement 
ACHIEVED 
Assist in the implementation of the bank advisory council concept and structure 
ACHIEVED 

Assessment of Subactlwty 

Usmg off-site data, a risk-based supervisory approach was implemented whereby 
exammation and mon~toring are concentrated more heavily on banks or types of 
transactions that contam the greatest risk to the bank~ng system Numerous 
comm~ttees are in ex~stence that act on findings of the mon~tormg Also, a Bank 
Adv~sory Council w~th representatives from numerous banks and regulatory authorit~es 
was developed to promote d~alog that w~ll  be beneflc~al to the bank~ng system and the 
Republ~c of Kazakstan These along w~th ass~stmg In enhancmg the BSD mternal 
controls and staff career development program were a major focus by adv~sors 

The concept of a risk-based supervisory approach has been accepted by the Bank 
Supervis~on Department New normat~ves, inspect~on procedures and off-site 
surveillance are predicated on determining, measuring and controllmg bank risk, rather 
than merely complymg with law BOSS ~mplementation has hkew~se factored into the 
evolution of the risk-based supervisory approach 
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Followmg the appomtment of a new d~rector of Bank Superv~s~on In late March 1997, 
the bank supervision department, w~th the assistance of IBTCl adv~sors, formalized an 
organ~zat~on structure that clearly defined the roles of all deputy d~rectors and the~r 
staffs Spec~fic goals and dehverables were outlmed for each funct~onal area IBTCl 
advisors part~c~pated In the refmement of the BSD organizat~on plan In June In addhon 
to outlin~ng the responsib~l~ties of each deputy director, ~t deta~ls the tasks of each 
operatmg funct~on and committee The document was presented and d~scussed w~th 
Director Abdulma 

The three deputy drector areas consist of (1) On-site exammat~on and ~nd~v~dual bank 
off-s~te mon~tor~ng, u t~ l~z~ng a portfoho manager approach, (2) Fmanc~al reportmg, 
stat~stcs, macro, bankmg analysis and mamtenance of the BOSS system and (3) 
Regulatory and pol~cy formulation, hcensing and methodology 

Committee structures have been implemented to Insure cons~stency and quality through 
peer revlew and overs~ght In the kensing area IBTCl adv~sors also rev~ewed and 
d~scussed w~th BSD senlor management the BSD's I997 review of performance and 
1998 act~v~t~es plan Integration of off-s~te surve~llance and on-s~te ~nspect~on has been 
attamed through the ~mplementat~on of BOSS and the requ~rement for standard~zed 
quarterly off-s~te BOSS analys~s and BOSS-based pre-exam analysis Creat~on of an 
overvlew Enforcement Committee pr~or~t~zes bank r~sks Normatives and laws reflect 
I~censmg, oversight and enforcement powers These elements compose a risk-based 
supervwon system 

IBTCl advlsors have worked w~th BSD management on other strateg~c Issues These 
~nclude technology needs, tra~nmg pohcy, part~cularly as it relates to employee turnover 
and inter and ~ntradepartmental comm~ttees 

Documentat~on, In Russian and Engl~sh, on all s~gn~f~cant ~tems IS mamtamed by BSD 
and IBTCl I USAlD Weekly and monthly reports chron~cle all relevant developments 
wh~le a hbrary of normatwe documents IS mamta~ned by IBTCl I Almaty IBTCl adv~sors 
contr~buted add~t~ons to the manual of supervisory pol~c~es includ~ng add~tions to the 
Engl~sh language compend~um of all normat~ves approved by BSD In 1997,reflectmg 
changes, among others, In NBRK cap~tal adequacy and loan provlslonlng requirements 
IBTCl adv~sors have translated and conveyed critcal BIS mternal and conf~dent~al 
documents to BSD, h~ghlightlng key supervisory issues from an mternat~onal 
perspective 

All actlv~t~es wlth respect to target banks have been mtegrated ~nto regulations, pohcy 
and procedures manuals, and trainmg programs See legal and tra~nmg sect~ons above 

Followmg the July 30, 1997 amendments to the Bankmg Law, IBTCl adv~sors presented 
a formal document outlining the formation of a Regulatory and Enforcement Rev~ew 
Comm~ttee to BSD A cr~tical element of a bank ~mprovement plan, mon~toring and 
enforcement was mtegrated into poky, procedures manuals and tra~nmg programs 
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In July, IBTCl adv~sors prepared a deta~led quality control proposal as part of the 
Regulatory and Enforcement Review Comm~ttee document 

Prev~ously, IBTCl adv~sors presented recommendat~ons to senior off~c~als to enhance 
the qual~ty and scope of departmental mternal controls Th~s proposal was accepted by 
BSD In September and comb~ned w~th the prior IBTCl proposal for the format~on of a 
Bank Adv~sory Councd Adv~sors contmue to work w~th BSD to refme, and segregate the 
pubhc and mternal funct~ons of th~s group A further paper descr~bmg the spec~f~c 
funct~ons of a Bank Adv~sory Council and separatmg it from an mternal Enforcement 
Committee was subm~tted and discussed In m~d-September Sim~larly, BSD requested 
refmements and elaborat~on In the scope and format~on of the Bank Adv~sory 
Committee In October 

To further develop career tracks and spec~al~st development in BSD, IBTCl adv~sors 
prepared a proposal outl~ning senior and spec~al~zed tra~n~ng needs of BSD for 1998, In 
anticipat~on of an upcommg World Bank tramng f~nanc~ng proposal, wh~le expanding 
and refin~ng the classes that make up the mternal cert~f~cat~on program 

The formal certlficat~on process IS well underway w~th approx~mately one half of all the 
staff already completmg some port~on of the cert~f~cation BSD staff has assumed a 
modest port~on of the tramng burden, ~nst~tut~onahz~ng the process To further develop 
career tracks and speciahst development In BSD, IBTCl adv~sors prepared a proposal 
outlining senlor and spec~ahzed tra~nmg needs of BSD for 1998, while expandmg and 
ref~nmg the classes that make up the ~nternal certif~cat~on program 

IBTCl adv~sors also prov~ded Issues and supportmg documentation to USAlD to mclude 
In the upcoming 1998 Memorandum of Understandmg w~th the government of 
Kazakhstan 

Ass~sted US ~nterd~scipl~nary team (US Treasury, Federal Reserve, OCC, FBI, US 
Customs, Secret Serv~ce) In meet~ngs w~th Kazak officials regardmg money 
laundermg 
Ass~sted Adv~sor T Stroud on Uzbekistan bank supervwon mlsslon 
Assisted Advisor R Geoffrey Young on Tayk~stan bank supervlslon mlsslon 
Adv~sed D Fitzpatr~ck (IRIS) on bankruptcy and bank debtiequ~ty conversions in 
Kazakhstan 
Adv~sed B Stemberg (VOCA) regardmg hcens~ng for USAlD sponsored mlcro- 
enterprise lendmg In Kazakstan 
Ass~sted USAlD by perform~ng mventory and effectuatmg transfer of Barents 
Group equ~pment from three projects to IBTCl 
Translated and mterpreted a large volume of conf~dent~al and mternal BIS 
documents for BSD 
Speech to M~n~stry of the Procurate regardmg bank closure 
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Speech to lnternat~onal School of Management on purposes of the central bank 
Speech to economlc educators sponsored by the US Peace Corps 

W~th the assstance of the IBTCIIUSAID adv~sors, the NBRK has estabhshed the basic 
necessit~es of a bank supervlslon department It has created an informat~on flow from 
the banks that prov~des it w~th transparent and meanmgful mformat~on bases on wh~ch ~t 
can analyze banks' condition and performance It has promoted leg~slat~on and 
regulat~on that lay down general standards to wh~ch banks must adhere to and 
authority, albe~t ~mperfect, to act when banks do not 

The bank supervlslon department IS staffed and organ~zed to perform full bank 
overs~ght funct~ons wh~le focusmg its attent~on on those Issues that most forcefully rase 
system~c r~sk The department ut~hzes automated tools to Increase effmency and 
respond to d~ff~cult~es in a t~mely fash~on It has an mtegrated training program to 
upgrade sk~lls and cont~nu~ty of its human resources management 

The department has endorsed leg~slation that recognizes the need for a more assertwe 
financial system to meet the needs of the Kazale economy, wh~le remaining cogn~zant 
of the assoc~ated r~sks It has used positwe mcent~ves to promote des~red bank 
behav~or and retam power to cancel hcenses to rect~fy unchecked expansion 

Such expansion and failures remaln checked, but unresolved, however L~m~ted on-s~te 
exam~nat~ons leave problems to be discovered late and uncertam legal resolut~on 
results In banks, borrowers and creditors moored mtermmably In fmanc~al limbo 

The ult~mate resolution of the above c~ted d~fficulty contams elements of both fmality 
and reprieve Future ~mprovements In bank supervision demand more t~mely 
recogn~tion of bank problems, more forceful enforcement and resolut~on and/or closure 
Although liqu~dation w~l l  contmue to be an element in the supervisory arsenal, forced 
mergers combmed w~th some form of external cap~tal augmentahon is hkely to be a 
more predommant form of resolution gomg forward, as the number of remalnlng banks 
declines, as envwoned by the government Tw~nnmg programs w~th multilateral agency 
funded cap~tal enhancements are then hkely to prov~de the reprieve Pr~vate foreign 
minority ownership or outright fore~gn purchases of Kazak banks are progressively less 
likely alternatives A major government f~nanced bank recapitalizat~on and rehabilitat~on 
IS also a poss~b~lity (often employed in other developing countries with mixed success) 
With pos~tive cap~tal attained and forced merger consolidat~on ev~dent, banks can focus 
on operatmg rationahzation and effmency measures to enhance prof~tabil~ty and 
f~nanc~ally just@ their new found equ~ty enhancements 

Follow~ng one, or a combmat~on of the above cited bankmg system rehab~litat~on 
measures, some form of un~versal depos~t Insurance IS feas~ble Absent such ~ndemn~ty, 
bank depos~ts will remain the mconsequent~al portlon of ava~lable savings that they 
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presently represent The depos~t insurer, whether the NBRK or not, w~l l  log~cally 
become the liqu~dator for future fa~led banks so deemed 

5 Suggested 1998 ln~t~at~ves 

5 1 Organ~zat~on of Bankmg Superv~s~on Department 

Bankmg superv~s~on's present organizat~on and task assignments are sat~sfactory, w~th 
clear lmes of author~ty and accountab~l~ty The 1998 ~n~t~at~ves  should be devoted to 
outreach, establishmg lmkages wlthin the department and from the department to useful 
publics 

Although bank superv~s~on's organ~zat~on maxlmlzes performance w~ th~n  its areas, the 
poss~b~l~ty of sub-opt~m~zat~on through md~vidual area max~m~zat~on holds Issue To date 
this has not presented a problem as the bank supervision d~rector malntams a weekly 
overs~ght sesslon and remains d~rectly mvolved In key Issues As the department and its 
m w o n  grow such focused overs~ght may become ~mposs~ble H~gh levels of employee 
turnover hkew~se demand cooperat~on between deputy d~rectors to f~ l l  staff vo~ds 
optimally regardless of which area IS temporarily negat~vely ~mpacted Adv~sors should 
advocate the creat~on and nurturmg of mtradepartmental comm~ttees such as the 
enforcement comm~ttee (already organ~zed), a tra~n~ng comm~ttee and a technology 
comm~ttee to address Issues of shared importance Strateg~c plannmg must also be 
organ~zed, as plannlng now tends to be react~on and or Issue drwen Compensat~on for 
managers and deputy d~rectors needs to reflect both attamment of objectives w~ th~n  
the~r scope of author~ty, but also departmental success 

Llkew~se, formal mechan~sms to br~dge communicat~on gulfs withm the NBRK must be 
bulk Relations between the bank supervwon department and the legal department are 
openly antagon~st~c, desp~te the obv~ous interrelat~onsh~p of the~r tasks Relat~ons w~th 
the economic research department, the mternat~onal relat~ons department and the 
liqu~dat~on d~v~sion are mtermittent or nonex~stent 

In 1997, USAlD advlsors proposed the creation of a bankers roundtable group to meet 
w~th the NBRK bank supervlslon department to d~scuss issue of mutual mterest Early 
overtures have provlded useful mput on regulat~ons and pohcy changes contemplated 
by the NBRK Such act~v~ty should be strongly encouraged 

After the massive amount of new bankmg leg~slation and regulat~on mtroduced In 1997, 
no apparent weaknesses presently ex~st in th~s area Rather, 1998 should be a per~od 
of assim~lation and, gwen the recent ~nst~tut~on of a regulat~on produc~ng methodology 
area In bank supervision, advocatmg restramt may be the greatest benef~t advisors can 
offer bank supervlslon Adjustments and ~nterpretat~ons of regulat~ons can be expected, 
though, part~cularly In the areas of secur~t~es act~v~t~es and enforcement statutes 
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In the larger pollcy sphere, the abandonment of hqu~dat~on respons~b~l~t~es by the NBRK 
can only serve to further comphcate any serious attempts at supervisory act~on It 
remams to be seen what pol~cy response the NBRK w~l l  take when th~s becomes clear 
Adv~sor input may also be needed ~f comprehensive bank rehabllltat~on and/or depos~t 
insurance leg~slat~on IS Introduced 

The large mvestments In BOSS, staff tramng and departmental organ~zat~on In 1997 
were necessary precursors to a well-~nformed, well-tra~ned and well-d~rected 
exammat~on force In 1998 that force must Increase its frequency, scope and depth of 
on-s~te exam~nat~ons Partlc~pation by adv~sors IS crucial to bung sk~lls used In the 
classroom to be used In real hfe s~tuat~ons The po lka l  rlsks of such partlc~pat~on are 
s~zable, particularly In a per~od of mass bank structural change lnlt~ated by government, 
and In an env~ronment of uncertam legal recourse Th~s rlsk IS recogn~zed by bank 
supervlslon management It w~ll  take sens~tlv~ty and USAlD support to fac~l~tate 
maximum partic~pat~on by adv~sors In th~s env~ronment, but ~t IS fundamental to future 
progress 

True ~mplementat~on of BOSS data reports In bank supervlslon department operat~ons 
was clearly a major accompl~shment In 1997 W~th access to BOSS sourcecode and 
requlslte tra~nmg, the bank supervision department has a powerful and flex~ble tool to 
analyze and communicate f~ndmgs 1998 act~v~t~es should focus on necessary f~nanc~al 
data request alterat~ons, advanced data quahty-ed~t~ng techn~ques and macro-bank~ng 
stat~st~cal analysis 

L~ke BOSS, the training curr~culum estabhshed In 1996 and developed In 1997 should 
stand w~th l~ttle necessary alterat~on Cont~nued transfer of teach~ng respons~b~l~t~es from 
adv~sors to bank supervlslon staff should be accomplished Further, cons~stent w~th the 
1997 plan, spec~ahzed tralnmg (prlnc~pally employmg World Bank f~nanced out - of - 
bank tralnmg) can augment bank supervlslon sk~ll sets In areas such as fore~gn 
exchange transactions, securltles valuat~on and processes and spec~ahzed accountmg 
Issues Mandatory teachlng after return to the NBRK by attendees of these spec~alt~es 
w~l l  Insure good value for money Other speclahzed sesslons w~l l  be taught by adv~sors 
at the NBRK as needs arlse 

5 6 Enforcement 

Enforcement Issues w~l l  be pursued and w~ll  develop In tandem w~th Increased on-s~te 
exammat~ons Both res~dent adv~sor and short term legal adv~sor talents w~l l  be used to 
Instruct on the proper procedure and documentat~on necessary to successfully pursue a 
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legally enforceable act~on Again, extreme political sensitivity WIN be required to be 
forceful but unobtrusive in the NBRK's external relations 

If forced merger is used as an enforcement tool to remove poor or failing banks, ~t 
should be noted that the percentage of banks with substandard capital rat~os could 
increase rather than decrease as banks consolidate and absorb weaker members 

To the extent that NBRK is responsible for bank liqu~dations (as of th~s date ~t is 
responsible only for those firms taken mto liquidation prior to the I997 amendments to 
the banking law) advisors can serve to educate the liquidation department personnel In 
verif~cation of assets, identifying borrowers and cred~tors, seizing collateral, pursuing 
recovery strategies, valuing assets for sale and creating alternate disposition plans that 
facilitate sale Due to the long period over which seized banks have been held and the 
undeveloped nature of asset sales markets, a high degree of innovative thinking will be 
called for 
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Flnanclal Restructurmg Technical Ass~stance 

Kazakhstan Flnanclal Sector Accountmg Reform 

Contractor lnternat~onal Busmess & Techn~cal Consultants Inc 

Contract # EPE-0005-100-5056-00 

Reportmg Per~od January 1, 1997 to December 31, 1997 

A CONTRACTOR'S REPORT 

I Background 

USAID, In support of fmanclal sector reform In Kazakhstan, IS prov~dmg long-term 
technical assistance to both the Natlonal Bank of the Republlc of Kazakhstan ("NBRK) 
and to Kazakh commercial banks The Fmanclal Sector Accountmg Reform project IS 

almed at lmprovlng the flnanclal management capab~l~t~es of the central bank and at 
promotrng new accountmg, operat~ons and pract~ces wlthm both the NBRK and at 
~nd~v~dual banks 

Commerc~al bank reportmg requ~rements enacted In 1995 require the apphcat~on of 
lnternat~onally accepted accountmg pract~ces to assure that bank f~nanc~al statements 
present a far plcture of bank performance, solvency, profltab~l~ty and hqu~dlty and that 
they sat~sfy the ~nformat~on needs of the central bank, depositors, shareholders, 
correspondent mst~tutlons and thlrd part~es Four phases of lmplementat~on to achleve 
the goal of accurate flnanc~al reportlng were orlglnally summarlzed as follows 

1 ) Des~gn and Issue of a new chart of accounts 

2 ) Des~gn and Implement a brldgmg (mappmg) table from the old Russ~an 
GOSBANK chart of accounts to the new chart of accounts Issued In 1996 

3 ) Des~gn and creat~on of subs~d~ary ledgers at the largest banks 

4 ) Development of an automated Interface from the subs~d~ary ledgers to the 
general ledger 
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The presentat~on of objectives, dehverables and other aspects of th~s report are 
organ~zed by the fwe major segments ~dent~f~ed In the Work Plan Whde the work plan 
has been the basls of the work, ref~nements have taken place In the strategy of how to 
get "buy In" from both the NBRK and the commerc~al banks 

A summary of the projects work components are as follows 

Accountmg software system ~mplementat~on 

Implement subs~d~ary ledgers at five commerc~al banks 

Produce a product accountmg manual 

NBRK accountmg support 

Tralnlng 

Accountmg Software System lmplementat~on 

Objectwe and overvlew 

Tram the commerc~al banks In the System Development L~fe Cycle process to 
enable them to evaluate, select and Implement accountmg software For th~s 
purpose, IBTCl was requ~red to produce a generic system ~mplementat~on gu~de 
Th~s gu~de was to ensure that commerc~al banks have the necessary IT 
documentat~on ava~lable In Russ~an that explams the process of how to 
approach and ~mplement new bank accountmg systems 

Prov~de expert adv~ce to ass~st fwe commerc~al banks to evaluate and select 
accountmg software packages 

Ass~st the selected banks to Implement accountmg software packages 

Background 

Work performed 

Accountmg Software System lmplementatlon 

IBTCl systems consultants met many t~mes w~th the commerc~al banks IT and 
accountmg departments to d~scuss the process the banks would need to go through to 
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define the~r system requlrernents, evaluate the software, choose a software vendor, and 
then Implement the software w~thln the~r bank 
The Systems Development Llfe Cycle (SDLC) approach was chosen as the core 
guldance for system lmplementat~on projects at the commercial banks The SDLC 
method stresses a logical ten step progression to assure the proper selection and 
lmplementatlon of su~table accountmg software The SDLC method IS sultable for any 
software converslon or system des~gn change envwoned In the future and was ta~lored 
to the Kazakhstan1 bankmg env~ronment by ~nclud~ng accountmg software systems 

The tralnmg was concentrated on the following ten SDLC steps 

Deflne user requlrements 
Perform a feasiblllty study 
Review system des~gns and requ~rements 
Deta~l system speclf~catlons 
Purchase or develop software 
Perform unlt testlng on the software 
Perform mtegrat~on testmg 
Perform acceptance testmg 
Convertllmplement 
Post conversion evaluat~on 

The SDLC method provides reasonable assurance that a converslon wdl be successful 
and that slgniflcant errors or fa~lures will be avoided 

The followmg banks partlc~pated In SDLC tramng 

Turan-Alem Bank 
CenterCredlt Bank 
Narodny Bank 
Alfa Bank 
Temlr Bank 
Agroprom Bank 
Kazcommerts Bank 
Kasdor Bank 
Exlm Bank 
Merchant Bank 

The Accounting Software System lmplementatlon Gulde, lncludlng the accountmg 
component was completed In English and Russlan The gulde was dlstrlbuted to 
seminar program partlclpants durlng the two lnformat~on technologies (IT) workshop 
described below 

Workshops were held mtroducmg and d~scusslng the key pomts of the lmplementat~on 
process Over th~rty part~c~pants attended Workshop I presented the ~mplementat~on 
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gu~de and descr~bed its pract~cal appl~cat~on w~th~n the banks Workshop II covered the 
SDLC In greater detail, the "Conceptual Des~gn" phase of systems des~gn, the value of 
an MIS funct~on w~ th~n  the IT department, and the ~mportance to execut~ve management 
of accurate and t~mely ~nformat~on As part of the courses sample management 
~nformat~on reports were presented to the part~cipants 

The gu~de was also distr~buted In Engl~sh and Russ~an to both the IT and Fmance 
D~rectors of the top ten banks 

Tra~nmg and ass~stance was also prov~ded to cover the followmg areas 

User mterv~ew techn~ques 
Data collect~on forms 
L~st of bank accountmg software vendors 
IT MIS Project Control 
Sample MIS reports 
Def~nmg MIS needs through ~dent~ficat~on of c r k a l  success factors 

The f~ve banks selected for part~cular help In selectmg and ~mplementmg software 
packages were 

Halyk(Narodny) 
Centercredit 
Kazkcommerts 
Turan-Alem 
Kazag roprom 

IBTCl adv~sors met w~th all of the selected banks on a regular basis to d~scuss 
software packages and ther evaluat~on Durmg the f~rst quarter, the banks made l~ttle 
progress, ma~nly because the IT departments were very busy w~th the year-end work 
and the mtroduct~on of the new chart of accounts The banks began to review bankmg 
software In the second quarter although for many banks the lntroduct~on of the smgle 
settlement account absorbed cons~derable IT resources The banks rev~ewed many 
d~fferent software packages and demonstrated mterest In western mtegrated bankmg 
software packages, but due to fmancial constramts no western bankmg packages were 
purchased durmg the year 

Workshops were held at the selected banks on the subject def~nmg MIS needs through 
the ~dent~f~cation of Cr~t~cal Success Factors analys~s These workshops also covered 
the areas of user ~nterv~ew techn~ques and systems development data collect~on and 
documentation forms 

The IBTCl IT adv~sor developed and dehvered a presentahon on the subject of the Key 
Character~st~cs of Current Bank~ng Appl~cat~on Systems The presentation was targeted 
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for IT staff and presented an overwew of current apphcat~ons and alternatwe 
approaches to systems des~gn 

IBTCl consultants assisted Financ~al lnformat~on Technology (F l T),  a vendor of an 
mtegrated banking package to make presentat~ons to four banks and the Bankers 
associat~on The banks were CenterCred~t, Turan-Alem, Alfa, and the NBRK 

In add~tion to providmg ass~stance to the banks above, vendors I~sts, user requ~rements 
documents and subs~d~ary ledger gu~dance mater~als were prepared and presented to 
the chosen commerc~al banks 

Ass~stance was also prov~ded to Temir Bank and Caspyts~ Bank IT departments to 
review the~r software and operatmg systems Tem~r bank was very mterested In buymg 
software developed by the Novosib~rsk group but dec~ded at year end to defer any 
software purchase and has begun to review d~fferent software vendors 

A short summary of the IT development durmg 1997 IS as follows 

Halyk(Narodny) 
Halyk Bank personnel attended detailed workshops In all aspects of general and 
subs~d~ary ledgers IBTCl ass~sted Halyk to prepare subs~d~ary ledger development 
mater~als that mcluded detailed vendor requirements, general techn~cal requ~rements, 
and funct~onal bankmg system requ~rements 

Halyk Bank contracted Delo~tte & Touche to assist them to prepare the very detailed 
spec~f~cat~ons for a new accountmg system 

Halyk are in the process of transitionmg from old Clipper-based accountmg programs 
to new Oracle based technology, which they are also plannmg to use to develop ther 
set of total bankmg system requ~rements Halyk evaluated the current software 
ava~lable in the market place and the Novos~birsk bankmg software company was 
selected Th~s software has been used by Kazcommerts bank for the last three years 

Halyk have now contracted with the Novos~b~rsk software vendor for new bankwide 
systems to ~nclude loans, secur~t~es, foreign exchange and settlements Novosib~rsk 
have a preliminary agreement to develop a new general ledger system for the bank 

lmplementat~on of the settlement module and securltles module has begun and IS 

expected to contmue untll at least 1999 The progress at the bank IS behlnd schedule 

Centercred~t 
After reviewing and evaluatmg several propr~etary packages the bank decided to 
develop the bank's own appl~cat~on software ~nternally The main reason for mternal 
development is that there are substantial cost savings through developmg in-house 
programs over buymg packages In add~t~on the bank found that the packages rev~ewed 
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d ~ d  not meet the banks' spec~f~c needs and belleves that that non-Kazakhstan based 
software vendors do not appear capable or comm~tted to supplymg the quahty of on- 
going support needed by the bank 

The bank ~mplemented the new Chart of Accounts, based on the Oracle 7 Data Base 
tools and th~s was Introduced to all the branches by December 31, 1997 

The bank also mstalled a full scale commun~cat~on system, upload~ng data from the 
branches on a dally bas~s w~th on-lme connect~on to the SWIFT payments network 

The bank dec~ded to cont~nue to fmd in-house programmers to bu~ld its operatmg 
systems and IS concentratmg on bu~ld~ng a new depos~t system and lmprovmg lmkages 
w~th the branch network The bank has approx~mately ten programmers and three 
support staff The IT budget IS berng mcreased to take account of the very heavy 
workload at the bank The bank IS currently workmg w~th its tw~nn~ng partners to 
develop an IT plan for 199811 999 In view of the merger w~th Zh~lstroy bank, the IT 
resources at the bank remain scarce 

Kazcommertsbank 
Ex~stmg computer systems mclude Novell Betr~eve for the data base, w~th chent-s~de 
appl~cat~on systems developed usmg the Cllpper programming language 

The relat~ve mflex~b~llty of the Chpper programming language was c~ted by the bank as 
one of the factors that delayed the complet~on of the accountmg conversion to the new 
chart of accounts 

The IT Department has already started mvest~gat~on of modern, propr~etary core bank 
operat~ons software systems, havmg collected l~terature from Prolog~c of Canada, 
M~das-Kap~ty and M~crobank Software, Inc of the U S The bank IS also mterested In 
lmprovlng the bank's support of other funct~ons such as Treasury, AIL Management, 
and prof~tab~hty analys~s IBTCl coordmated w~th Sendero to demonstrate Asset/hab~l~ty 
software to the bank Descr~pt~ve l~terature of addhonal propr~etary software has been 
prov~ded to the IT D~rector 

The IT Department IS usmg the Novos~b~rsk technology group for ass~stance In 
preparmg systems requ~rements for use In acqulrmg the bank's future automat~on 
system 

The IBTCl adv~sors sat In on the bank's departmental meetmgs on how IT and the 
varlous user departments can work together to plan a successful m~grat~on to modern 
IT systems A major focus of the meet~ngs was to Improve commun~cat~ons between the 
accountmg and IT departments 

The Deputy D~rector of IT was concerned about the structure of the present data base, 
cons~stmg of some 200 to 300 Betr~eve f~les, covering bookkeepmg, general ledger, 
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transact~ons and customer accounts, and IS cons~dermg break~ng out the bookkeepmg 
port~on mto a separate f~le mamta~ned on a separate server 

The Deputy Ch~ef's expressed mterest In learnmg more about mternat~onal bankmg and 
the modern IT systems requ~red to support the bank's present and future operat~ons 

Turan-Alem Bank 
Turan-Alem bank techn~cal staff met w~th many vendors and rev~ewed the~r packages 
The revlews were from vendor publ~shed hterature on the~r company and software 
systems The bank was furn~shed by IBTCl w~th an add~t~onal 1st of potent~al supphers 
of modern mtegrated bankmg software and a l~st of spec~ahzed vendors of spec~al 
funct~onal software In the areas of Treasury, AssetJL~ab~hty Management and also 
prof~tab~hty analys~s 

The IT Department moved forward w~th research and development of conceptual 
spec~f~cat~ons for the~r funct~onal bankmg system, ut~ l~z~ng the CASEIObject Or~ented 
requ~rements def~n~t~on approach as constructed for Kazakhstan banks by the 
Novos~b~rsk group Turan-Alem Bank developed a full set of funct~onal requ~rements 
and spec~f~cat~ons for requestmg tenders for vendors of propr~etary bank~ng software 

Followmg the evaluat~on of software packages, the bank cons~dered the packages to be 
very expenswe and that most packages would requlre cons~derable custom~zat~on The 
bank then dec~ded to develop the~r own modules ~n-house The bank began to develop 
a new system to ~nclude general ledger accountmg, a customer ~nformat~on f~le and a 
central~zed cred~t fde system 

After several months of trylng to bu~ld these systems, the bank began to quest~on the 
potent~al cost effectweness of uslng Oracle data base software for the development of 
the bank's overall system and the bank IS once again lookmg at vendor hterature It IS 

part~cularly mterested In a package offered by a Balt~c firm that IS based on "Progress" 
software Progress was developed by a US company and apparently the Balt~c f~rm has 
mstalled a Russ~an language version 

The bank has not set a formal project plan and t~me table for purchasmg software The 
bank IS In the process of bemg pr~vat~zed and unt~l the buyer IS known no major 
dec~slons can be taken on purchas~ng new software 

Kazagroprom Bank 
The bank's IT groups has spent several years studymg propr~etary software for the 
bank's needs The mvest~gat~on ~ncluded both data base products such as Oracle and 
Sybase, and full bankmg apphcations includmg the Barkley's, K~rchman and Kmdle 
systems The bank concluded that the appl~cat~on systems rewewed were too costly 
and has contracted to purchase the Va-Bank System Th~s system IS based on 
software or~g~nally developed In Smgapore 
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The bank attended the IBTCl workshops and courses but has shown m~n~mal mterest In 
recelvlng assistance The bank has been reluctant to volunteer lnformat~on on the 
progress of its conversion There IS no detailed converslon plan and there was no 
ev~dence of a detalled systems speclf~catlon before the software was bid, evaluated or 
selected The only mformatlon we have seen IS sales hterature The frst deputy 
chairman of the bank confirmed the bank mtends to ~mplement the new operatmg 
system at the head off~ce and branches w~th~n four to five months, by March of 1998 
Th~s IS very unreal~st~c Th~s particular bank contmues to underest~mate the t~me, 
comm~tment and resources necessary to successfully ~mplement a converslon 

Tram banks In SDLC process In order to enable them to evaluate, select and ~mplement 
accountmg software - ACHIEVED 
Draft and Issue ~mplementat~on gu~de to Include accountmg example - ACHIEVED 
Ass~st 5 banks to ~mplement software - SEE ASSESSMENT BELOW 

Assessment of Subact~vlt~es 

Senlor IT off~c~als at the large banks were In regular contact w~th the IBTCl IT 
consultants The counterparts at Kazcommertsbank, Turan-Alem and CenterCred~t 
appeared knowledgeable and had regular exposure to IT Issues, both through outs~de 
tra~nmg and trainmgl exposure to consultants arranged by USAlD 

IBTCl consultants ass~sted the banks where they were unfamhar w~th the technology 
ava~lable and the types of systems arch~tecture In use In the marketplace The IBTCl 
consultants explamed the features of different systems including mtegrated modular 
banking packages 

The tra~ning workshops on the Systems Development L~fe Cycle were well attended by 
senior IT directors The workshops ldent~fied that one of the most common reasons for 
the fa~lure of IT projects was the lack of communicat~on between IT and functional 
management As a result, further work was done to prov~de both mater~als and hold a 
workshop on the subject of user interv~ew techniques 

The System Development L~fe Cycle lmplementatlon Guide IS a very good tool for 
banks who want to Implement new software systems In addlt~on to the gu~de the IT 
d~rectors of the top banks also recewed many mater~als on the followmg pract~cal toplcs 

IT and Management Information Systems 
IT and management commun~cat~ons 
User ~nterv~ew techniques 
Cr~t~cal factors to the success of IT projects 
Data collect~on documentat~on 
Sample MIS reports 
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IBTCl prov~ded pract~cal assstance to the banks to select and evaluate software Most 
of the hterature ava~lable to IT d~rectors has been sales hterature and they have needed 
tra~n~ng In spec~f~c techn~ques for mterv~ewmg funct~onal users, documentmg the~r 
requ~rements and develop~ng an understandmg as to how computer technology must 
be appl~ed In order to meet the banks' management plannmg, control and reportmg 
needs In add~t~on to prov~dmg hsts of software vendors, IBTCl ass~sted western 
vendors to come to Kazakhstan and demonstrate the~r systems to the commerc~al 
banks 

Although all the banks are mvest~gatmg major software purchases Narodny IS the only 
bank that began a large scale ~mplementat~on Progress at even Narodny IS very slow 

The commerc~al banks found the accountmg software very costly and all of the banks 
are tryng to avo~d add~t~onal expense by e~ther develop~ng thew own software or 
purchas~ng "Russlfied" bankmg packages 

In the case of Turan-Alem and CenterCred~t banks the banks are In the process of 
tremendous change These banks w~ll  have to revlew ther strateg~c plans and 
determme the~r ~nformat~on technology requ~rements needed to support the 
accompl~shment of management's strateg~c goals and objectwes 

A number of banks were vwted to establ~sh the general ledger capabll~ty of the 
accountmg software at Kazakh banks The reports conclus~on was that none of the 
banks have a general ledger The report IS dealt w~th In more deta~l In the next sect~on 

From the current experience, we can conclude that 

The banks need to develop and Implement general ledger accountmg systems 
that meet mternat~onal standards 

The banks need to determme thew IT needs w~th~n the overall strateg~c goals and 
objectives of bank management Thls mvolves execut~ve management plannmg, 
budget~ng and funct~onal controls as well as dally transact~on processmg 
Dec~s~ons on computer hardware and software made before the general ledger 
accountmg systems are Implemented w~l l  only result In wasted t~me and money- 
and eventual dlsappomtment In IT performance by both the execut~ve and 
funct~onal management 

All of the banks began thew mt~al  software select~on process in 1996 From the 
feedback recewed at the workshops, except for Halyk bank, ~t IS doubtful that the 
orlgmal spec~f~cat~ons w~l l  be adequate to form an mformed dec~s~on on select~on 
and ~mplementat~on of the IT systems needed to support ther busmess In the 
future 
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The banks need to perform mternal research to defme its documentat~on and 
add~tional MIS and transact~onal processmg needs of the bank 

The IT departments at the banks w~ll  be fully challenged to meet the requ~rements of 
general ledger and subs~d~ary ledger accountmg The software ~mplementat~on gu~de 
and tra~nmg wdl prove to be very useful for the banks and w~ll  help them avo~d many 
p~tfalls In the~r ~mplementat~on 

2 2 Implement Subs~d~ary Ledgers at Fwe Banks 

A Objectives and Overview 

Assist the banks to des~gn and Implement subs~d~ary ledgers In order to ensure that 
commerc~al banks capture, record and process the~r financ~al commitments accurately 
and completely In a t~mely manner 

Produce and Issue an accountmg conversion manual/mater~als and prov~de gu~dance 
in the areas of general ledger balancmg, mternal controls and reportmg structure 
changes From this gu~dance, the banks w~ll  put In place organ~zat~onal, adm~n~strative 
and account~ng controls to prov~de integr~ty to the accountmg records so that the 
~nformat~on in the ledgers can be rehed upon 

B Background 

C Work Performed 

Jomt and ~nd~v~dual meetmgs of the IT and the Accountmg Departments were held at 
each of the fwe(5) selected banks 

1 Turan-Alem 
2 Centercred~t 
3 Kazkcommerts 
4 Kazagroprom 
5 Halyk(Narodny) 

Wr~tten mater~als on subs~d~ary ledgers for securit~es, loans, depos~ts were d~str~buted to 
the fwe banks Extenswe sessions were held w~th the banks and progress was very 
slow None of the banks were capable to proceed at a pace to meet the conversion 
timetable envwoned In the or~ginal task order 

IBTCl rev~ewed voluminous conversion materials prepared by Halyk bank and noted 
that Halyk had the most organ~zed effort of any of the selected banks In April, Halyk 
est~mated that developing their subsid~ary ledgers would take at least unt~l the end of 
1997 The Fmance D~rector thought th~s t~metable was very amb~tious and that more 
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t~me would probably be necessary Halyk requested contmuous consult~ng ass~stance 
In general accountmg matters 

IBTCl consultants, w~th the ass~stance of Bankmg Adv~sory Serv~ces, developed a 
fore~gn exchange subs~d~ary ledger demonstrat~on model The model was used In a 
presentahon to over th~rty banks 

In order to prov~de momentum to bank accountmg reform, IBTCl proposed that the 
NBRK be used as a model for the commerc~al banks The proposal was to develop 
subs~d~ary ledgers for fore~gn exchange and secur~t~es at the NBRK and roll the work 
out to the commerc~al banks Th~s would put the NBRK In a leadersh~p role In bank 
accountmg reform D~scuss~ons took place w~th Mr Akhanov, Deputy Charman of the 
Econom~cs and FX departments at the NBRK re future collaborat~on In the area of 
fore~gn exchange Mr Akhanov showed m~n~mal mterest 

In July 1997, USAID, IBTCl and the NBRK met for a progress meetmg There was a 
general consensus that the commerc~al banks were not makmg progress and it was 
cons~dered that for the banks to bu~ld momentum to create subs~d~ary ledgers the 
NBRK would have to take a more v~s~ble and actwe role In bank accountmg reform In a 
new collaborat~ve ~ n ~ t ~ a t ~ v e  The proposed ~ n ~ t ~ a t ~ v e  was to develop conversion tra~nmg 
courses to be del~vered at the NBRK for the commerc~al banks w~th on-s~te follow-up 
v ~ t s  to ensure that the progress IS bemg made The D~rector of Bankmg Superv~s~on 
Department was to make th~s proposal to the Governor of the NBRK 

IBTCl were requested to make proposals on the roles and format~on of work groups at 
the NBRK and the commercial banks IBTCl made the recommendat~ons In August and 
In October the NBRK agreed to form a comm~ttee for commerc~al bank accountmg 
reform 

Prior to the format~on of the comm~ttee, the NBRK and USAlD agreed that IBTCl would 
v ~ s ~ t  f~ve banks to review the status of general ledger development at the banks and the 
operat~on of the new chart of accounts 

The IBTCl consultants v~s~ted f~ve banks , on three vls~ts the IBTCl consultants were 
accompan~ed by Mrs Abdulma The purpose of the v~s~ts  was to revlew the~r accountmg 
systems - part~cularly from both an ~nformat~on technology (IT) and accountmg 
perspectwe 

The banks v~s~ted were 

Halyk 
Kazcommerts 
Kazag roprom 

a Tem~r 
a CenterCred~t 
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D~scuss~ons were held w~th management and representat~ves of the Accountmg and IT 
departments at each of the banks Although the number of banks v~s~ted was small, 
there was a cons~stency In the fmd~ngs whlch allowed IBTCl and the NBRK to conclude 
that the banks vwted were representatwe of the major~ty of the banks In Kazakhstan 

The followmg conclus~ons were drawn from the v~s~ts 

The banks had created a chart of accounts report - not a General Ledger The 
systems produce the Form 700N dally but when judged agamst mternat~onal 
bank accountmg pract~ces there was no General Ledger funct~onal~ty 

There was concern that the courses adopted by banks - the purchase of new 
software or the amendment of ex~stmg software - would not dehver the requ~red 
General Ledger features Th~s would result In double converslon exercises 
Add~t~onally, those banks who have prepared a t~metable for computer 
~mplementat~ons/convers~ons would have underest~mated the scope of work to 
be performed 

The v~s~ ts  h~ghl~ghted that as part of the converslon task, the banks needed 
educat~on and gu~dance on the mechan~cs of how to des~gn, operate and 
mamtaln General and Subs~d~ary Ledgers Ass~stance would have to be 
prov~ded to the banks through converslon teams formed at both the NBRK and 
commerc~al banks The NBRK teams would have to be ass~sted by USAlD 
adv~sors to prov~de spec~al~zed adv~ce on converslon, accountmg and mternal 
control Issues at the banks 

Bank management contmues to manage its busmess by relylng on the reports 
requlred by the NBRK They also rely on the old GOSBANK tr~al balance Th~s 
was not an appropr~ate tool to use when measuring a commerc~al bank's 
performance as the GOSBANK chart of accounts evolved pr~mar~ly to meet the 
needs of the old centrahzed command style economy 

W~thout the mtroduct~on of General Ledgers and Subs~d~ary Ledgers, the banks 
had not adopted mternat~onally accepted bankmg pract~ces They d ~ d  not have a 
full understand~ng of the scope and Impact of the changes a converslon to 
subs~d~ary ledgers would have upon the~r organ~zat~ons Because of thls, 
management lacked the mcent~ve to convert fully 

IT factors leadmg to the conclus~on drawn from the vls~ts were 

The banks proposed to mstall new systems and then convert to a general ledger later 
They would then create spec~ficat~ons for the vendor to mod~fy the system to create a 
General LedgerISubledger system Upon completion of the mod~f~cat~ons, the banks 
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would then ~nstall the newly des~gned GLISubledger module Several concerns arose 
from this approach 

The banks would be involved ~n a double convers~on, the f~rst to the new system 
and the second to the enhanced system 

Conversions are labor intenswe, t~me consummg projects Data must be organ~zed, 
collected, mput mto the new system, ver~f~ed, corrected and run In parallel w~th the old 
system before dropping the old system A double conversion not only drams the bank's 
resources but also doubles the poss~b~l~t~es of errors 

The banks need to create deta~led spec~f~cat~ons for a GLISubledger module and 
the banks have had l~ttle ~f any experience w~th General LedgerlSubledger 
processmg systems To des~gn a processing system w~th wh~ch one IS unfamihar 
IS at least an arduous task The bank w~ll  be learnmg about GL systems 
processmg as ~t designs ~t The results would be less than opt~mal 

The vendor IS unhkely to have had prior experience w~th GLISubledger 
processmg capab~lit~es and therefore the vendor also IS unhkely to have had 
much ~f any experience w~th General LedgerISubledger processmg systems 
Complete rehance w~ll  be placed upon the spec~f~cat~ons prov~ded by the bank If 
the specif~cat~ons are maccurate or mcomplete the resultmg GLISubledger 
system will also be maccurate or mcomplete The vendor would be unable to 
prov~de much, ~f any, quahty control over the design accuracy 

The banks that plan on mod~fymg the~r current systems would also need to 
understand completely General LedgerISubledger processing concepts before 
they can effect~vely des~gn and complete the~r system enhancements 

Other conclus~ons drawn from the vis~ts were 

Management of the banks surveyed d ~ d  not have a complete understandmg of 
the objectives of the 'Convers~on' Nor IS it apparent that they reahze the full 
~mpact and scope of the project In terms of both organ~zat~onal changes and t~me 
mvolved 

The new chart of accounts was been only bemg ~mplemented In that the Form 
700N report was generated on a dally bas~s The usage of th~s report bemg 
used by the banks for thew own purposes was negl~g~ble The Form 700N report 
was perce~ved as bemg requ~red for regulatory purposes rather than for 
management purposes 

When judged accordmg to mternat~onal accountmg pract~ces, the accountmg 
systems In place at the banks d ~ d  not have true General Ledger and Subledger 
funct~onalrty The current systems posted the~r entr~es solely at the contract 
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account level (e g loan, deposit, nostro etc ) The GL updates by summmg the 
contract accounts that relate to a particular GL and merely replaclng the current 
balance of that GL In a true GL system, the movements would be posted as 
actual debits and credits across the GL account 

Within the banks vwted, the accounting function was decentralized and failed to 
~dent~fy the 'owner' of the mformation mput mto the processmg system This 
results In the absence of real respons~b~l~ty for the continuing integrity of that 
information There are many checks to ensure that at a very detailed level 
transactions have been input correctly There are very few checks, however, to 
ensure that all transactions have been processed accurately, completely and 
correctly Current pract~ce is that the responsibility for the integrity of the 
processing will be assumed by IT Division rather than the user department 

The NBRK, USAlD and IBTCl agreed that to convert from the GOSBANK system to a 
general ledgers 1 subsidiary ledger system the conversion would ~nvolve 

Design of a su~table (computer) processing system 
Design and composition of the mformation to be held In each Subsid~ary Ledger 
Redesign of manual processes and work flows 
Data cleansmg 
Introduction of operatmg and management controls and reportmg to ensure the 
~ntegr~ty of the mformation 
Education and traming 
T~me 
Dedicated manpower resources 

Based on the experience gamed in the first nine months of the year, the banks would 
require considerable long-term assstance to plan and convert to formal General Ledger 
and Subsid~ary Ledger systems 

The v~sits confirmed that the banks were hav~ng s~gn~ficant problems with their 
conversions and had neither the knowledge nor experience to bu~ld General Ledgers or 
Subsidiary Ledgers by themselves They d ~ d  not have the detailed understanding 
required to design the mechanics to operate the Ledgers smoothly and eff~ciently The 
Russ~an software vendors do not have thls knowledge e~ther 

It was deemed unreal~st~c for the NBRK and USAlD adv~sors to part~c~pate d~rectly In all 
the stages of the conversions at all of the commerc~al banks Rather, they would assst 
the banks by developmg project control mechanisms, by providing guidance In the 
management of the conversion process and by offermg ass~stance on speciflc 
conversion and accounting issues 

Proposals were made by IBTCl for the establ~shment of Steermg Comm~ttees (SC) and 
Workmg Part~es The NBRK was to take the lead In th~s and establ~sh ~ t s  own steermg 
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comm~ttee to work w~th working groups at the commerc~al banks The NBRK teams 
would be ass~sted by USAlD advisors to prov~de spec~ahzed advice on converslon, 
accountmg and internal control Issues at the banks 

In November, the NBRK board approved the establishment of the NBRK coordmat~on 
comm~ttee for subs~d~ary ledger conversion and general ledger mamtenance at the 
second t~er banks 

The coordmat~on comm~ttee is comprised of members of the followmg NBRK 
departments 

Bankmg Superv~s~on 
IT 
Accounting 
Fore~gn Operations 
Computer processing 
Payment systems 
Internal Operat~ons 

The NBRK coordination committee recommended that the commerc~al banks form 
workmg groups and requlred the commercial banks to subm~t a converslon plan by mtd- 
December 

Twenty two banks subm~tted work plans by the end of December and the deadlme was 
then extended to February for the remaining banks 

Produce and Issue an account~nq conversion manuallmater~als ~ncludinq guidance for 
general ledqer balancmq, Internal controls and re~ortina structure chanqes 

Gu~dance was prov~ded to the commerc~al banks on how to plan and execute a 
conversion The selected banks were prov~ded with adv~ce and mater~als on how to 
structure and manage projects, form steering comm~ttees and work groups, set 
benchmarks and the steps and processes to achieve a converslon In addit~on to th~s, 
all the banks recelved a bound text wlth examples of general ledger and subsid~ary 
ledger extracts for loans, deposits and Investments The materials also contamed 
examples of journal entries and accrual accountmg 

Speclf~c presentations on subsld~ary ledgers were made in-house to the followmg 
banks 

NBRK 
Halyk 
Turan-Alem 
Kazagroprom 
CenterCred~t 
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Tem~r 
Rehab~l~tat~on Bank 

IBTCl made presentat~ons to the banks on Internal Controls for Banks The 
presentat~ons covered the components of control and the pol~c~es, procedures, 
practices and organ~zat~onal structures deslgned to protect and safeguard the assets of 
a bank Spec~f~c adv~ce was given to the followmg banks on thew organ~zat~on structure 

NBRK 
Halyk 
Turan-Alem 
Kazag roprom 
Centercredit 
Tem~r 
Senn~m 
Al Raun 

A presentat~on on Accountmg lnformat~on Systems (A I S ) was made In October to 
s~xty part~c~pants from more than th~rty banks The presentat~on covered general 
ledgers and subs~d~ary ledgers and systems The objectwe was to help the banks better 
understand the operations and balancmg procedures of general and subs~d~ary ledgers 

Further presentat~ons on the subject of subs~d~ary ledgers were made In house at the 
end of year to Kazcommerts bank and Turan-Alem bank 

Des~gn and ~mplement subs~d~ary ledger at f~ve banks - SEE ASSESSMENT BELOW 
Produce and Issue an accountmg converslon gu~delmatenals - ACHIEVED BUT SEE 
ASSESSMENT BELOW 
Prov~de gu~dance on general ledger balancmg, mternal controls and report~ng structure 
changes - ACHIEVED BUT SEE ASSESSMENT BELOW 

E Assessment of Subact~v~t~es 

Asslst the banks des~gn and Implement subs~d~arv ledgers 

There has been very l~ttle progress made In th~s area The banks have shown no 
w~lhngness to progress In th~s area of converslon to general ledgers and subs~d~ary 
ledgers The banks have taken the path of performmg the m~n~mal amount of work and 
In the case of the ~mplementat~on of the chart of accounts th~s was only brought about 
by the mandate of the NBRK Wh~le there have been ~mprovements In the transparency 
of fmanc~al statements, the ~mplementat~on of the chart of accounts was very cosmet~c 
and the full benefits of implementation were foregone 
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Followmg the ~mplementat~on of the chart of accounts, the NBRK has played a relat~vely 
passive role In the area of account~ng reform It took f~ve months from the progress 
meetlng w~th the NBRK In July to the end of the year to form the work groups at the 
commerc~al banks and most of the banks had not prepared thew conversion plans The 
NBRK coordmat~on comm~ttee has proved to be a very slow veh~cle as an Instrument of 
change 

USAlD and IBTCl can prov~de ass~stance and gu~dance but has no control over 
whether a commerc~al bank will act~vely Implement general or subs~d~ary ledgers The 
project has been prov~dmg ass~stance beyond the orlglnal f~ve banks and the NBRK 
coord~nat~on comm~ttee has set an objectwe of ass~stmg all the banks 

Because of th~s, the project IS to change strategy and dellver prlmary attent~on to three 
p~lot banks and reduced support to the other banks Wh~le USAlD and IBTCl will stdl not 
have control the p~lot banks chosen will all have to want to be p~lots and want to 
~mplement general ledgers and subs~d~ary ledgers 

A draft workplan has been agreed between IBTCI, USAlD and the NBRK Extenswe 
d~scuss~ons and meetmgs took place between IBTCl advlsors and Mrs Abdulma to 
agree upon the def~n~t~ons of a general ledger and subs~d~ary ledgers The essent~als 
elements of the workplan are as follows 

1 Non-p~lots banks 
The objectlve of the work w~th the non-pdot banks w~l l  be to ensure all banks have 
established a general ledger, new accountmg pol~c~es and procedures and are 
operatmg from the new chart of accounts by 31 December 1998 

IBTCl will ass& them reach ther goals by the ass~stance and gu~dance prov~ded to the 
coord~nat~on comm~ttee of the NBRK The comm~ttee w~l l  be respons~ble for the non- 
pllot banks ach~ev~ng the objectwe set out above 

Flrst pr~or~ty w~ll  be on general ledger creat~on, development of procedures and mternal 
controls and subsrd~ary ledgers IBTCl w~ll  ass~st the NBRK In tra~nmg bank staff In 
project management sk~lls, Internal controls, subs~d~ary ledgers and the 
convers~on/~mplementat~on process 

2 Pilot banks 
It was agreed in January w~th the Governor of the NBRK and USAlD to adopt a pilot 
bank approach to the convert the commerc~al banks The NBRK nommated Narodny 
Bank, Centercredlt Bank and Tsesnabank as the p~lot banks 

The objectlve IS to ass~st three pllot banks to estabhsh general ledgers and for those 
banks to be ut~hzmg subs~d~ary ledgers as part of the~r dally account~ng and reportmg by 
31 December 

- -- 
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The scope of work w~l l  be to concentrate on the major banking areas of 

Loans 
Depos~ts 
Foreign exchange 
Securit~es 
Fixed assets 

The assumpt~on w~l l  have to be made that by covermg the main departments in each 
bank wdl meet the requirements of the scope of work, on the bel~ef that the new 
policies, procedures and pract~ces in these departments w~l l  be adopted in the other 
branches of the bank 

IBTCl w~l l  mvestlgate current operat~ng procedures and practices to determme the 
weaknesses of the inst~tut~on where the pilot clearly does not meet mternatlonal 
standards The concentrat~on of work will then be to make recommendations to the p~lot 
to ~mplement the necessary changes to attam lnternat~onal standards 

There w~l l  be a focus of revlewmg funct~onal act~v~t~es and improved mternal controls 
rather than mdividual deta~led processes or workflow re-engineering 

The work In the f~eld may broadly be separated between work to create general ledger 
and work to support subsid~ary ledgers The accounting department of the bank w~l l  
determme the level of informat~on requlred in the general ledger but the development 
work w~l l  pr~mar~ly be carr~ed out by the IT department IBTCl IT advisor will not des~gn 
new systems but w~ll  review the system log~c for deficiencies, note sub-opt~mal deslgn, 
revlew alternatlve solut~ons and provide assistance in designing hlgh level reports The 
IBTCl IT adv~sor w~ll  revlew the systems aspects of the new general ledgers and make 
recommendat~ons to develop exception reports that will Improve the integrity of sub- 
ledgers 

3 Roles 
IBTCl wdl be providing adv~ce, assistance and tra~n~ng to counterparts at the NBRK and 
the pilot commerc~al banks The IBTCl adv~sors w~ll  focus pr~marily on the pilot banks 
The IBTCl adv~sors w~l l  provide adv~ce and training on how to approach conversion 

Issues and alternatlve solutions to the problems The solutlon chosen will be made by 
the commerc~al banks 

The main role of the NBRK will be to provlde impetus for bank accounting reform 
through the newly formed coordlnatlon commlttee The commlttee will arrange regular 
meetmgs with the commercial banks senior management to monitor progress and 
prov~de any necessary assistance the banks may need to fulf~ll thew work plans 

Also, NBRK staff should ass~st the IBTCl adv~sors to deliver training courses and 
semmars to the pilot banks on practical ~mplementation Issues arising from the 
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converslon The NBRK staff should then be able to prov~de the tralnlng, w~thout 
ass~stance, to the non-p~lot banks 

The role of the pilot commerc~al banks w~ll  be to ensure that they have the necessary 
financ~al and human resources to carry out the~r work plans Where new systems 
~mplementat~ons are taking place or major re-wr~tes of exlstlng systems the 
implementat~on must be completed by m ~ d  year The pilot banks w~l l  have to ensure the 
work group members are ava~lable for tralnmg and meetings w~th the IBTCl adv~sors 
The bank work groups w~ll  Implement the general ledger and subs~d~ary ledgers 

Produce and Issue an accountmg conversion gu~de/mater~als 

As stated In the work performed sect~on, gu~dance was prov~ded to the commerc~al 
banks on how to plan and execute a converslon The selected banks were prov~ded 
with advice and materials on how to structure and manage projects, form steermg 
comm~ttees and workgroups, set benchmarks and the steps and processes to ach~eve 
a conversion 

Taken as a whole the mater~als form a cons~derable body of knowledge from wh~ch the 
banks can complete a conversion There is, and always will be, a contrnuous need from 
the commercial banks for ass~stance In thls area The banks w~l l  recelve add~t~onal 
practical ass~stance In 1998 from both the USAlD adv~sors and through working w~th the 
coord~nat~on comm~ttee of the NBRK 

Prov~de guidance on general ledger balanclng, internal controls and reporting 
structure changes 

As stated In the work performed section, the banks have rece~ved spec~fic guidance on 
the components of control and the policies, procedures, pract~ces and organ~sat~onal 
structures designed to protect and safeguard the assets of a bank Spec~f~c adv~ce was 
given on strateg~c plann~ng, organisat~on structure, accountmg mformat~on systems, 
(~ncludlng general ledger balanc~ng,) and general and subs~d~ary ledgers 

There IS a continuous need from the commercial banks for ass~stance In th~s area The 
banks w~l l  recelve add~tional practical asslstance In 1998 from both the USAlD adv~sors 
and through working wlth the coordinat~on comm~ttee of the NBRK 

2 3 Produce a Product Accountmg Manual 

A Objectives and overvlew 

Produce and Issue a product accounting manual that provides gu~dance on how 
to account for banking products The manual will prov~de guidance on whether a 
product generates to an asset or I~abllity, Income or expense and whether 
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contmgent assets or llab~l~t~es w~ll  arise The manual w~ll  not prov~de absolutes 
for the accountmg treatment of all transactions or events that can occur 

B Background 

C Work Performed 

A comprehens~ve l~stmg of bankmg products was produced and agreed w~th the NBRK 
Pollcles were wr~tten for the followmg products 

l nvestment Products 
Secur~t~es Held to Matur~ty 
Securlt~es Held for Resale 
Secuntles Held for Fundmg Purposes 

Lendmg Products 
Loans and Leases 
Factormg 
Forfe~tmg 
Bankers' Acceptances and 
B~lls of Exchange 

Fundmg Products 
Repurchase Agreements 
Reverse Repurchase Agreements 

Commitments 
Guarantees 
Letters of Credlt 

Depos~t Products 
Cap~tal Market Products 
Der~vat~ves 
Optlon Contracts 
Forward Rate Agreements 
Interest Rate Swaps 
Fore~gn Exchange 

Fee Based Products 
Trust Servlces 
Other Fee Based Products 

lnternat~onal Busmess and Techn~cal Consultants, Inc 20 
Fmal Report 

8 \  

5 



F~nanc~al Restructurmg Techn~cal Ass~stance - Kazakhstan Fmanc~al Sector Accounting Reform 

Produce and Issue a product accountmg manual - PARTIALLY ACHIEVED, SEE 
ASSESSMENT BELOW 

E Assessment of Subact~v~t~es 

The draft of the product accounting manual was translated to Russ~an In October and 
presented to the NBRK 

The mam counterpart who would perform the revlew left the NBRK In October and the 
f~rst revlew by the NBRK was not completed untd March 1998 Rev~s~ons are currently 
bemg made to the manual in order for it to be Issued In the second quarter 

Add~t~onal work 

IBTCl ass~sted the Bankmg Superv~s~on Department to prepare a recommendat~on to 
the commerc~al banks In it, the NBRK recommended to the commerc~al banks to draft 
the~r own accountmg pol~c~es and that the accountmg pol~c~es adopted are approved by 
the supervisory board There IS a regulat~on In place that accountmg polic~es are 
rev~ewed and approved by the NBRK The main advantage of th~s recommendat~on IS 

that the NBRK does not have to ~ n ~ t ~ a t e  wr~tmg the accountmg pol~c~es of banks and that 
banks do have the power to wr~te accountmg pol~c~es for the new actw~t~es they engage 
In The recommendat~on was ~ssued In June 

2 4 NBRK Accountmg Support 

The objectwe of th~s component IS to ass~st the NBRK address bank accountmg Issues 
and prov~de gu~dance on mternat~onal accountmg standards and pract~ces 

Cont~numg support for the NBRK Accountmg Department was prov~ded throughout the 
year The NBRK requested addhonal support beyond what was ~ncluded In the orlgmal 
TOR and th~s work has been completed 

Ass~st the NBRK In the followmg areas 

Secur~ties accountmg - ACHIEVED 

A secur~t~es normat~ve was prepared and forwarded after dlscuss~on to the Nat~onal 
Accountmg Comm~ss~on for cons~derat~on The normative closely follows the Amer~can 
Institute of Cert~f~ed Pubhc Accountants' Generally Accepted Accountlng Prmciples 
Spec~fically, secur~ties are d~v~ded mto three categor~es Held to Maturity, Ava~lable for 
sale, and Tradmg secur~t~es 

lnternat~onal Busmess and Techn~cal Consultants, Inc 2 1 
Fmal Report 



Flnanclal Restructurmg Technical Ass~stance - Kazakhstan Fmanc~al Sector Account~ng Reform 

Des~gn of account~ng and mternal controls for custod~al depos~tor~es - ACHIEVED 

Advlsed Mrs Abdulma on spec~flc transact~ons relatmg to trust act~v~t~es and the 
pr~nc~ples of on and off balance sheet transact~ons Adv~sed the Account~ng Department 
and Bankmg Superv~s~on Department the apphcablhty of the Second T~er Bank's chart 
of accounts to the newly formed pr~vate penslon funds Prov~ded AlCPAlM~croMash 
~nstruct~onal d~skette mater~als to the NBRK Accountlng Department on the subject of 
penslon accountmg Prowded adv~ce to Bankmg Superv~s~on Department on penslon 
accountmg (IAS29), custod~al act~v~t~es and the Issuance of eurobonds 

There will be a contmuous need to address spec~f~c Issues and pract~ces In the area of 
mvestment and trust banklng 

Settlement of NBRK Inter branch accounts Adv~se on clear~ng exchange role of the 
NBRK accountmg functlon - ACHIEVED 

Thls adv~ce was prov~ded In March and the NBRK centrahzed th~s funct~on 

Consohdat~on of and accountmg for self supportmg enterpr~ses - ACHIEVED 

Meetmgs were held w~th the NBRK to determme the ex~st~ng accountmg methodology 
of the nine Self Supportmg Enterprises, (SSE's), belongmg to the NBRK, and also to 
~dent~fy the SSE's relat~onsh~p w~th the NBRK It was agreed w~th the NBRK that there 
are d~st~nct categor~es of SSE - recommendat~ons of account~ng poky  bemg given for 
each class, I e , 

1 The three subs~d~ar~es owned by the NBRK, but not controlled, should be 
accounted as mvestments In accordance w~th IAS 25 Income to be ~ncluded In the 
NBRK prof~t and loss as Investment Income, arlslng from dw~dend payments (Method 
currently adopted by the NBRK ) 

2 The two SSE's that prov~de no service to the NBRK should be transferred 

3 The four fully funded operat~ons of the NBRK should be ~ncluded 100% w~th~n  
the General Ledger of the NBRK - separate subs~d~ary ledgers to be created for 
each 

The recommendatlons were rev~ewed by the NBRK and of the 2 SSE's that provlde no 
service to the NBRK, one will be transferred to the M~n~stry of F~nance and the other will 
be comb~ned wlth an operat~on fully funded by the NBRK 

Ass~st In draftmg regulat~ons requlrlng the commercral banks adopt the~r own 
accountmg pol~c~es and procedures - ACHIEVED 
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Ass~sted the NBRK to prepare and Issue a regulat~on that requ~red the commercial 
banks to write the~r own accountmg pol~cies and procedures 
Rev~ew and revise mternal controls for fmancial accountmg and reportmg - ACHIEVED 

Rev~ewed the NBRK management reports and made recommendat~ons for 
~mprovement These were made In June 

General Ledger balancing procedures - ACHIEVED 

Adv~ce was prov~ded to the NBRK on an as-needed basis 

Reviewed the HalykINarodny Bank treasury operat~ons guidelines at the request of the 
NBRK 

Rev~ewed accounting for various gold and fore~gn exchange transactlons at 
Centercred~t Bank 

Rev~ewed the NBRK's organ~zat~onal structure per NBRK management's request 

Prepared and d~scussed accountmg consol~dation examples for commerc~al and 
Investment banks with the Bank~ng Supervls~on department of the NBRK 

A Russ~an language version of the lnst~tute of Internal Aud~tors' Standards for the 
Professional Pract~ce of Internal Aud~ting were obtamed and prov~ded to the NBRK 
Add~tional mater~als were prov~ded on Board Aud~t Comm~ttees and the Purpose of 
Internal Aud~t 

Translated the new NBRK operatmg and account~ng pol~c~es for all transact~ons in 
foreign currencies Th~s mcludes fore~gn exchange, preclous metals, secur~tles, futures 
and opt~ons (1 08 page document) Draft comments were presented to the NBRK 

Met w~th Narodny Bank to discuss accountmg for investments acqu~red on behalf of 
trust chents 

Met w~th Lar~ba Bank, Al Raun Bank and Senn~m Banks on the subject of subs~d~ary 
ledgers and organ~zat~on structures 

Adv~sed on the accounting treatment of mvestment and depos~t bankmg subs~d~ar~es for 
reportmg purposes Prepared accountmg consolldat~on examples for commercial and 
mvestment banks for discussion w~th BSD Worked through the examples w~th the 
relevant heads of d ~ v ~ s ~ o n  
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Prov~ded adv~ce to Bankmg Superv~s~on Department (BSD)on the treatment of the Issue 
costs of eurobonds Researched the accountmg standards and concept papers to 
prov~de BSD w~th a summary of the Issues to address when determmng the accountmg 
treatment of the d~scount on Issuance of eurobonds 

There was no formal cert~f~cat~on tra~nmg w~th~n the or~gmal task order Contmuous on 
the job tra~nmg IS given both at the NBRK and when vwtmg the commerc~al banks Th~s 
Included adv~smg on the appl~cat~on of accountmg pol~c~es, accountmg procedures, 
lnternat~onal Accountmg Standards and ~nternal controls The maln classroom and 
semmar tramng took place w~th~n the other components of the task order 

W~th~n  the work plan the follow~ng areas were ~dent~f~ed where add~t~onal ass~stance 
would be requ~red As no extra resources were made avadable ~t was agreed that IBTCI 
would attempt on a best efforts bass to prov~de ass~stance In the follow~ng areas 

Commerc~al bank tranng needs assessment - ACHIEVED 
The adv~sor performed a commerc~al bank tra~nmg needs assessment 
Held three meetmgs w~th the NBRK and d~scussed tramng needs of the commerc~al 
banks Based on mput from the NBRK and corroborated at two banks, two memoranda 
were prepared and forwarded to USAlD for cons~derat~on In February 1997 

The tra~nmg needs assessment for the NBRK and the commerc~al banks was 
completed The areas of tra~nmg ~dent~f~ed were 
a Accountmg pol~c~es for banks 
b lnternat~onal Accountmg Standards (IAS) related to bankmg 
c Deta~led accountmg procedures for banks 
d Internal control and pract~ce In bank~ng 

The NBRK requested that tra~nmg by western accountmg experts be prov~ded to both 
the Nat~onal Bank accountmg personnel and the commerc~al bank accountmg 
personnel Add~t~onally, tramng was to be prov~ded on s~te at Un~ted States banks for 
accountants from the ten largest banks In Kazakhstan The latter request was referred 
to USAlD for poss~ble NET tralnmg as thls could not be accommodated In the IBTCI 
Task Order and as no fundmg was made avadable, th~s request was dechned 

Accountmg pol~c~es - ACHIEVED 

As part of the work completed In components 2 3 and 2 4 tra~nmg and ass~stance was 
prov~ded In th~s area Contmuous ass~stance w~l l  be requ~red In th~s area throughout the 
durat~on of the task order 
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lnternat~onal Accountmg Standards - ACHIEVED 

As part of the work completed In component 2 4 tra~n~ng and ass~stance was prov~ded 
In th~s area to the NBRK Contmuous ass~stance w~ll  be requlred In th~s area throughout 
the durat~on of the task order 

Deta~led accountmg procedures - PARTIALLY ACHIEVED 

Accountmg procedures were ~ncluded In the product accountmg manual The 
procedures were more deta~led than or~g~nally env~saged In the task order but less 
deta~led than the NBRK would ~deally want 

Internal control and pract~ces - ACHIEVED 

IBTCl prowded gu~dance, materials, asslstance and tramng to the NBRK and the 
commercial banks on a contmuous bass whlch lncluded mternal aud~t, mternal controls, 
organlsat~onal structure and segregat~on of dut~es 

A presentat~on on the subject of Accountmg lnformat~on Systems was presented to the 
top twenty-f~ve banks There were approx~mately s~xty attendees 
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Kazakhstan External Debt 

Fmal Report 

Contractor lnternat~onal Busmess & Techn~cal Consultants Inc 

Contract # EPE-0005-100-5056-00 

Reportmg Per~od January 1, 1997 to December 31, 1997 

A CONTRACTOR'S REPORT 

1 Background 

In 1996, a computer~zed database system called Debt Management and Fmanc~al 
Analys~s System (DMFAS) was mstalled at the M~n~stry of Fmance (MmFm) Th~s 
database mcludes all the external debt loans of the country In the f~rst mstances the 
project called for the mstallat~on of one database at the MmFm that would be used and 
updated by the two other fmanc~al mstitut~ons adm~n~stermg external debt Issues (the 
Export-Import Bank and the Nat~onal Bank of Kazakhstan) However, In the mterest of 
secur~ty as well as to avo~d network congest~on caused by the s~multaneous use of the 
database by the three mstitut~ons involved In debt management, ~t was dec~ded that 
DMFAS would be installed onto three d~fferent servers such that the government would 
possess three d~stinct databases for external debt each rephcatmg the data mamtamed 
on the other machines 

Th~s mtroduced a number of problems The government needs to be able to work not 
only at the mstitut~onal level (mon~torlng function) but also at the level of the ent~re debt, 
particularly at the MmFm and the Nat~onal Bank of Kazakhstan (NBRK) To cope with 
this requirement, the Local Area Networks (LAN) at each mstltution would have to be 
linked by way of a W~de Area Network (WAN) in order to repl~cate the data of all three 
mstitut~ons accurately and In real t~me WAN would enable the MinFm and the NBRK to 
work on the ent~re debt by usmg the replicat~on funct~on The repl~cat~on funct~on 
enables Mmfm and NBK to access the mformat~on mon~tored by the other mst~tut~ons 
dealmg w~th external debt This replication funct~on had to be ~nstalled at MmFm to glve 
it d~rect lmks between NBRK and the EXIMBANK whlch w~ll  be poss~ble w~th the 
purchase of telecommun~cat~on hardware 
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At the beginning, implementation of the system was not a problem However, 
bottlenecks occurred when the different inst~tutions began feeding the system with data 
This was due to the poor information flows within the different departments that deal 
with external debt at each institut~on - the Departments of Disbursement, Treasury, and 
Budget to name a few This problem was concentrated at the MinFin and the 
EXIMBANK 

In order to ensure effective use of the DMFAS automated debt tracking and 
management features, the staff of the three ~nstitutions charged with managing 
Kazakhstan's public and publicly guaranteed external debt required additional training 

USAlD recommended a Res~dent Adv~ser on External Debt with a deep knowledge of 
DMFAS be h~red for a one year period The Adv~sor would be respons~ble for additional 
tra~ning requirements, monitoring of database updating procedures at each institution, 
implementation of the repl~cation environment that would allow the MinFin and the 
NBRK to produce user-defined reports on global external debt, and train staff at the 
MmFm and NBRK working w~thin the replication environment 

The Min~stry of Finance manages public debt that is paid by the Repubhcan budget and 
monitors some loans guaranteed by the government that are managed by banks other 
than EXIMBANK 

2 1 a Objectives and Overwew of Accompl~shments 

Train the staff of the State Debt Office to update the DMFAS database (updating refers 
to the mtroduction of new signed loans, maintenance of ongoing loans in the database, 
adjustments for real disbursements, forecasting of future disbursements, calculating 
amortizat~on tables with new real facts, and validat~ng all actual payments - 
commlsslon, mterest and prlnc~pal) 

Followmg the complete updatmg of the database, further tra~nmg of State Debt Off~ce 
staff was requ~red In the area of user-def~ned reports The DMFAS system ~ncludes an 
advanced feature that allows the user to define reportmg needs Th~s is accomplished 
by mtroducing parameters such as starting dates, ending dates, periodicity, un~ts, 
currency values, and other user-defined fields for customized reporting 

lnternatlonal Busmess and Techn~cal Consultants, Inc 2 
Flnal Report 



Fmanc~al Restructurma Techn~cal Ass~stance - Kazakhstan External Debt 

DMFAS enables the product~on of the project~on reports on future payments, future 
d~sbursements, status reports on payments on pr~nc~pal, Interest, commlsslons arrears 
and d~sbursements rece~ved (real) 
The above object~ves are focused on the database for wh~ch the mst~tut~on IS 

respons~ble 

The th~rd object~ve IS to Implement the repl~cat~on env~ronment In order to mcorporate 
the data of all three databases (MlnF~n NBRK and EXIMBANK) prov~dmg the Mmstry of 
Fmance w~th the ab~l~ty to produce reports on the country's global external debt 

The fourth objective IS to Install a Russ~an version of DMFAS and to make necessary 
checks and adjustments to the rephcat~on env~ronment 

The tra~n~ng, both, In updatmg procedures and In the product~on of user-def~ned reports 
has been accomphshed successfully and the State Debt Off~ce staff are using DMFAS 
on a dally bas~s 

Through ~t's use of DMFAS, the Mmstry of Fmance has Improved mformat~on flows 
w~ th~n  the ~nst~tut~on and brought about one centrahzed and accurate database for debt 
mon~tored by the mst~tut~on 

The ~mplementat~on of the rephcat~on env~ronment l~nk~ng the other two databases 
(NBRK and EXIMBANK) allowed the Mlnlstry of Fmance to share all external debt 
mformat~on ~nclud~ng debt mon~tored by other agencles Th~s sharmg process Improved 
the eff~c~ency of mformat~on gathermg and data quahty allowmg the Debt State Off~ce to 
view the EXIMBANK database Thls has reduced response to querles t~me from one 
week to several m~nutes The DMFAS system has eased on-hne control of ~nd~v~dual 
loan mon~tor~ng w~th~n the three databases 

F~nally, the report~ng system at the M~n~stry of Fmance has been rat~onal~zed Data 
used from the three ~nst~tut~ons IS repl~cated once a day at the M~n~stry of Fmance and 
at the Nat~onal Bank In one centrahzed repl~cat~on env~ronment at each ~nst~tut~on and 
thus the M~n~stry of Fmance and the Nat~onal Bank produce reports u t~ l~z~ng the same 
data sets 

2 I b Agency Background 

On the f~rst day of the ass~gnment, January 8, 1997, the status of the DMFAS system 
was as follows 

A Telecommun~cat~ons the WAN lmks between the MlnF~n, the NBRK and the 
EXIMBANK were workmg and the rephcat~on env~ronment at the M~n~stry of Fmance 
was funct~on~ng Th~s telecommun~cat~on system was Installed the Is' of November 
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1996 and cons~sted of ded~cated llnes from the Mmstry of Fmance to the other two 
~nst~tut~ons The speed of data transfer IS 64 kdobytes per second 

(The lmk between the Natlonal Bank and Ex~mbank was not funct~onal because a 
ded~cated telephone lme lmkmg these two mstltut~ons was not ~nstalled Technically the 
M~n~stry of F~nance had to ~nstall a router at the Mmstry of Flnance and a br~dge In the 
other two mst~tut~ons In order to lmk the Natlonal Bank to Ex~mbank through the Mln~stry 
of Fmance ) 

B Status of the database the database was updated through August 1996 After 
th~s date, new loans and the real d~sbursement of ex~stlng loans were not reg~stered 
due to an mternal problem at the State Debt Offlce - DMFAS was competlng wlth a 
system developed (but not completed) by the local personnel 

C The evolut~on from th~s ~ n ~ t ~ a l  status IS descr~bed below 

The Res~dent Advlser had to demonstrate and convmce local staff that the DMFAS 
system offered a more robust alternat~ve to the locally developed system The main 
problem was the d~fference In the reportmg systems After several months, the 
managers at the M~n~stry of Fmance understood the problem and started to rely on 
DMFAS 

Aprd 1, 1997, the Debt Department moved to another bu~ldmg at the MmFm After 
restructurmg the Debt Department was renamed State Debt Offlce and was located at 
the Treasury Thls restructurlng eased the mformat~on flows wlthm the Treasury deallng 
w~th all money transfers and thus made good sense However, the move ~tself created 
a b ~ g  problem as the new offlces lacked the ded~cated hnes needed to connect the 
Nat~onal Bank and Ex~mbank to the M~n~stry of Fmance The result was that the 
repl~cat~on was no longer v~able 

It took several months of negotlat~on between the MmFm and the Telephone company 
to mstall the ded~cated telephone lmes at the new premises Fmally on August 20, 
1997 new telecommun~cat~on hardware was mstalled and the WAN lmks between the 
three mst~tut~ons were re-establ~shed Thls hardware cons~sted of a router placed at the 
MmFm and two br~dges, each placed at the other ~nst~tut~ons Th~s sophlstlcated 
hardware allows the hnk between the three mst~tut~ons ( part~cularly ~t solved the 
problem of the lmk from the Nat~onal Bank to the Ex~mbank through the M~n~stry of 
F~nance) and perm~ts satelhte connectw~ty In case the M~n~stry of F~nance moves agam 
to Akmola (the new cap~tal) 

The replcatlon system was re-establ~shed on September 30, 1997 the system was 
tweaked w~th the help of ORACLE and the DMFAS Central Team In Geneva 

Durmg negot~at~ons to reestabl~sh the telecommun~cat~ons Imk, a techncal ass~stance 
project was launched that was funded by a World Bank loan Th~s project calls for the 
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creat~on of an mterface between the Mlnlstry of Fmance reportmg system and DMFAS 
database, and several DMFAS mamtenance mlsslons from the Central Team In 
Geneva and prov~des for software upgrades, add~t~onal support hcenses and equipment 
upgrades 

2 1 c Work Performed Details 

lmprovmg Information Flows 

Letter drafted to cred~tors ~n order to centrahze mformat~on at the State Debt 
Off~ce (s~gned by the Mln~ster), 

D~scuss~ons held w~th the Deputy Head of the Debt State Office concerning the 
restructur~ng of Mln~stry of F~nance and the relocat~on of the State Debt Offce at 
the Treasury, 

The connect~on lmks establ~shed ~n November 1996 between MmFm and 
EXIMBANK, and NBRK ver~f~ed, 

lnformat~on flows w~thm the mst~tut~on rev~ewed and recommendat~ons prov~ded, 

lmprovmg Data Quality 

Updated DMFAS w~th all loan d~sbursements In 1996 for loans mon~tored at 
Mlnlstry of Fmance, 

Aud~ted d~sbursements agamst cred~tor balances, 

Updated the est~mat~on of future d~sbursements, 

Updated real payments to date, 

Updated DMFAS w~th all 1997 d~sbursements for the loans mon~tored at the 
Mlnlstry of Fmance, 

Incorporated Domest~c Debt - In part~cular Treasury Bills and new loans s~gned 
durmg the year, 

Reportmg System Improvements 

Prepared data on d~sbursements for IMF mlsslon v~s~tmg Kazakhstan beglnnmg 
of February 5th, 1997, 

Prepared data for World Bank reportmg, 
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Tramed State Debt Office staff In the use of user-defmed feature of DMFAS to 
produce reports on transact~ons related to external debt (d~sbursements, 
payments, arrears creat~on and payments of arrears), 

Prepared data on d~sbursements for IMF mlsslon v~s~tmg Kazakhstan In July 
1997, 

Tra~ned Internal Debt Department staff In reportmg, 

Produced Domest~c Debt report, 

Prepared data on d~sbursements for IMF mlsslon v~s~tmg Kazakhstan In October 
1997, 

Produced report on the status of global debt (internal and external) and produced 
a series of manager~al reports as a consultant-superv~sed exercise 

lmplementat~on of the repl~cat~on env~ronment 

Installed router at MmFm and br~dges at EXIMBANK and NBRK In order to 
establ~sh an automated connect~on between the three database, 

Tramed MmFm staff on ~mplementat~on and dally ma~ntenance of rephcat~on 
env~ronment, 

Upgraded ORACLE database to verslon 7 3 3 0 0, SQLNET v 2 0, 

Tra~ned State Debt Off~ce staff on global debt reportmg, ~ncludmg rephcat~on from 
EXIMBANK and NBRK, 

In order to prepare the move to Akmola, and to reduce the cost of the use of 
satell~te trans~t ( havmg the router at M~n~stry of Fmance In Akmola, the system 
needs two satelhte channels) mstalled router at Nat~onal Bank and br~dges at 
EXIMBANK and Mmstry of Fmance In th~s way the system uses only one 
satelhte channel between M~n~stry of Fmance and Nat~onal Bank and a normal 
ded~cated lme l~nkmg Nat~onal Bank and Ex~mbank, 

2 1 d Assessment of Subact~v~ty 

Benchmarks Met 

The staff of the State Debt Off~ce IS updatmg the database dally, controllmg the 
results of payment calculat~ons agamst the cred~tor's adv~ce, 

lnternat~onal Busmess and Techn~cal Consultants, Inc 6 
Fmal Report 



Frnancral Restructurrnn Technrcal Assrstance - Kazakhstan External Debt 

The staff of the State Debt Offlce can now produce reports on pubhc debt and on 
the country's total external debt using DMFAS, 

The staff of the State Debt Offlce has produced a set of projections through 
December 2000 

Del~verables Completed 

Tramed State Debt Offlce staff In use of the DMFAS, 

lnstallat~on and lmplementatlon of rephcat~on environment completed, 

The M~n~stry of Flnance possess a state-of-the-art tool (DMFAS + WAN) whlch 
allows ~t to mon~tor, manage, and analyze the whole debt of the country 

Response 

The authorlt~es at the Debt State Offlce are most satisfied w~th the system 
Although they use the system on a dally basis, DMFAS will remain a secondary 
tool untll an mterface between DMFAS and the existlng reportmg system IS 

developed Th~s Interface will be contracted wlth the collaborat~on of the DMFAS 
Central Team and will be funded by World Bank through a techn~cal assistance 
loan The response to the system will be re-enforced when the Russlan version 
of DMFAS IS fully funct~onal 

Current and Future Effects 

The lmplementatlon of DMFAS made posslble a centrahzed relational database 
for monltorlng of external debt Thls forced the staff to revise lnformatlon flows 
allowmg them to control and manage the database at one pomt In the process 

Hurdles Overcome 

Thls b~ggest obstacle was the lack of confidence In DMFAS by Mlnlstry of 
Fmance author~t~es Th~s stemmed ma~nly from the fact that for many months 
connectw~ty between the three mst~tut~ons was not ava~lable and thus analysts at 
each ~nst~tut~on were unable to work w~th the entlre country debt, 

Also, ~t was not possible to meet w~th counterparts of the three ~nst~tutlons at one 
tlme such that they could coordmate thelr work, specially concernmg common 
Issues hke exchange rates, part~clpants, and varlable interest rates 
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The most ~mportant recommendat~on IS that the staff of the State Debt Off~ce 
contmue to update the database on a permanent and regular bas~s External 
debt evolves dally If database mamtenance IS not updated dally the data will 
become outdated and reports produced w~ll  be dated and of l~m~ted value 

The M~nlstry of Finance has to lmaglne a procedure to obhge the Ex~mbank to 
keep the DMFAS up-to-date Unt~l today due to the endless restructurmg of 
Ex~mbank, the Debt State Off~ce had not been able to force the staff dealmg w~th 
DMFAS at the Ex~mbank to update DMFAS on dally bas~s 

In order to overcome the problem of updatmg the database by Ex~mbank staff, ~t 
IS recommended that the publ~cly guaranteed debt should be mon~tored by the 
M~n~stry of Fmance at the State Debt Off~ce In a spec~al newly created 
department Th~s IS the way publ~cly guaranteed debt IS mon~tored In all the 
countr~es except In CIS 

After the move to Akmola of the Mmstry of Fmance a last check, at the M~nistry of 
Fmance, of the actual version (Engl~sh) should be made, in order to ver~fy the 
good funct~onahty of the system In transferr~ng the data and In terms of 
compat~b~l~t~es of satelhte lmes and normal telephone lmes and the speed of 
transfer 

The Russ~an version should be mstalled once the M~n~stry of Fmance moves to 
Akmola and the connections between the three s~tes are establ~shed 

Unmet expectations 

lnstallat~on of the Russ~an version The Russ~an version was to be mstalled by 
UNCTAD, DMFAS Central Team, Geneva, by the end of October Th~s was not 
done for three reasons flrst the release of the verslon IS due In January 1998, 
second th~s mlsslon IS to be pa~d by the External Debt lnformat~on Systems 
project wh~ch was s~gned on the 20th of August and the d~sbursement was only 
made by the end of November, thrd the Min~stry of Fmance moved to Akmola on 
December 6 and the connect~on was not in place to check the Russian version In 
order to implement and check the Russian version the connection between the 
three sites must operational 

2 2 Natlonal Bank of Kazakhstan 

The Nat~onal Bank of Kazakhstan manages the debt granted by IMF, one EBRD loan 
which IS a guaranteed debt, and the prwate non-guaranteed debt 
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2 2 a Objectwes and Overvlew of Accompl~shments 

Tram the staff of the Balance of Payments D~v~s~on  to update the DMFAS database 
(updating refers to the mtroduct~on of new s~gned loans, mamtenance of ongoing loans 
In the database, adjustments for real d~sbursements, forecastmg of future 
d~sbursements, calculatmg amort~zat~on tables w~th new real facts, and validatmg all 
actual payments - commlsslon, mterest and pr~nc~pal) 

Followmg the complete updatmg of the database, further tra~nmg of Balance of 
Payments D ~ v ~ s ~ o n  staff was requ~red In the area of user-defmed reports The DMFAS 
system ~ncludes an advanced feature that allows the user to def~ne report~ng needs 
Th~s IS accompl~shed by mtroducmg parameters such as startmg dates, endmg dates, 
per~od~c~ty, un~ts, currency values, and other user-defmed fields for custom~zed 
reportmg 

DMFAS enables the product~on of the followmg projection reports on future payments, 
future d~sbursernents, status reports on payments on principal, interest, commlsslons 
arrears and d~sbursements rece~ved (real) 

The above objectives are focused on the database for which the ~nst~tution IS 

respons~ble 

The th~rd objectwe IS to ~mplement the repl~cat~on envlronment In order to mcorporate 
the data of all three databases (M~n~stry of Fmance, Nat~onal Bank and EXIMBANK) 
prov~dmg the Nat~onal Bank w~th the abhty to produce reports on the country's global 
external debt 

The fourth objective IS to mstall a Russ~an version of DMFAS and to make necessary 
checks and adjustments to the repl~cat~on env~ronment 

The tranng, both, In updatmg procedures and In the productlon of user-defined reports 
has been accompllshed successfully and the Balance of Payments D ~ v ~ s ~ o n  staff are 
using DMFAS on a dally bass 

Through it's use of DMFAS, the Nat~onal Bank of Kazakhstan has Improved lnformat~on 
flows w~ th~n  the ~nst~tut~on and has establ~shed one centrahzed and accurate database 
for debt mon~tored by the ~nst~tut~on 

The ~mplementat~on of the repl~cat~on env~ronment lmk~ng the other two databases 
(M~nf~n and EXIMBANK) allowed the Nat~onal Bank to share all external debt 
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mformat~on ~nclud~ng debt not mon~tored by themselves Th~s sharmg process 
~mproved the eff~c~ency of mformat~on gathermg 

The creat~on of a spht database to mcorporate the prwate non-guaranteed loans 
allowed the Nat~onal Bank to reg~ster such loans and bulk In secur~ty precaut~ons so 
that the data IS used only by the Natlonal Bank staff 

Fmally, the reportlng system at the Nat~onal Bank of Kazakhstan has been rat~onahzed 
Data used from the three mst~tutlons IS rephcated In one centrahzed rephcat~on 
env~ronment and thus the Mmstry of F~nance and the Nat~onal Bank produce reports 
ut~hzmg the same data sets 

2 2 b Agency Background 

On the f~rst day of the assignment, January 8, 1997, the status of the DMFAS system 
was as follows 

A Telecommun~cat~ons the WAN lmk between the M~n~stry of F~nance, the Nat~onal 
Bank was workmg The lmk between Nat~onal Bank and the Ex~mbank was not In place 
because the telecommun~cat~on hardware to enable thls lmk was not purchased For 
th~s reason the repl~cat~on env~ronment was not Implemented at Nat~onal Bank 

B Status of the database the database was updated through September 1996 
After th~s date, new loans and the real disbursement of ex~stmg loans were not 
reg~stered because the Balance of Payments D~v~s~on  recewed the reports every end of 
quarter from the Operation Un~t 

C The evolut~on from th~s ~ n ~ t ~ a l  status IS descr~bed below 

The Res~dent Adv~ser had to control and aud~t the update of the database f~rst to the 
end of year 1996 and then regular controls over h ~ s  stay 

Aprd 1, 1997, the Debt Department moved to another bu~ld~ng at the MmFm After 
restructurmg the Debt Department was renamed State Debt Office and was located at 
the Treasury However, the move ~tself created a b ~ g  problem as the new off~ces lacked 
the ded~cated lines needed to connect the Min~stry of Fmance, EXIMBANK to the 
Nat~onal Bank 

It took several months of negot~at~on between the Mln~stry of F~nance and the 
Telephone company to ~nstall the ded~cated telephone hnes at the new premises 
Fmally on August 20, 1997 new telecommun~cat~on hardware was mstalled and the 
WAN lmks between the three ~nst~tut~ons were re-establ~shed Th~s hardware cons~sted 
In a router placed at the Mln~stry of Fmance and two br~dges, each placed at the other 
~nst~tut~ons Th~s sophlst~cated hardware allows the lmk between the three ~nstrtut~ons, 
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I e a d~rect hnk between Nat~onal Bank and Min~stry of Fmance and a lmk through the 
M~n~stry of Fmance, using the router, to hnk Nat~onal Bank to Ex~mbank 

The rephcat~on system was re-establ~shed on September 30, I997 the system was 
tweaked w~th the help of ORACLE and the DMFAS Central Team In Geneva 

Meanwh~le the re-establ~shment of the ded~cated telephone Imes, a spl~t database was 
created to reg~ster the pr~vate non-guaranteed loans 

2 2 c Work Performed Deta~ls 

lmprovmg lnformat~on Flows 

The connectlon lmks estabhshed In November 1996 between Nat~onal Bank and 
M~n~stry of F~nance were verif~ed, 

lnformat~on flows w~th~n the lnstltutlon were rev~ewed and recommendat~ons 
prov~ded, 

The connectlon links were re-establ~shed In September 1997 between Natlonal 
Bank, EXIMBANK, and M~nlstry of Fmance, 

lmprovmg Data Qual~ty 

DMFAS was updated wlth all loan dlsbursements In 1996 for loans mon~tored at 
Natlonal Bank, 

Aud~ted d~sbursements against credltor balances, 

Updated the estlmat~on of future d~sbursements, 

Updated real payments to date, 

Updated DMFAS w~th all 1997 disbursements for the loans monitored at the 
Nat~onal Bank, 

Recorded Private non-guaranteed Debt, 

Reportmg System Improvements 

Prepared data on d~sbursements for IMF mlsslon vlslt~ng Kazakhstan beglnn~ng 
of February 5th1 1997, 

Prepared data for World Bank reportlng, 
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Tramed Balance of Payments Dlvls~on staff In the use of user-def~ned feature of 
DMFAS to produce reports on transact~ons related to external debt 
(d~sbursements, payments, arrears creat~on and payments of arrears), 

Prepared data on d~sbursements for IMF m w o n  vwt~ng Kazakhstan In July 
1997, 

Produced reports on the database mon~tored by the Nat~onal Bank, 

Prepared data on dlsbursements for IMF mlsslon v ~ s ~ t ~ n g  Kazakhstan In October 
1997, 

Produced report on the status of global debt (internal and external) and produced 
a series of manager~al reports as a consultant-superv~sed exercise 

lmplementat~on of the Repl~cat~on Env~ronment 

Installed router at Mln~stry of Fmance and br~dges at EXIMBANK and Nat~onal 
Bank In order to establ~sh an automated connect~on between the three database, 

Tramed Natlonal Bank on ~mplementat~on and dally maintenance of repl~cat~on 
env~ronment, 

Upgraded ORACLE database to verslon 7 3 3 0 0, SQLNET v 2 0, 

Tramed Balance of Payments Dlvls~on staff on global debt reportmg, lncludmg 
rephcated data from EXIMBANK and Mln~stry of Fmance, 

In order to prepare the move to Akmola, and to reduce the cost of the use of 
satelhte trans~t ( havmg the router at Mln~stry of Fmance In Akmola, the system 
needs two satelhte channels) Installed router at Nat~onal Bank and br~dges at 
EXIMBANK and Mmstry of Fmance In th~s way the system uses only one 
satelhte channel between Mlnlstry of F~nance and Nat~onal Bank and a normal 
ded~cated lme llnkmg Nat~onal Bank and Ex~mbank, 

2 2 d Assessment of Subact~v~ty 

Benchmarks Met 

The staff of the Balance of Payments Dlv~slon IS updatmg the database dally, 
controlling the results of payment calculat~ons aga~nst the creditor's adv~ce, 

The staff of the Balance of Payments Dlvls~on can now produce reports on publlc 
debt and on the country's total external debt and pr~vate non-guaranteed debt, 
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The staff of the State Debt Off~ce has produced a set of project~ons through 
December 2000 

Dellverables Completed 

Trained Balance of Payments Dlvls~on staff In use of the DMFAS, 

lnstallat~on and ~mplementat~on of rephcat~on environment completed, 

Creat~on of an env~ronment to reg~ster pr~vate non-guaranteed debt completed, 

The Nat~onal Bank possesses a state-of-the-art tool (DMFAS + WAN) wh~ch 
allows it to mon~tor, manage, and analyze the whole debt of the country 

Response 

The author~t~es at the National Bank very much hked the system and they would 
hke to expand the system to all the departments dealmg w~th debt at the 
Operation Department, to have a better control of the payments and 
disbursements, at the Secur~t~es Department to reg~ster all the notes from the 
Bank, at the lnternat~onal Department to mon~tor the loans from International 
Organ~zations For th~s purpose, the Vice-Chairman of the National Bank 
requested USAlD to grant them funds to proceed wlth the expansion and the 
tra~nmg ~nvolved The answer of the USAlD was that they should look to other 
mternat~onal agencies, hke World Bank for example for such fundmg 

Current and Future Effects 

The ~mplementat~on of DMFAS made poss~ble a centrahzed relat~onal database 
for monitoring of external debt Th~s helped the staff to revise ~nformation flows 
allow~ng them to control and manage the database at one pomt in the process 

Hurdles Overcome 

It was not posslble to meet w~th counterparts of the three ~nst~tut~ons at one tlme 
such that they could coordmate thew work, spec~ally concerning common Issues 
hke exchange rates, part~c~pants, and vanable mterest rates 

The most Important recommendat~on IS that the staff of the Balance of Payments 
Dlvlslon contmue to update the database on a permanent and regular baas 
External debt evolves dally If database maintenance IS not undertaken dally the 

lnternat~onal Busmess and Techn~cal Consultants, Inc 13 
Fmal Report 



Flnanclal Restructuring Technlcal Assistance - Kazakhstan External Debt 

data will become outdated and reports produced will be dated and of limited 
value 

After the move to Akmola of the Ministry of Finance a last check, at the National 
Bank, of the actual version (English) should be made, in order to verify the good 
functionahty of the system in transferring the data and in terms of compatibilit~es 
of satelhte lines and normal telephone lines and the speed of transfer 

The Russian version should be mstalled once the Ministry of F~nance moves to 
Akmola and the connect~ons between the three sites enabled 

Unmet Expectat~ons 

lnstallat~on of the Russ~an version The Russian version must be installed by 
UNCTAD, DMFAS Central Team, Geneva, since end of October This was not 
done for three reasons first the release of the version was due on January 1998, 
second th~s mission was to be paid by the External Debt Information Systems 
project which was s~gned only on the 20th of August and the disbursement was 
only made by the end of November, third the M~nistry of Fmance moved to 
Akmola on December 6 and the connection were not ready to check the Russian 
version In order to implement and check the Russ~an version the connectivity 
between the three sites must be in operat~on 

2 3 Export Import Bank of Kazakhstan 

Export Import Bank (EXIMBANK) has the role of an agent of the Government and 
manages almost all the debt wh~ch is guaranteed by the Government, including 
payments falling due by the benefic~ar~es, and In the case of ~mpeachment of payment 
by the beneficiary startmg the guarantee procedures to make the Government pay on 
their behalf 

2 3 a Objectives and Overwew of Accompl~shments 

Tram the staff of the Strategy and Planmg Dw~s~on and the managers of the loans to 
update the DMFAS database (updatmg refers to the mtroduct~on of new s~gned loans, 
mamtenance of ongomg loans In the database, adjustments for real d~sbursements, 
forecastmg of future d~sbursements, calculatmg amort~zat~on tables w~th new facts, and 
vahdating all actual payments - commwon, Interest and pr~ncipal) 

Following the complete updating of the database, further trainmg of Strategy and 
Planing Division staff and the managers of the loans was undertaken in the area of 
user-defined reports The DMFAS system ~ncludes an advanced feature that allows the 
user to def~ne reportmg needs This IS accompl~shed by mtroduc~ng parameters such 
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as start~ng dates, endmg dates, per~odic~ty, un~ts, currency values, and other user- 
defmed f~elds for custom~zed reportmg 

DMFAS enables the product~on of project~on reports on future payments, future 
d~sbursements, status reports on payments on pr~nc~pal, interest, commlsslons arrears 
and d~sbursements rece~ved (real) 

The above objectives are focused on the database for wh~ch the ~nst~tut~on IS 

respons~ble 

The th~rd objectwe is to ~nstall a Russ~an version of DMFAS 

The tralnmg, both, In updating procedures and In the product~on of user-defmed reports 
has been accompl~shed successfully and the Strategy and Plann~ng D~v~sion staff and 
the managers of the loans are usmg DMFAS 

Through ~t's use of DMFAS, the Ex~mbank has part~ally ~mproved the mformat~on flows 
w~th~n the inst~tut~on and brought about a centrahzed and accurate database for debt 
mon~tored by the ~nst~tut~on 

Fmally, the reportmg system at the Ex~mbank has been rat~onahzed Data mtroduced In 
th~s ~nst~tut~on can be used by the M~nlstry of Fmance and the Nat~onal Bank to produce 
reports Ex~mbank uses the reportmg system for the~r own needs, and updates the 
database actmg as data entry pomt for the Min~stry of Fmance and Nat~onal Bank 

2 3 b Agency Background 

Before the ~mplementat~on of DMFAS at the Ex~mbank, the ~nstltut~on was using a self 
developed system based on Excel worksheets Th~s system IS still running In parallel to 
DMFAS 

On the f~rst day of the assignment, January 8, 1997, the status of the DMFAS system 
was as follows 

A Telecommun~cat~ons the WAN lmks between the Mmstry of Fmance and the 
EXIMBANK were work~ng Th~s telecommunlcat~on system was rnstalled on 1" of 
November 1996 and cons~sted of ded~cated lmes from the M~n~stry of Flnance and 
Ex~mbank 

B Status of the database the database was updated through September 1996 
After th~s date, new loans and the real d~sbursement of exlstmg loans were not 
registered because there was no comm~tment from the author~t~es of Ex~mbank to work 
w~th DMFAS 
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C The evolut~on from th~s ~ n ~ t ~ a l  status IS described below 

The Res~dent Adv~ser had to control and aud~t the update of the database to the end of 
year 1996 

In flrst place, ~t was very d~ff~cult to work In an environment where the author~tles were 
not committed to work w~th DMFAS In second place the year was dedicated to 
restructure the bank, for prwatlzat~on purposes, meaning that the staff was not sure ~f 
they will retam them- jobs Restructurat~on In Kazakhstan means ma~nly f m g  of staff 
and not reallocat~on of staff for better product~v~ty The result was that the staff was 
more Interested in seekmg a new job than update the DMFAS system 

Durmg the f~rst SIX months, the res~dent advlser was encouraging on a dally bass to 
encourage people to work By the end of July the database was completed and 
updated w~th all projected and real transact~ons 

2 3 c Work Performed Deta~ls 

lmprov~ng lnformat~on Flows 

The connect~on hnks were estabhshed In November 1996 between M~n~stry of 
Fmance and EXIMBANK ver~f~ed, 

lnformat~on flows w~thln the ~nst~tut~on were rev~ewed and recommendat~ons 
provided, 

The connect~on lmks were re-established In September 1997 between Nat~onal 
Bank, EXIMBANK, and Mlnlstry of Flnance, 

lnstallat~on of one stat~on was completed In the managers offlce in order to give 
them d~rect access to DMFAS 

lmprovmg Data Quahty 

DMFAS was updated with all loan dlsbursements In 1996 for loans mon~tored at 
Ex~mbank, 

Audited disbursements agamst cred~tor balances, 

Updated the estimation of future disbursements, 

Updated real payments to date, 

Updated DMFAS w~th all 1997 dlsbursements for the loans mon~tored at 
Ex~mbank, 
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Reportlng System Improvements 

Prepared data on d~sbursements for IMF mlsslon vwtmg Kazakhstan beg~nn~ng 
of February 5th, 1997, 

Prepared data for World Bank reportmg, 

Tramed EXIMBANK staff In the use of user-defined feature of DMFAS to produce 
reports on transact~ons related to external guaranteed debt (d~sbursements, 
payments, arrears creat~on and payments of arrears), 

Prepared data on d~sbursements for IMF m w o n  v~stt~ng Kazakhstan In of July 
1997, 

Produced reports on the database mon~tored by the Ex~mbank, 

Prepared data on d~sbursements for IMF mlsslon vwtmg Kazakhstan In October 
1997, 

lmplementatlon of the repl~catlon environment 

Installed router at MmFm and br~dges at EXIMBANK and NBRK In order to 
establ~sh an automated connect~on between the three database, 

Upgraded ORACLE database to verslon 7 3 3 0 0, SQLNET v 2 0, 

2 3 d Assessment of Subactlvlty 

Benchmarks Met 

The staff of the Strategy and Plannmg D~v~s~on  and the loan managers are 
part~ally updatmg the database, controllmg the results of payment calculat~ons 
agamst the cred~tor's adv~ce, 

The staff of the Strategy and Plannmg D~v~s~on  and the loan managers can now 
produce reports on pubhc guaranteed debt, 

Delwerables Completed 

Tramed the Strategy and Plann~ng D~v~s~on  staff and the managers staff In use of 
the DMFAS, 
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The Ex~mbank possess a state-of-the-art tool (DMFAS) wh~ch allows ~t to mon~tor, 
manage, and analyze the debt they mon~tor, 

Response 

The author~t~es at the Ex~mbank Bank are very satsfled w~th the system the 
managers who are workmg on dally bas~s w~th the system are extremely 
supportwe to DMFAS because th~s has become a real management tool for them, 
they can extract any data from the database w~th~n mmutes The staff who IS 

worklng from t~me to t~me w~th DMFAS are updatmg the database by bulk (this 
can be once every month or two) and they fmd ~t very cumbersome It has been 
~mposs~ble to make a kmd of procedure to Impose on them the dally update of the 
database, 

Current and Future Effects 

The ~mplementatlon of DMFAS made posslble a centrahzed relat~onal database 
for mon~tormg of external debt Th~s enabled the staff to revise rnformatlon flows 
allow~ng them to control and manage the database at one po~nt In the process, 

If the staff at Ex~mbank do not update the DMFAS on regular bas~s, the future 
effect of th~s w~l l  be that the Mln~stry of Flnance and the Nat~onal Bank w~ll  not be 
able to have correct data on Guaranteed Debt as these mst~tut~ons have to rely In 
Ex~mbank data entry, 

Hurdles Overcome 

It was not poss~ble to meet w~th counterparts of the three lnst~tut~ons at one t~me 
such that they could coordmate the~r work, spec~ally concernmg common issues 
l~ke exchange rates, part~c~pants, and var~able Interest rates 

It was ~mposs~ble to meet w~th the counterpart of the bank (The Cha~rman) to 
acquamted h ~ m  w~th the DMFAS staffmg and comm~tment problems The only 
way he has been mformed was through memorandum wh~ch were never 
answered 

The most ~mportant recommendahon is that the staff of the Strategy and Plannmg 
Dlv~sion staff and the loan managers contmue to update the database on a 
permanent and regular bas~s External debt evolves dally If database 
mamtenance IS not undertaken dally the data w~ll  become outdated and reports 
produced will be dated and of l~m~ted value 
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The Russian version should be installed once the Ministry of Finance moves to 
Akmola and the connections between the three sites enabled 

Unmet expectat~ons 

Installation of the Russian version The Russ~an version must be installed by 
UNCTAD, DMFAS Central Team, Geneva, slnce end of October This was not 
done for three reasons first the release of the version was due on January 1998, 
second this mission was to be paid by the External Debt Information Systems 
project which was signed only on the 20th of August and the disbursement was 
made only by the end of November, third the Mlnistry of Finance moved to 
Akmola on December 6 and the connection were not ready to check the Russian 
version In order to implement and check the Russian version the connectivity 
between the three s~tes must be operational 

CONCLUSION 

I The Republic of Kazakhstan possesses a state-of the-art system to monitor their 
external debt DMFAS is installed and fully operational at the Mlnistry of Finance, the 
Nat~onal Bank and the Eximbank 

2 This installation meets with all the security requirements sought by the 
authorities of the three institutions 

3 The end users of each of these institutions have been trarned, and are able to 
update and produce reports on their owned database They can report on 
disbursements, projection of payments, actual payments and arrears 

4 The staff of the Ministry of Finance and the National Bank have been trained and 
are able to produce standard reports on the whole debt of the country, using the 
replication environment 

5 In order to meet with the reporting requirements of the Ministry of Finance 
(Republic of Kazakhstan standards), the Ministry of Finance under the guidance of the 
DMFAS Central Team in Geneva will build an interface using DMFAS database as a 
core 

6 The Russ~an version of DMFAS has not yet been installed 

7 The Mlnrstry of Flnance should rmplement an rnternal procedure to oblige the 
Ex~mbank to update on a regular basis the database they are responsible for 

8 The move of the M~nistry of Finance to Akmola (December 10, 1997) has had an 
impact in the use of the system If the installation of the satellite line is not accelerated 
to make a last check of the system, to tram the new staff whrch wrll be hrred locally, to 
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supervise the ~mplementat~on of the Russ~an version, all the mvestment In t~me and 
money could be lost 

APPENDIX 

REPLICATION ENVIRONMENT AND SECURITY 

The repl~cat~on env~ronment cons~st of two main features the phys~cal lmk between the 
servers of the three ~nst~tut~ons and the repl~cat~on env~ronment 

I I L ~ n k s  w ~ t h  M ~ n ~ s t r y  of Fmance In Almaty 

The three mst~tut~ons Local Area Network (LAN) are lmked through two ded~cated 
telephone hnes (channels) wh~ch are connected to a telecommun~cat~on network 
(D~anet Lme) One lme lmks the server of the M~n~stry of Fmance and the server of the 
Nat~onal Bank and the second one hnks the server of Nat~onal Bank to the server of 
Ex~mbank 

A very soph~st~cated Telecommun~cat~on Hardware, cons~stmg of a router placed at the 
Nat~onal Bank and of br~dge at the Mmstry of Fmance and a second one at Ex~mbank, 
allows the DMFAS to work In a W~de Area Network (WAN) The M~n~stry of F~nance can 
connect d~rectly to the Nat~onal Bank and through the Nat~onal Bank (usmg the router) 
to Ex~mbank The Nat~onal Bank can connect d~rectly to M~n~stry of F~nance and 
Ex~mbank 

The speed of data transfer IS 64K per mmute 

I 2 Future Connect~on (when M~n~s t ry  of Fmance moves to Akmola) 

When the server at the Mln~stry of F~nance IS moved to Akmola a satellrte lme w~l l  be 
connected from the M~n~stry of Fmance through the knot (D~anet Lme) to Nat~onal Bank 
The speed of transm~ss~on IS also 64k per mmute Th~s w~l l  allow the three ~nst~tut~on to 
have the same performance they have today 

The Ex~mbank only can update ~ t s  database and cannot access the database e~ther at 
the M~n~stry of Fmance or Nat~onal Bank The Nat~onal Bank cannot access database of 
e~ther the M~n~stry of F~nance or the Ex~mbank The M~n~stry of Fmance cannot access 
the database of Nat~onal Bank but can access the database of Ex~mbank In a read only 
feature 
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To stress the secur~ty, the servers at the National Bank and Ex~mbank are closed from 
Fr~day 19 00 hr to Monday 9 00 hr This does not allow any connection dur~ng the week 
ends 

Th~s secur~ty system w~l l  remain in place when the Mlnistry of F~nance moves to 
Akmola 

2 The Repl~cat~on Env~ronment 

Repl~cat~on IS a features of ORACLE and allows to merge d~fferent databases w~th the 
same structure 

2 1 The Archrtecture 

The arch~tecture of the rephcat~on env~ronment is explamed below 

MOF 

DMFAS appllcatlon 
env~ronment 

DMFASREP appllcatlon 
env~ronment I -  

- 

MI-apphcatlon data 

Nl-apphcat~on data 

Appllcatlon data 

Reference data 

NBK 

DMFASREP appl~cat~on 
envlronrnent 

El-appl~cat~on data 

MI-appl~catlon data I 
R1 reference data 

DMFAS appllcatlon 
env~ronment 

Reference data 

I DMFAS appllcat~on 
env~ronrnent I I 

Apphcatlon data 

Reference data 

F~gure 1 Techn~cal solutlon to case study on repllcatlon 
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Each lnst~tut~on works locally w~th its own database envlronment (DMFAS) In th~s 
env~ronment, they can ~ntroduce new loans, and update old once At both Nat~onal 
Bank and at M~n~stry of Fmance, a rephcatlon env~ronment has been establ~shed The 
rephcatlon env~ronment contams all the f~les from the other ~nst~tut~ons, IS updated every 
day at I 8  00, and can only be read, no changes or updates can be performed under the 
repllcat~on env~ronment The repl~cat~on env~ronment allows the Nat~onal Bank and the 
M m t r y  of Fmance to produce reports on the whole debt of the country 

The repl~cat~on env~ronment contams all the flles from the other ~nst~tut~ons, IS updated 
every day at 18 00, and can only be read, no changes or updates can be performed on 
the replrcatlon env~ronment by e~ther the Nat~onal Bank or the M~n~stry of Fmance Th~s 
IS a powerful secur~ty system that Imposes the respons~b~l~ty to each ~nst~tut~on of the 
update of the data they are mon~tor~ng If adjustments to the database must be 
performed, these can only be done at the 'source' ~nst~tut~on 

2 3 Move of the Mmstry of Fmance to Akmola 

The move of the M~n~stry of Fmance to Akmola, In pr~nc~pal, w~l l  not have any 
~mpl~catlon In the repl~cat~on env~ronment, unless the connect~on between the M~nlstry of 
Fmance and the Nat~onal Bank IS not ava~lable 
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Flnanclal Restructurmg Technical Ass~stance 

To The Central Bank of Uzbek~stan 

Contractor lnternat~onal Busmess & Technical Consultants, Inc 

Contract # EPE-0005-100-5056-00 

Reporting Period January 1, 1997 to December 31, 1997 

A CONTRACTOR'S REPORT 

1 Background 

The requ~rements the United States Agency for lnternat~onal Development ("USAID1') 
funded Task Order No 4018 states that IBTCl w~ll prov~de techn~cal ass~stance to the 
Central Bank of Uzbekistan ("CBU") through December 31, 1997 Durmg the term of th~s 
project, a follow on task order was awarded for cont~nu~ng technical ass~stance from 
January 1, 1998 through December 31, 1998 In total, the or~gmal Technical Ass~stance 
Agreement was Intended to prov~de support In the followmg areas of bank supervlslon 

On-site supervision 
Off-s~te Superv~s~on 
Resolution of Problem Banks 
Legal mfrastructure and enforcement program 

The IBTCl bankmg supervision program in Uzbek~stan began In Apr~l 1997 w~th the arr~val 
of one long-term adv~sor, Terry L Stroud Mr Stroud began th~s one-person ass~gnment 
w~th the preparat~on of a work plan coverlng a twelve-month period beg~nnmg In Apr~l 
1997 and contlnulng through March 1998 The Work Plan addressed the four areas 
d~scussed above The Techn~cal Ass~stance Agreement recogn~zed and requ~red the 
need for close mteraction with the senior staff of the CBU At the time of the arr~val of the 
resident adv~sor (RA), the senlor management of the bank~ng supervislon department 
were not totally clear as to what was expected from th~s task order As a result, the 
mvolvement of senlor management In the supervision department was very l~mited In 
helpmg the RA ~dent~fy areas where ~mmed~ate help was needed or warranted Th~s was 
not totally unexpected since the off~c~als of the CBU had only l~m~ted experience In 
operatmg In an open and transparent banking environment Therefore, the mception 
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phase of the project was used to develop and foster a relat~onsh~p needed to ~dent~fy the 
current supervisory pract~ces, assess the capabil~t~es of management, and revlew the 
types of mformat~on bemg recewed by the supervisory department 

The On-Site ass~stance program was essent~ally des~gned to tram the ~nspect~on staff of 
the CBU to ~dentify and measure r~sk In the commerc~al banking system This tralnmg 
program provides practical tra~ning to the staff on how to revlew and assess the following 

The management structure of a commercial bank, 
Pol~c~es and procedures for all major functional areas of a commerc~al bank, ~ncludmg 

lendmg, . Management ~nformation systems used by the banks 

The tramng lmtiatives have been prov~ded to the staff through both a formal classroom 
settmg and on the job tra~ning sesslons and w~ll contmue throughout 1998 

The bankmg supervlslon program also ~ntended to ensure that a structured legal system, 
whlch cons~sts of laws, regulat~ons, and pol~cy statements, was in place Adequate 
author~ty to adm~nister and mon~tor the bankmg sector should be supported by an 
adequate legal framework Adequate author~ty ~ncludes the ab~l~ty to prepare regulat~ons, 
to conduct exam~nat~ons, and to enforce comphance w~th prudential economlc standards 
Th~s author~ty must also extend to the abhty to revoke the l~cense of a bank that has 
become msolvent and to conduct its l~qu~dat~on In accordance with prudent busmess 
pract~ces based on creditors and depos~tors r~ghts 

As planned, the legal sect~on of the program began In June 1997, with the arrival of a 
short-term Legal Adv~sor As such, the primary objective of the ~ n ~ t ~ a l  legal revlew was to 
assess the legal env~ronment, ~ncluding an evaluation of the ex~st~ng laws and 
regulat~ons In addhon, the Legal Adv~sor has sought to gain an understandmg of the 
organ~zat~onal and funct~onal structure of the legal department w~th~n the Central Bank, In 
order to develop a judgment about how best to prov~de legal advice and ass~stance 
Suggested changes for ~mprovement In the structural organization could not occur untd a 
full understand~ng of the current legal system was obtamed Part of th~s effort enta~ls the 
contmued development of relat~onsh~ps w~th the counterparts w~th~n the Superv~s~on and 
Methodology Departments Upon th~s foundat~on, the work of prov~dmg comments, 
adv~ce, and suggest~ons for improvement In ex~stmg regulat~ons, as well as the 
development of new regulat~ons and ent~re operational programs to address ~mportant 
areas could proceed 

The Off-S~te Surveillance Program, as per the cont~nuat~on of th~s task order, commenced 
in mid-October 1997 w~th the arrwal of Res~dent Advisor David Hawkins The main goals 
and objectives of the off-site program are to ensure the t~mely and accurate subm~ss~on of 
financial informat~on to the CBU In add~t~on, it IS Intended to provide the CBU with 
~nformat~on, whlch its employees can use to assess a bank's financial cond~t~on on an 
ongoing basis, In between inspect~ons The prlmary off-sk project w~ll  be developed 
ut~hzlng data and mformat~on subm~tted from commerc~al banks The ~nformat~on 
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recewed from the banks w~ll  allow the CBU, as the prlmary user of the system, to analyze 
and man~pulate the data rece~ved to calculate the rat~os and other f~nanc~al informat~on 
needed to properly supervise the banks Through th~s, the CBU w~ll  detect financ~al 
trends, both pos~t~ve and negat~ve, w~th~n each bank to make a determ~nation as to wh~ch 
banks are In need of Increased supervlslon by the CBU Th~s analys~s w~ll allow the CBU 
to take a proact~ve, rather than a reactive, pos~t~on In dealmg w~th problems at the 
commerc~al banks 

The off-site port~on of the project w~ll cons~st of two separate and dist~nct stages, and w~ll 
transcend the current project and will contmue mto the next phase, wh~ch begms January 
I ,  1998 The first stage mvolves the identification of data to be collected by the CBU in 
a standard~zed report format ("Call Report") The second stage WIN have as its end result 
the development of a Un~form Bank Performance Report (WBPR") The UBPR w~ll 
~dent~fy key performance ~nd~cators for the current per~od and for prior periods, thus 
allow~ng the CBU to compare a bank's current performance w~th its past performance It 
w~ll also allow the CBU to make comparisons between a particular bank's performance 
and that of its peers Th~s project w~ll substant~ally Improve the quahty and ~ntegr~ty of the 
data rece~ved by the CBU 

In early December 1997, In followmg the contmuat~on of the task order, Ms Susan 
Thetford arr~ved to begm work ass~st~ng In the bank accountmg area Ms ThetFordls work 
WIN contmue Into the next year (pursuant to the new contract beg~nn~ng January I ,  1998) 
and w~ll  focus on prov~d~ng ass~stance to the commercial banks In the rmplementat~on and 
correct usage of the new lnternat~onal Chart of Accounts, wh~ch was Introduced In Aprd 
1997 In add~t~on, Ms Thetford WIN be provid~ng d~rect ass~stance to the commerc~al 
banks In the development of Internal controls, Internal audit programs, proper 
recordkeepmg, and the use of lnternat~onal Accounting Standards Ms Thetford w~ll  also 
ass~st the CBU in develop~ng gu~del~nes andlor terms of reference w~th regard to audltmg 
the commerc~al banks Current plans call for each bank to receive a full scope aud~t for 
I997 It is ant~c~pated that the aud~tors w~ll express an unbiased oplnion concernlng the 
~ntegr~ty and accuracy of bank's financ~al statements Durmg her short tenure workmg 
with the commerc~al banks, Ms Thetford has been d~rectly mvolved in ass~st~ng one 
commerc~al bank durmg an on-s~te ~nspect~on 

2 Objectwes and Goals of the Bank Superv~s~on Program 

As stated previously, the objectives of the Techn~cal Ass~stance Program included helping 
the CBU transform the supervisory process from a centrally planned banking system to 
one that is responsive to a market economy Upon commencement of the current project, 
it was discovered that the CBU had establ~shed, with the help of foreign adv~sors, the 
legal framework for a modern bank~ng supervision department However, ~t was also 
quickly discovered that the legal and supervisory staff had little or no experience on how 
to Implement or utilize the new author~ties andlor powers prov~ded by these laws and 
regulations It was also d~scovered that the mspection staff had no formal pol~c~es and 
procedures on how to conduct an on-s~te ~nspect~on of a commerc~al bank The CBU's 
current objectlves and procedures were based on outdated economlc normatwes These 
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normat~ves had Ilttle or no correlat~on In helpmg assess the r~sk In the commerc~al banklng 
sector 

The res~dent adv~sor also d~scovered that the Central Bank had adopted a new 
lnternat~onal Chart of Accounts An ~nternat~onal accountmg flrm under the fundmg of the 
World Bank developed th~s accountmg system Prel~mmary reviews and d~scuss~ons w~th 
the bankmg supervlslon staff revealed that the ~nspect~on staff d ~ d  not possess the bas~c 
understandlng of mternat~onal accountmg pr~nclples Due to the lack of experience and 
understand~ng of th~s crlt~cal area, the lnspectlon of the banks uslng the new CAMEL 
format has been slower and more ted~ous than or~glnally planned S~gnlf~cant tra~n~ng has 
been prov~ded on thls and w~ll cont~nue In 1998 

As a result of these flnd~ngs, the resldent advlsor began the process of develop~ng a 
standard~zed ~nspect~on report based on an ~nternat~onally accepted system of ~nspect~ng 
banks Th~s process also lncluded the development of a formahzed set of lnspectlon 
procedures Pr~or to the ~n~ t~a t~on  of the current USAlD funded program, the Central 
Bank's supervisory staff had no standard~zed method of analyz~ng and/or formallzed 
reportmg system for detahg the f~nanc~al cond~t~on of the commerc~al banks 

The orlglnal techn~cal asslstance also stated that s~gn~f~cant time and effort would be 
devoted to a revlew of the CBU's I~cens~ng, I~qu~datlon, and regulat~ons, however, due to 
the fact that the World Bank has h~red a contractor to work on these spec~f~c areas our 
work In these areas w~ll be m~n~mal Except~ons to thls w~ll be to confer w~th and prov~de 
oplnlons where requested In these areas by the World Bank contractor and/or the CBU 

3 Accompl~shments Completed Durmg 1997 

On-S~te lnspect~on Program 

As stated, the on-s~te program began w~th the development of a Work Plan wh~ch was 
Intended to serve as a "blueprint" for the work to be developed and Implemented over a 
twelve month perlod beglnnmg In April 1997 The Work Plan was subm~tted and approved 
by the V~ce-Cha~rman In May I997 and as a result th~s document served as a reference 
po~nt In ~mplement~ng the goals and objectives of the bankmg supervlslon program A 
copy of the or~g~nal Work Plan IS attached as Exh~b~t 1 

As a result of the lack of understandmg of the new ~nspect~on process that was about to 
be ~mplemented, the res~dent adv~sor developed and prov~ded a course regardmg the 
purpose and objectives of a Prudent~al Bankmg Supervis~on Program Thls program was 
intended for the senior managers of the BSD and the staff The tra~nmg occurred In two 
sesslons and took place In June and July 1997 The partic~pants ~ncluded the 
headquarters staff of both the on-slte and off-s~te departments and staff of the various 
reg~onal off~ces Approximately 50 staff members attended th~s tralnlng, however, only a 
few of the senlor managers actually attended each sesslon 
The development of a standard~zed ~nspect~on report, based on the CAMEL system has 
been completed and the staff has conducted two mspect~ons using the new format 

International Business & Technical Consultants, Inc 4 
Final Report 

I 

Q 



Fmanclal Restructurmg Techn~cal Ass~stance to the Central Bank of Uzbekistan 

Presently a great deal of on the job tralnmg IS requ~red for the staff to complete the new 
mspect~on format Th~s IS due to the lack of the staff's understandmg of basic accountmg 
pr~nclples A standard~zed report IS cr~t~cal to ensure cons~stency among the various 
reg~onal off~ces of the Central Bank The report is des~gned to reflect all major activ~t~es 
and funct~ons of the bank and has resulted In an mternat~onally accepted rating system 
for the subject bank The new report format IS ~ntended to measure and comment on 
compl~ance w~th all appl~cable laws and regulat~ons and to measure the bank's 
compl~ance w~th safety and soundness Issues The bank w~ll also be ass~gned a 
numer~cal ratmg, wh~ch IS mtended to reflect its fmanc~al cond~t~on and compl~ance w~th 
laws and regulat~ons A copy of the standard~zed report IS attached as Exh~b~t 2 

In add~t~on to the new mspect~on format, a set of deta~led on-s~te mspect~on procedures 
and ~nternal control quest~onna~res (on the CAMEL system) have been developed and 
are now bemg used by the on-s~te ~nspect~on staff On the job tra~n~ng has been and w~ll  
contlnue to be prov~ded to the mspect~on staff on each of the varlous components A 
copy of these procedures is attached as Exh~b~t 3 

A train~nglaccredltat~on program cons~st~ng of 4 or 5 core courses has been d~scussed 
w~th the V~ce-Cha~rman of the CBU Based on these d~scuss~ons the accred~tat~on 
program w~ll conslst of the followmg 

Basics In Bankmg Superv~slon, 
Accountmg and Financ~al Analys~s, 
Cred~t Analys~s, 
Bas~cs In Fore~gn Exchange, and 
A course to be determmed at a later date (poss~bly aud~tmg standards) 

Two of the courses, Baslcs In Bankmg Superv~s~on and Account~ng and Fmancial 
Analys~s, have been prov~ded to date to the staff It IS antwpated that the remaining 
courses w~ll  be developed and provlded to the staff durlng 1998 It IS ant~cipated that the 
Bas~cs In Fore~gn Exchange w~ll be presented In MarchIApr~l and the Cred~t Analys~s w~ll  
occur In JuneIJuly 1998 It IS also antupated that a second sesslon of the Accountmg 
and Fmanclal Analys~s will be presented to the remalnlng ~nspectors who were not able to 
attend the f~rst session prov~ded In December 1997 

A comprehenswe Work Plan has been developed whlch outhnes steps that will be 
accompl~shed throughout the term of the project In order to ach~eve success In the Off- 
She Surve~llance program The Revlsed Work Plan has been approved by the CBU and 
has been attached as Exh~b~t 4 

In addbon, the res~dent adv~sor has, In conjunct~on w~th the V~ce-Charman, ~dent~fied a 
counterpart for the off-slte surve~llance program In the ~ n ~ t ~ a l  stages of the program, the 
res~dent advlsor and the CBU counterpart were meetmg on a dally bas~s to d~scuss 
project goals and objectives Currently the meetmgs are bemg held on a weekly bass 
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The resldent advlsor has also spent a great deal of tlme reviewing the reports currently 
belng recelved by the CBU to ascertain what addltlonal lnformatlon must be submitted by 
the commercial banks This information w~ll be util~zed where appropriate In the Call 
Report In add~t~on, a revlew of prevlous work performed by consultants, the IDMAG 
Group, has also been revlewed and lncorporated In the current analysls 

A draft copy of the Call Report, lncludlng supplementary schedules (a balance sheet, 
Income statement, and 22 reports were lnltlally proposed, but will probably be reduced to 
approx~mately 16 addltlonal schedules In the fmal version), has been developed In 
conjunction wlth the staff of the CBU Thls task lncluded the preparation of wrltten 
instructions (as necessary) for the balance sheet, Income statement, and all 
supplementary schedules Preliminary d~scuss~ons with the staff of the CBU lndlcate 
general concurrence wlth the recommendatlon However, there IS stdl some reluctance to 
dlscontlnue utlllzing the daily trlal balance as a source of lnformatlon for off-slte analysls 
The resldent advisor belleves that as time progresses he can overcome these objections 
In addltlon, the resldent advlsor will be maklng a recommendatlon to obtain lnformatlon 

on a monthly or quarterly bass rather than dally The Dlrector of the Off-Slte Department 
has stated h ~ s  deslre to contlnue to receive lnformat~on dally so that the problems In the 
commerclal banks can be ascertamed "lmmedlately " The resident advlsor has attempted 
to overcome thls objectlon by explaining that the lnformatlon for the off-slte system will be 
too volum~nous to lend Itself to a dally analysls Although not lmmedlately able to 
overcome thls objectlon, the resldent advlsor expects, over the next few weeks, to be 
able to overcome the rationale of wantlng dally lnformatlon Based on preliminary 
d~scussions, only minor changes are expected wlth regard to the recommendat~ons 

Accountlng 

A draft copy of the Work Plan has been developed and lncludes speclflc steps to be taken 
over the course of the accounting project to ach~eve the goals and objectives of the 
commerclal bank accounting project A copy of the Accountlng Work Plan IS attached as 
Exhibit 5 

Smce the arrlval of the accountlng resldent advlsor, a majority of the advisor's tlme has 
been spent In a commercial bank partlclpatlng In an on-she mspectlon Speciflc areas of 
revlew lncluded a revlew of the bank's accountlng controls, financial record keep~ng and 
internal reportmg procedures This analys~s resulted In the preparation of wr~tten 
comments and analys~s for lnclus~on In the ~nspect~on report that w~ll be forwarded to the 
bank's Board of Directors 
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4 Work In Process Not Completed in 1997 

An mspect~on manual developed by IBTCl under the USAlD Bankmg Superv~s~on Task 
Order Project In Kazakhstan for the CBU w~ll be updated to reflect the spec~f~c 
procedures, regulat~ons and laws currently In effect In Uzbekistan After a thorough 
revlew and update of the manual, selected sect~ons will be presented in formal tramng 
sesslons detahg the requ~rements of how to conduct and wr~te an actual mspect~on 
report It IS ant~c~pated that these revlslons and up-dates w~ll take place In the second 
quarter of 1998 

In add~t~on to the aforement~oned tralnmg ln~t~at~ves, the res~dent adv~sor is currently 
work~ng w~th the inspect~on staff on how to present the fmdlngs of an ~nspect~on report to 
the subject bank's Board of D~rectors and Management This tramng will lnclude the 
draftmg of a iiSuperv~sory Letter" whlch IS mtended to summarize the f~ndings of an 
lnspectlon report and what actlons, ~f any, are requ~red of the subject bank's Board of 
Directors The remaining prlmary goals are to complete an ~nspect~on on the 10 largest 
banks and to take the appropr~ate supervisory remed~al act~on, where necessary, on 
troubled banks 

The goals and objectlves as deta~led In the Work Plan were accompl~shed w~thln the 
predetermmed t~meframes In October 1997 a counterpart was named to work d~rectly 
w~th the Res~dent Adv~sor on the Off-S~te project The Res~dent Adv~sor has met on a 
regular bass w~th the counterpart to gam a better understand~ng of the current reportmg 
process and to provlde a better understandmg of the goals and objectwes of an Off-S~te 
Surve~llance Department and system In a developmg country Further, the Resldent 
Adv~sor and the counterpart asslsted In the evaluat~on of earnlngs and cap~tal at an on- 
s~te mspectlon wh~ch helped both gam knowledge about a bank's reportmg process and 
prov~ded a forum to begm ~nltlal tranng for fmanclal ratlo analys~s 

Also, the Res~dent Advisor has met per~od~cally w~th the Dlrector of Off-S~te Superv~s~on to 
dlscuss the goals and objectlves of the program, and to answer any questions that he 
m~ght have It should be noted that there have been two different d~rectors In the 
relat~vely short amount of t~me that the Res~dent Adv~sor has been consultmg w~th the 
CBU The main objectlon of the current D~rector IS that he wants to recelve off-slte 
lnformat~on on a dally bas~s Th~s thought process IS typ~cal of CIS countries and the 
Resldent Adv~sor belleves that th~s objectlon will be overcome durmg the term of the 
project The d~rector understands the need for the off-s~te system and has provlded hls 
support for th~s task order In meetmgs w~th the Res~dent Adv~sor 

A final report ~ssued by IDMAG, a Canad~an consultmg firm, was rev~ewed and prov~ded 
~ns~ght mto the current level of off-s~te surve~llance Although IDMAG prov~ded many 
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useful recommendations for the CBU in the area of off-site surve~llance, the CBU fa~led to 
~mplement most, if not all, of the recommendations 

A review was also performed to ascertam what mformation IS being rece~ved by the CBU 
at the current t~me for off-s~te analysis Although on the surface, th~s appears to be an 
easy task, In actual~ty, it was d~fficult attempting to determme the current report~ng 
requrements A slgnif~cant reason for this d~ff~culty IS that although the CBU receives a 
large quant~ty of mformat~on from the commerc~al banks, not all departments have access 
to such mformat~on It is not clear why th~s IS occurrmg, but may just s~mply be a matter of 
ucontrolling mformat~on " It is clear that In some cases the CBU may be receiving 
~nformat~on, wh~ch IS useful for bank supervision but IS not allowed to be v~ewed by that 
department or used in off-s~te analysis This w~ll  be an ongoing area of concern and an 
objective of this project will be to narrow or elimmate th~s commun~cation gap between the 
Bank Superv~sion Department and the other departments It IS our ~ntent to ensure that 
the Supervisory Department receives all pertment mformat~on for the staff to properly 
mon~tor the commerc~al banks Whether th~s happens as a result of chang~ng the mternal 
access to ~nformat~on at the CBU or developmg separate reports for bank supervision IS 

unknown at th~s t~me 

As a result of th~s review, the Res~dent Advisor prepared comments and 
recommendations regarding the quallty and quant~ty of mformation bemg rece~ved by the 
Bank Superv~slon Department As a result of th~s revlew, a determmat~on was made that 
the ~nformat~on for the Call Report should consist of reports currently coming mto the 
CBU, e~ther In modified version or current format, and In add~t~on, several reports will 
need to be developed A summary of the recommendat~ons for the Call Report is 
included In Exh~bit 6 

The recommendat~on IS currently bemg translated ~nto Russ~an for review and 
concurrence by the CBU Once concurrence has been ach~eved, the reports will be 
mapped to the current chart of accounts where poss~ble (some schedules w~ll  not be 
mapped directly but w~ll require that the commerc~al bank mamtain supplementary 
schedules ~nternally) According to the Work Plan, th~s w~ll be completed by the end of 
January 1998 There IS no reason to expect that th~s t~meframe cannot be ach~eved 
After that date, an automated verslon of the Call Report schedules will be developed 

An lnlt~al draft of a Work Plan has been prepared and has been rewewed by the CBU 
counterpart It IS antlapated that the Plan w~ll be finahzed and agreed to by all part~es In 
January 1998 The accountmg res~dent adv~sor has also spent some t~me on an actual 
mspection of a commerc~al bank Thls participat~on has provided the mformat~on 
necessary to complete the Work Plan and has also provided a basic understand~ng of 
what type of accounting assstance IS needed In the commerc~al banks 
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5 Changes in the Requwements of the Techn~cal Ass~stance Agreement 

As a result the World Bank's recent mvolvement In the bankmg supervlslon area, certam 
provlslons of the Techn~cal Asslstance Agreement were mod~fied and/or deleted These 
provrslons were d~scussed In detarl w~th the USAlD staff located In Almaty Consequently, 
the followrng ~tems were not addressed In 1997 Obv~ously the ~ntent of th~s was to avo~d 
any duplrcat~on of work between the two donors, USAlD and the World Bank The World 
Bank consultants are now addressmg the followmg items, or~gmally deta~led In the 
techn~cal ass~stance agreement 

An Organ~zat~onal Study 
Legal Issues, ~ncludmg enforcement optrons 
L~censmg 
Restructurrng of Troubled Banks and L~qu~dat~on Procedures 

Off -We 

None 

The mvolvement and ut~l~zat~on of the accountmg adv~sors was not deta~led In the or~g~nal 
techn~cal ass~stance agreement 

6 Changes Necessary to Accompl~sh Project Goals 

As descrrbed prev~ously, the work completed to date has been for the most part In 
complrance w~th the terms of the Techn~cal Asslstance Agreement w~th the exceptron of 
the work that IS now bemg performed by the consultants hred under the World Bank 
Project These areas have been clearly commun~cated and coordmated w~th all pert~nent 
part~es However, ~t must be concluded that the t~meframes on the remarnmg work are 
greater than or~gmally antrc~pated or expected Th~s IS pr~mar~ly due to the rn~t~al lack of 
understandmg, by the off~clals of the CBU, on what th~s project was to cover Thrs lack of 
understandmg resulted In a m~n~mal part~c~patlon of the CBU staff In the lnltlal stages of 
the project 

Another cr~t~cal factor has been the lack of understandmg and the necessary sk~lls of the 
staff In fundamental accountmg and fmanc~al analys~s concepts Sound fmanc~al and 
analyt~cal sk~lls are elements of an effectwe banklng supervlsron program and these 
essentral sk~lls s~mply do not exrst at th~s t~me Th~s lack of knowledge has delayed the 
progress In conductmg the on-s~te ~nspect~ons of banks using the CAMEL system A 
major effort IS bemg made and w~ll contmue In 1998 to prov~de train~ng In mternat~onal 
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accountmg pract~ces, financ~al and cred~t analys~s, and prudent asset/l~ab~l~ty 
management techniques These sk~lls are absolutely necessary due to the conversion to 
a modern accountmg system that IS bemg uthzed by the commerc~al banks An effectwe 
on-s~te program 1s of paramount ~mportance due to the lack of qual~ty data bemg 
subm~tted by the commerc~al banks to the CBU The usefulness of any f~nanc~al analys~s 
depends on the mtegr~ty of the data bemg subm~tted by the commerc~al banks It IS 

probably two more years unt~l the banks fully ~mplement and completely understand the 
new chart of accounts The conclus~on to date IS that the banks themselves do not have a 
fundamental understandmg of mternat~onal accountmg concepts Therefore, the only 
log~cal result IS that the data bemg subm~tted to the CBU IS m~sleadmg and flawed, at 
best 

In add~t~on, the CBU has d~v~ded the prlmary respons~b~l~t~es of the bankmg supervlslon 
department using the on-s~te and off-s~te organ~zat~onal model There IS nothmg wrong 
w~th th~s approach and In fact ~t IS qu~te common In more developed countries, however, 
for th~s structure to be truly effectlve there must be a clear lme of commun~cat~on between 
the two departments to ensure the t~mely flow and exchange of ~nformat~on Th~s IS not 
the case that ex~sts today at the CBU In add~t~on, there has been a problem concerning 
the cont~nu~ty of management In the on-s~te department Dur~ng the prevlous nine months, 
there have been three d~fferent department heads of the on-s~te supervlslon department 
For the most part the changes were needed due to the lack of a quahty and mot~vated 
manager 

In addhon, the CBU contmues to place too much emphas~s on outdated economlc 
normat~ves that have M e  correlat~on to measuring or monltormg r~sk In a modern, market 
drwen economy The current emphas~s IS to control the bankmg system rather than 
supervise ~t The att~tude of the senior management In the bank supervlslon department IS 

slowly bemg changed In th~s regard wlth the mtroduct~on of prudent~al bankmg 
supervlslon The members of th~s project and the consultants of the World Bank are 
contmually stress~ng th~s concept 

For the most part, the work of the off-slte surve~llance has proceeded In a t~mely manner, 
however, there have been delays In recelvlng crltlcal ~nformat~on In a t~mely manner For 
example, ~t took approx~mately 6 to 8 weeks to receive bas~c financ~al mformat~on on 
commerc~al banks As a result of these concerns, meet~ngs were held w~th the V~ce 
Governor overseemg Bank Superv~s~on and w~th the D~rector of Off-S~te Superv~s~on In 
response to the concerns, CBU off~c~als lnd~cated that the problems were ehmmated and 
would not occur In the future The Res~dent Adv~sor WIN cont~nue to keep USAlD adv~sed 
~f there are any problems In obta~n~ng necessary mformatlon In the future 

The off-s~te surve~llance project has also been plagued by the numerous turnovers In 
managers The off-she department has had three d~fferent managers over the last few 
months It appears to be adequately staffed at th~s pomt In t~me As d~scussed previously, 
there IS some reluctance to ehmmate the need for ~nformat~on to be prov~ded on a dally 
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bass Th~s IS not expected to have much of a negat~ve Impact on the overall goals of the 
project 

7 Future l n~ t~a t~ves  

In add~t~on to the aforement~oned accred~tat~on program, tralnmg w~ll be prov~ded 
throughout our future work w~th the CBU Formal tra~nmg WIN emphas~ze the follow~ng 

Completron of the Call Report Tralnmg should be prov~ded to the commerc~al bank 
personnel respons~ble for the complet~on of the Call Report The focus w~ll be on how to 
complete each schedule of the report, wh~ch w~ll enable the CBU to ensure the accuracy 
of mformat~on to be ut111zed for Off-S~te analys~s In add~t~on, off-s~te personnel of the CBU 
should attend th~s tralnlng so that they can become famhar w~th the ~nformat~on to be 
used to derlve f~nanc~al rat~os for off-s~te analys~s 

Ratlo Analys~s General tralnmg should be prov~ded to the CBU personnel (both off-s~te 
and on-ate) on prlnc~ples of f~nanc~al ratlo analys~s Spec~fic emphas~s should be placed 
on the rat~os to be der~ved from the Income Statement as expert~se In th~s area IS lackmg 
due to the recent translt~on to lnternat~onal Accountmg Standards (cash vs accrual 
account~ng has a more pronounced effect on the Income Statement than on any other 
report) 

Use of the Bank Performance Report General tralnlng should be prov~ded to both the 
on-s~te and off-s~te staff of the CBU to Impart general tralnmg as to how to utlhze the Bank 
Performance Report (to be developed) for financ~al analys~s of the commerc~al banks 
Emphas~s should be placed on the ~dent~f~cat~on of r~sk and the use of the report as an 
Early Warn~ng System to note problems prlor to becommg very severe 

External Aud~t Process Tra~nrng should be prov~ded to the commerc~al bank personnel 
and CBU staff regardmg the purpose, respons~b~l~ty, scope, usefulness and hm~tat~ons of 
an external aud~t A primary objectwe should be to enhance the understand~ng of the 
audltorsl oplnlons and content of the aud~ted financ~al statements and related footnotes 

lnternal Aud~t Process At the suggest~on of the CBU audit manager, trainrng should be 
provlded for Internal Aud~tors of the commerc~al banks, as well as selected CBU 
personnel, regardmg mternal aud~t procedures Thls tramng w~ll be developed In 
conjunction w~th a proposed cert~ficat~on program for lnternal Aud~tors 

lnternatlonal Accountmg Standards General tralnlng should be prov~ded to both the on- 
s~te and off-s~te staff of the CBU and to the account~ng and Internal aud~t staff of the 
commerc~al banks Emphas~s should be placed on ut~hzat~on of the lnternat~onal Chart of 
Accounts and addressmg problems encountered to date Th~s tralnmg may be 
~ncorporated, In whole or In part, w~th the Call Report tralnlng discussed above 
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In addltlon, mformal tralnlng should be provided to the commerc~al banks and CBU 
personnel on an on-going basls On-the-job tralnlng should be prov~ded to the three pllot 
banks, wh~ch will partlclpate In the completion of the Call Report on a trlal basls On-the- 
job tra~nlng should also be provlded to CBU personnel as needed to apply the prlnclples 
of off-slte analysls learned In the formal classroom tralnmg 

Utll~zat~on of Short-Term Advlsors 

Short-term advlsors will be uthzed In the future to supplement the work to be done by the 
long-term advlsors These advlsors are expected to be utilized In the development of the 
off-slte system, for provldmg formal classroom tralnlng In the area of fore~gn exchange, 
and for developmg the tra~nrng materrals on the cred~t analysrs and the classes on mternal 
and external audltlng standards 

As described In the prevlous sectlons of thls report, there have been many Issues brought 
to the attention of the CBU There have been some problems and there have been some 
successes The areas In wh~ch addlt~onal work IS needed includes the following 

An Improved management structure and organlzatlon IS needed as the current structure 
IS absent of any clear delegation of authority and accountab~l~t~es 
An rmprovement rn management skrlls as ~t pertarns to tlme management and 
professional work hab~ts 
An improvement In understanding mternat~onal accountlng prlnclples and 
fundamental financial analysls techn~ques 

These and other shortcommgs have contributed to the low product~v~ty of the supervisory 
staff of the CBU However, notwlthstandlng these problems, there have been numerous 
successes and other posltive events The CBU IS now committed to accountlng reform 
and such reforms will be ~ncreased wlth the help of addltlonal forelgn advisors at the 
commerc~al banks and the CBU In add~tlon, the CBU has adopted a new on-slte 
inspection process, including some basls lnspectlon procedures These procedures will 
be slgnlflcantly expanded durlng the coming year 

Another posltwe aspect IS that the CBU has several young outstandlng junlor managers 
who have demonstrated the ablllty to grasp the new supervisory technlques bemg 
stressed However, a key component of contlnulng thls positive trend is the commitment 
and tra~nmg of the senior managers of the supervisory department These managers can 
not be expected to provlde the leadership and dlrectlon necessary when many of the new 
technlques and processes are unfamlhar to them Wlth the exception of one or two senior 
managers, the deslre to learn by the senlor management has been m~nlmal The success 
of our future work w~ll be largely dec~ded on changlng thls lack of deslre and Interest on 
the part of management 
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Thls report has been our best attempt to be forthcom~ng and cand~d about the work 
accomplished to date We acknowledge the cooperat~on and assstance prowded to us by 
the managers and staff of the CBU and look forward to the contmued progress and 
success of ~mplementmg thls much needed reform In the bankmg sector 
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EXHIBIT 1 

APRIL 1997 WORK PLAN 
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Purpose of the Work Plan 

Ths Work Plan ("Plan") is intended to help the Central Bank of Uzbelustan carry out its 
responsibility for ensumg and admuustenng the safety and stability of the banlung 
system in Uzbelustan Thrs Plan mcludes the development of a Banlung Supervisory 
Program designed to protect the interest of the depositors, crehtors and mvestors in the 
banlung system It is intended to cover a twelve-month penod begimng in Apnl 1997 

The Plan encompasses four basic areas of banklng supemslon These areas include 

4 On-site Supemsion 

+ Legal - Enforcement Reqwrements 

4 Off-site Supervision 

4 Bank Resolution Umt 

The program as envisioned in ths  Plan is set to be Implemented in two separate and 
distrnct stages The first stage will include the review and implementabon of an on-site 
inspechon program and a review and development of a legal system The second stage 
wl l  consist of enhancing the expertise of the existing Bank Resolution Umt and a 
contmuation of the development and implementaQon of the off-site program It is noted 
that some work in the off-site area has been conducted by IDMAG, a Canadian Company 
Ths  work appears to be funded by the World Bank A careful review of their program 
will be conducted to ensure any duplication will be mmmized It is currently 
contemplated that the second phase of tlus program wl l  not begm pnor to the fall of 
1997 

Ths  program is mtended to serve as a gradual one m whch the successful complehon of 
one section will lead to the development and unplementation of the next logical sequence 
of events To fully implement th~s  program will require more than a 12 month penod, 
however, additional time w l l  only be considered after some mtial successes have been 
completed and demonstrated by the vmous parties mvolved m this project 

Th~s  Plan makes the assumphon that the Central Bank wl l  provide adequate office 
facihhes for the advlsor to cany out hs duties and responsibihtles It also assumes that 
the staff will cooperate m provldmg mformation as requested by the resident advlsor on 
the banlung system It is noted for the record that all such matenal will remam in the 
strictest confidence of the resident advlsor and is the property of the Central Bank It is 
also noted that the work detailed in ths  Plan can only be addressed and implemented in 



the lmes frames provided if adequate support, cooperation, and participation is provlded 
by the employees of the Banlung Supervision Department ('BSD) 

The plan provldes for formal classroom trarmg on certain topics that will contmue and 
supplemented with on-the-job tramng m all vital areas Certain of these courses are 
defined in the vmous sections of the Plan Additional courses wl l  be developed at a later 
date 

The Central Bank of Uzbekistan, by the adaptation of this Plan, has indicated its intention 
to promote and ensure the existence of a safe and sound banking system in the Republic 
of Uzbekistan To help ensure the success of this program, a modem and efficient BSD is 
an absolute necessity Finally, it is important to note that the need for an effective 
prudential bank supervision program actually increases when a b&ng sector is being 
deregulated and market forces are being developed 

On-Site Supervlsion 

Mlsslon Statement: A comprehensive on-site inspection process should serve as the 
cornerstone for ensumg the banlung system remains financially viable The Banlung 
Supervlsion Program proposed is based on the prudential supervisory goals of safety and 
soundness and not the concept of achemng certain social goals The on-site mspechon 
process is intended to serve as a dlrect verification of the financial data bemg reported by 
the owner and managers of the commercial banks Ths  system of supervision is 
orgamzed and structured to allow the Central Bank to take the appropnate response(s) to 
problems as they are uncovered or recognized The early identification of nsk is essential 
to the success of a bank supervisory program 

Goals and Objectives The development and implementation of a rating system will 
allow the Central Bank's supervisors to evaluate a bank uformly by usmg a common 
methodology Th~s  ratmg system wll  need to take into account all the major financial 
areas that are cnhcal to a commercial bank's financial condihon An inspection report 
will emphasis the follomg capital, quality of assets, quality of management, quality of 
earnmgs, and liquidity The inspection report should comment on and recommend actions 
to lmprove and strengthen the bank's corporate governance and the management 
information system being utilized The development and retenhon of a qualified 
inspection staff on these concepts is absolutely necessary to properly supervise and 
regulate the commercial banks 

The followmg steps andlor actions w11 be taken to accomplish these goals 

An analysls and renew of the Banlung Supervlsion Department orgamzational 
structure IS necessary to understand its worlungs and to ensure the optmal structure is 
m place The rdeal structure wl l  eliminate unnecessary duplications of work and 



create a cornmucation process that is consistent throughout the department A 
proposed orgamzahon structure will be developed with the assistance of the BSD 

TlmeFrame for Implementatlon May - June 1997 

A general trillrung session regarding the purpose and objective of a Prudenhal 
Banlung Supervision Program wl l  be developed Th~s  program will be provided to 
the semor managers of the BSD and the staff The traimng will be provided in a 
senes of classes 

T~meframe for Implementatlon May - June 1997 

The development of a standardized inspection report is necessary to ensure 
consistency The report will be designed to reflect all major activities and funchons of 
the bank and wl l  result in an mternationally accepted ratmg system for the subject 
bank The report is intended to measure and comment on compliance wth all 
applicable laws and regulations and to measure the bank's compliance with safety and 
soundness issues 

Tlmeframe for Implementatlon June - August 1997 

The development of an examination schedule whch details the hme penod d m g  
whch banks wl l  be exammed for the upcomng quarter The schedule wl l  also 
prowde for flexibility for specialized examinahons or other unusual circumstances 
that mse periodically 

Tlmeframe for Implementahon June- July 1997 

A Supervisory Profile for each commercial bank will be developed and implemented 
Thls profile is rntended to provide certain background information on the bank and 
the ownershp and management structure It will be used to help determrne the scope 
for the upcoming inspection of each bank and wl l  comment on areas of nsk being 
undertaken by the bank's management The profile is intended to be updated each 
quarter 

Tlmeframe for Implementahon July-September 1997 

An inspection manual as been developed by the USAID Banlang Supervision Project 
in Kazakstan Lmuted tramng on the contents of the manual has been prowded to the 
BSD's staff After a thorough review of the manual, selected sechons will be 
presented m formal t r a m g  sessions detailing the requirements of how to perform an 
on-site inspechon and how to wnte an inspection report Detaled exammation 



procedures wl l  be developed and subsequent traimng provlded to the staff Th~s  
traimng wl l  be conducted on the actual inspections of at least three banks 

Timeframe for Implementahon July - December 1997 

Tramng on how to present the findings of an inspection report to the subject bank's 
Board of Directors and Management will be provided to the on-site inspection staff 
Ths  traimng will include the drafting of a "Supemsory Letter" whch is intended to 
sumrnanze the findings of an inspection report and what actions, if any, are reqwred 
of the subject bank's Board of Directors 

Timeframe for Implementahon November - December 1997 

Legal and Enforcement Requ~rements 

Misslon Statement An effective Bank Supervision Program requires a sound legal 
framework and infrastructure Clear and specific laws and regulations are needed to allow 
the supervisors and the commercial bankers to be aware of the "rules" of the game The 
pnmary intent for ths  program is to ensure that the Central Bank has the necessary laws 
and regulations to imtiate and mplement a timely and effective approach to properly 
momtor and control certam actwities of the commercial banlung system A proper set of 
laws and regulation will address issues and activibes that range from relatively minor 
problems to others that may have a major impact on the bank's future viability 

Goal and Objectives To aid in the drafting and implementation of the laws and 
regulations necessary to allow the Central Bank the authority and power to properly 
supemse the commercial banlung system Ths  mcludes a complete rewew of all laws 
and regulations currently in effect to determine their apphcability and effectiveness m 
supervising the banlung system The legal framework should include the following levels 
at a mimmum 

+ Frrst level - Laws 
+ Second level - Regulabons 
+ Thud level - Policy Statements 

The followmg steps and/or actions w111 be taken to lmplement these goals 

A review of the Law on the Central Bank to determine its effectiveness will 
be made Ths  revlew is intended to make recommendation to increase its 



effectiveness The legal revlew will also include the Law on Banks and 
Banlung Activlty 

Tlmeframe for Implementat~on June 1997 

A review of all applicable regulahons will be made to detemne their 
applicability and effectiveness 'Xhs review will include a thorough analysis to 
determine if ad&tional regulations andfor laws are needed Revisions to 
existing laws wl l  be recommended where requlred and necessary The 
regulations for review will include asset classification and provlsiomng, 
transactions wth affiliates and insiders, large credits and loans to one 
borrower, and capital compliance 

Tlmeframe for Implementat~on Commence m June 1997 

The development of a program for implementing enforcement achons will be 
irutiated and Implemented Ths  review will include, at a mirumum, the 
development of enforcement procedures and the recommendation to establish 
an enforcement committee to ensure consistency in applyng sanchons and 
penalties 

Tlmeframe for Implementat~on October - December 1997 

Mission Statement. The pnmary focus for the off-site supervision system is to develop 
an information network, utilizing data and information submitted by the commercial 
banks Th~s  network of mformation allows the user to analyze and mampulate the data to 
gam a better and more complete understanding of the financial condihon of each bank 
A pnmary purpose of the analysis is to detect trends, both poslhve and negative, and to 
take appropnate action(s) in a timely manner 

The data is intended to be subrmtted in a standardized report ("Call Report") and will be 
subrmtted to the Central Bank on a quarterly (monthly) basis An end result of th~s  
mformahon is to produce a Umform Bank Performance Report These two reports are 
mtended to substanhally unprove the quality and lntegnty of the data received by the 
Central Bank and provldes the basis for an early w m n g  or detection system 

Goals and Objectwes There are two prrmary goals in lrnplementmg th~s  program These 
mclude 



Ensure the tlmely and accurate submission of financial information to the 
Central Bank's Banlung Supemsion Department, 

Improve the process of identifying problems in the banlung sector pnor to 
them becoming so severe that a remedal plan of action can not be 
implemented or initiated by the supemsory staff of the Central Bank 

The following steps andor actions will be taken to accomplish these goals 

Prepare a draft copy of the Call Report, including all supporting schedules T h s  task 
also includes the preparation of wntten instructions for the balance sheet, income 
statement and all supporting schedules 

Tlmeframe for Implementatlon October - December 1997 

In conjunction with the staff of the Central Bank, develop an automated version of the 
Call Report, complete mth all supporting schedules Tlus process will require the 
development of certain propnetary software It is anticipated that the Call Report 
and all schedules will be accessible by personal computers 

T~meframe for Irnplementatlon January -March 1998 

Design and implement a traimng program for the Central Bank staff on the use of the 
Call Report T h s  traimng will consist of a one-week formal classroom traimng and 
will be followed up with penodic on-the-job training This traimng will focus on 
venfying the integrity of the data submitted by the commercial banks 

Tlmeframe for Implementabon January - March 1998 

Identify 3 banks for inclusion in a pilot program to implement the Call Reports Ths  
effort lncludes traimng the employees of the commercial banks 'lks tramng will 
involve close collaborabon with the employees of the banks and obtammg feedback 
on the results of the implementation of the Call Reports and the supporting schedules 

Tlmeframe for Implementatlon January - March 1998 

Problem Bank Resolution 

Mlsslon Statement The Bank Resolution Umt's pnmary focus is to identify, analyze, 
and monitor all commercial banks that are not in substantial compliance with applicable 
laws and regulations andor those that have substantial financial problems whch threaten 
the bank's capital position These problems, at a m m u m ,  may include banks that are 
not in substantial compliance with the applicable capital requirements, operating policies 



and procedures that are non-existent or inadequate It also includes all banks, whch have 
received an unsatisfactory exammatron rating 

Goals and Objectives The objective m dealing with a problem bank is for the regulatory 
authorities to take a firm and appropnate response to the bank's problems in a timely 
manner In order to take an appropnate response, the problems have to be accurately 
identified Once the problems are idenhfied, the regulatory actlon plan should attempt to 
1) stabilize the bank's and contam the problems, 2) make a determination as to the depth 
and magn~tude of the problems, 3) implement the most appropnate solution fiom a legal 
and practical perspective 

The following steps and/or actrons will be taken to achieve these goals 

Identrfy each bank not meeting the mimmum capital reqwrement and determine the 
shortage of capital in monetary terms 

Tlmeframe for Implementatlon June 1997 

Review each of the undercapitalized bank's financial performance and determine 
some type of prellrninary action plan to address the bank's financial problems Dwng 
ths  revlew, some type of prelimnary analysis should be conducted to deterrmne if 
the bank's problems can be resolved or ~f some other type final resolution, 
(liquidation, and merger) is warranted 

Timeframe for Implementatlon September - November 1997 

Initiate the development and implementahon of t r a m g  procedures for the adequate 
supervision of problem banks A program to ensure that corrective action plans are 
directly hed to each bank's specific problems wl l  be developed This includes a 
formal classroom t r a m g  session on supervisory techques to deal with problem 
banks including the use of enforcement measures and techques to m m i z e  and 
contain the problems 

Tlmeframe for Implementatlon October - December 1997 

Develop and implement a Liquidation Manual T h ~ s  manual will include demled 
procedures on how to take over and perform the actual hqwdation process for an 
insolvent bank A formal weeklong trsumng session on thls topic w l l  be promded 
This traimg will be supplemented by on the job tramng that will occur on the actual 
liquidation of a insolvent bank 

Tlmeframe for Implementatlon January - March 1998 
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Fmal Report 



Report Cover Page 

Name of Bank 

1nspect.lon Date 

Pmanclal Data as of 

Inspect~on Commenced 

Inspect~on Completed 

Inspector ~n Charge 

THIS INSPECTION REPORT IS STFUCTLY CONFIDENTIAL 

An mpector appomted by the Central Bank of Uzbekistan ("CBU") has prepared this report of 
mspection as authorized by Article 5 1 of the Law of the Republic of Uzbekistan "On the Central 
Bank of the Republic of Uzbekistan" The information contained in this report is based upon the 
books and records of the bank, upon statements presented to the inspector by the directors, 
officers, and employees of the bank 

It 1s recommended that each board member and executwe officer in accordance with hislher 
duties and fiduciary responsibilities review this report and become fully tnformed on the contents 
and recommendations This report IS furnished to the bank for its confidential use 

Thts report 1s the property of the CBU Under no ctrcumstances shall the bank or any of its 
management officials disclose ~ts contents or make public in any manner the report or any portion 
thereof In conductmg thetr review, the management officials of the bank should keep ~n mmd 
that this inspectton report is not an audtt, and therefore should not be considered an audit report 
This report does not in any way relleve the duty of the management offtctals of the bank to obtam 
an tndependent audtt report 
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Other Significant Matters 

Are all monthly and quarterly reports submitted to the CBU in a timely and accurate 
manner? Y-NN 

Does the Board of Directors approve adequate polic~es and procedures in the areas of 
lending, investments, deposits, liquidity and capital? Y N- 

Is compliance with the Internal policies considered satisfactory? 
y-N- 

Does the Board of D~rectors meet on a regular basis and are the meetlngs well attended 
by all Directors? Y-N- 

Does the Board receive adequate information to determme a true and accurate financial 
cond~tion of the bank? y-N- 

Does the bank have an internal audit function? Y N 

If so, is the internal audit function effective in terms of scope, frequency, and 
independence? Y-N- 

Are internal controls regarding the banks accounting methods and systems adequate? 
Y-N- 

Does management prepare an operational budget for the next fiscal year? 
y-N- 

Does the budget contain realistic assumptions? Y N 

Has the management of the bank reported all defalcations to the proper authorities? 
y-N- 

If the bank has any affiliate relationships, are such relationships free of adverse effects to 
the bank's overall financ~al condition? Y N 

Has the bank properly reported all frauds and thefts to the proper authorities? 
y-N- 

If the bank has any affiliate relationships, are such relationships free of adverse effects to 
the bank's overall financial condition? Y N- 



Appendix 

Th~s  section is des~gned to offer detaded support for the narrative comment sections and 
the letter to the drrectors and management 



Comparative Balance Sheet 

Current P r ~ o r  
Per~od Per~od 

Assets 
Cash 
Due from Commercial Banks 
Due from Central Bank of Uzbekrstan 
Bllls Purchased 
Securitres 

Investment SecuriOes 
Securrhes - Trading 

Loans and Flnance Lease Receivables 
Loans 
Flnance Lease Receivables 
Less Reserves for loan losses 

Other Assets 

Total Assets 

- 

Premrses and Equipment, net 
Other Real Estate Owned 
Accmed Interest Recervable 

Depos~ts 
Demand 
Sav~ngs 
Time 
Government 

Total Depos~ts 
Due to Central Bank 
Due to Other Banks 
Due to Head Ofice and Branches 
Loans Payable 
Accrued Interest Payable 
Subordinated Debentures 
Other borrowings 
Other Lrabil~ties 

Total L~ab~lltles 

-- 

I 

Total L ~ a b ~ l ~ t ~ e s  and Shareholders Eau~tv 
7 I I 



Comparative Statement of Income 

Current Per~od Previous Per~od 

Interest Income 
Interest on Loans 
Interest on Deposits 
Interest on Secwties 
Other mterest Income 

Total Interest Income I I 
Interest Expense 
Interest on Loans 
Interest on Indwldual Accounts 
Interest on Enterprise Accounts 
Interest on Government Accounts 
Other Interest Expenses 

Total Interest Expenses 
Less - Prov~sion for Loan Losses 

Net Interest Income after Prov~sion for Loan Losses 

Non Interest Income 

Non Interest Expense (Operatmg expenses) 

Net Income Before Taxes and 
Extraordinary Items 

Extraordmaty Galns (losses) 

I Net Income I I 



Capital Structure 

Monetary Amount 

I 

Fully pad up shares - Common Stock 
Cap~tal Surplus 
Preferred Stock 
Retamed Profits from Pnor Penods 
Year to date e m g s  
Other (specify) 
Less Intangible Assets 
Less Investment 1x1 Other Banks and Affiliates 
Total Tler 1 Cap~tal 1 

Subordinated Debentures 
Asset Revaluation Reserves 
Allowance for Loan Losses 
Other (specify) 

Total T~er  2 Capital 

TOTAL TIER 1 AND TIER 2 CAPITAL 

Capital Structure Adjusted for Inspection Results 

Class~ficatxon Balance Percentage We~ghted Total 

Non - Satisfactory 
Substandard 
Doubtful 
Bad (Loss) 

We~ghted Total 
Less General Prov~s~ona 
Adjustments to Capltal 

10% 
25% 
50% 

100% 



Summary of Adversely Classified Assets 

Name of Borrower 

Total 

Non - 
Satlsfactory Substandard Doubtful 

Assets 

Total Assets not deta~led 

Loss 



Assets Subject to Classification 
Individual Summary Write-ups 

Borrower 

Nature of Business 

Flnanclal Information on Borrower 

Orlglnatlon Date 

Ongmation Amount 

Orlglnal Maturlty Date 

Repayment Terms 

Interest Rate 

Purpose of Loan 

Collateral 

Value of Collateral 

Renewals 

Total Amount Outstanding 

Uncollected Interest 

Reason for Class~ficatlon 

Renewal Maturlty Monetary Interest 
Date - Amount 

Exammers Classlficatlon 
Bank's Internal Classlficatlon 



Extension of Credit to Affiliated Persons 

Listed below are extensions of credit to insiders Insiders are defined as major 
shareholders (10% or more of votmg stock), directors, executive officers, and any entihes 
these person control 

Name Origmal 
Loan Amount 

Amount 
Outstandmg 

Comments 



Violation of Banking Laws and Regulations 



Statistical Data Sheet 

Name of Bank 
Date of Inspect~on 
Inspector m Charge 
Inspector's Ratmg Current Prevlous 

BALANCE SHEET 
Total Assets 
Total Liabilities 
Total Deposits 
Household Deposits 

ASSETS 
Gross Loans 
Less Reserve for Loan Loss 
Net Loans 
Classified Assets 
Non-saBsfactory 
Substandard 
Doubtful 
Loss 
Total Classified Assets (TCA) 
Loans to Insiders 
TCAtTRC 
Past Due Loans (PDL) 
PDLITRC 

CAPITAL 
Tier 1 Capital 
Tier 2 Capital 
Total Regulatory Capital (TRC) 

EARNINGS 
Total Income 
Total Expenses 
Net Income 
Less Dividends 
Retained Eamlngs 

ECONOMIC NORMATIVES 
N1 Capital Adequacy 
N2 CapitaVLiablllties >5% 
N3Llquidlty > 25% 
N4Liqu1dlty > 30% 
N5 Llquldlty = 100% 
N6 Loans to one borrower 
N7 Big Credits (can not exceed 5x capital) 
N8 Loan to one Borrower <35% 

- 

N10 Other lnvestments -=2O% 

Inspection Inspection 

- 



Signature of Directors 

We the undersigned directors have personally reviewed the contents of 
the Inspection Report dated 

Name of Bank 

Inspect~on Date 

Date 



Fmanc~al Restructurmg Techn~cal Ass~stance to the Central Bank of Uzbek~stan 

EXHIBIT 3 

ON-SITE INSPECTION PROCEDURES 

lnternatlonal Busmess & Technical Consultants, Inc 
Fmal Report 



Prepared by Terry L Stroud 
Internat~onal Busmess and Techn~cal Consultants, Inc 



Central Bank of Uzbelustan Ins~ecbon Procedures 

The Central Bank is responsible for morutonng the safety and soundness of the 
commercial b h g  system m Uzbehstan To help acheve h s  goal, the staff of the 
Central Bank has adopted the CAMEL Inspechon Process CAMEL provides a 
framework for evaluating all sigxuficant operational areas of a comrnerclal bank The 
evaluat~ons are made on Capital, Assets, Management, E m n g s  and Liquidity 

The CAMEL system is based on the concept of nsk identification and it uses a top down 
approach in evaluatmg and morutonng nsks The Board of D~rectors and Management of 
commercial banks are expected to identify and manage nsk in thelr own banks They are 
responsible for controlling nsk by operating the bank accordmg to sound banlung 
pnnc~ples Sound banlung pnnciples start wth  an assessment of the bank's policies, 
procedures, management information systems, the quality of the management team and 
the vanous internal controls that management uses to make decisions The staff of the 
Central Bank is responsible for assessing how well a bank manages thw nsk over time A 
simplistic approach of assessing nsk 1s how any given activity Impacts earmngs and 
capital From a regulatory perspecbve, nsk is the potential that certsun activihes may 
have an adverse Impact on the bank's e a m g s  and capital 

Commencement of the Inspection 

At the start of the inspection, the inspector-I-charge wll 

+ Obtslln all wntten policies for the bank's operations, 
+ Obtm a copy of the bank's busmess plan, 
+ Obtain copies of all rmnutes of the shareholders council meetings and the board of 

directors meetmgs since the previous inspection, In addition, copies of the types of 
reports that are submitted to the Council and D~rectors should be obtamed and 
reviewed, 

+ Obtain a list of all operating committees and their members, 
+ Determine if any one person(s) or group of people appears to control or dominate the 

Council or Board Meetmgs If so, IS thls havmg a detrimental effect on the bank? 

The followmg procedures should be rewewed, at a mmmum, at each inspection 

Capital - One of the most important objectives for the regulatory process is to evaluate 
the adequacy of a bank's capital posltion The followng are items that wl1 be reviewed 
dwng the inspection process 

+ Identify and comment on the ownershp and control of the commercial bank 
+ Review the bank's latest shareholders list 
+ Dld a change ~n ownershp occur? 



Central Bank of Uzbelustan Inmechon Procedures 

+ If so, did ~t reqwre pnor nobficabon andlor approval of the Central Bank? 
(Refer to Article 5 1 of the Law on the Central bank) 

Determine and comment on the bank's efforts to meet its mimmurn capital 
requirement Please refer to Order of Actmty of Commercial Bank's N 10, 
paragraphs 17 and 18 

Detemne and comment if earmngs wdl contmue to be a positwe 
enhancement to capital 

Determine and comment on the bank's present or future plans are wth regards 
to dividends 
+ Is the policy on dividends reasonable? 

Review and comment on the bank's plans for growth 
+ Deterrmne if capital m11 continue to be sufficient if the bank has 

aggressive plans for growth 

Evaluate the bank's capital position in light of the current inspection results 
regarding the quality of the bank's assets 

Does the bank have a business plan that addresses the bank's current and 
future capital needs? 

Assign preliminary ratmg for capital and prepare wntten comment for report 

Asset Quality 

Loans - The loan portfolio is generally the slngle largest and most important revenue- 
producing asset in commercial banks Therefore, it is extremely important the quality of 
these assets be reviewed and analyzed The inspectors' job is to determme the overall 
quality of the loan portfolio and identify the source or cause of any problems or potential 
problems The man emphasis m the analysis of asset quality is based on the collechbility 
of the loans 

+ The mspectors should ascertrun if management has a formal wntten policy 
regarding the bank's lending program 

+ Upon receipt (if avadable), the inspector should revlew the policy to see ~f it 
addresses the followng items at a mirumurn 
+ D~stnbubon of loans by category, 

industry concentrabons, 
+ loanprlcmg, 



Central Bank of Uzbelustan Ins~ectlon Procedures 

t maxunum mahulbes, 
t types of acceptable collateral, 
t guidelines on loans to affiliated persons or insiders 
+ any prohibited types of loans 

t Does the bank have a loan committee7 
t If so, how often does it meet? 
+ Who are the members of the committee and what are their qualifications? 

t Obtain a listmg of all loans ~ncluding past due loans, non-accrual loans, loans 
to insiders, loans internally classified by management, and all "big" loans See 
paragraph 24 of Nl 0 

+ Does management maintain a list of problem loans? If so, obwn a copy and 
determine its adequacy Does management submit reports to the Central Bank 
as required by Reg? No 242 

t Review a sample of the loan portfolio to determine credit quality 
t At a muumum all loans to insiders and affiliates, 
+ all past due loans, 
t all "big" loans 
t The total of reviewed loans should be greater than 50% of the loan 

portfol10 
t Prepare loan wnte-ups as required m the inspection report and assign 

appropnate classification where warranted 

+ Does the bank have an internal loan remew process? 
t Is so, does it adequately identify problem loans? 

t Reconcile the list of adversely classified assets mth the reports submitted to 
the Central Bank 

t After the revlew and classification of all assets, determine the adequacy of the 
reserve for loan losses Determine if the bank has established specific and 
general reserves 

t Deterrmne if the bank has any other real estate owned If yes, then class~fy 
other real estate appropnately 

t Prepare wntten comments on all adversely classified assets 

Secur~lxes - The purpose of the review is to d e t e m e  the overall qual~ty of the bank's 
investments and to evaluate any tradmg actmties, whlch may have an adverse effect on 
the bank's financial condition 



Central Bank of Uzbelustan Insaect~on Procedures 

Does the bank have a wntten investment policy? 
4 Is so, does it adequately addressed the objectives of all investment 

acbvities? 

Obtam a listmg of all investment secunbesl 
4 Does the trial balance or schedules agree mth the total on the bank's 

balance sheet? 

Does management segregate the portfolio into held-for-mahulty and trading 
accounts? 

Where are secunbes being held? 
+ Are secunties held by third part~es? 
+ Does management maintam safekeeping receipts? 

Review the yleld on secunties and the effecbveness of the investment 
strateg~es 

Prepare wntten comment for ~nspect~on report (generally the comment wll  
appear in the e m n g s  section of the report) 

Due from Banks 

+ Does the bank msuntam a list~ng of all due from Banks? 
+ Do the statements prepared by the correspondent bank agree mth the 

statements prepared by the subject bank? 

Cash 

+ Obtam all cash recap sheets or similar documents and reconcile back to the 
bank's balance sheet Thls Includes all cash held in the bank's vaults 

+ Are foreign currencies mantamed separately on the bank's balance sheet? 
+ Is each currency revalued periodically? 
+ If so, how often? 

Flxed Assets 

4 Does the bank owns or leases its premises? 

4 Does the bank mamtain a listing of all fixed assets? 
+ If so, revlew depreciabon methods to deterrmne valid~ty and accuracy of 

the recorded value of the assets 



Central Bank of Uzbelustan Ins~ect~on Procedures 

+ Analyze and comment on the bank's fixed assets to determme if they are 
reasonable as it pertams to the capital structure of the bank and its level of 
operations 

Prepare wntten comment on all major categones of assets regarding quality Assign 
prelirmnary ratmg 

Mana~ement - The mspector is to assess whether the board of directors and executive 
management has the expenence and techmcal ability to properly ensure the bank is 
operated in a safe and sound manner 

+ Determine and comment on the number of board members 
+ Have there been any changes in number and composition of the board 

smce the last inspection? 
+ Do the board members meet on a regular basis? 
+ How often? 
+ Are minutes of the meetings mamtamed? 
+ Do the minutes contam sufficient deml in descnbing the events that 

transpired? 

+ Do the directors, as a whole, have sufficient expertise and expenence to 
properly oversee the bank's operations? 
+ Review their background and resumes 

+ Does management prepare reports for the board of directors to review? 
+ If so, comment on the adequacy and accuracy of the information presented 

to the board members 

+ Does the bank's management possess the expenence and techcal  ability to 
prudently operate the bank7 
+ Review their background and resumes to make this assessment 

+ Determe and comment on the number of operating committees and the 
frequency of the meetmgs of each cormttee 
+ Are these c o m t t e e s  semng a use l l  purpose? 

+ Does management prepare busmess plan andlor a strategic plan? 
+ If, so how often? 
+ Are the plans based on realisbc assumptions? 
+ Who approves the plan', 
+ How often is the plan reviewed? 
+ Are large vmances reviewed and explamed? 

+ Prepare wntten comment for report 



Central Bank of Uzbelustan Inspecbon Procedures 

Earnmas - The ability of a bank to earn a profit is a standard measurement of overall 
performance Banks wth  a hgh e m n g s  ratio are considered to be well managed, 
however is extremely important to understand the correlation between e m g s  and asset 
quality A bank mth asset quality problems wl1 need to recogruze that the value of its 
assets is impmed T h s  correcbon in value wl l  result m a charge against its e m g s  and 
ultimately result in a reducbon in profits The inspector should maintan a sense of 
materiality on reviewmg the bank's revenues and expenses The mspector should avoid 
spending undue or excessive time on immatenal amounts 

+ Perform a careful review of the bank's financial statements, including balance 
sheet, income statement, and cash flow statement 
+ Analyze and comment on the trends, both positive and negative 

+ Conduct a review of the bank's business plan to compare budgeted results to 
actual 
+ Detenmne if the business plan is reasonable 
+ Identify and explsun all major vmances 

+ Identify and explsun all major positive and negative income and expense 
trends 
+ T h s  includes calculating return on assets, return on equity, net Interest 

margin and the growth in major assets and liabilibes categones 

+ Are earrungs static or is the trend upward/downward? 

+ Review and comment on the trend between interest earned on assets and 
interest pa~d on liabilities 

+ Review and comment on the current dividend policy and its potential impact 
on capital 

+ Prepare wntten comment for report 

L~quld~ty - Liquidity refers to the process by whch a bank obtams, pnces, and allocates 
its funding ' h s  process is manly reflected in its balance sheet Interest provides a 
major source of income and is a major expense for the bank The difference between 
these two items is the net Interest margm Therefore is extremely important to the bank 
on how these items are managed How a bank manages its structure of assets and 
liabili~es is unportant in meetmg its cash requrements 

+ Does management prepare a Sources and Uses Statement? 
+ If so, is a real~stic? 

+ Review and calculate the bank's compliance wth  the three economic 
normative establ~shed by the Central Bank 



Central Bank of Uzbelustan Inspechon Procedures 

+ Please refer to paragraphs 20,21, and 22 of Regulabon N 10 
+ Is this bank in compliance wth  all three requirements? 

How does management adequately plan for the bank's liquidity needs? 

Review and comment on the bank's current asset/liability mix 
+ How does management pnce its assets and liabilities? 

Review and comment on all internal reconcilements and internal control 
procedures wth  regard to the bank's deposits, both local and hard currency 
accounts 

Obtain and review a listmg and reconcilement of all deposit accounts 
+ Do they appear reasonable? 

Review the bank's method of soliciting public funds 

Prepare liquidity comment for report and assign preliminary rating 

Other Areas of Interest 

Aud~t - External 

+ Obtam and review a copy of the most recent external audit 

+ Determine and comment on the scope and purpose of the audit 

+ Determine and comment on the independence of the auditor 

+ Determine and comment on the type of opmon rendered 

+ Review and comment on any weaknesses m the bank's internal controls noted 
by the auhtor 

Aud~t - Internal 

+ Does the bank have an mternal audit function? 
+ If so, determine the expenence and professional tramng of the person 

responsible for the audit 

+ Review and comment on the scope and timeliness of work performed by the 
auhtor 



Central Bank of Uzbelustan Ins~ecbon Procedures 

4 Does the auditor report hisher findings to the board of directors? 

+ Is the internal audit function considered independent7 

4 Obtrun and review a listing of all pending or threatened litigation 

+ Rewew the listmg to determme the possible effect of litigation on the bank's 
capital or e m n g s  

Internal Controls 

A pnmary objective of internal controls is to analyze the bank's policies and procedures 
and ~ t s  accountmg system to detemne if certain financial information (balance sheet and 
income statement) are submitted m a bmely manner and accurate format to the Central 
Bank 

There are basically two main areas of internal controls One is administrative and the 
second is accountmg controls Admirustratwe control deals wth the bank's policies and 
procedures for all major functional areas of the bank Accounting controls pertam to the 
bank's safeguarding of assets and the reliability of the accountmg process 

It is the inspector's role to evaluate the controls that have been established by 
management and determine if changes or improvements are needed 
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Central Bank of Uzbelustan Work Plan- November 1997 

Purpose of the Work Plan 

Thls Work Plan ("Plan") is intended to help the Central Bank of Uzbelustan carry out 
its responsibility for ensmng and admimstenng the safety and stability of the banlung 
system m Uzbehstan l b s  Plan mcludes the development of a B b g  Supervisory 
Program designed to protect the interest of the depositors, creditors and investors m 
the banlung system It is Intended to cover a twenty one-month penod begntllng in 
Apnl1997 and endmg m December 1998 

Thls part of the Plan encompasses two basic areas of banlung supervision These areas 
include 

+ On-site Supervision 

+ Off-site Supervision 

The work plan wl l  be updated to reflect the accounting projects that will be funded 
by USAID It is anticipated that this work will begm in December 1997 The 
accounting project will consist of two full time advisors One advisor will concentrate 
hls/her efforts on worlung with the staff of the Central Bank to help implement and 
tram the staff on the new international chart of accounts The second admsor ullll 
concentrate hrsther actimties on implementmg and tramng the commercial bank's 
staff on the international chart of accounts In addtion, the second advlsor mll work 
closely wth a World Bank funded counter part m helping implement the accountmg 
conversion with the commercial banks 

The program as envisioned m thrs Plan is set to be implemented in vmous stages The 
first stage involves the implementation of an on-site inspection program The second 
stage w11 consist of the contmuation of the development and implementation of the 
aforementioned off-site surveillance and accounting programs It is noted that some 
work m the off-site surveillance program has been conducted by IDMAG, a Canadian 
Company A carefil review and analysis of the work completed m tlvs area will be 
conducted to ensure any duplicahon will be mmmized The off-site surveillance 
program began m October 1997 with the amval of Resident Admsor Davld Hawluns 

Th~s b&ng supervision program is mtended to serve as a gradual process in whrch 
the successfbl complehon of one secbon mll lead to the development and 
mplementabon of the next logical sequence of events To filly mplement tlvs 
program w11 requue at least a twenty four month penod, however, addihonal tune 
wl l  only be considered after some imbal successes have been completed and 
demonstrated by the vanous p m e s  mvolved in thls project 

This Plan makes the assumption that the Central Bank will provide adequate office 
facihties for the advisors to carry out theu duties and responsibilities It also assumes 
that the staff will cooperate in providing i forma~on as requested by the resident 
advisors It is noted for the record that all such matenal wll  remam m the strictest 
confidence of the advisors and is the property of the Central Bank It is also noted 
that the work dehled in h s  Plan can only be addressed and unplemented in the tune 
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fkames provlded if the employees of the Banlung Supemsion Department ("BSD) 
provide adequate support, cooperation, and participatron In additron, the work 
performed by International and Techcal  Busmess Consultants wl l  reflect any 
changes in laws andfor regulations as developed by the Barents Group It is our 
intenbon to cooperate fully with the work bemg funded by the World Bank 

The plan provides for formal classroom t r m n g  on certam topics that wl l  continue 
and be supplemented with on-the-lob t r a ~ m g  in all vital areas Certam of these 
courses are defined in the vanous sections of the Plan Additional courses will be 
developed at a later date 

The Central Bank of Uzbelustan, by the adaptatron of thrs Plan, has indcated its 
intention to promote and ensure the existence of a safe and sound banlung system m 
the Repubhc of Uzbelustan To help ensure the success of thrs program, a modern and 
efficient BSD is an absolute necessity in a newly formed market dnven economy 

Mlsslon Statement: A comprehensive on-site inspection process should serve as the 
cornerstone for ensmng the banlung system remams financially vlable The Banlung 
Supemsion Program proposed is based on the prudential supemsory goals of safety 
and soundness and not the concept of achlevmg certain social goals The on-site 
mspection process is intended to serve as a duect verification of the financial data 
being reported by the owners and managers of the commercial banks Ths  system of 
supervision is orgamzed and structured to allow the Central Bank to take the 
appropnate response(s) to problems as they are uncovered or recogmzed The early 
identification of nsk is essential to the success of a bank supervisory program 

Goals and Objectives The development and mplementatlon of a ratrng system mll 
allow the Central Bank's supemsors to evaluate a bank uformly by using a 
common methodology Thls rating system wll  need to take mto account all major 
financial areas that are cntical to a commercial bank's financial condtron An 
mpection report will emphasize the followng capital, quality of assets, quality of 
management, quality of earnmgs, and liquidity The mpection report should 
comment on and recommend acbons to improve and strengthen the bank's corporate 
governance and the management information system bemg utrhzed The development 
and retenbon of a quahfied mpection staff on these concepts 1s absolutely necessary 
to properly supervise and regulate the commercial banks 

The followng steps andor achons w11 be taken to accompl~sh these goals 

A general t r m g  session regardmg the purpose and objective of a Prudential 
Banlung Supemsion Program has been developed Th~s program was provided to 
the semor managers of the BSD and the staff The trsunmg was provided m two 
sessions, whlch included the central office staff, and the vanous regional offices 

Tlmeframe for Implementahon June - July 1997 
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The development of a standardized mspecbon report, based on the CAMEL 
system, has been completed A standardized report is necessary to ensure 
consistency among the vmous regonal offices of the Central Bank The report 
wl l  be designed to reflect all major actiwties and h c b o n s  of the bank and will 
result in an internationally accepted rabng system for the subject bank The report 
is intended to measure and comment on compliance with all applicable laws and 
regulations and to measure the bank's compliance wth safety and soundness 
issues 

T~meframe for Implementatlon July 1997 

The development of an examinabon schedule whch detsuls the t~me penod whch 
details the banks that w11 be exammed for the upcoming quarter The schedulmg 
process is intended to prowde flexibihty for specialized exmnabons or other 
unusual circumstances that mse penodically 

Tlmeframe for Implementahon Starhng in October 1997 

Detaded on-site inspection procedures and mternal control questionnares on the 
CAMEL system will be developed and subsequent tramng prowded to the staff 
on each component The traimng will be conducted on the actual mspections of at 
least three banks pnor to the end of 1997 

Tlmeframe for Implementatlon October - March 1998 

A Supervisory Profile for each commercial bank wl l  be developed and 
implemented Ths  profile is mtended to provlde certsun background information 
on the bank and the ownerslup and management structure It will be used to help 
determine the scope for the upcoming inspect~on of each bank and will comment 
on nsky activities discovered dmng an on-site lnspection andlor off-site 
momtonng The profile is intended to be updated each quarter 

Tlmeframe for Implementahon January - March 1998 

An mspechon manual developed by the USAID Banlung Supervision Project m 
Kazakhstan wl l  be updated to reflect the specific procedures, regulabons and laws 
currently m effect m Uzbelustan After a thorough rewew and update of the 
manual, selected sections will be presented m formal tranung sessions detadmg 
the requn-ements of how to conduct and wnte an actual lnspection report 

T~meframe for Implementahon October 1997 - March 1998 
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A traimng program consisting of 4 to 6 core courses mll be developed and 
implemented for the staff of the banlung supervision department The courses will 
encompass the accreditabon program and will consist of the following 

Basics in Banlung Supervision, 
Accounting and F~nancial Analysis, 
Credit Analysis, 
Basics in Foreign Exchange, 
And a course to be designated at a later date 

Timeframe for Implementation January - March 1998 

Tramng on how to present the findings of an mspection report to the subject 
bank's Board of Directors and Management will be provided to the on-site 
mspecbon staff This tramng will include the drafting of a "Superv~sory Letter" 
whch IS intended to summarme the findings of an inspection report and what 
actions, if any, are required of the subject bank's Board of Directors 

Timeframe for Implementatxon November 1997 - March 1998 

Mission Statement The pnmary focus of the Off-S~te Supervision project will be to 
develop an infonnat~on network, utilizing data and information submitted by the 
commercial banks Thls network of mfonnation will allow the Central Bank of 
Uzbelustan (CBU), as the pnmary user of the system, to analyze and mampulate the 
data received to calculate rat~os and other financial donnabon and thus g m  a better 
and more complete understandmg of the financial condition of each commercial bank 
and of the bankmg system m general The pnmary purpose of the analysis is to detect 
financial trends, both posit~ve and negabve, wthm each bank This analysis will 
identify potential problem areas and will allow the CBU to take a proactive, rather 
than a reachve, position in dealmg with potentla1 problems at a commercial bank 

The Off-S~te Surveillance program wll  consist of two separate and distmct stages 
The first stage mvolves the ~denbfication of data to be collected by the CBU in a 
standardzed report format ("Call Report") and whch w~ll  be submitted to the CBU 
on at least a quarterly basis Some mfonnahon may be more approprrately submtted 
on a monthly basis The second stage wdl have as its end result a Umfonn Bank 
Performance Report ("UBPR"), whch wdl identi@ key performance in&cators for 
the current penod and compare them wth a bank's peers and w~th the past 
performance of the bank itself The development of these two reports will 
substantnlly mprove the quality and itegnty of the data received by the CBU 

It should be noted that the success of th~s  project IS also directly dependent upon the 
implementation of International Accountmg Standards and a new Chart of Accounts 
Therefore, the hming of the implementat~on of the tasks presented ~n ths  Work Plan 
will likewise be dependent upon the development of a modern accounting system m 
Uzbelustan 
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Goals and Objectives There are two pnmary goals in implementing h s  program 
These include 

1 E n s m g  the timely and accurate submission of financial informahon to the 
Central Bank's Bankmg Supemsion Department, 

2 Improving the process of idenhfpg problems m the banlung sector pnor to 
their becoming so severe that a remedial plan of action can not be 
implemented or initiated by the supervisory staff of the Central Bank, thus, 
resulting in closure or liquidation of the commercial bank 

The followmg steps and or/actions will be taken to accomplish these goals 

A Project Counterpart(s) of the CBU must be identified and a meetmg wth the 
Director of the Off-Site Department must be held to ascertain who wll  work 
directly wth the Resident Adv~sor on h s  project h t i a l  meeting(s) with the 
counterpart to discuss project goals and objectives will be conducted 

Tlmeframe for Implementatron October 1997 

A review of reports currently being received by the CBU must be made to 
ascertam what additional information must be captured in the Call Report and 
what information should be reformatted for inclusion in the Call Report A review 
of previous work performed by consultants on Off-Site Supervision will also be 
made 

Trmeframe for Implementation November 1997 

A draft copy of the Call Report, including supplementary schedules, will be 
developed in conjunction wrth staff of the CBU Ths  task also includes the 
preparation of wntten mstructions andlor mapping for the balance sheet, lncome 
statement, and, if possible, supplementary schedules 

Trmeframe for Implementahon November 1997 to January 1998 

In conjunchon wrth the staff of the Central Bank, an automated version of the Call 
Report, complete wth  all supplementary schedules, will be developed Thls 
process may eventually require the development of propnetary software, however, 
at the be-g the reports may simply be submitted in an automated format It is 
anticipated that the Call Report and all schedules wl l  ultmately be accessible to 
personal computers of users that need access to the mformahon Thls access wl l  
requlre the development of an lnternal computer network and will require the 
approval of the CBU and the expertise of its data processing department 

Tlmeframe for Implementatron January to March 1998 

In conjunction with the staff of the Central Bank, a traimng program for the CBU 
staff will be developed to provide informahon regarding the general use of the 
Call Report, its instructions, and its new terminology The traimg wll  consist of 
formal classroom tramng for both the staff of the headquarters and the staff of the 
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Regional Offices and will be followed up with penodic on-the-job tranmg 'lhs 
1s considered to be essential, as the informatron received by the CBU is pertment 
for the Off-Site Surveillance System All perhnent information must be venfied 
for accuracy and clearly understood by all users If needed, mformation on 
Accrual versus Cash Accountmg, and Accountmg for Loan Losses w11 be 
included, as well as any other topics considered germane to the understanding of 
the Call Report 

Timeframe for Implementation March to June 1998 

In conjunction with the staff of the Central Bank, a draft template for the Umfom 
Bank Performance Report will be developed Emphasis should be placed on the 
inclusion of mversal bank supermion ratios and those that are specific for 
Uzbekistan 

Timeframe for Implementation March to June 1998 

Meet wth staff of CBU to determme level of data processing expertise and to 
assess the need for short-term consultant to assist m the development of a system 
for Off-Site Momtonng A determmation will be made as to the amount of tme 
needed for outside expertise Discuss general goals of system and receive "buy- 
in" from staff of CBU to ensure success 

Timeframe for Implementation March to Apnl 1998 

In conjunction with the staff of the Central Bank and utilizing outside techcal 
assistance as necessary, design a system that will be used for the calculatron of 
ratios and other financial information of the Umform Bank Performance Report 
("UBPR") Interface wth data processing personnel of CBU to ensure they are 
informed as to the requirements of the system 

T~meframe for Implementation April to June 1998 

Develop and implement UBPR system based on information that will be 
submitted to CBU Host penochc meetrngs wth CBU staff to chscuss system 
development and to resolve problems identrfied in the development process 

T~meframe for Implementabon May to July 1998 

In order to check the accuracy of both the Call Report Instructions and the ability 
of the banks to complete the Call Report, three banks w11 be identified as pilot 
banks (m conjuncQon wth the admmstration of the CBU) to test the Call Report 
procedures and to provlde feedback to the CBU regardmg the format The 
Resident Advlsor will work with the CBU staff to assist the banks in the 
implementation of the Call Report in the pilot banks utilizing First Quarter 1998 
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data Based on the feedback provided, the Resident Advlsor and the CBU can 
work together to make changes to the format as necessary, and/or to provide 
ad&tional t r m n g  as needed 

T~meframe for Implementation April to July 1998 

Finalize Call Report and Instructions and receive approval from CBU to transmt 
to commercial banks Transmit Call Report and Instructions to the commercial 
banks and request submission of the information to the CBU m the prescnbed 
format Provide tramng to commercial banks as needed 

Timeframe for Transmission of Instructions June to July 1998 
Timeframe for Submission of Call Report to CBU Fmal Quarter 1998 

Using information from Pilot Banks, test UBPR system and determine any 
changes whch need to be made to the system based on the test run Venfy 
accuracy of formulae and, if m error, correct formulae 

Timeframe for Implementahon August to September 1998 

Commence trainmg on Rabo Analysis and Off-Site Momtonng for employees of 
CBU Off-S~te Group Supplement tramng with mformation on Accrual 
Accountmg, Allowance for Loan Losses, Securrbes Valuation, Interest Rate k s k  
and other information as needed Use real data from Pilot Banks for tramng 
purposes 

Timeframe for Implementation October to November 1998 

Develop internal report format to be used by CBU staff to denote problems 
recogmzed as a result of Off-Site Analysis and to make recommendations for 
solvmg problems Tram staff as to how Off-Site and On-Site Groups should 
mterface with each other to enhance inspection scoping and to develop mspection 
scheduling and/or rescheduling based on conclusions reached through Off-Site 
Surveillance 

Timeframe for Implementahon November to December 1998 

Mr Alikou)' grdonaev 
V~ce Chaman 
Central Bank of Uzbekistan 
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Implementahon of Internat~onal Chart of Accounts - Commercial Banks 

M~ssion Statement Reliable and consistent financial reporting is essential to the overall 
effectiveness of a banking supervisory program The development of a new chart of 
accounts based on International Accounting Standards has been completed f i s  was the 
first step toward achieving an effective financial reporting system for the country's 
commercial banks However, accurate, timely and comprehensive implementation of the 
new chart of accounts is essential to the successful conversion of the reporting process 
Adoption of the new chart, when fully and properly implemented, wl l  provide 
meamngful financial mformatron to allow the Central Bank's supervisors to momtor the 
financial condition and earnings of the cornmercial banks in a consistent and reliable 
manner 

Goals and 0bjecf;lves The pnmary goal is to facilitate the full unplementabon of 
International Accountmg Standards by Uzbehstan commercial banks l k s  effort 
encompasses the followmg objectives 

Enhance mternal and external financial reporting of the commercial banks to 
allow the Board of Directors and management to accurately assess and momtor 
the financial condibon and operations of the banks, 

Ensure that the accountants of the commercial banks have an adequate level of 
understanding of international accountmg standards, 

Ensure that the cornmercial banks understand and utilize the chart of accounts to 
prepare finanaal reports to the Central Bank m a consistent and appropnate 
manner, and 

Ensure that the Central Bank inspectors have a worlung knowledge of 
international accounting standards and the chart of accounts in order to review the 
accountmg and reportmg funchons of the commercial banks 

The followmg steps and/or acbons w11 be taken to accomplish these goals 

Identrfy a counterpart at the Central Bank and arrange a meetmg mth h l h e r  and 
wth  the Chef Accountant, or other appropnate personnel, of the Central Bank The 
purpose of the meetmg w11 be to comrnufllcate the project goals and objectives and to 
obmn a prelmmary assessment of the accounting needs of the commercial banks and 
Central Bank inspectors 

T~meframe for Implementation January 1998 
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Worlung wth  the Central Bank counterpart, assess the needs for techcal  accountmg 
assistance of the accountants at the commercial banks l h s  may be accomplished 
through communicahons, both mt ten  and oral, w th  the Ch~ef Accountants at the 
banks 

T~meframe for Implementat~on January - Apr~l 1998 

In conjunction wth  on-site inspection department personnel and on-s~te USAID 
advisor, develop a schedule, on at least a quarterly basis, of banks to be inspected in 
the near hture Promde these banks w t h  noaficahon that accounting assistance w11 
be forthcoming so that management may pnontize needs and to mimmize downtime 
upon m v a l  

Tuneframe for Implementat~on December 1997 and on-gomg 

At least one week pnor to the commencement of on-site inspections of commercial 
banks, a preliminary review of the banks' accountmg and financial reportmg and 
internal controls wl l  be performed Policies and procedures for the internal audit 
funct~on wl l  also be reviewed, as well as the procedures for prepamg consolidated 
financial statements for the main branch and all subsidiary branches Ths  wl l  help 
accelerate the inspection process Dmng the mspections, provide on-the-job t r a w g  
to Central Bank inspectors in the revlew of these areas and in the development of 
related inspection report comments 

T~meframe for Implementahon January 1998 and on-gomg 

At the completion of the inspect~on field work, remam at the subject banks as needed 
to assist the banks' Chef Accountants wth  reporting and accounting questions ( l h s  
inforrnat~on w111 be util~zed to continually update the needs assessments noted above ) 
Specific areas in whch assistance w11 be provided wl l  vary, dependmg upon the 
needs of the vmous banks Based on work performed to date, it is expected that 
questions w11 mse regardmg multi-currency reportmg, the propnety of amounts 
included in other assets and other liabilities, and the consolidation of branch finanaal 
statements In addition, assistance wl l  be provided, as warranted, to correct the 
accounting and reporting deficiencies noted dwng the mspection 

T~meframe for Implementat~on December 1997 and on-gomg 
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Accounting research has been performed regarding the accountmg for mtangible 
assets As requested and warranted, provide addit~onal wntten opimons regarding 
accountmg issues, both to the Central Bank staff and the staff of the commercial 
banks Tram counterpart regardmg h s  process, including (a) research techmques, 
(b) structure of mt ten opinions, and (c) mamtenance of adequate filing system and 
documentation for future reference 

Tlmeframe for Implementatlon January 1998 and on-gomg 

Preliminary discussions wth the Vice Chsurman of the Central Bank have been held 
regarding audits of the commercial banks In conjunchon mth Central Bank 
counterpart and the World Bank consultants, discuss and provide assistance on the 
development of the scope of the au&ts for the commercial banks for the 1997 
calendar year Discuss th~s  issue mth vmous "Big 6" accounting firms, as 
applicable Discuss the auditing needs fkther with Central Bank personnel and 
provide assistance m this regard as requested 

T~meframe for Implementatlon January - February 1998 

In conjunction wth Central Bank counterpart, develop traimng course regarding the 
audit process, audited financial statements and auditors' reports 'Iks course will be 
presented to Central Bank staff and the commercial banks The purpose is, among 
other thmgs, to enhance the understanding of (a) the purpose of an independent audit 
vs a Central Bank mspection, (b) the types of audit opimons that may be rendered by 
the auditor, (c) the responsibility of the board of &rectors to engage a qualified 
auditor, (d) the responsibility of management to prepare the financial statements 
upon whlch the auditor mll opine, and (e) how to read and analyze the basic financial 
statements and related footnote &sclosures 

T~meframe for Implementahon February - Aprll1998 

In conjunction mth the consultants in inspechon and supervision, determine the 
additional t r a m g  needs of the Central Bank personnel regarding techtllcal 
accountmg and financial reporhng issues Develop an outhe  for such t r m n g  and 
prepare wntten matenals as needed 

Tlmeframe for Implementatron February 1998 and on-gomg 
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Determine the additional tmnmg needs of the accountants at the commercial banks 
regarding techcal  accounting and financial reporting issues Develop an outlme for 
such traimg and prepare wntten matenals as needed 

Tlmeframe for Implementatlon February 1998 and on-gomg 

Provlde formal trsuning to Central Bank personnel and commercial bank accountants 
in the area of commercial bank accounting Building upon the feedback from the 
class conducted in December 1997, expand course matenals to include additional 
examples, case studies, journal entnes, and more details regardmg actual debits and 
credits for particular transactions As applicable, incorporate h s  t r w n g  into the 
accreditation program for Central Bank inspectors and off-site personnel Based on 
feedback received from class participants, W e r  refine future traimng matenals to 
make it relevant and applicable urlth regard to the needs of the attendees 

Timeframe for Implementation February / March 1998 

Assist the commercial banks in the design and implementation of internal au&t 
policies and procedures, as warranted Assist the Central Bank ~nspectors in 
gudelines for revieurlng the internal audit function dwng the inspections 

Timeframe for Implementation Aprd 1998 

Page 4 



Fmanclal Restructurmg Technlcal Ass~stance to the Central Bank of Uzbek~stan 

EXHIBIT 6 

RECOMMENDATIONS FOR THE CALL REPORTI 
OFF-SITE SURVEILLANCE SYSTEM 

lnternatlonal Busmess & Technlcal Consultants, Inc 
Fmal Report 



David Hawkins 
Resident Advisor to the Central Bank of Uzbekistan 

December 1997 



Comments Regarding the Inttial Review of Infor atton Needed by the Central Bank 
of Uzbehstan for Off-&Surveillance 

SVJ 
An inittal review was performed to make an assessment as to what information is 
needed by the Central Bank of Uzbelustan (CBU) for an effective Off-Site 
Surveillance system Once a determination was made as to the type of information 
needed, a review of tnformatton currently being received by the CBU (both in Bank 
Supervision and other departments) was performed A comparison between the two 
resulted in the identificatton of defictencies in the current reporting process with 
regard to Bank Supervision/Off-Site Surveillance Intttal conclusions were reached 
as to what new schedules are needed and what schedules currently being recetved by 
the CBU can be utilized as source data for Off-Site Surveillance In some cases, the 
CBU may already be recetvmg useful data for Off-Site analysis, however, due to the 
unwillingness of other departments to share this information wth  Bank Supervtsion, 
commercial banks would actually have to submit the same tnformation twice (if thls 
information flow remains tmpeded) Although redundant, thls may be the only way 
that Bank Supervision can obtain the information needed for Off-Site Survetllance 
However, the Bank Supervision Department has recognized this problem with 
tnformation access and will be worlung to correct it in the fkture A summary of the 
inltial review 1s as follows 

Balance Sheet 

The balance sheet currently received by the CBU is adequate The only changes 
recommended are the following 

+ A breakout of trading account assets should be made to distinguish 
between trading account secudies, trading account precious metals and 
tradtng account "other" commodities 

+ Subordinated debentures should be segregated into a separate line ttem on 
the Liability side as some subordinated debt may be included in Tier Two 
capital pursuant to the regulations 

Based on these minor changes, and given the fact that this information can be 
collected through a separate schedule, I recommend using the current balance sheet 
for data collection for off-site surveillance rather than revising the current schedule 

Income Statement 

The income statement currently received by the CBU has sufficient information for 
off-site surveillance However, a line should be added for extraordinary items and 
other adjustments (changes in accounting principles, etc ) 



General Loan Information 

Information 1s currently being received on loans wthin the accounting department but 
1s not shared with Bank Supervision It is my understandlng that the following reports 
are received at this tlme 

+ 1514LES- Loans Receivable by Economic Sector- thls report breaks down 
information for loans based on maturity (Short, Medium, or Long Term), 
and by sector Sectors are dlvided in the following manner 

+ Industrial Sector 
+ Agncultural Sector 
+ Forestry Sector 
+ Transport and Communications Sector 
+ Construction and Clvil Works Sector 
+ Trade and Public Catenng Sector 
+ Loglstlcs Supply and Sale Sector 
+ Houslng and Community Semce Sector 
+ Other Sectors 

+ 1524LCT- Loans Receivable by Client Type- this report is similar, but 
instead of economic sector as in 1514LES, this breaks down information 
based on client type It also breaks down loans by maturity Client types 
are divided in the followmg manner 

+ Other Banks 
+ Government 
+ Individuals 
+ Pnvate Enterpnses 
+ State Enterpnses 
+ Joint Ventures 
+ Partnerships and Corporations 

+ 1534LPL- Loans Receivable by Purpose of Loan- t h s  report also breaks 
down loans by maturity, but also provldes information as to the purpose of 
loans, as follows 

+ Working Capital 
+ Export/Import 
+ Fixed Assets 
+ Government Directed 
+ Others 

There have also been some schedules previously developed for loans, but not being 
used by the CBU Information from two of the reports may be usefhl They are as 
follows 



+ 1584LSC- Loans Receivable by Loan Term and Security Coverage- thls 
report provldes information on matunty and on type of collateral, as 
follows 

+ Deposit 
+ Motor Vehicles, etc 
+ Inventory 
+ Real Estate 
+ Equipment 
+ Bonds 
+ Shares of Stock 
+ Thrd-Party Guarantee 

+ 1594LIR- Loans Receivable by Maturrty and Weighted Interest Rate-thls 
report provldes informatlon on Loan Matunty and Weighted Interest Rate 
The information in this format (1 e specific information for matunty of 
loans) is not crucial as we can capture the same information m a separate 
report for Matunty and Repricing Analysis of Assets and Liablllt~es (In 
other words, for all assets, not just loans) 

All of these general loan reports have information that is usefid, but consideration 
should be provided to developing a report format whch combines a lot of the 
information recelved fiom these second reports onto one report In other words, one 
report that can provide information on economic sector, cllent type, purpose, 
collateral and matunty would be more beneficlal fiom an analysis standpoint m that it 
can help provide much more specific informatlon For example, we could see how 
much exposure the bank has In the transport sector to pnvate companies, for the 
purchase of fixed assets and secured by equipment wth an onglnal matunty of 3 
months This more detaded information can give insight into a bank's loan 
underwriting practices However, a report whch breaks down information too much 
may be tedlous to complete and may requlre a very voluminous report 

Delinquent Loan Reports 

The CBU receives a report that identifies overdue loans 

+ 1604LOA- Aging Analysis of Overdue Loans Receivable- ths  report 
identifies, separately, overdue loans by cllent type and economic sector It 
provides information on the number of overdue accounts in each sector or 
client field and ages the overdue loans in seven 
different possible buckets The buckets are 

+ 1-30 days 
+ 3 1-60 days 
+ 61-90 days 
+ 91-180 days 
+ 181 to365days 
+ 365 days to 2 years 
+ Over 2 years 



It is my understandtng that the CBU receives thts report, but that the Bank 
Supervision Department does not have access to it The report can be used for off-site 
surveillance Information regarding accmal/non-accrual of tnterest on loans is also 
usehl and should be added in 

Information on Loan Charge-Offs and Recovertes 

Thts informatton is usehl so that the analysts can pinpoint whlch category of loans 
(either by sector or client type) is creating the largest amount of charge-offs withtn a 
bank In addltton, informatton on recoveries provides the analyst wtth net charge-offs 
for a parttcular loan category The CBU currently receives data whtch can be used for 
this type of analysts 

Asset Classtficat~on and Prov~stoning 

The CBU currently receives tnformation ldentlcal to what 1s recommended and thus, 
no modtfications are required We must, however, make sure that Bank Supervtston 
has access to thls report 

Changes in Equtty Capttal. h s k  Based Capttal. and Calculation of Total Regulatory 
Cap~tal 

The Bank Supervision Department currently has access to informatton regardtng a 
bank's cap~tal The followtng reports are bemg received 

t 3004CAR- Capttal Adequacy Ratto- this report shows a nsk wetghting of 
assets and shows whether a bank is in compliance wtth the h s k  Wetghted 
Capital requtrement (Nl) It is ~dentlcal to information whlch 1s 
recommended for off-site surve~llance 

t 3 104CSA- Capttal Stock Account- this report shows a detaded breakdown 
of common and preferred stock, and may be used for our analysts 
However, it only provides information on share capital and has no 
information for Retamed Earnings and other components of Balance Sheet 
capttal 

In addition, the CBU receives ~nformation, pursuant to Normatwe 10 (Schedule 3) 
whtch provides a calculation of both Tler One and Tier Two Capital to show 
compliance w t h  the Normative Th~s information is useful and is what is 
recommended for use in off-site analysis 



It is recommended that a schedule be developed which reconciles the Balance Sheet 
Equity Account A format like the followmg is recommended 

Total Equity Capltal Originally Reported at Previous Year End 
Plus or minus Equity Capital Adjustments 
Equals Amended Balance of Prevlous Calendar Year-End 
Plus or rmnus Net Income or Loss Year to Date 
Plus or minus Effects from the sale, conversion, acquisition, retirement of 
stock 
Plus or minus Adjustments to General Fund 
Plus or rmnus Adjustments to Apprsusal Values over Cost Account 
Minus Cash Dividends on Common Stock 
mnus Cash Dividends on Preferred Stock 
Plus or Mnus Any other adjustments effecting Equity Capital 
Equals Total Equity Capital at Current Penod 

A reconciliat~on of Retained Earnings schedule should also be developed This will 
prowde information on dividends paid, and other changes in retained earnings 

Information on Deposits 

The CBU is receiving informatlon regarding deposits, however, bank supervision may 
not have access to all of the reports Bank supervision does have access to the 
following reports 

+ Schedule 1 of Normative 10- Calculation of Compulsory Reserve Fund- 
this schedule prowdes information on deposit balances as of a report date 
and is used to calculate a Reserve Requirement for a bank Line items are 
broken down into Demand, Time, and Savings, with Time Deposits split 
into two matunty categones Other adjustments used for the calculation of 
the Reserve Requirement are also included in thls schedule 

+ Schedule 5 of Normative 10- Bank Liabilities Analysis- ths  schedule 
provides information not only on deposits but on other liabilities, and the 
main purpose of this schedule is to provlde matunty information Used in 
conjunction with Schedule 4- Bank Assets Analysis- lt IS helpfbl for a very 
pnmitive asset and liability management analysis 

It is recommended that a schedule be developed which provides a breakdown of 
deposits by client type This information would be usefUI to provide a measurement 
of a bank's deposit volatility There are also two reports wh~ch have been developed 
for the CBU which would provide a good analysis of deposits However, at this time, 
I am unsure as to whether this informatlon is being received by any department at the 
CBU I am only certaln that the Bank Supervision Department does not obtam this 
information at this time These reports are as follows 

+ 2104DMC- Deposlt Liabilities by Deposit Term- this report provides 
usekl lnformatlon regarding demand, savings, and hme depos~ts There is 
information regarding the matunty of time deposlts (original term, not 



remaining maturity), and all deposit amounts are provided in both soums 
and foreign currency 

+ 21 14DAR- Deposit Liabilities by Amount Range- this report, though not 
crucial, provides information regarding the amount of each deposit For 
example, a bank would provide information as to the number of accounts 
and total amount of deposit accounts 500 soum or less, 501 to 2,000 soum, 
and so forth, up to a category for accounts over 500,000 soum This 
information could be useful m analyzing a bank's deposits for volatility 
For example, larger interest bearing accounts are usually more volatile, as 
the depositor IS usually more sophisticated and the difference in total 
interest received on a large deposit might make it worth the while of the 
depositor to move the deposit to a different bank 

Information on Large Credits and on Loans to -1iates 

The CBU currently receives information, pursuant to Nonnative 10, on large credits 
and loans to affiliates (sometimes called connected loans) It is comprehensive and 
can be used for off-slte analysis The only modification to be recommended is for the 
classification of the credit to be included 

Off Balance Sheet Items 

The Balance Sheet provides some information regarding Contingent Ltabiltties and at 
this time, it is sufficient for an analysis by Bank Supervtsion Some Off-Balance 
Sheet Items are also included in Schedule 2 of the Nonnative 10 schedules Until 
Bank Supervtsion becomes more sophisticated at analyzing off-balance sheet nsk, ths  
information will be adequate It should be noted that it is my understanding that the 
CBU has a department which specifically analyzes off-balance sheet nsk at thls time 

Analvsls of Income and Exuense 

This information is useful for the analysis of a bank's income and expenses and is not 
being received at this time It is recommended that a form be developed so those 
yields can be calculated for Interest e m n g  assets and that the cost of certam interest 
bearmg liabilities can be ascertamed Through this analysis, we can help pinpomt 
where a bank can cut expenses or which assets are the highest yieldmg for them, thus 
improving operations 

The CBU requires that a bank report its liquidity ratlos on a penodic basis, but no 
detad is provlded There are three liquidity ratios provided on a monthly bass at thls 
tlme I recommend that a simple form be developed which detads CashIAverage 
Assets and Total Liquid AssetsIAverage Assets and how they were computed In 
addition, this schedule could request the N3, N4, and N5 liquidity ratios 



Investment Secunties and Trading Account Assets 

A schedule should be developed which indicates the Book and Market values for all 
Secunties (both for trade and for investment), Trading Account Precious Metals and 
Other Trading Account Commodities This information is usehl for the analysls of a 
bank's realized or unrealized gain or loss on investments (Secunties to be held to 
matunty and Securities, Precious Metals and Other Commodities to be traded) 

Asset and Liabilit~ Management Reports 

The bank currently recelves a report on maturity of financlal assets and liablllties, but 
this report needs to include the repricing of assets and llabillties to be usehl for Gap 
analysis or any other simple analysls of assets and habillties I recommend 
developing such a report 

~scel laneous Information 

I recommend that a schedule be developed wluch asks general questions about the 
bank Ths informatlon is not financial in nature but more qualitative For example, 
information on changes in ownerslup or management, the number of branches, etc 
could be requested In addition, the number of branches that the bank has can be 
usekl informatlon for calculating efficiency ratios 

A summary of the recommendations is as follows 

Reports to be used in Current Form 

Balance Sheet 
Income Statement 
Delinquent Loan Report (1604LOA, but can be modified for AccruallNon- 
Accrual)- can develop schedule for Bank Supervision Department if Loan 
Department wll not provide access 
Asset Classification and Provisioning (Appendix 2 of N242) 
k s k  Welghted Capital Calculation (3004CAR) 
Bank Capital Calculation (Schedule 3 of Normative 10) 
Schedule 1 of Normative 10-Calculation of Reserve Requirement (only because 
Off-Site wants to retam tlus fbnction) 
Report on Large Credits 
Report on Loans to Affiliates 
Report Information on Off-Balance Sheet Items (2 Reports- Information on 
Balance Sheet and on &sk-Based Capital Schedule) 
Loan Charge-Off and Recovery Report 
Economical Normative Indicators Calculation (Schedule 8 or Normative 10)- ths  
is a calculation of economic normatwes by commercial banks 

Re~orts which mav be used but not Crucial 

+ Deposit Liabilities by Deposit Term (2104DMC) 



+ Deposlt Liabilities by Amount Range (21 14DAR) 
+ Share Capital Report (3104CSA)-not cruaal, but shows changes in share capital 

which can be captured m less detail on a Changes in Equity Capital Report 

Reports which should be revised before Use 

All General Loan Reports should be combmed mto one or two reports to prov~de 
more spec~fic detail (1 5 14LES, 1524LCT, 1534LPL, 1584LSC (currently not m 
use), and perhaps 1594LR) 

+ Asset and Liability Matunty Reports- should be revised to include repricing and 
matunty 

Reports Needing Development 

+ Reconciliation of Retained Earnings 
+ Changes in Equity Capital Report (reconciliation of equlty capital) 
+ Deposits Report by Client Type 
+ Analysis of Income and Expense Report 
+ Liquidity Report 
+ Report on Investment Securities and Other Trading Assets 
+ Ivhcellaneous Information 



Balance Sheet 
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0104BS 
Balance Sheet 

As of 31 December 1995 t3 1994 

1 Account T~tlelltem Descnptton T~IS Year I Last? 
'efdbj - ("1 ' (4 

' 
:lm***@d Trad~ng Account Assets i~~ 

ON %10794.11199 Less Allowance for Probable Losses 
MW  twod dm Tradtng Account Assets - Net L . .  - . .  . . .  . . . .  - -  ..... -..-..... 

i 

' 100 illm-ptnfin99v Bills Purchased 
110 h w  Less Allowance for Probable Losses 

' 426 11300(110420) -........ -1 - . .  Bdls Purchased - Net- 
1 

140 ii"15(LQ-ffSBB 1 Customers' L~abll~ty on Drafts under Letters of 
Cred~t or Trust Receipts-Net 

IW p~ Customers' L~ab~l~ty  for th~s Bank's Acceptances 
....... 7-- -.._O_!tst_a$!c~~- ........--..... tw 41m- Loans Rece~vable - Central Bank of Uzbekistan 

190- hdipion Loans Rece~vable (except CBU) 
Short T e n  

Med~um T e n  - -- - ---.. 
Long Term 

Total Loans Rece~vable (except CBU) 
240 %l#fo 1SW ," m.. n rrnnrm r* n .. 4 Less Allowance for Probable Losses 
w ,m*r4J ,."-- -- Loans Rece~vable - Net - ..- - - --- ------- - - -- 

Loans and Advances under L~t~gatlon 
Less Allowance for Probable Losses 

Loans-and Advances under L~t~gat~on - Net-- -..- .................... 

Investments 
Less Allowance for Probable Losses 

Investments Net 
Due from Head 0ffice/~~~ncties/&6nc1es 
Accrued Interest Rece~vable 

Less Allowance for Probable Losses 
Accrued lnterest Rece~vable - Net .. -....-...---- ................. 
Bank Premses, Fum~ture and Equ~pment 

, 
Less Accumulated Depreaatlon 

' 
Banp[em-%-ses _Fum!ture-and_Egu~pme_n_t=-Net- - " --- 

1 
431 IWWraerrfi ff~ml Real and Other Propert~es Owned or Acqulred 

' MQ i 16789 Less Allowance for Probable Losses 
450 1 1 ~ ~ )  Real and Other Properties Owned or Acqu~red - 

Net ........ -..."-J------ ---.. -- 
Unreal~zed Gam from Revaluation of Forward 
Trading Account 
Currency Trading Podlon Accounts 



Balance Sheet 
As of 31 December 1995 & 1994 

Account Titlelltem Description  his Year I ~ a s t p r  
(4 ' (0) 

-- - " -  - - -- -- ..- 
-m-{+71~~f "- Government Account - Net Debit Balance 

6th \ i ~  
r " ? * r c n  

Other Assets 
< 

i 

, -M@J+ TOTAL ASSETS X,XXX,X)(X x.]oo(.x)[x 
IN+ Wf50(,1rO* 
**-or t 
:n-f!!m, .............. -,,-....,,,.......... . ---.......---I- 

" "-< """ - 1 
' slccr ~wrch~ratr LIABILITIES AND CAPITAL 

, 
I 

> 
r i 

Deposits 
Demand 

" " 'I- Total Depos~ts X.)OOo[X \ --mi 

I 
I , Bzd-fa " . % . V W *  - - r- Due to Central Bankof - - Uzbfekigan - 

6% pitm* -- ~ i e  to other ~ a i k s  
tt40 (21m Manager's Checks Payable 

* etiC ]it400 ' 
9 

Outstanding Acceptances Executed by or for 

I Accounts of thls Bank 
.. .A..""~"........' _--......-- ---..- -4 

Loans Payable 
Short Term 
Medium Term 

- L!?V -rerm __- - --- - ------.. --" - --. 
Total Loans Payable 

XI=- v-FE%-lr x,=,= 

X,XXX,XXX X'XXX,)[M( 
X'X)<X'XXX X'XXX'XXX 

. Due to Head OfficelBranchesiAgencies 
cl - -  ....... 

Accrued Expenses Payable 
Other Customers' Depos~ts 
Unrealized Loss on Revaluation of Forward 
TradingAccounts and Other Deferred Credits 
Sett_lemen~d~e_anng 
Government Accounts - 
Other L~ab~lit~es 

4W1WW35W775 Total L~abilit~es ........................ ,---.. 

.......... 
Common 

Total Capital Stock x.x)oo< 

_---I -^-  "-1-1- 

I t-" .w*- * 

I Surplus Reserves 
JrW0;i Connrd FI ~nr( 



Balance Sheet 
As of 31 December 1995 & 1994 

Account Titlelltem Description This Year ' Last Year 
Cada P r n l l l ~  (4 F) 

----- - - " - -  - - - 
~o ta l~u rp l us  Reserves e-"̂ T - ,  t 

Total Cap~tal 

s g&, ..IgThzaa .... " 

? ' I  
TOTAL LIABILITIES AND CAPITAL 

m wwa 
- 1  CONTINGENT ACCOUNTS 

I - - -  - - --- --- ......- 
"~om s ibo3~-^  Government Secunt~es Form - x,;;>i;c=--f- x ,xxzm 

row Iscwv ,." .. < 
Securities Form - Others x,)oo(,x)[x x,m,xx% 

' wwn)miba S~ght Import Letters of Credit Outstanding x,xxx,xx% \ X,xXx,= , 
f100 imw ~sance import Letters of Cred~t Outstanding - -- "lq~$w..." .....--...-..".........-- . . . - . " ~ "  --'""'"-"I ... 

Deferred Letters of Cred~t- Forelgn 
tna {m Deferred Letters of Credit - Domestlc 
,133 bow7 Revolving Letters of Cred~t - Foreign 

' TrG 9aacc @."&,-.- *-- - 1 Stand-by Letters of Cred~t - Fore~gn- - - - _ - - -.,."-- -*--- - - 
Stand-by letters of Credit - Domestic 

zit#, ~~ Confirmed Export Letter of Credit 
Informed letters of cred~t for export 
Settllfient docum-e~!t~I~&e -- -- 
Inward B~lls for Collection - Domest~c 
Accrued Interest on overdue Loans Rece~vable 

1 2 1 ~  @osw Barter Contracts 7 .3tm N&i$ - - I n w a _ ' p ~ B ~ l l _ s ~ ~ o ~ I e ~ ~ o n ~ F o ~ ~ g n  -- - - - . .  
* Tm* jam Outward B~lls of Collect~on - Domestlc 

1 2 ~  ~~ Outward B~lls for Collect~on - Fore~gn 
" w  Ism!&' ' Guarantees 
lm l$lm Commitment to Grant Loans X)(XXXXX x,mAxxx .... L... .......... ......--......-,----_, ............. ..-L.. -& ~ r a  p i a ~  Commitments to Borrow . x,m,xxx i x,mfxxx 

> .  

Forward Valued Sales X,=I= I GOCWX , 
Forward Valued Purchases 
Items_Ee!d_torgasee_~~n_g ------- a 

Government Bonds and Secunt~es Held for x , x ~ x , ~  I X,XXX,XXX 
i Custod~anshlp f 

132320 93cm Pnvate Secunt~eslCornmerc~al Papers Held for x-,- i x,-,& < 

Custodiansh~p 
Secuntles Held as Collateral 
Properties and property nghts(c1aims) Held as 
Collateral ---.....-- I _...-......--.. -... ....... 

Defic~ency Clams Rece~vable =/X.)O(X.)[)<X 
*Other ~ont~ngent Accounts X.)<)oc.XxX X.)OO(.XXX, 
Total Off Balance Sheet Accounts ...... __.........--I--..- X.X)<X.xXx &xx%,xxx ............. 



Income Statement 
02041s 
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02041s 
lncome Statement 

Year-to-Date 31 December 1995 & 1994 

.. 
1 Account T~tlelltem Descnpt~on 
f - l  fW4w * ("1 

..---- .. -- ---- - " - - -  A 

lnterest lncome 
lnterest lncome on Accounts w~th CBU 
lnterest lncome on Accounts w~th Other Banks 
lnterest lncome on Trad~ng Account Secur~t~es ..... ...-..- .... -.......- .................. 
lnterest lncome on Bills Purchased 
lnterest lncome on Customers' L~ab~l~ty on Draft 
under Letters of Cred~t andlor Trust Recepts 
lnterest lncome on Customers' L~ab~l~ty for this 
Bank's Acceptances Outstandm9 
lnterest lncome on LoanmRg~~vabI_e - ,.--,..,- -- 
Interest Income on Loans and Advances under 

I L~t~gatlon 
I So@ .(r(BaQ Interest Income on Investments 
I $30 4 . 4 ~  Other Interest Income 

12o: 7 9 . m  Total Interest Income .... ..A.Y- ........ -....P....-......- ...I..-. 

I 9 4  ilhariptiad 
> 9 

lnterest Expense 
1% ~s~t(10.5t4m Interest Expense on Depos~ts ... 
.tw id Interest Egense on Accounts Duzto CBU . tm-B ."- ....- -we-- 

lnterest Expense on Accounts Due to Other Banks 
I im s2w 
I 

lnterest Expense on Outstandmg Acceptances 
Executed by or for Account ofth~s Bank 

%w ~ ~ 0 5 4 1 9 0  Interest Expense on Loans Payable 
ZW: 'ww Other lnteiest Expense -..-,..--.........--..-..-- ..........-.... ... ..- .. 
22P .rtb2a Total lnterest Expense 

r 

2% 3 ' f ~ - a m  Net Interest Income 
: 1 4 9  $ 6 8 ~  " Less Provlslon for Probable Losses - Loans and 

Ad__va_n-ce? 
I S &  m24Q-- " - - -X --- - -- - 

Net lnterest lncome After ~rovis~onfor"~oan-~osses 
1 

\ 
27a w r l p f t o n  

9 

Non-Interest lncome - 
I 2sp (45zw Comm~ssron and Fee Income .... -__U .. -I_ ---..---....- ..I...........1 
PW 4~ Forean Exchange Gam 
2 m  15600 proficon Trad~ni  Accounts 
M U  '458(r0 - , . .  Gam and D~v~dends on Investments 
n~ hi% -nterest Income --- - - -..- ---" bm"2~eorida~"" - Total Non-Interest Income 
rw ~tsttom *Total Income 
370 ~ a r r c r l ~ n  Non-Interest Ex~enses 
W #rim Comrn~ssron and Fee Expenses ..A.m.&t~-..A..-.. .............. .............. 

Forel~n Exchange Loss 
I(PO ~~ Loss i n  ~radrn(~ccounts : + t ~  ,- Loss on Investments 
429 ~ 8 0 9  Other Non-lnteres-t enses - Lm.. --- -- --- 

Total Non-Interest Expenses 
I -  

> 
450 A 350430 Net Income Before Operatmg Expenses 

Th~s Year Last Year 
(6) F) 



lncome Statement 
Year-to-Date 31 December 1995 & 7994 

Account T~tlelltem Descnptlon 
(''1 

I This Year Last Year 
(a) F) 

.. t 

UP =wpm Qeratmg @pense_s- 
&- asrwM w salaries and Other Staff Costs X,XXX,XXX X,XXX,XXX 

4 ~ )  Y f i 8 2 ~  Office Rent and Mamtenance XXXX,XXX X,XXX,XXX 

~ 5 6 3 0 0  Travel and Transport Expenses XX)(X,XXX XXXX,XXX 

r S1P W W  X,XXXXXX XXXXXXX Admlnlstratlon costs ----- --- ..---- --- - - - -- - L- ......- -2. .....A---.-- s2a &m"x'x --...A, -,-- - -- .... ...,.......... .. 
Representation and Contnbutlon X,X)(X,XXX X,XXX,XXX 

b S 5 6 6 0 0  Deprec~at~on Expense XXXX,XXX X,XXX,XXX < 

( w l f r ~ l ~ ~  Insurance, Taxes and Others X,XXX,XXX X,XXX,XXX 
6w- SBBW-PL-2 P~OVISIO~S formbfie _loss_es - -- -- ,, 

- X,XXX,XXX- 
sw ~ ^ "  -"- Total Operatmg Expenses X.XXX,XXX 

3 
I " 

0 k < 
58(1. ~ 5 6 9  Net Income Before Provls~on for Income Tax X , ~ , X X X  X,x=,XXX r 

...,- - - -  .. -- - ............-.. ---- -- - - ..--- -.......... .. 
80~-- &&"- Less Prov~s~on for Income Tax =XM< 

1 

: ma: :m-saa 
< 

Net lncome (Loss) for the Penod ----....- - --- -....-- I X,xxx,XXX X,XXX,XXX 



Delinquent Loan Report 
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?k IDBank Name 
WLOA 

Aging Analys~s of Overduel Loans Recervable 
As of 31 December 1995 

Partrculars 

1 
m Cllenr-QpB < 

Other Banks * - - - xx XXX - m_-= x=* _ 30(*>*lE X,>qPl,"cx*-X,~I~- X,)(Ml~*l)QOC x*)<XX,=, > 
ab " Cllttnt Type 

- " - - 
Government ., XX,= XXXX x,XXX;xxx, XX,XXZ x,xxx,xxx x,m,xxxVx,xxxpx x,x)(x,x)(x xI>001px X , ~ , X X X  > 

ID $IontType , lnd~viduals XXXXX XXXX,X,XSOL,XIQ< xXXx X,X)(X,W~X,XXX,X)(X x,xxx,xxx< X,X)(X,M0( X,XXX,xxX< )5,)<XX,xxxXXX3 
X, airutt~~pe Pnvate Enterprises ,xx,xxx n x x  X, ) (xyW Wm* x,xxx,xxx x , x x x , ~ x , x x x , m  X,XXX,XXX< x,m,xxx x,xxxx>oc~> 
so: hiennrupe 
tPTCIFn i"Tw- ... *-- State - - . . -  EnterF'?se? - - --- -- - - x w x x  - - - __- >cx x x ~ x J ~ i ~ - = & m ~ ~ l ~  x , ~ ~ ) O ( X x - ) 3 0 < ~ ~ ~ x , > w c , ~  > 

Jomt Ventures XX,XXX x x x x , ~ , ~ ~  3cad x,~)~(,xxx x,xxx,xxx~x,xxx,xxx X,>OOL,XXX x ,xxx,~+x,x,>wc,~ ) 

BO \ulerdTm 
i' 

Partnersh~ps & Corporations , )3(,WM< n X X  X,XXX$Q06 SEXI;XX: X,)QOC,m x,x%x,m< x , ~ , X x x  x,xxx,m~ X,m,xXx X,XXX,XXX+~ 

$0 .Dsw;nplicm By Economic Sector 
< 

Indust_nal Sector ... - XX,XXX xx)~(_x,xxx$xx 
Agricultural Sector XX,XXX xxxx X,XX)[ )[XX 

Forestq Sector xx xxx xxxx X,XXXXX;X 
Transport and Commun~catrons Sector ' xx xxx xx xx x , ~ p x  
Construct~on & Clvrl Works Sector x x , m  -XX xx x,xxx,xm 
Trade and Publrc Catering Sector x x , m  xx xx X , ~ ~  
Lop~stlcs Supply and Sale Sector x x , m  xxxx ,X,xxx ,~  
Housrng and Community Service x x , m  xx xx xX,Xxx;xxx 
Other Sectors - .. xxm.. >O<x.FX %~xxx~- 

30 0 2 0 9 1 ~  Total All Loans ~ , X X  100 00 XX,XXXXX fOO,Q5l xx,xxx,xx oc,>ooc,xx xx,xxx,xx xx,m,xx xx,m,xx xx,xxx,>oc x 
, 

X X > X X X X X X 
Overdue Medurn and Long Term Loans are classrfied under Short Term Lmns 

4LOA Versron 1 0 Page 111 

- 
/ 



Asset Classification and Provisioning 
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Appendu 2 

Name of The Bank 

Loan Classlficatlon Accordmg to Thew R~sk Rate 

As of 199- 

Leader of the Organuatlon (Posltlon) Name 

C l e f  Accountant Name 

Reserve 

10 

Loss 

9 

Total 
Reserves 

Reserve 
s 
8 

Reserves 

6 

Substan 
dard 
5 

Doubtful 

7 

Reserves 

4 

Items of the Balance 

1 Loans and Credlts to 
Cllents 
2 Credlts to Other Banks 
Total 

Good 

1 

Total 
Assets 

Reserves 

2 

Sahsfac 
tory 
3 



Risk Weighted Capital Calculation 
Schedule 2 of Normative 10 



Schedule # 2 

Usk Weighted Assets Calculation 

- -- - - - - 

Cash and other cash documents 
Due from correspondent account 
of CBU - Nostro 
Due from correspondent account of CBU 
- Vostro 
Due from Compulsory Reserve Fund of 
CBU 
Due from other accounts of CBU 
Due from other Banks Correspondent 
Account - Nostro 
Due from other Banks 
Correspondent Account - Vostro 
Due from other Banks, other deposits 
Treasure Bills 
Government Bonds 
CBU Securities and Bonds 
Eurobonds 
Other Security Trade Accounts - Net 
Precious Metals 
Other Goods Trade Accounts 
Purchased Bills - Net 
Clientsf Liabilities on Bills of 
Exchange under Letters of credit or 
Trust Documents 
Cllentsf Liabilities on Not Paid-Off 
Accepts of given Bank 
Credlts Granted to CBU 
Credits Granted to Other Banks 
Flrst Class Credlts 
Loans Receivable - Net 
Loans and Advances in process of 
Court Precedence - Net 
Investments - Net 
Bank Prermses and Equipment 
Other Assets 

Total Assets 

# I Characteristics I 0% msk 1 20% Usk 1 50% Usk 1 100% msk 
A I B 

Letters of credlt 
Foreword Tradmg, Agreements and 
Assets, sold with Source 
Documents and Values, sent to 

I 
Off-Balance Accounts 

C 

I 

32 

D 

28 1 Issued Guarantees and Vouches I 

33 
34 
35 

E 

I X I ~ I ~  I 

Encashment 
Total Off-Balance Accounts 

Total Assets 
Total k s k  Assets 

XIXXX,xXx 

Total k s k  We~ghted Assets ZZ8ZZZ8ZZZ 

X,xxxIxxx 

X,XXXIxXX XIXXX,XXX 

XIxxx,xxx XIXXXIxxx 
xx,= 

XIXXX,xxx 
XXIXXX 



Calculation of Reserve Requirement 
Schedule 1 of Normative 10 



Schedule # 1 

Code and Name of Bank 

Calculat~on of Compulsory Reserve Fund 

Bank As of '-' 199- 

Contents 

A 
 ema and Deposlts 
Savlng Deposlts 
Tune Deposlts 
Up to 3 Year Maturlty 
Over 3 Year Maturlty 
Total Tme Deposlts 
Total Depoalts 
Other e c l e s  of Reserve 

Balance 

B 
X X X  
X X X  

Deduction % 

C 
25 
25 

Reqrurements 
Local Khokmuyatfs (Mayor) 
account-local budget 
Other artlcles of Reserve 

Deduction 
Amount 

D 
X X X  
X X X  

X X X  
X X X  
X X X  
XXX 
X X X  

25 

Requlrements 
Managerlal Checks 
Deposlts of Cllents- on Letter of 
Credlts 
Cllents' deposlts - L~ablllt~es on 
Bllls of Exchange under bill for 
mport and/or under trust 

2 5 
10 

X X X  
X X X  

documents 
Fund for Special Purposes 
Financial Investments from Local 

X X X  
X X X  
X X X  
XXX 
X X X  

X X X  

Budget 
Account Payable 
Deposlts Liabilltles - Sleeping 
Other Credlts - Not Demanded 
Var~ous Circumstances 
Total Other Artlcles of Reserve 

2 5 
2 5 

X X X  
X X X  

Requirements I I I 

X X X  
X X X  

2 5 

X X X  
X X X  
X X X  
X X X  
X X X  

Requlrements 
Cash 
Balance on Separate Personal 

X X X  

2 5 
2 5 

X X X  Total Related to Reserve 

X X X  
XXX - 

Accounts 

Reserve Requ~rements as of I I I I 

X X X  
X X X  

2 5 
2 5 
2 5 
2 5 
2 5 

X X X  

I 
Rqurements 
Total Reserve Reqw.remsnta 
Amount of Balance, transferred to 

X X X  
X X X  
X X X  
X X X  
X X X  

X X X  
X X X  

Cash Deducted f rorm Reserve 1 

Reporting day 
Shortage ( - )  or Excess (+) 
Balance m Balance Account 10309 

X X X  

( 
X X X  

on the date of data submss~on I I 
Ad]ustment Date I X X I X X , ~ ~  



Bank Capital Calculation 
Schedule 3 of Normative 10 



SCHEDULE # 3 

Bank Capital Calculation 

CAPITAL 

Shareholder Capltal - Common 
Shareholder Capltal - Preferred 
Issued shares-Common 
Issued shares-Preferred 
Pa~d-Off Capltal 
General Reserve Fund 
Devaluation Reserve 
Retamed Earnlngs 
Net Proflt (Loss) 
Intangible Assets 
Investments In Banks, 
Afflllates, and Non-Bank 
Flnanclal Organlzatlons 
Equ~ty Investments to Other 
Organlzatlons 
Probable Loan Losses Reserve 
Appraisal Values Over Costs 
Subordinated Debentures 

# 

TOTAL CAPITAL 

Characterlst~cs Cap~tal 

xxxx 
xxxx 
xxxx 
xxxx 
xxxx 

Regulatory 
( Tmrl ) 

xxxx 
XXXX 

( XXXX ) 
( XXXX ) 

XXXX 

xxxx 

Supplemen 
tary 

xxxx 
xxxx 
xxxx 

Total 
T~erlYP~er2 

XXXX 
xxxx 
xxxx 
xxxx 
xxxx 
XXXX 

XXXX 
xxxx 
xxxx 

( XXXX ) 
( XXXX) 

XXXX 
xxxx 
xxxx 



Report on Large Credits 
Schedule 6 of Normative 10 



Schedule # 6 

Loans Receivable - 20 Biggest Loan Borrowers 

As of " "  199 

I Medium Term Loans 1 

Long Term Loans 
Borrower # 1 
Interest to Capital Ratio 
Borrower # 2 
Interest to Capital Raho 
Borrower # n 
Interest to Capital Ratio 
Total Long Term Loans 

Client's name 

A 
Short Term Loans 

Borrower # 1 
Interest to Capital Raho 
Borrower # 2 
Interest to Capital Ratio 
Borrower # n 
Interest to Capital Rabo 
Total Short Term Loans I 

Maturity 
Date 

C 

Date 
Granted 

B 

Principle 

D 

I I TOTAL BIGGEST LOANS I 

Loan 
payments 

E 

THE BIGGEST LOAN GRANTED BY BANK I I I 

Renewal 

F 

Past Due 

G 

Total 

H 

Interest 
Rate 

I 

Loan 
Purpose 

J 

Type 

K 

Price 

L 



Report on Loans to Affiliates 
Schedule 7 of Normative 10 



Schedule # 7 

Loans to Affiliated Persons (Insiders) 

I Medium Term Loans 
Borrower # 1 
Interest to Capital Ratio 
Borrower # 2 
Interest to Capital Ratio 
Borrower # n 

Client s name 

A 

I Interest to Camtal Ratio 

Short Term Loans 
Borrower # 1 
Interest to Capital Ratio 
Borrower # 2 
Interest to Capital Raho 
Borrower # n 
Interest to Capital Ratro 
Total Short Term Loans 

PastDue 

G 

Long Term Loans 
Borrower # 1 
Interest to Capital Ratio 
Borrower # 2 
Interest to Capital Ratlo 
Borrower # n 
Interest to Capital Ratlo 
Total Long Term Loans 

Date 
Granted 

B 

Principle 

D 

Total 

H 

Maturity 
Date 

C 

Total Medium Term Loans 

Type 

K 

1 I I I 

TOTAL LOANS TO INSIDERS 

Loan 
payments 

E 

Interest 
Rate 

I 

Price 

L 

I 

Renewal 

F 

Loan 
Purpose 

J 

THE BIGGEST LOAN TO ONE INSIDER 
I I 



Economic Normative Indicators Calculation 
Schedule 8 of Normative 10 



Schedule # 8 

Economical Normative Indicators Calculation 

I 1 I Camtal Adeauacv Ratlo I 

# I Name of Econom~cal Normatwe 

Liauiditv Normatwe I 

Formula 

. " 
~ a i i t a l  Adequacy Ratio (Nl) Bank Capital Min 

. . 
Immediate Liquidity Indicator (N3) 

Current Liquidity Indicator (N4) 

Actual I Normatwe I Deviabon 
A 

Bank Cap~tal to Bank Liabilities Ratio (N2) 

Short Term L~qu~di ty  Indicator (N5) 

1 Liquid Assets 
Demand Liabihbes 

B 

Risk Weighted Assets 
Bank Capital 

Bank Liabilities 

Liquld Assets and 30 day maturity Assets 
Demand L~abilibes and Liabilihes with 30 

0 25 
Min 
0 25 

I day Maturity I 

C 

Liquid Assets w t h  30-365 day Maturity 
Deposits and Attracted Funds wth  30-365 

I - Maturitv Date I 

D 

Normative on Operation w t h  Borrower 

E 

Min 
0 25 
Mm 
0 25 
Max 

Maximum Risk kate  for One Borrower (N6) 

Max~mum Risk Rate for All Big Loans (N7) 

Maximum Risk Rate Normative for One Depositor (Creditor) 
Max~mum k s k  Rate for One Cred~tor (N8) 

Normative on Operations with Securities 
Bank Investment Normative in Commercial Securihes (N9) 

Normative on Bank's Investment of capital (N10) 
Investments 

Shareholders Capital 

Max Loan Amount for One Borrower 
Bank Capital 

Total Amount of Big Loans 
Bank Capital 

Maxlmum Slze of Deposit for One 
Creditor Can Make 

Bank Capital 

Investment m Non-Government Secunbes 

Shareholders' Cap~tal 
Max 
05 

Amount of Granted Loan to One Insider or Group of Insiders 
(N11) 

Max 
1 0  

Max 
0 25 

Insiders Normative 

~ o t a l  Amount of Loans Granted to All Insiders (N12) 

The Biggest Loan to One Insider 
Shareholders' Eaurtv 

Max 
0 15 

Total Amount of Loans tb ~ i l  Insiders 
Shareholders Equ~ty 

* Max 
1 0  



Loan Charge-Off and Recovery Report 
Appendix 4 of N242 



Name of the Bank 

Schedule of Payments, Charged-Off the Reserve Fund to cover Probable Loan Losses 
and Returned Back to Reserve Fund to cover Probable Loan Losses (Charged Earher) 

B) Agr~culture 
C) Transport 
D) Commun~cat~on 
E) Trade 
F) Samplmgs and Reprocessmg 
G) Construct~on and Real Estate Purchase, In the 11st 
H) Mortgage 
I) Indlv~duals 
J) Others 
2 Loans to Fmanclal Organ~zat~on 
3 Other Loans 

1 
1 Loans to Chents, Total 

Leader of the Organ~zat~on (Pos~t~on) Name 

Recovered- B 

Ch~ef Accountant Name 

Total 
4 

Charged-Off - A 
Fore~gn Currency 

5 
Total 

2 
Fore~gn Currency 

3 



Reports whlch may be used but not Cruc~al 



Deposit Liabilities by Deposit Term 
2 104DMC 



Deposlts L~abll~tes by Depos~t Term 
As of 31 December 1995 

I Depos~ts rn Deposlts In Fore~gn Currency T lW fhI!p~ski In 
i Soums S G U ~ S  

Part~culars Accts Amount Accts In US Amount ~n A d s  Pimwnt m 
(#I (#) Dollars Sourns- #  sou^ 

Formula 'E EMSG 
44 1 )  , ((7 ID) IE) 1 9  1 ,,- PHf 

DEPOSITS ,, 

..... .. .. -..- .. - I.........- ...I.",... . -w--= - -  - -  - I Demand Deposlts < 

' oao ~apawtstatus 1 Act lve < X , m  XXX~,XXX xxxx ~,xXX,xxx< x,xxX,xxx X,xxX 3Gxx'K>aor 
~ 5 0  f)epasdatalus Dormant x,xxx xxxx,xxx x,xxx x,xxx,xxx x,xxx,XXX X X W C  X,WXWC 
060 mpmits~81ua Opened Th~s x,xxx x xxxxxx xxxx X,XM,XXX x,xxx xxx x+xxx X,XXX,XXX 

Month 
om Depos,RSlatus Less Closed T ~ I S "  x xxx x,xxx,xxx x,xxx x,xxx,xxx x,xxx,xxx x m *  xlxxj;,,xxx 

Month 
cw3+05Q*m-ara Total Demand Deposits xx,xxx xx,xxx,xx xx xxx xx,xxx xx xx,xxx,xx cx,ms"x~xxx,w~ 

X X , >*,. , v 
, X 

d > < 

IM] 
,,, ,-... ... ,~,s_a_"! !!Qs,!!9,02't~,~.... . _... ..-.....-.. ........ ...-.. .... ..-.......-.......-.......I..........- .... 

ffa "~e@stetus Actwe X,XXX x,xxx,xxx xxxx X,XXX,XXX X,XXX,XXX X;XICI[ x;zoocpx 
' $20 ' m w s t a t u a  Dormant < x,xxx xxxx,xxx< x , m  X,XXX,XXX X,MO(,XXX+ x m :  X$xX,w 

fa a s ~ s ~ ~ t u s  Opened Thls x,xxx x,xxx,xxx X,XXX x,xxx,xxx x,xxx,xXx X , l W  X,WX,XXX 
Month 
Less Closed This x,xxx x,xxx xxx x,xxx x,xxx,xxx x,xxx,xxx x , m  x ~ x x x  

Tlme Deposits 
30 days or less 

,-.,,+ .......-....I.. 

31 - 60 days 
61 - 90 days 

j 91 - 120 days 
- + 121: 150 days- 

i 151 - 180 days 
< ' 181 - I year 

Over I year 
Total T~me Depos~ts 

Xxxx X,XXX,xxx 

280 OlIkt~o TOTAL DEPOSITS XX,XXX XX,XXX,XX XX,XXX xx,xxxxx xx,xxX,xx ~ ~ W I X W [ , x X  
, 

X X X i. X 



Deposits Liabilities by Amount Range 
21 14DAR 



Deposlts Llabllltes by Amount Range 
As of 31 December 1995 

Deposlts ~n Deposlts in Forelgn Currency TQM Qap~slb in 
S O U ~ S  Sourns 

Deposlt Type Accts Amount Accts In US Amount ~n Acds Amount 113 
I Amount-Range -(#) (#) Dollars Soums _ () - Soum 

W e  F m u l e  (A) lB) r-1 ("1 (El (F) (=) tH) (9 
010 twe DEPOSITS 

- - -  - -  
ALL Deposlts 

500 Or Less 
501 - 2 000 
2 001 - 5,000 - 
5,001 -"I O"Ood 

10,001 - 20,000 
20,001 - 50,000 
50,001 -100,000 
100 001 - 500 000 

- 

XXXX, X X X X x x x  

X,XXX X x x x x x x  

x- 5,-- 
XXXX X,XXX,XXX 

XXXX X,XXXXXX 

x , m  X,XXX,XXX 

X,xxx X,XXX,XXX 

XXXX XXXXXXX 

XXXX XXXX,XXX Xxxx,XXX 

X,XXX XXXX,XXX XXXXXXX> 

_x xxx.. x -,- _x,- -..- 
X,XXX XXXX,XXX XXXX,XXX 
X XXX X XXXXXX X,XXX,XXX 

x , m *  x,XXX,XXX x,XXX,xxx 

X,XXX X,XXX,XXX X,xxx,xxx 

XXXX XXXXXXX XXXXXXX 

- ."X" X 

x p x  k:,XXXtxxx 
X , W  x m , w  
X F  21--- 
X p x  x,=,= 
x m '  X m l ~  
X t f M X  X,%W 
v 5 <  x-- 
XXXX x.Mx= 



Deposits Liab~lites by Amount Range 
As of 31 December 1995 

w w w  Total ALL Deposits xx,xxx xx,xxx,xx xxmx xx,xxx,xx xxlxxx,xx Mcm m,%w,xx 
1 X X 

nn r n * . . * . . *  X X --......Ln r .. n 



Share Capital Report 
3 104CSA 



Capltal Stock Account 
As of 31 December 1995 

I Authonzed Shares of Stocks 
Preferred - --- - - - Common 

Particulars Shares Par Sourn Value Shares 
Value 

i X ' 2nd Auth dd. Month m,xxx.xx 
Y r x 
3rd Auth dd, Month Yr "XXX,X)O(,XX 

XI 
nth Auth dd, Month Yr xxx,xxx,xx 

I wSubscriptim Racewable 
v. 

a Part~culars Shares Pflce Subcnpt~on Subcnbed 

Par Soum Value Total Amount 
Value Authorized 

IF) (GI 1 (HI 

... . . .. - . . - .... . . . .- 
I BegBal PREFERRED xxx,xxx xx xx,xxx xxxxx,xxx,xx xxxxx,xxx xx xxx,xxxlxxx ~ . x x x . x x  XXX,xxx,xxx 

X x*  X 

Add Subscnpt~ons TM xxx,xxx,xx xx,xxx xxxxx,xxx xx xxxxx,xxx xx 

x 
C 

, Less Fully Pa~d Subs xxx xxx,xx xx,xxx xxxxx,xxx,xx xxxxx,xxx,xx 
x3 1 X 

'EndBalPREFERRED xxx,xxx,xx xx,xxx xxxxxxxx,xx xxxxx,xxx,xx xxx,xxx,xxx XXXM(,XX.X,xx XXX,XCX,xxx 
X 

1 
X X 

I 
9 x1 

-.. ... ... ..... .... ....-... - 
hued ~hafes uf ~ w k s  

.. 
t 

Part~culars Shares Par Issued 
Value + Cap~tal Stock 

1 As!) - -  + -(!?I - - -..A"- -- -.-AT1 - -- 
I B~~B~I-PREFERRED xxx,xxx,xx x x , m  xxxxx,xxx,xx 

X X 

Add Fully Pa~d Subs xxx,xxx,xx xx,xxx xxxxx,xxx,xx 
TM + x 
EndBal PREFERRED ~ ~ ~ , x x x , x x  x x , m  mxx,m,xx  



Cap~tal Stock Account 
As of 31 December 1995 

1 Add Fully Pa~d Subs m,xxx,xx xx,mc-,xxx,xx 
1 TM XI x 
j EndBal Common Shares m,xxx,xx XX,m )oOOWmlXX 

...... 
I /Share Stock 

PI PI * PI IXA / PREFERRED Shares mlxxx,xx x x , m  a o m . m , x x  
I 

..I-- ,.-....... - -  - 2 A*.. - - - - X 

! Common Shares m,XXX,M X X , ~  ~ ~ X X X , X X X , M  
, X X 

- 1  
.. .. 



Reports which should be revised before Use 



General Loan Reports 

Loans Receivable by Economic Sector 
15 14LES 

Loans Receivable by Client Type 
1524LCT 

Loans Receivable by Purpose of Loan 
1 534LPL 

Loans Receivable by Loan Term and Security Coverage 
1584LSC 

Loans Receivable by Maturlty and Weighted Interest Rate 
1 594LIR 



Loans Rece~vable by Econornlc Sector 
As of 31 December 1995 

Loan Tern 
Econorn~c Sector 

(A) P I  
Short Term Loans 

lndustrlal Sector 
Agrjcultura! Sector 
Forestry Sector 
Transport and Cornmunlcations Sector 
Constructton 8 Clvll Works Sector 
Trade and Pubk  Catering Sector 
Loglstlcs Supply and Sale Sector 
Housing and Community Servlce 
Other Sectors 

Total Short_ Term Loans 
L&s Allow for Probable Losses 

Net Short Term Loans 

Medrum Term Loans 
Ind_ust_ral_s_ecttr- , - -- 
Agr~cultural Sector 
Forestry Sector 
Transport and Cornmunlcat~ons Sector 
Constructron Clv14 Works Sector 
Trade and Publlc Caterlng Sector 
Log~stlcs Supply and Sale Sector 
~ o u s ~ n g  and ~ommunlty Servlce 
Other cectors_- - -- - - - -- -- ----- 

Total Medlum Term Loans 
'a f&W&143# Less Allow for Probable Losses 
250 250-264 Net Med~um Term Loans 

7zro _Coa",Twt Long Term Loans - 
3x1 ~zmnomaw Industrial Sector 
310 Emnornit- Agricultural Sector 
320 fzmxmcW Forestry Sector 

~ & s ~ n ~  and ~ o m m u i l t y  Service 
Other Sectors 

Total Long Term Loans 
Less Allow for Probable Losses 

Net Long Term Loans 

- -- - - - ..-----... --..-...- - - - 
All Loans 

Industrial Sector 
Agr~cultural Sector 
Forestry Sector 
Transport and Comrnun~cattons Sector 
Constructlon & Clvd Works Sector 
Trade and Publlc Caterrng Sector 
Logl_stlcs-S*pplya gal? S_ecJt~ 
Housing and Community Servlce 
Other Sectors 

Total All Loans 
Less Allow for Probable Losses 

Net All Loans 
All Overdue Medlum and Long Term Loans are classified under Short ~ & m  ~ o a n s  



Bank IDBank Name 
1524LCT 

Loans Recervable by Clrent Type 
As of 31 December 1995 

1 

i Loan Term I Cl~ent Type Ctrrreht 1 R~bmrtbCl: " 
Overdue' I Total Allow for Net Tc& 

"fR (A) - --- 
Short Term ~ o a n s  + 

Other Banks > 
Government 
lndrvrduals - --- - ..-..--- --- 
Private Enterpnses 
State ~nterpr~ses 
Jolnt Ventures 
Partnershlps 8 Corporatlons 

Total Short Term Loans 
Medrum Term Loans 

Other Banks 
Government -- .. - - - -  
lndrv~duals 
Private Enterpr~ses 
State Enterpnses 
Jolnt Ventures - -  - - *.., 
Partnershlps & Corporatlons 

Total Medlurn Term Loans 
Long Term Loans 

,.. - Other Banks- - - -- --- - .-..- .. 
Government 
lndwrduals 
Prlvate Enterprlses 

i* 2% : c I & T ~ ~  State Enterprise: -- 
216--~€k&r~*~- ~ o l d  ventures 
289 'CIWTW Partnerships & Corporations 14mm[ 
2 9 Q X W 8 0  Total Long Term Loans WW,= 
3~ l t r~n~emt  AIL ~oans..  _ - - a2ii.-tQ2d;ti7tc&ft Other Banks 
W : O 3 o + f g o c ~  Government 
34# \Wf40*24Q lndlvlduals 

QSOr-?, -* -4 Pryate Enterprises - - - - -__ ) S x m c ~ ~ ~  
36Q ,*-~m State Enter~rlses a m  Xd- 

' 3 s  ' { a i w t m ~ a  Jornt ~ent&es 
' 380 ' 0 8 0 * 2 ~ 2 8 0  Partnersh~ps & Corporations 
-% l-p - - T O ~ ~ I  A! ~ o a n i  - - -- - -...... .... f~x-*,&$ - 
l All Overdue Medium and Long Term Loans are class~xfied unda short Term Loans 

1524LCT V m  1 0 Page 111 

1 'I 



Loans Receivable by Purpose of Loan 
As of 31 December 1995 

Purpose of Loan 
Code firnub (A) (01 
ata 1~lenrarm Short T e n  Loans 
MO wrposeof~oan Workmg Capltal 
030 P P W p l W  &. cke*lcan"'" --- -~ort/ im_~GL- .. 

Fixed Assets 
060 Purpose of Loan Goverrnent Directed 
Q7Q PurrmwnfW Others 
080 Alxzwm Total Short Term Loans 
090 12194.f3f99 - Less Allow for Probable Losses 
too aso-w Net Short Term hans  

fm LwnTem Medium Term Loans 
no P U ( P L ~ ~ ~ ~ ~ ~ L Q P C  Work~ng Captal 
140 Purposeofbm ExpoNlmport 
f 5 ~  ~urpaaaallaan F~xed Assets 
$70 ~urpcrseofwn Govement D~rected 
180 Purpasenf Lam 
tsa "d.r3al&....u "..- .. Others 

Total Med~um ~ e r m  Loans 
Less Allow for Probable Losses 

Net Medium Term Loans 

~x~otVlmpdrt  
F~xed Assets 
Goverment D~rected 
Others 

Total Lonq Term Loans 
Less Allow for Probable Losses 

Net Long Term Loans 
..... 

All Loans 
Working Cap~tal 
ExpoNl mport 
F~xed Assets .. -..--..............--... --- "-- - 
Govement ~1recte"d 
Others 

Total All Loans 
Less Allow for Probable Losses 

430 ~ J O  m Net All Loa_n_s - - - ---- ....... ................... ' All Overdue Medlum and Long Term Loans are class~f~ed under Short Term Loans 



Loans Receivable by Loan Term and Secunty Coverage 
As of 31 December 1995 

---..- ----.. - - - - -  ..- 
Med~um Term Loans 

Depos~t - - -  -- - --- 
Motor ~eh16les etc 
Inventory 
Real Estate 

...... EW p_ment_-- .... ------ .. -.. 
Bonds 
Shares of Stocks 

2 4  w - m e  Th~rd-Party Guarantee 
2 s  x17w.2~ Total Medum Term Loans 
260 '7XW-141m Less Allow for Prob Losses 
270 w.za - ., - -- N&Tot@-Mei4_um >rm&ns_ _ 

3(0 f i #Wmrpge  Real  state (3 P ~ - r o p a  Equ~pment 

Th~rd-Party Guarantee I i 

%a X W W  '~otal  Long Term Loans 

Deposlt X m X K x  X x x X , q  
x , % x w m  m,m Motor Veh~cles, etc - - - -  - -  ----- 

lflventoly XWIlaa XsWrXXX 
Real Estate X;loowa6t XWfJ6(X 
Equipment A x , x x x ~ m  -,m 
Bg~ds  ............. t !?E x??%E! 
Shares of Stocks X F W X  X W , ~  
Th~rd-Party Guarantee 

0 

xxu 
IOCXX 
--r'l ==" 
X x x t  

==* 
XXXX ..............-- 
mm 

+ 



Loans Receivable by Matunty and We~ghted Interest Rate 
As of 31 December 1995 

Weighted Interest   ate' 
Loan T e n  1 Status BegBal Payments EndBal Shot% Med~um LWg ' 

-- Thls Month Th~s Month Th~s Month A Tenn Term Tern , 
(A) , ('4 (9 .. .& .. EL ..jfQt 

Current Loans I 

2 

Short Term , 
1 - 30days _ x,xxx,xxx x,xxx,xxx x,xxx,xxx %Xx3(X A .. 
31 - 60 days x,xxx,xxx xxxx,xxx X,XXX,XXX mxx , 
61 - 90 days , xxxx,xxx X,XXX,XXX x,xxxxxx m,xx 
91 - 180 days xxxx,xxx x,xxx,xxx xxxxxxx X X U x  

.. .. 181 day!, lll'?a_r .. x - L ?  xs=*xxx -x xxx xxx F = - .... .. .. ...... .. 
Total Short Term xxxxxx,xxx xxxxxx,xxx xxxxxx,XXX 

Medurn Term 
Over l to2years xxxxxxx x q x x x x  x,xxxxxxA_ 
Over 2 to 3 years x,xxx xxx x xxx,xxx x xxx,xxxw oo<xxx 
Over 3 to 4 years x xxx xxx x xxx xxx x,xxx,xxx >oo<xx 2 

Over 4 to 5 years x,xxx,xxx x,xxx,xxx x,xxx,xxx xxxxx I 

480  ' ~aao  Long Term , 
IBO iLoanTsm Over 5 to 10 years x xxx xxx x xxx xxx x xxx,xxx X);X,)IX 

> 
2 m n ~ e m  Over 10 years xxxxxxx xxxxxxx X,XMXXX I )aOS,W ' 
ZIP 04Lkm 

.. 
Total Long Term xxxxxx,xxx xxx,xxxxxx XXX,XMXXX 

'~@*3@+210 ATotal of Current Loans 
> 

XXX,xxx,XXX xxx,xxxxxx xxx,xxx,XXX "fm""&""..... ..".... ..- -..............-- ..----.. ..----.... ......... - - .... .. ..- .. .... ..-- ..-....... .. .. V .. 
Overdue&Under L~t~qatlon } 

260  loanst tat us Overdue x,xxxxxx X,XXX,XXX x,xxx,xxxy XXX,XX xxxxx , xxX,XX 
' 2W ~ n % a t u n  Under L~tlqat~on x,xxx xxx x,xxx xxx x,xxx,XXX XXXW XXXXX %2$XX 

280 260-270 Total Overdue & Under xxx xxx,xxx xxx,xxx,xxx xxx,xxx,xxx 
- -- Llt - - w 

- % -  - 
k 5 ' m 230+28a Total of All Loans x,xxx,xxx,xx x,xxxxxx,xx x,xxx,xxx,xx c 

X X X I 
P r u r u * x u r * * u x x u  

"Computed as Total Loan Interest d~vlded by Total Loan Prlnclpal rnultlplled by 100 



Asset and Liability Analysis Schedules 
(Based on Original Maturity) 

Bank Assets Analysis 
Schedule 4 of Normative 10 

Bank Liabilities Analysis 
Schedule 5 of Normative 10 



Schedule # 4 

Bank Assets Analysls 

ASSETS 

Code 

Cash and other Cash 
Documents 
Due from CBU 
Due from other Banks 
Trade Accounts - Net 
Bllls Purchased - Net 
Cllentsl L~ablllt~es on 
Bllls of Exchange under 
Letters of credlt or Trust 
Documents 
Cllentsf Llabll~tres on Not 
Pald-Of f 
Loans Granted to CBU 
Loans Granted to other Banks 
- Net 
Loans Rece~vable 
Short Term 
Medlum Term 
Long Term 
Total Loans Recewable 

Wnus Probable Loan 
Losses Reserve 
Loans Recelvable - Net 

Characterlstlcs 

A 

Loans and Advances m the 
process of Court Precedence 
Investments - Net 
Due from 
Headquarters/Afflllates 
Accrued Interest Recelvable 
- Net 
Bank Prenuses, Furniture, 
Equipment - Net 
Real Estate and Other 
Prlvate Properties 
Unreal~zed galn on 
revaluation of foreword 
transaction 
Currency Trade Account and 
Currency Posltlon 
Settlement & clearlng 
accounts 
Government Account 
Other Assets 
TOTAL ASSETS 

Terms categories (Days) 
Tota 
1 

G 

Over 
365 

F 

181- 
365 

E 

Not 
tune 
d 
B 

1-30 

C 

31- 
180 

D 



Schedule # 5 

Bank Llabllltles Analysls 

LIABILITIES 
1 I Deposlts 

Code 

I .. 
1.4 ( Total Deposzts 
2 1 Due To CBU 

Characterlstlcs 

A 

~aturlty (days) 

1 1 
1 2 
1 3 

3 1 Due To Other Banks 

Demand Deposlts 
Savmg Deposlts 
Tme Demslts 

4 1 Managerial Checks 
5 1 Outstandmg Acceptance - 

Tota 
1 

G 

Not 
Tune 
d 
B 

6 i ~oans-payable 
6 1 1 Short Term 

Over 
365 

F 

6 2 
6 3 
6 4 

7 

8 
9 
10 

11 

12 

13 

EXTRAORDINARY CIRCUMSTANCES ACCOUNT 
Flnanclal Trade 

A 

181- 
365 

E 

1-30 

C 

Medlum Term 
Long Term 
Total Loans Payable 
Due To Headquarters / 
Aff~llates 
Accrued Interests Payable 
Other Deposlts of Cllents 
Unrealized losses on 
revaluation forward accounts 
& other prolonged credlts 
Settlement & clearlng 
accounts - Credlt balance 
Government Accounts - Net 
Loan Balance 
Other Llabllltles 

14 1 TOTAL LIABILITIES 

Guarantees 
Other Extraordmary 
Circumstances Account 
Total Accounts of 
Extraor- C~rcumstancee 

31- 
180 

D 

I 



Reports Needing Development 



Draft 
Reconciliation of Retained Earnings 



RECONCILIATION OF RETAINED EARNINGS 

SOUM 

1 Retained Earningqas Reported at the end of Previous Calendar Year 
2 Plus or Minus Prior Period Adjustments Not Reflected as of that Year End 
3 Equals Adjusted Retained Earnings 
4 Plus or Minus Cumulative Net Income or Losses for the Current Year 
5 Less Cash Dividends Declared- Common Stock 
6 Less Cash Dividends Declared- Preferred Stock 
7 Less Stock Dwidends Declared- Common Stock 
8 Less Stock Dividends Declared- Preferred Stock 
9 Equals Current Balance, Retained Earnings 

- 



Draft 
Investment Securities and Trading Account Assets 



Investment Securit~es and Trading Account Assets 
I 

I I 

Part 1- Investment Secur~tles 

1 Investment in Government Bonds 
2 Investment m CBU Bonds and Secunhes 
3 Investment m Pnvate Bonds 
4 Investment m Eurobonds 
5 Equlty Investment- State-Owned Enterpnses 
6 Equty Investment- Pnvate Enterpnses 
7 Investment 1n Other Secunhes 
8 Total Investment Secuntles 

1 Government Treasury Bills I I I 

- 

Part 2 - Tradmg Account Secur~t~es 

2 Government Bonds 
3 CBU Bonds and Secunhes 
4 Government Corporahon Secunhes 
5 Eurobonds 
6 Pnvate Secmbes 
7 Other Secunhes 
8 Total Tradmg Account Secuntles 

Book Value 

I 

l ~ a r t  3 - Tradlne Account Prec~ous Metals and Other Commod~t~es I 
I I 

Market Value 

Book Value 

1 Preclous Metals 
2 Preclous Stones 
3 Preclous Corn 
4 Other Commdhes 
5 Total Preclous Metals and Other Commod~t~es 

Market Value 

Memo Item 
Total Secunbes pledged for pubhc deposits 
Investment Secunbes Portfolio 
' A -----labon (Depreciahon) 

g Account Secunt~es 
...+. ..I m^ r̂rr...*.̂ -.\ .uuu - 

Act - 
t r n n  

a Corn 



Draft 
Liquidity Analysis 



Liquid@ Analysis 

Part 1 L ~ q u ~ d  Assets 
I 

Category I sourn 

1 Cash 
2 Due from banks 
3 Government Secunbes One Year or Less MaMty 
4 Government Secunbes wth Greater than One Year Matunty 
5 Loan reuavments due wtlun 90 davs 

1 6 Other Rad~lv Marketable Secunbes I I 
7 ~ o t a l  hquid assets I 

I a Total cash dmded by average 1 

Part 2 Cash and Llquldlty Rat~os 

I Part 3 Econom~c Normat~ves- Llquldlty I 

Percentage 
I I 

1 three months dwded by three I I 

1 Calculation of N3 Ratxo 
2 Calculation of N4 Ratio 
3 Calculation of N5 Ratio 

Percentage 



Draft 
Analysls of Income and Expense 



Analysis of Interest Income and Interest Expense 

I category 

h Other Loam I 
I TOTAL INTEREST INCOME ON LOANS 

I 

b Duc 6om other Banks I 
c TOTAL INTEREST INCOME ON CORRESPONDENT ACCOUNTS 

I 

d Eurobonds I 
e Pnvats Secuntla 
f other ~ccuntla I 
g TOTAL INTEREST INCOME ON TRADING ACCOUNT SECURlTIES 

1 

e Othersecurlt1~1 I 
f TOTAL JNEFSBT INCOME ON INVESTMENT SECURITIES I 

I 

I 
6 TOTAL INTEREST INCOME I I 

o Other Interert Expew 
d TOTAL INTEREST EXPENSE ON OTHER LIABILITIES 

9 TOTAL INTEREST EXPENSE 



Draft 
Changes in Equity Capital 



Category Soum I 
1 Total equty capital ongmally reported m the prewous year 
2 Equity capital adjustments from amended Reports of Income net 
3 Amended balance end of prewous calendar year (sum of items 1 and 2) 
4 Net mcome (loss) year to-date 
5 Sale conversion acqusikon, or retrement of capltal stock (net proceeds) 
6 Surplus Reserves 
7 Adjustments to Appraisal Values over Cost 
8 LESS Cash diwdends declared on preferred stock 
9 LESS Cash diwdends declared on common stock 

10 Other items effectmg equity capltal Net 
11 Total equity capltal end of current penod (sum of iterns 3 through 10) 



Draft 
Deposits by Client Type 



/ a Other Banks 1 

Category 

b Government 
c Individuals 
d Pnvate Enterpnses 
e State Enterpnses 
f Jomt Ventures 
g Partnmh~ps and Corpotat~ons 
b Other Demand Deposits 
1 Total Demand Depos~ts 

Soum 

a Other Banks I 
h Ckwemment 

d Pnvate Enterprises 1 
e State Enterpnses 
. . -. I 
f Jomt Ventures I 
g Partnmhlps and Cotpotations 
h Other Savmgs Deposits 
i Total Savmgs Deposits 

I 

( b Government I 
d Pnvate Enterprises I 
e State Enterpnses 

I f Jomt Ventures I 
g Partnetshps and Corporations 
h Other Time Deposlts 
i Total Tune Depos~ts 

4 Total Deposits I 

I 1 Has the bank failed to pay any depositor e~ther interest or principal when requested to do so dumg the quarter? I 



Draft 
Miscellaneous Information 



MISCELLANEOUS INFORMATION 



Flnanc~al Sector Reform In KazakhstanlUzbek~stan 

Fmal F~nanc~al Report 

ADMINISTRATIVE INFORMATION 

lnternat~onal Busmess & Techn~cal Consultants, Inc 
Contract # EPE-0005-100-5056-00 
Task Order # 10-00140-IBTCI-09 

January - December, 1997 

Total level of effort 

Level of effort (Jan - Dec, 1997) 

Cumulat~ve level of effort 

Unused level of effort 

Expend~ture (Jan - Dec, 1997) 

Cumulative expenditure todate 

Balance 2,853,718 

lnternat~onal Busmess & Techn~cal Consultants, Inc 
Fmal Report 


